DOING BUSINESS IN THE UNITED KINGDOM

ABOUT RSM
RSM is an independent UK firm of chartered
accountants and business advisors with over 3,400
partners and staff in 31 offices across the UK.
We provide advisory and compliance services to a broad
range of clients across many sectors. Our approach is to
work with clients to deliver a collaborative, technically
sound and efficient service delivered from a single point of
contact. Above all, we look to add value at every stage of
our interaction with our clients, offering seamless support
now and into the future.
If you are looking to establish a place of business in
the UK, we can help you understand the regulatory
environment, register a UK entity, understand tax
requirements and advise on immigration and employment
practice. Once established, we can offer you outsourced
solutions for accounting, payroll and tax compliance,
working alongside you as your trusted business advisor
as your UK business grows.
If you are looking to grow through acquisition we can assist
in the identification and acquisition of a UK business and if
you are looking for access to capital markets we can assist
you in obtaining a listing on a UK stock exchange.
Through our membership of RSM International, the world’s
6th largest accountancy and business advisory network,
we are able to provide premier advisory services worldwide
to support you with your international plans.
We have internationally recognised industry and service
line experts in 760 offices in over 120 countries. Each of the
network’s member firms is independent and autonomous;
however we have chosen to work together, resulting in
strong professional relationships and efficient collaboration.
Further information about and insights from RSM UK are
available on our website at: www.rsmuk.com

ABOUT THIS GUIDE
The UK is an attractive place to do business with
a relatively benign corporate tax regime, and the
benefit of access to both domestic and European
markets. However, navigating the regulatory
requirements in the UK can still be complex.
We have prepared this guide to help you understand some of
the most important considerations for doing business in the
United Kingdom.
No such guide can be fully comprehensive and, as such, can
be no substitute for professional advice. Representatives
from our country desks or UK offices will be delighted to
introduce you to our experts who can provide advice specific
to your circumstances.
The United Kingdom and the EU
On 23 June 2016, the UK voted to leave the European
Union (EU). On 29 March 2017, the UK government gave
formal notice to the EU of the UK’s intention to leave. It is
expected to take at least two years from that date for the
UK to negotiate its withdrawal from the EU, followed by the
subsequent negotiation of trade agreements with the EU and
third countries.
In a speech on 17 January 2017 addressing the implications of
the vote, the UK prime minister indicated an intention for the
UK to withdraw from the EU internal market (single market)
and cease full membership of the EU customs union. If this
outcome results, it would lead, in particular, to changes to the
way VAT and customs tariffs are administered between the
UK and EU member states, although indications are that, as
part of the negotiation process, transitional arrangements
will be sought by the UK to avoid any ‘cliff edge’ on the UK
leaving the EU.
At the time of producing this literature, the exact implications
for business remain unclear and until such time as
negotiations are completed and the UK leaves the EU, the
current stated rules remain applicable.
The impact of the 2017 UK general election
A number of proposed measures included in Finance Bill
2017, the effect of which are set out in this guide, were
omitted from the Finance Act passed before the 8 June 2017
general election. Many of these measures, some of which
were intended to commence in April 2017 are expected
to be included in legislation to be introduced by the new
government following the election, but some changes may
arise depending on the outcome of the election.
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A QUICK GUIDE TO BUSINESS FORMATION
Business formation and entity choice
There is no composite national law on business formation in the UK. There are a
number of business entity types available but most foreign businesses choose to
set up in the UK through a company limited by shares.
Location
A company can choose to incorporate in England and Wales, Scotland or Northern
Ireland and such choice would usually be governed by the location of its main
business operation. The provisions of the Companies Act 2006, which is the main
UK legislation regulating companies, apply uniformly to all regions of the UK.
General requirements
Incorporation is usually simple, fast and inexpensive. The following general
principles apply.
• Registration can be accomplished quickly if the constitutional document,
known as the ‘articles of association’, is relatively standard. Expedited
registration is available, meaning companies can be incorporated in as little as
one day.
• Filing fees for incorporation will depend on the entity type, the method of application
and the speed of the service required, however these are minimal.
• Companies must have directors, the minimum requirement being one director
for a private company and two directors for a public company.
• Shareholders and directors may be foreign citizens and there is no requirement
for them to be resident in the UK.
• A company must have its registered office in the part of the UK (England
and Wales, Scotland or Northern Ireland) in which it is incorporated.
• Once registered, a company cannot move to another part of the UK.
