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Introduction
The UK has always been a major trading nation and partner
for many countries around the world. Whilst still maintaining a
strong manufacturing base, the UK’s economy has evolved to
one that is at the forefront of new developments in technology,
biosciences and finance.
Successive governments have reformed the UK corporation tax regime making
it more attractive to international investors. This has included reductions in the
headline rate of corporation tax, the introduction of a number of innovation incentives
(including the Patent Box regime and Research and Development tax credits) and
wider reforms that make the UK an attractive jurisdiction in which to do business.

Where a company is looking
to do business with or in the
UK, the fiscal implications are
neither complicated nor overly
burdensome.

This guide concentrates on
providing practical information
to make it easier for overseas
businesses to establish a
presence in the UK.
In particular, this guide
considers the types of
activities that might create
a taxable presence in the
UK, the procedures involved
in establishing a UK limited
company or establishment,
tax rates, implications for
individuals working for a
company and other related
issues.

The team at Blick Rothenberg
are passionate about assisting
you with your expansion plans.
This document is for guidance
purposes only and advice
should be sought to consider
specific circumstances.
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Despite the prospect of Brexit,
the UK continues to be a
premier destination for inward
investment and international
expansion. This is supported
by the UK’s competitive
tax regime, excellent
communication links, ease of
doing business and access
to talent.

What creates a taxable presence in the UK?
Under UK tax legislation, UK incorporated or tax resident
companies will be subject to UK corporation tax. Furthermore,
an overseas company trading in the UK through a UK branch
or ‘permanent establishment’ will be subject to UK corporation
tax, but principally only on profits relating to UK activities.
The issue to be considered is whether an activity creates a UK taxable presence/
permanent establishment (“PE”) and, if so, what type of entity or presence the
overseas company should establish.
Permanent establishment

a. The non-UK company has a fixed
place of business through which
the business of the company is
wholly or partly carried on (a ‘fixed
place of business’ PE); or
b. An agent acting on behalf of the
company habitually carries out
business activities which bind the
overseas company (a ‘dependent
agent’ PE).

In some circumstances, an overseas
company will fall outside of the
above and may have no UK PE. For
example, an overseas company that
is trading from abroad with customers
in the UK but does not have any UK
presence or activity may not create
a UK PE. Similarly, ‘preparatory and
auxiliary’ activities performed in the
UK may not give rise to a UK PE;
this may be the case if an overseas
company undertakes initial research
of the UK market to see if it makes
commercial sense to establish a
UK presence.

Typically therefore, the opening of a
UK-based office or appointment of
UK-based sales employees may give
rise to a UK PE.

The threshold of when a PE is created
in the UK is, however, complex
and very fact specific. Overseas
companies should also note the
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Broadly, an overseas company will
have a PE in the UK if:

UK has specific anti-avoidance (the
diverted profits tax) that can apply if
a group has artificial arrangements
in place to avoid a PE. Specific rules
also apply to transactions in land
(real estate) which may give rise to a
UK taxable presence even where an
overseas company has no UK PE.
Some groups may decide at the
outset to establish a UK presence
or subsidiary. This may be the case
if there is a long-term plan to trade
in the UK or a UK entity is required
for regulatory reasons or because of
customer preference. The question
then becomes what form of presence
should be established.

Establishment or subsidiary?

Registered presence

This section considers the main
issues overseas companies need
to bear in mind when choosing the
most appropriate form of entity.
Many of these are driven by legal or
commercial factors and separate legal
advice should be obtained. We have
focused on two options we see most
regularly, being:

The other issue to consider is whether
it is important for the overseas
company to be seen to have a UK
presence. The perception is often that
a UK subsidiary is a local business
with a greater sense of permanence.
If this is important from a commercial
perspective, a group may wish to
establish a subsidiary.

1. A registered branch/establishment

Losses

2. A UK limited company

It may be possible for losses of an
establishment to be relieved against
profits of the overseas company. This
may not be the case with a subsidiary
(where losses would need to be
carried forward for relief against future
profits of the subsidiary itself, subject
to restrictions). The treatment may
also be dependent on any elections
made in the parent jurisdiction (e.g.
check the box elections in the US) and
the application of anti-hybrid rules.

Note that other options and forms of
legal entity exist, for example a UK
limited liability partnership, but these
options have not been discussed in
detail here.

Legal liability
An establishment is not a separate
legal entity from the parent company
but merely an extension operating
under the laws of the UK. An
establishment does not therefore
provide limitation of liability that a
subsidiary does.
If the nature of the business is such
that it is important to ring-fence
liabilities in the UK, then a subsidiary
may be the preferred option.

Costs of administration
The costs of maintaining an
establishment or subsidiary need
to be taken into account and these
have a correlation to the level of filing
requirements which are considered in
the following sections.