• Companies are required to file annual financial statements with the Registrar
of Companies at Companies House, which are then available on the public
record. Accounting requirements depend on the type and size of entity.
• Companies are required to confirm annually the information held on the public
record at Companies House with regard to directors, shareholders, people with
significant control, contact addresses and share capital.
• Statutory audits are required by public companies, larger private companies
and a number of specific entity types.
• An incorporated company has its own legal personality, separate from that
of its owners.
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BUSINESS ORGANISATIONS
Business formation in the UK is easy and there are no residency requirements for either the directors or
the owners. The most common entity type in the UK is the private company limited by shares, however
other entity types are available to suit certain circumstances.
Company limited by shares
All companies in the UK are subject to the Companies Act
2006. A company limited by shares is owned by shareholders
who acquire shares in the company. Shareholder liability is
limited to the nominal value and any premium payable upon
issue of the shares.
Ownership of the company generally depends on the
percentage of shares held, however it should be noted that
there is scope to have different share types with different
rights, privileges and restrictions attached to them.
Companies may be ‘private’ or ‘public’. Public companies are
those that are permitted by their constitution to offer shares
to the general public, although they need not do so (and
there are many UK public limited companies which effectively
remain in private ownership). The requirements of the
Companies Act 2006 for a public company are more onerous
than they are for a private company. If a public company is
also listed and traded on a recognised stock market, then it is
subject to additional legislation and regulation, including but
not limited to the UK Listing Rules.
A company is managed by, and required to have, a board of
directors. While a private company can have a sole director,
a public company must have at least two directors. Only
public companies are required by law to also have a company
secretary. There are no nationality or residency requirements
for officers or shareholders. Public companies must hold
general meetings of their shareholders at least annually,
whereas for a private company such meetings are voluntary.
All companies must file accounts annually with the UK
companies registry, Companies House, regardless of their
size and this information is available to all on the public record.
The company’s ‘internal’ rules are in its articles of association
which must be filed at Companies House.

Unlimited company
It is possible to incorporate a company with unlimited liability
which is structured in the same way as a private company
limited by shares. The liability of the shareholders is unlimited
and accordingly the risk to the owners is much greater.
However, disclosure of accounting and other information on
the public record is much reduced. Some business owners
prefer to operate through an unlimited company for reasons of
privacy. There may also be specific circumstances where an
unlimited company is the appropriate vehicle for a business.
Company limited by guarantee
It is possible to have a private limited company without
share capital. In this case the members simply guarantee to
contribute a nominal sum (usually £1) in the event that the
company is wound up.
This type of company is generally used by the not-forprofit sector; eg charities and trade associations. Charitable
companies are subject to the Charities Act 2011 in addition to
the Companies Act 2006.
Limited liability partnerships (LLPs)
LLPs are incorporated entities with their own legal
personality. They are formed by agreement between two
or more individuals or business entities. The contributions,
duties and distribution of profits, losses and liabilities are
specified in the agreement, which is not required to be placed
on the public record at Companies House.
A limited liability partnership provides its members with
the benefits of ‘limited liability’ but is taxed similarly to a
partnership. It must have at least two members coming
together in partnership for the purpose of carrying on
business to make a profit. Unlike a company, the ‘members’
are both the ‘owners’ and the ‘managers’ of the LLP, subject
to the terms of the partnership agreement, and again there
are no UK residency requirements.

An LLP is subject to the requirements of the Companies
Act 2006 with regard to the disclosure of information on
the public record and the preparation and filing of financial
statements; and in addition, is subject to the Limited Liability
Partnerships Act 2000.
Partnerships
Partnerships are formed by agreement between two or more
individuals or business entities in a similar way. However, the
important distinction is that the partners do not generally
have the benefit of limited liability, and accordingly most
partnerships are not required to be registered at Companies
House. As a typical English partnership is not registered, it
does not have a legal personality of its own so the individual
partners would be exposed in the event of any legal action
being taken against it.
Most partnerships are general partnerships and all partners
are personally liable for the debts and obligations of the
entity, subject to the terms of the partnership agreement.
In a limited partnership it is possible to have partners with
limited liability, but there must be at least one general partner
that has unlimited liability. A limited partnership must be
registered at Companies House; however there are minimal
filing obligations and financial statements are not required to
be publicly disclosed.

Branch operations
Foreign companies having a place of business in the UK may
operate through an unincorporated branch, known officially
as a UK establishment (UKE). A branch must be registered
at Companies House and its details must be kept up to date.
It is also required to file annual financial statements, though
the type and format of these will depend on the requirements
in the home jurisdiction of the foreign company. Legal liability
for branch operations is inseparable form the
foreign company.
Filing and auditing of accounts
Most forms of legal entity are required to file financial
statements at Companies House which are therefore on the
public record. Whilst small and medium sized companies can
be exempt from audit, for most subsidiaries that are part of a
larger group, audited financial statements will be required. The
precise rules are quite complex and you should seek specific
guidance from an RSM specialist.

It should be noted that Scottish partnerships, whilst similar to
partnerships formed elsewhere in the UK, have separate legal
personality.
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TAX SYSTEM
Introduction
The UK has a comprehensive and complex tax system. Most taxes operate on a UK wide basis, but certain tax-raising
powers for Scotland have been devolved to the Scottish government and there are plans for further devolvement
of such powers to Scotland, Wales and Northern Ireland. These developments are likely to affect taxpayers with
operations, property or employees in those parts of the UK. The main taxes that are of most relevance to businesses
operating in the UK are shown below:
• Corporate income tax (corporation tax) - payable by tax resident companies on their worldwide profits and gains
and by non-resident companies on profits attributable to their UK permanent establishments. A proposal to
extend corporation tax to other UK profits and gains of non-resident companies is being consulted on in 2017.
• Income tax - payable by tax resident individuals including: owners of unincorporated businesses such as sole traders
and partnerships (collected through self-assessment) generally on their worldwide profits and other income; and,
employees (deducted from wages and salaries through the pay as you earn (PAYE) withholding system).
• Capital gains tax (CGT) – payable by tax resident individuals on their capital gains generally, and by non-resident
individuals and companies on UK residential property disposals.
• Social security (national insurance contributions (NICs)) - this takes three main forms:
• Employers’ NICs - payable by employers in respect of the salary paid to each employee for amounts above an
initial ‘employment allowance’;
• Employees’ NICs - deductible at source from the salaries and wages of employees at the same time as income
tax under PAYE; and
• Self-employed NICs - payable by sole traders and members of partnerships and LLPs on their share of the
profits of a business, plus, until 5 April 2018, an additional flat rate charge.
• Value added tax (VAT) - this is charged by VAT registered businesses on supplies of taxable goods and services
(output VAT) to consumers (businesses, individuals etc). VAT registered businesses may deduct VAT (input VAT)
they have suffered and remit the difference between output and input VAT to the UK tax authority, HMRC.
• Customs duty – payable on goods imported from countries outside the EU.
• Property transaction taxes - stamp duty land tax (SDLT), and in Scotland land and buildings transaction tax (LBTT), is
payable on the purchase of land and real estate at rates determined by reference to the consideration payable.
• Stamp duty - charged on written and other equivalent instruments, most commonly relating to the transfer or sale
of shares.
• Local property taxes - business rates are charged in connection with the occupation of non-domestic properties,
based on the value of the property and council tax is charged on domestic properties.
Other taxes may also apply which are referred to elsewhere in this guide. The UK does not impose capital duties.
Legal framework
UK tax legislation is generally amended or added to on a yearly basis through the Budget process. In recant years,
the Chancellor of the Exchequer has typically made two statements per year to the House of Commons (three
in some election years) relating to taxation matters - the Budget and the Autumn Statement. The timing of the
Chancellor’s statements is changed from 2017, in which, there will be two Budgets. From 2018, there will be a
single Budget statement in the autumn and an interim financial statement in the spring. Any changes made to
primary legislation are included in a Finance Bill, which is formally presented to Parliament after the Budget and
passes through readings in both the House of Commons and the House of Lords before becoming law as a Finance
Act, usually by the end of July in the same year in recent years. From autumn 2017 Finance Bills will be introduced
following the Budget with the aim of them becoming law as a Finance Act before the start of the next tax year on the
following 6 April. Other changes may be introduced throughout the year in the form of secondary legislation known
as Statutory Instruments.
HM Treasury is responsible for setting the UK’s tax policy and drawing up new legislation with input from HM
Revenue & Customs (HMRC). HMRC is responsible for collecting tax revenue and enforcing the UK’s tax regime.