Financial statement disclosure
If the group is sensitive to the type
and level of information that is publicly
available about its business in its own
jurisdiction, then a subsidiary may
be the better option as only financial
statements of the UK subsidiary
need to be filed with UK Companies
House (whereas a UK establishment
is required to file financial statements
of the overseas company with UK
Companies House).

Registering an establishment or subsidiary
Establishment

Subsidiary

The process of registering an
establishment involves the overseas
company filing a form, giving details
of its shareholders and directors.
Along with the form, a certified copy
of the memorandum and articles of
association (company by-laws or
equivalent) must also be submitted.
If these are not in English, they need
to be translated. The form needs to
provide details of the UK address from
where the business is going to be
conducted.

A subsidiary, in the form of a limited
company, is relatively easy to
establish. There are no statutory
consents that need to be obtained
prior to setting up the company.
A company can be formed by
submitting a form providing the
consent of at least one person who
is prepared to act as a director. There
is no requirement to formally appoint
a company secretary, although
there is still the requirement for the
functions of a company secretary
to be undertaken. This function is
normally outsourced when a group
first establishes itself in the UK.
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The process of registering an
establishment can take up to
three weeks but can be less if the
documents mentioned above are
readily available.

Typically, a limited company can be
incorporated in a matter of days
once all relevant information and
documents have been received.

It is normal for a company to have at
least two directors to allow for greater
efficiency in managing the company,
should one director be absent. There
is no requirement for the directors to
be resident in the UK.
There is no requirement for the
company to have a minimum amount
of issued share capital. Typically, a
company is normally formed with a
minimal amount of issued ordinary
share capital (e.g. £1,000). Paid
up capital can be increased at the
time that the company is formed
or later, depending on commercial
requirements.
The name chosen for the company
must not be the same as, or similar
to, an existing company’s name. It
therefore makes sense to register a
company as soon as a decision is
made to establish a UK presence.

s

Accounting and related filing requirements
Establishment

Subsidiary

Establishments are in most cases
required to file the accounts of
the overseas company in the UK
(irrespective of whether the overseas
company has such a requirement in its
own jurisdiction). If the law under which
the overseas company is registered
requires disclosure of audited accounts,
a copy of those accounts needs to be
filed in the UK with Companies House.
These accounts should be prepared in
accordance with the requirements of UK
company law.

Under UK law a subsidiary needs to
prepare and file accounts each year.
The accounts, once filed, are available
for public inspection. The type of
accounts depends on the company’s
type and size, and whether it is dormant
or trading.

An audit of the UK company’s financial
statements is required if the group as
a whole (i.e. on a consolidated basis)
exceeds two or more of the following
thresholds:
1. Revenues of £10.2m per annum
2. Gross assets of £5.1m
3. 50 employees
If the UK company does require an
audit, the cost of maintaining the
company compared to an establishment
may be slightly higher.
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The accounts that are filed are
available for public inspection. This
can sometimes be an issue if the head
office is not used to having its financial
information made public. To mitigate
this, the overseas company could
form a subsidiary rather than register
an establishment. Alternatively, a new
company could be incorporated in
the home jurisdiction which would
register the UK establishment. When
the accounts of this new overseas
company are then filed in the UK,
only the information relating to the
establishment’s activities would be
disclosed (and not the head office),
assuming that the new overseas
company does not have any other
activities.

Typically, the accounts need to be filed
within nine months of the company’s
financial year-end. A company can
choose its year-end. This will typically
coincide with that of the parent
company.

Corporation tax
UK corporation tax is paid on the UK establishment or UK
subsidiary’s taxable profits.
Corporation tax rate
The UK corporation tax rate is 19%
with effect from 1 April 2017. This
rate is scheduled to be reduced
to 17% from 1 April 2020. Special
rates of corporation tax can apply
to companies in the oil and gas,
banking/insurance or shipping
sectors.

Taxable profits
Corporation tax is paid on the tax
adjusted profits the UK business
makes. UK tax resident companies
are subject to corporation tax on
their worldwide profits and gains
(subject to an option to exempt
profits of non-UK branches). A
UK establishment is subject to UK
corporation tax on profits relating to
UK activities of the establishment.
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The level of taxable profits will, to
an extent, depend upon the trading
model adopted. Due to UK transfer
pricing legislation, trading between

connected parties needs to be on
an arm’s length basis. This is to stop
international groups manipulating
intra-group transactions so that
profits always flow to the country
with the lowest tax rate.
If the business model is such that
the UK entity is to provide marketing
and technical support, a fee would
typically be charged to the parent
for the services provided. It is
broadly this fee, less related costs
of providing these services and
maintaining the entity, that would be
subject to UK corporation tax.
If the UK entity is structured so that
it can enter into contracts with third
party customers in its own right, it
is more likely to have a ‘buy/sell’
arrangement. In this case, sales to
third parties will be recorded within
the UK entity accounts. Intra-group,
third party purchases and other
costs of sales will be offset against
this, as will all overheads and other
intra-group and third party costs.

In many circumstances, it may
be necessary for the UK entity to
undertake a transfer pricing study
to demonstrate that the pricing
between the parent and its UK
presence is what would be agreed
by independent parties acting on an
arm’s length basis.
Where an election to treat an
entity as disregarded for US tax
purposes has been made, detailed
consideration of the application of
the UK anti-hybrid rules is required
as this may impact the calculation of
taxable profits in the UK.

Corporation tax payments
Corporation tax needs to be paid
within nine months of the company’s
accounting year-end.

There are provisions for certain ‘large’
companies to pay taxation on account before
the year-end. A company is defined as ‘large’
for payment on account purposes if either:
a. Its taxable profits exceed £10m in
the current accounting period (or as
appropriately divided by the number of
associated companies in the worldwide
group at the start of the current
accounting period);
or
b. It was a large company in the 12 months
preceding the period and is also large in
the current period. For these purposes,
‘large’ is defined as having taxable profits
of £1.5m or above (or as appropriately
divided by the number of associated
companies in the worldwide group at the
start of the current accounting period).
If these criteria are met, the company
must pay its corporation tax in quarterly
instalments, the first of which is due six
months and 13 days from the start of the
accounting period, and every three months
thereafter.
For accounting periods beginning on or after
1 April 2019, companies with taxable profits
of more than £20m, in a 12 month accounting
period, will need to pay corporation tax
instalment payments earlier, with the first
instalment due two months and 13 days from
the start of the accounting period, and every
three months thereafter.

Corporation tax returns
The corporation tax return needs to be
submitted within 12 months of the year-end.
A computation of the tax liability will also be
submitted with the return.

Research and Development tax incentives
The UK has a generous Research and Development
(“R&D”) tax credit system that is designed to encourage
companies to invest in R&D and base these activities in
the UK.
Definition of R&D

R&D regimes

Her Majesty’s Revenue & Customs
(“HMRC”) and the Department
for Business, Energy & Industrial
Strategy have issued guidance on the
meaning of R&D for tax purposes.
For an activity to be considered as
R&D, it should aim to achieve an
advance in science or technology
through the resolution of a scientific or
technological uncertainty. An advance
in science or technology includes
work which:

There are different regimes applicable
to large companies and small and
medium-sized enterprises (“SMEs”). A
company qualifies as an SME if it has:

■■ Generates scientific or technical
knowledge
■■ Creates a process, material,
device, product or service which is
new to the field
■■ Appreciably improves something
which already exists through
scientific or technological change
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The intended outcome of the R&D
should not be something which
is already available or could easily
be made available by a competent
professional working in the relevant
field.

■■ Fewer than 500 employees
■■ Either an annual turnover not
exceeding €100m or a balance
sheet total not exceeding €86m
Where a company is a member of a
group, the holding company and all
companies in the group must together
meet the SME definition. The definition
of group under these provisions is
complex as it is based on the EU SME
definition. This should be reviewed
in detail for more complex group
structures.
Any company that does not meet
these criteria is classified as a large
company.

SMEs
SMEs can claim a tax deduction
equal to 230% of their qualifying R&D
expenditure. For companies which
have tax losses, an R&D tax credit
equal to 14.5% of their surrenderable

loss can be claimed. This is a cash
payment from HMRC of up to £33.35
for every £100 spent on R&D,
although for accounting periods
beginning on or after 1 April 2020
the total payment will be restricted to
three times the company’s PAYE and
NIC liabilities for the relevant period.
Expenditure that qualifies for the R&D
tax relief includes:
■■ The cost of staff directly involved in
the R&D work
■■ 65% of the cost of either
independent externally provided
workers engaged to work on R&D,
or the cost of subcontracting
specific elements of the R&D work
to an independent third party
■■ The cost of software and
consumable items such as fuel,
power and water
The R&D work must not be subsidised
by grants and must not relate to R&D
subcontracted to the company by
another person. This may be relevant
where the UK company provides
R&D services to the overseas parent
company. However, the company
may still qualify for the large company
scheme.

Large companies
R&D tax relief is available to large companies by way of
an above-the-line R&D Enhanced Credit (“RDEC”).
The RDEC equates to 12% of the company’s qualifying
R&D spend and, after tax, yields a net benefit of 9.72%.
The RDEC for loss-making companies may also be
repaid as a cash credit, capped at the level of payroll
taxes incurred in respect of R&D employees during that
year. Any excess is then carried forward as a credit for
the following year.
Qualifying expenditure has the same criteria as the
SME regime, except that subcontracted work must
be undertaken either by (self-employed) individuals or
certain research bodies and institutions.
The cost of R&D work subcontracted to other
companies will not qualify.
SMEs can claim relief under the large company regime
(but not the SME regime) if they undertake work that is
subcontracted to them by another company. However,
the other company must be either large or not subject to
UK tax (broadly, an overseas company). Hence, where
an overseas parent company subcontracts the R&D
work to its UK SME subsidiary, the latter may qualify for
R&D relief under the large company regime.