It raises assessments, enquiries and investigations into individuals’ and businesses’ tax affairs. It also issues
guidance to help taxpayers apply and interpret certain provisions of the law. Clearances are given by HMRC in certain
prescribed circumstances, to provide businesses with greater certainty over the tax treatment of their affairs and
transactions, but there is no general system of tax rulings available.
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Corporation tax
Scope of taxation
Corporation tax is payable by companies. The scope of tax depends on the tax
residence of the company concerned. UK resident companies are subject to
corporation tax on their worldwide profits and gains. Companies incorporated in the
UK are automatically UK tax resident under UK domestic law (with no ability to migrate
since 1988), although it is possible such companies may be found to be tax resident
elsewhere under the terms of a tie-breaker clause in a relevant tax treaty (see below).
Non-UK incorporated companies may also be UK tax resident if they are centrally
managed and controlled in the UK. Where a company is treated as tax resident both
in the UK and in another territory under the respective domestic legislation (dualresident) and a relevant tax treaty is in place there will usually be a tie-breaker clause in
the tax treaty to determine the company’s territory of residence, designed to prevent
double taxation. Where a dual-resident company pays tax in the UK and another
territory on the same profits and gains, it may be possible to obtain credit for foreign
taxes paid against the company’s UK tax liability, whether under the terms of a relevant
tax treaty or through unilateral UK relief.
Notwithstanding the above, a UK resident company may make an election that the
profits (and losses) of its foreign permanent establishments (branches) are exempt
from UK corporation tax. The election may only be applied on a prospective basis
and is subject to a number of conditions.
Non-resident companies are currently subject to UK corporation tax on the profits
attributable to their UK permanent establishments. The UK has imported into
its domestic legislation the definition of permanent establishment set out in the
Organisation for Economic Co-operation and Development’s (OECD) model tax
treaty. A proposal to extend corporation tax to other UK profits and gains of nonresident companies is being consulted on in 2017.
Administration, tax payments and filings
A company that is chargeable to tax must notify HMRC within one year of the end
of its first chargeable accounting period, if it has not received a notice requiring it to
submit a tax return from HMRC. For companies with profits in excess of prescribed
levels (large companies), corporation tax is payable in quarterly instalments,
commencing on the 14th day of the seventh month of the company’s accounting
period. From April 2019, the dates on which very large companies are required
to make instalment payments will be brought forward by four months, so that
they are due before the end of the quarter in which the related profits arise. For
smaller companies, corporation tax is due nine months and one day after the end
of the accounting period. For all companies, a corporation tax return, including a
self-assessment of the tax due, must be filed within one year of the end of the
company’s accounting period. Proposals for significant changes in which the UK
tax affairs of companies will be administered in an online digital environment with
additional quarterly reporting obligations are expected to be introduced from 2020.
HMRC enquiries, assessments and clearances
If the corporation tax return is filed on time, HMRC has 12 months from the date it is
filed (or 12 months from the statutory filing date for companies that are members
of a group other than a small group) in which to raise an enquiry. However, if the
company fails to include sufficient relevant details within its return, HMRC may
be able to raise a discovery assessment. The deadline for this is four years from
the end of the accounting period for which HMRC discovers that a loss of tax has
arisen. This time limit may be extended to six years where a loss of tax was brought
about carelessly by the company, or 20 years where brought about deliberately.
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HMRC may, on request, provide business taxpayers
with advance clearance on the tax treatment of various
prescribed transactions. There are certain aspects of UK
tax legislation on which HMRC must provide a response
following a taxpayer’s application for clearance relating, for
example, to the demerger of an existing business or group,
or the exchange of shares in one company for shares in
another. Non-statutory business clearances are available
in other cases where there is material uncertainty over how
to apply the relevant legislation to the taxpayer’s facts and
circumstances.
Computation of profits
The starting point for calculating a company’s taxable profits
is its profit before tax figure, as disclosed in its statutory
accounts prepared in accordance with generally accepted
accounting practice (GAAP). UK company law allows
companies to prepare their accounts under either UK GAAP
(FRS 101, FRS 102 or FRS 105 (micro-entities only as per
UK Companies Act definition)) or International Financial
Reporting Standards (IFRS).
The tax legislation sets out various adjustments which must
be made to the accounting profit to arrive at taxable profits.
The most common adjustments are set out below. As a
general point, when calculating the profits attributable to the
trade of a company, only those expenses incurred ‘wholly
and exclusively’ for the purposes of the trade are deductible.
Expenses with a dual purpose, one of which does not meet the
‘wholly and exclusively’ test are generally not deductible unless
it is possible to accurately attribute the costs of each purpose.