Making a claim
The claim is included in the corporation tax return
and must be made within two years of the end of the
accounting period in which the expenditure was incurred.

Additional relief for capital expenditure
In addition to the reliefs described above, tax
depreciation of 100% is available for expenditure on
capital assets, excluding land, used for R&D activities.

UK Patent Box and other innovation incentives
Patent Box

Which patents will qualify?

The Patent Box was originally
introduced in 2013, as part of the
Government’s drive to encourage
innovation in the UK.

Patents granted by the UK Intellectual
Property Office (“IPO”) and the European
Patent Office, as well as regulatory
data protection (‘data exclusivity’),
Supplementary Protection Certificates
(“SPCs”) and plant variety rights.

The original Patent Box regime is
available to certain patents filed or
acquired before 1 July 2016 and
continues to apply until 2021.
However, an amended regime was
introduced with effect from 1 July 2016
which continues to provide the effective
10% corporation tax rate to qualifying
patents, but only to the extent that
research and development relating to
the patent has been conducted in
the UK.

Who will it benefit?
Companies that receive patent royalties,
sell patented products, or use patented
processes as part of their business.

What are the benefits?
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The effective rate of tax on qualifying
Patent Box profits is 10% (as compared
to the headline rate of corporation tax in
the UK which is currently 19%).

The Patent Box will apply to new and
existing Intellectual Property (“IP”)
as well as acquired IP where further
development has been made to the IP
or the product which incorporates it.

Other innovation incentives
The UK has also introduced multiple
tax relief incentives for the creative
industries. The reliefs all work in a similar
manner, with eligible companies being
able to obtain enhanced expenditure
deductions and the possibility of a
repayable tax credit where the company
is loss-making. These reliefs include:
1.
2.
3.
4.
5.
6.
7.
8.

Film tax relief
High-end television tax relief
Animation tax relief
Children’s television tax relief
Video games tax relief
Theatre tax relief
Orchestra tax relief
Museums and galleries exhibition
tax relief

The UK as a holding
company location
The UK is a very attractive location
for establishing a holding company,
whether for holding investments in
overseas subsidiaries or as an M&A
platform for future acquisitions.
This has been driven by a number
of changes to the UK tax regime in
recent years. In particular, virtually
all dividends received by the UK
parent company, whether from a UK
or overseas subsidiary are exempt
from UK tax (although different
rules exist for small and non-small
recipient companies).
Furthermore, the UK levies no
withholding tax on dividends paid,
no matter where the recipient is
located. These rules ensure there
is minimal tax leakage where
dividends are paid through a UK
holding company.

Disposals of substantial
shareholdings of shares in trading
companies or holding companies
of trading groups are also exempt
from UK corporation tax where the
conditions of the UK substantial
shareholding exemption are met.
All of the above and a main rate
of corporation tax of only 19%
(falling to 17% from 1 April 2020)
have made the UK a very attractive
location for forming a holding
company. A UK holding company
can help a group by acting as a
platform for further expansion of
operations into other jurisdictions.
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The UK has a well-developed
tax treaty network meaning that
withholding taxes on payments
from overseas companies, such
as interest and dividends, may
be reduced and can often be
eliminated altogether.

Personal taxation
Basic principles
As a general principle, if an individual is
a tax resident in the UK in any tax year,
he/she will be subject to UK tax laws.
In certain circumstances the person’s
‘domicile’ also needs to be taken into
consideration. Individuals can also be
subject to UK taxes on their UK sourced
income, when regarded as non-resident
in the UK.
The UK tax year runs from 6 April to
the following 5 April. A reference to
a 2018/19 fiscal period refers to the
personal tax year from 6 April 2018 to 5
April 2019.