Tangible fixed assets Depreciation of tangible fixed assets
debited in a company’s income statement is generally not
deductible for tax purposes. Instead, tax depreciation is based
on a prescribed set of rules known as capital allowances. Under
these rules, every standalone company or group of companies
is entitled to an annual investment allowance, which is a
capped amount of expenditure on certain qualifying plant or
machinery which is fully deductible in the year the expenditure
is incurred. Although more favourable allowances may be
available for certain expenditure types, other expenditure on
qualifying fixed assets is generally added to one of two pools,
depending on the nature of the expenditure, on which tax
depreciation is available on a reducing balance basis at rates
of 18 per cent and 8 per cent respectively. Capital allowances
are generally not available on land and buildings, although
fixtures attached to buildings that perform an active function
in the business attract capital allowances and it is therefore
important that the vendor and purchaser agree the value of
any fixtures acquired in second hand buildings. Expenditure on
certain property assets, or in certain tax favoured locations,
may also attract allowances.
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Intangible fixed assets A self-contained regime applies in relation to the
taxation of items included in a company’s statutory accounts as intangible
fixed assets (eg goodwill, trademarks etc) which are created or acquired
from an unrelated party on or after 1 April 2002. The rules broadly apply a
‘follow the accounts’ approach, such that the accounting amortisation of
these assets is generally deductible for corporation tax purposes. However,
no deductions are available for the amortisation of goodwill, and certain
customer-related intangibles acquired on or after 8 July 2015, including
customer lists, unregistered trademarks and contractual/non-contractual
relationships with customers.
Entertaining and gifts The cost of business entertainment is non deductible.
This is defined as the provision of hospitality or entertainment, either free of
charge or with a gratuitous element. The person being entertained may be a
customer, potential customer or any other person. There are some exceptions
to this general rule, such as for businesses carrying on a trade that includes
the provision of hospitality for payment. The cost of providing business gifts is
also non deductible, except in some specific circumstances where particular
conditions are met.
Capital expenses Costs associated with the acquisition or improvement of
capital assets are not generally deductible from trading profits. Examples include
upgrading the windows of an office building or enlarging or re-configuring a
showroom. Legal and professional fees are frequently disallowed as trading
deductions because of their connection to capital assets. For example, legal fees
associated with the alteration of the capital structure of the company would fall
within this category. Capital expenses may qualify for capital allowances in some
cases, or may otherwise be added to the tax base cost of assets for purposes
of calculating chargeable gains (see below), if the expenditure is reflected in the
state and nature of the asset when it is disposed of.
Wages and salaries These are generally deductible on an accruals basis.
However, if a wage, salary or bonus amount remains unpaid more than nine
months after the end of the accounting period in which it was accrued, it
reverts to being deductible in the period in which it is paid. Employers’ NICs are
deductible for corporation tax purposes. Gross salaries paid to employees are
deductible, including the income tax and employees’ NICs deducted at source.
Other taxes Sales are included within taxable income net of VAT, so the
company is only taxed on the amount of sales income it retains. Irrecoverable
VAT on purchases of goods and services used for business purposes is
generally tax deductible, except to the extent that it is suffered on nondeductible expenses, (irrecoverable VAT is input VAT that cannot be set against
output VAT or otherwise reclaimed from HMRC). Business rates and council
tax are also generally deductible for corporation tax and income tax purposes,
where the costs are incurred wholly and exclusively for the purpose of a trade
or property business.
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Employee share schemes There are statutory rules which
prescribe the amount and timing of tax deductions in relation
to share schemes set up for the benefit of employees.
Broadly speaking, deductions are generally available when the
employees are taxed on benefits received under such schemes.
Pension contributions Contributions to pension schemes
set up for the benefit of employees are generally deductible
on a paid basis. In some cases, such as where unusually
large contributions have been made compared to the
previous year, the deduction must to be spread over multiple
accounting periods.
Provisions Accounting provisions for future expenses that
would themselves be allowable, are generally deductible
in the accounting period in which the provision is made for
accounts prepared, in accordance with GAAP.