Tax residence
A Statutory Residence Test is used
to determine whether individuals are
treated as resident or non-resident for
tax purposes in the UK. The test is in
three parts and involves some complexity
but, in summary, an individual will
automatically be treated as non-resident
in the UK in the tax year in question if
they meet any one of the following tests:
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■■ They were UK resident in any of the
previous three tax years and spend
fewer than 16 days in the UK
■■ They were not UK resident in any
of the previous three tax years and
spend fewer than 46 days in the UK
■■ They work full time abroad

An individual who does not meet any of
these automatic overseas tests will be
automatically UK resident in the tax year
if they meet any of the following tests:
■■ They are present in the UK for at least
183 days
■■ They have a UK home available for at
least 90 days during a time when they
have either no overseas home or an
overseas home in which they spend
fewer than 30 days. Their UK home
must be available for at least 30 of the
90 days and they must spend at least
30 days in that UK home during the
relevant UK tax year
■■ They work full time in the UK
Where an individual does not meet any
of the above, the sufficient ties test noted
below combined with UK days could still
make them resident in the UK:
■■
■■
■■
■■

UK resident family
Substantive UK work
Available accommodation
More than 90 days spent in the UK
in either or both of the previous two
tax years
■■ More days of presence in the UK than
in any other country

Domicile
A person’s country of domicile is broadly
the country that they consider to be
their permanent home. The concept
of domicile is quite distinct from that
of residence. A country of domicile is

sometimes referred to as the person’s
‘homeland’. Even if the person has not
lived in their homeland for many years,
this does not prevent them from being
domiciled there.
A non-domiciled individual can decide
each tax year if they wish to claim the
remittance basis. For the first seven tax
years of UK residence, an individual
can freely claim the remittance basis.
Thereafter, an annual charge of £30,000
is payable for individuals resident in the
UK for at least seven out of the last nine
tax years. The annual charge increases
to £60,000 for individuals resident in the
UK for at least 12 out of the last 14 tax
years.

Change to the taxation of
non-UK domicillaries
From 6 April 2017, non-domiciled
individuals who have been UK resident
for 15 out of the previous 20 years will be
treated as ‘deemed domiciled’ for all UK
personal tax purposes. Individuals who
were born in the UK with a UK domicile
but later changed their domicile are also
treated as UK domiciled in years of UK
residence. A non-domiciled individual
who is ‘deemed domiciled’ is assessed
to UK tax on their worldwide income
and capital gains and are not able to
claim the remittance basis. In addition,
an individual who is ‘deemed domiciled’
is subject to UK inheritance tax on their
worldwide assets.

Table 01
Taxable income includes all income and
benefits. The rates of personal taxation are
shown to the right in table 01, together with
the level of personal allowances. These are
amounts that each individual is able to earn
before becoming liable to taxation.

Taxation of employment income of
non-UK domiciliaries
An employee (or director) coming to work
in the UK will be liable to UK tax on the
employment income relating to duties
performed in the UK, wherever paid. If the
employee also partially works outside the
UK, employment income for that work is
generally taxed only on the amount remitted
to or paid in the UK for the first three years
(provided they have not been UK resident
previously). It is important to get offshore
bank account structuring right and HMRC
requires a relevant overseas bank account to
be nominated.

Detached duty relief
Where an overseas employee is seconded
to the UK for less than two years and,
provided the UK is regarded as a ‘temporary
workplace’, UK tax relief is available for
accommodation, travel and subsistence costs
during the assignment. This is regardless of
whether the employee personally incurred the
costs or the employer funded them (employer
funded expenses would normally be taxable).
It is important to ensure that the correct
documentation is in place to demonstrate the
temporary assignment.

Personal tax rates and allowances

				%		Band of Taxable
						Income (£)
Year to 5 April 2020*
Tax free allowance £12,500**
				20		1 – 37,500
				40		37,501 – 150,000
				45		Over 150,000
Year to 5 April 2019
Tax free allowance £11,850**
				20		1 – 34,500
				40		34,501 – 150,000
				45		Over 150,000
* Proposed rates
** The personal allowance is reduced by £1 for every £2 earned over £100,000
Different income rates (tax bands) apply in Scotland and Wales (from 6 April 2019).
Different income rates (tax bands) apply in Scotland
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Taxable income

Social security
Table 02
Proposed National Insurance rates for the year to 5
April 2020 for employees not under 21 years of age.
							Rate
Employer		Up to £8,632			0%
			Over £8,632			13.8%
Employee		Up to £8,632			0%
			£8,632 - £50,000		12%
			Over £50,000 on excess		2%

National Insurance rates year to 5 April 2019 for
employees not under 21 years of age.
							Rate
Employer		Up to £8,424			0%
			Over £8,424			13.8%
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Employee		Up to £8,424			0%
			£8,425 - £46,350		12%
			Over £46,350 on excess		2%

Social security, otherwise known as
‘National Insurance’ in the UK, is
payable by both the employer and
employee.
The current rates of National
Insurance Contributions (“NIC”) by
the employer and employee are
shown in table 02 to the left.
An employee on secondment to the
UK can claim exemption from UK
employer and employee NIC if they
meet certain conditions and remain
employed in a country that the UK
has a social security agreement with.
Where an employee is seconded
from a non-agreement country (such
as Australia, China or India) then
they are potentially exempt from
paying NIC for the first 52 weeks of
the assignment provided they meet
certain conditions.

VAT
VAT is a sales tax. It is chargeable by businesses if they
are making supplies (sales) above a certain threshold. The
registration threshold for a UK established business is
£85,000 per annum.
An overseas business not established
in the UK cannot take advantage
of the £85,000 annual threshold. If
supplies of goods physically located
in the UK, or certain services deemed
to be supplied in the UK, are made
by non-established businesses,
then registration is legally required
whatever the level of sales.

Where a registered business incurs
VAT on the purchase of goods
or services in the UK, it is able
to recover this VAT from the tax
authorities. At the end of every
quarter, the business calculates the
amount of VAT it has charged to its
customers as well as that which it
has paid to its suppliers. The net
amount, depending on whether
more has been charged or paid, is
either remitted to the tax authorities
or claimed back. Therefore, VAT
is ultimately only a cost to private
individuals, unregistered businesses
and businesses which make
exempt supplies.

■■ Goods and services supplied
to a parent company based
outside the EU: When a UK entity
established by its parent sells and
delivers goods to the parent, there
is no VAT chargeable as exports
are zero rated for VAT. If the UK
entity provides services such as
consultancy, technical support
and marketing these are also not
subject to VAT.

There are a number of important
issues that overseas entities looking
to establish a business in the UK
need to be aware of:

■■ Services supplied to a UK
business customer: An overseas
company, not having its own
permanent establishment in the
UK, does not have to register

for or charge VAT as long as it
is making those supplies from
outside the UK. The VAT is
accounted for by the customer
under what is known as the
reverse charge procedure. The
exceptions to this rule include
catering services, passenger
transport and admissions to
events. From 1 January 2015,
telecommunications and other
electronically supplied services
to private individuals belonging
in the UK are also exceptions
to the general rule. Under these
scenarios a UK VAT registration
may be required.
■■ Goods supplied to the UK
customer: An overseas company,
not having a permanent
establishment in the UK, does not
have to register for and charge
VAT, provided the UK customer is
importing the goods into the UK.
If the customer is expecting to
take ownership of the goods after
they have been imported into the
UK, the overseas company may
have to pay VAT at the point of
importation then register in the UK
in order to recover the VAT paid
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If the threshold is exceeded in any
12-monthly period (or the threshold
is expected to be exceeded within
the next 30 days), a UK established
business must notify the UK tax
authorities and register for VAT. It
must then charge and account for
VAT on the supply of all goods and
services made in the UK, unless they
are specifically zero rated or exempt.
The standard rate of VAT in the UK is
currently 20%. There is also a limited
range of goods and services subject
to the reduced rate of 5%.

at the border. Once it has done this
it will then have to charge VAT on its
sales, even if invoiced by the overseas
company as the goods will now be
deemed to have been physically
supplied in the UK.

it can reclaim VAT on most goods and
services purchased prior to registration provided the goods are still on hand at the
time of registration and the services were
supplied no more than six months prior to
registration.

The need for the overseas company to
register for VAT described above does
not necessarily require it to incorporate
a UK company or establishment, as
the overseas entity may itself be VAT
registered. This will depend upon the
issues discussed earlier in this guide
and not just because certain supplies
of goods or services are made in
the UK.

Making Tax Digital

■■ Supply of goods and services
within the European Union: An entity
registered for VAT in the UK does not
have to charge VAT on the supply of
most goods or services to businesses
in other EU countries. The VAT is
accounted for by the EU customer
under the intra-EU rules.
An overseas company established
outside the EU can often suffer UK
or European VAT before it is required
to register for VAT in the UK or the
wider European market. This could
be in relation to costs associated with
business trips (hotels, conferences,
etc.) or maybe exhibitions attended as
participants.
This VAT can be reclaimed under a
special provision whereby a claim is
submitted to the tax authorities in the
country where the expenditure has
been incurred.

Where a business does register for VAT

The first stage of Making Tax Digital
(“MTD”) comes into effect for VAT returns
commencing on or after 1 April 2019 for
most UK established businesses and
from 1 October 2019 for many overseas
businesses trading above the £85,000
annual threshold.
MTD will require all VAT records to be
kept in digital format and for VAT returns
to be filed electronically via ‘functional
compatible software’. In practice, this
means businesses must have software
capable of providing VAT information to
HMRC and receiving information from
HMRC digitally via their Application
Programming Interface (“API”) platform.
Business records can be kept in a range
of compatible digital formats (including
spreadsheets) but there must be a digital
link between all the different software
used.
All businesses filing UK VAT returns
(and firms of accountants, tax advisors,
bookkeepers and tax agents, whose
services include the preparation and
submission of their client’s VAT returns)
will need to sign up to the MTD regime.

Workplace pension scheme
(auto-enrolment) and the apprenticeship levy

The employer duties include:
■■ Setting up a workplace pension
scheme
■■ Assessing and categorising UK
workers
■■ Automatically enrolling eligible UK
workers into the scheme
■■ Collecting pension contributions
from employees’ pay
■■ Paying the employee and employer
contributions to the scheme
■■ Issuing all workers with certain
statutory information
■■ Keeping permanent records
■■ Submitting a Declaration of
Compliance to The Pensions
Regulator

Staging date
All employers are given a ‘staging
date’, when their auto-enrolment
duties begin. It is issued by The
Pensions Regulator and is triggered
when a new PAYE arrangement is
set up.

Worker categories
All employees aged 22 to state
pensions age (65 – 67) earning more
than £10,000 a year (2018/19 tax
year) must be auto-enrolled; the
employer must also contribute.

All employees aged 16 – 74 earning
less than £6,032 (2018/19 tax year)
are not automatically enrolled but have
the right to join the workplace pension
scheme, although the employer does
not have to contribute.
All other employees aged 16 – 74 are
not automatically enrolled but have the
right to join. If they choose to do so,
the employer must also contribute.
Employees seconded to the UK from
overseas may be outside pensions
auto-enrolment if they are not held to
be ‘ordinarily working’ in the UK, for
example. Formal advise should be
sought with regard to employees in
this situation.

Minimum contributions
Minimum contributions are based on a
band of earnings. For the 2017/18 tax
year this is earnings between £6,032
and £46,350. Minimum contributions
are detailed in table 03.

Apprenticeship levy
The apprenticeship levy was
introduced from 6 April 2017. It
imposes a 0.5% levy on employers’
pay bills. However, there is an

Table 03

Minimum contributions

		
6 April 2018 until
5 April 2019
From 6 April 2019

Employer

Employee

2%

3%

3%

5%

allowance of £15,000 to offset against
the levy and so this tax will only apply
where an employer’s annual pay bill
exceeds £3m.
The purpose of the levy is to fund
apprenticeship training programmes.
All organisations (including those not
required to contribute to the levy) are
eligible to benefit from this funding if
they provide qualifying apprenticeship
training programmes to employees.
For those organisations that do not
contribute to the levy due to their
pay costs being less than £3m per
annum, the Government will meet the
cost of up to 95% (from April 2019) of
apprenticeship standard costs, leaving
only 5% to be funded by the business.
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Any individual or organisation, whether
situated in the UK or not, is obliged to
provide a workplace pension scheme for
any workers it has based in the UK.

Anti-avoidance and other recent developments
Transfer pricing
The UK has transfer pricing legislation
that requires groups to account for
transactions between group companies
at an arm’s length price and to keep
adequate documentation.
SMEs may fall outside the UK transfer
pricing provisions although
medium-sized entities/groups can receive
formal notice from HMRC to apply the UK
transfer pricing rules.
The SME exemption does not apply to
transactions where the counterparty is
in a territory with which the UK does not
have a double tax treaty (with an antidiscrimination clause), these are referred to
as non-qualifying territories.
In addition, non-UK jurisdictions often
do not have a similar exemption for SME
entities/groups and therefore applying
arm’s length methodologies is best
practice.

Diverted Profits Tax (“DPT”)
DPT was introduced to counter the use of
aggressive tax planning techniques used
by multinational enterprises to divert profits
from the UK. Where DPT applies, a 25%
tax charge is imposed on ‘diverted’ profits
of the multinational group.
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DPT typically applies to two types of
arrangements:
1. Where there is an ‘avoided PE’
2. Where a UK company or PE is party
to arrangements where there is an
‘effective tax mismatch’ and the
‘insufficient economic substance’
condition is met.

Certain exemptions can be afforded
to smaller enterprises where UK sales
revenues or UK related expenses are
below certain thresholds. Groups should
review whether these provisions can
apply to their proposed operating model
and should ensure transfer pricing
methodologies are correct.

Digital services tax
The UK Government is consulting on the
introduction of a digital services tax, which
would apply at a rate of 2% to the UK
revenues of certain digital businesses, and
would come into force from April 2020.
The business activities which are within
the scope of the tax include social media
platforms, search engines and online
marketplaces where in scope UK revenues
exceed £25m per annum and where the
group’s global revenues from relevant
activities exceed £500m.

Offshore intangibles
From April 2019 where an entity outside
the UK derives revenue from the sale of
goods or services in the UK, and that
entity makes a payment to a holder of
intangible property in a low tax jurisdiction
(generally one with which the UK does not
have a double tax treaty), a UK income tax
charge will apply to the proportion of the
foreign resident entity’s intangible property
income that relates to sales of goods and
services in the UK, made via both related
and unrelated parties.
Liability for the payment of this tax charge
will be shared with connected parties, to
enable collection and enforcement.

There will be a de-minims threshold of
£10m of UK sales under which these
provisions do not apply and a specific
exemption where the tax payable by
the foreign entity deriving the intangible
property income is at least 50% of the UK
tax rate.

UK tax strategy
Organisations with operations in the UK
that exceed the following criteria are
required to publish their UK tax strategy on
the internet: UK companies, partnerships,
groups or sub-groups, and UK permanent
establishments of foreign companies,
where in the previous year turnover
exceeded £200m or the balance sheet
total was over £2bn.
For UK groups or sub-groups, these
thresholds apply to the aggregated
turnover or balance sheet of all UK
operations (including UK permanent
establishments).
UK entities and UK permanent
establishments of foreign companies
which are part of a multi-national group
are also required to publish their tax
strategy regardless of the size of the UK
operations, where the group is within the
Organisation for Economic Co-operation
and Development (“OECD”) country-bycountry (CbC) reporting framework (i.e.
global turnover exceeding €750m).
Where publication of the tax strategy is
required, it is mandatory that it is available
free of charge online and should include
references to UK legislation, information on
how the business manages UK tax risks,
the business’ attitude to tax planning and
how the business works with HMRC.

If the UK entity fails to publish a tax strategy
by the relevant deadline significant penalties
can be levied by HMRC.

OECD base erosion and profit shifting
(“BEPS”) action items
The UK has been a supporter of the OECD
initiative on Base Erosion and Profit Shifting
and has taken a leading role in implementing
recommendations from the OECD on each
of the BEPS action items. In particular, new
legislation has been introduced in the UK
covering:
■■ Action 1: Consultation on a Digital
Services Tax
■■ Action 2: Anti-hybrid rules (these should
be considered in the context of hybrid
entities/instruments, check the box
elections and intragroup payments)
■■ Action 4: Interest deduction restrictions
(relevant to debt funding)
■■ Action 5: Harmful tax practices (including
amendments to the UK Patent Box
regime)
■■ Action 6: Implementation of the multilateral
agreement
■■ Action 7: Permanent establishment status
(including introduction of the DPT)
■■ Actions 8 – 10: Transfer pricing
■■ Action 13: Country by country reporting
(and introduction of rules on publication of
a UK tax strategy)
Many of the above will be relevant to overseas
groups looking to establish a presence in the
UK. Certain exemptions may apply to smaller
businesses/UK operations but these should
be considered on a case by case basis.
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Blick Rothenberg
Blick Rothenberg is a market leading UK accounting, tax and
advisory practice specialising in helping overseas companies
establish a presence in the UK. Based in Central London, the
practice has over 50 partners and directors and approximately
500 staff, across four offices. We focus on providing practical
advice to overseas companies to make the process of
establishing and maintaining a UK presence as easy as possible.
We currently act for over 2,000
overseas companies, and in
addition to full accounting and tax
services, can provide outsourced
accounting and administration
services.
We can administer payroll,
compliance, VAT and also
invoicing, debt collection,
expense payment and process
management accounts to the
overseas finance team.
If you are an overseas business
with operations in a number of
different territories, we can also
provide a centralised solution to
the challenges of international
expansion.

Blick Rothenberg is an
independent member of
BKR International, a leading
association of independent
accounting firms. BKR
International represents the
combined strength of more than
160 leading-edge accounting and
business advisory firms in over
500 offices and 80 countries.
BKR was ranked in the top
ten global associations by the
International Accounting Bulletin
and provides us with excellent
international coverage for
our clients.
In December 2017, Blick
Rothenberg acquired Shelley
Stock Hutter, an award-winning
audit, accountancy, outsourcing
and business advisory firm.

In July 2018, Blick Rothenberg
aquired Westleton Drake, a
specialist private client tax
practice, focusing on advising
High Net Worth US families,
executives and entrepreneurial
business, making another step in
the firm’s growth and acquisition
strategy.
In November 2018, Blick
Rothenberg acquired Hazlems
Fenton LLP, a practice focused
on providing a range of
compliance and advisory services
to owner-managed businesses.

Watch now: Is the UK still open for business?
Over the last year the UK continued to drive significant
foreign direct investment. Brexit is, however, creating
increasing uncertainty over the UK’s future role in the
global economy.
In our latest video, Blick
Rothenberg partner, James Dolan,
discusses whether the UK is still
open for business and the UK
inward investment outlook. James
is joined by Mark Barron, partner
at Taylor Wessing, and Jules
Chappell OBE, managing director
at London & Partners.
Please click the image below to
access the video.

The links below will take you to key
topics mentioned during the video:
■■ Keys areas to consider when
expanding to the UK for the
first time
■■ Use of a European hub or a
holding company
■■ Investment from venture capital
and private equity investors
■■ The impact of Brexit

Electronic copies of this publication are also
available in other languages. Please visit our
website or let us know which version you would
like by emailing email@blickrothenberg.com
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