Chargeable gains/losses Chargeable gains and losses
arise where a company disposes of certain assets held
for enduring use, that are not normally bought or sold in
the normal course of business. The most common assets
of this nature owned by a business are shares, land and
buildings. Companies are subject to UK corporation tax on
the difference between the sales proceeds received and
the total of the original base cost, any eligible enhancement
expenditure and (available to companies only) an allowance
for inflation known as the indexation allowance (capped at
the unindexed gain), following the same principles that apply
for capital gains tax charged on individuals and trusts. Some
exemptions apply, the most important being the substantial
shareholdings exemption, which ensures that gains (and
losses) on certain share disposals are ignored for tax
purposes (see The UK as a holding company location section
below). Tax on certain capital gains may be deferred if the
proceeds of disposal are reinvested in qualifying assets.
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Losses
A company may suffer losses from a number of different
types of business activity. There are separate rules relating to
each type of activity, not set out in full here, which prescribe
the ways in which those losses may be utilised against profits
from the same, or different activities. The rules for the most
common types of losses ,which apply for losses arising in
accounting periods to 31 March 2017, are outlined below.
• Trading losses can be offset against total current year
and prior year profits (including capital gains), and may be
carried forward indefinitely against future profits from the
same trade.
• Capital losses may be offset against capital gains only, and,
even then, some restrictions apply. If there are insufficient
gains to utilise losses in the current period, the excess
losses are carried forward to set-off against future gains.
• Non-trading loan relationship deficits (NTLRDs) are
losses arising on loans outside a company’s trading
result, (for example, interest paid on loans taken out
other than for trading purposes in excess of any
interest investment income). NTLRDs may be offset
against other profits from the same accounting period,
any profits arising in the 12 months prior to the current
accounting period, or non-trading profits (including
chargeable gains) arising in accounting periods after
the period in which the deficit arose.
Subject to legislation, new loss relief rules are expected to
apply for accounting periods from 1 April 2017. In overview,
companies will be able to set losses arising from 1 April 2017
that are carried forward to future periods against all types of
profits in those periods, rather than being required to ‘stream’
them to utilise against particular types of profit. Companies
that are members of a group of companies will also be able to
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surrender losses to other group members for offset against
those companies’ profits, even where the losses have been
carried forward to subsequent accounting periods. However,
companies and groups with annual profits exceeding £5m
will only be able to offset 50 per cent of the excess amount
of their profits above the £5m threshold against available
losses.
Losses arising before 1 April 2017 that are carried forward to
set against profits arising on or after that date will generally
be subject to the ‘streaming’ rules that applied for periods
before that date, with an election available to disapply
the automatic offset of certain losses where appropriate.
However, for companies or groups with annual post 1 April
2017 profits exceeding £5m, the rule restricting the amount
available for offset to 50 percent of the excess amount
of profits above the £5m threshold will also apply when
offsetting pre 1 April 2017 losses.
Group relief
It is not possible to make group consolidated tax filings in
the UK. Instead, specific tax rules allow members of groups
of companies (see below) may surrender losses to other
members, to offset against their taxable profits from the
same period , and from earlier periods from 1 April 2017 under
the new corporate loss relief rules (see above ). Therefore, no
more than the net amount of taxable profits realised in such
a group for the period should be subject to tax. The types of
losses eligible for surrender include trading losses, NTLRDs,
capital allowances in excess of the company’s income for
the period and property business losses. Capital losses may
not be surrendered in this way. However, chargeable gains
or allowable capital losses may be deemed to be realised
by other members of a group, so that capital losses in one
group member may be used to offset the chargeable gains of
another group member.

The definitions of a group for loss relief and chargeable gains
purposes are different. Broadly, companies may claim and
effectively surrender losses between themselves where
there is 75 per cent common ownership. For chargeable gains
purposes, each relationship in the chain must represent at
least 75 per cent share ownership, but lower tier subsidiaries
need only be 51 per cent effective subsidiaries of the ultimate
parent company of the group.
Tax based incentives
The UK corporation tax system offers several credits and
reliefs to promote certain types of activity within the UK and
elsewhere. For example, generous tax credits and reliefs are
available to companies working in various industries in the
creative sector, such as feature film and TV production and
video game development. In addition, the incentives listed
below also apply in qualifying circumstances.
R&D tax relief Tax relief at a rate of 230 per cent of the
expenditure incurred is available to small and medium-sized
companies (as per an EU definition) on expenditure relating
to qualifying research and development (R&D) projects.
Loss-making companies may prefer to claim a payable tax
credit equal to 14.5 per cent of the ‘surrenderable loss’. Large
companies may claim a taxable ‘above the profit line’ R&D
expenditure credit (RDEC) of 11 per cent of their qualifying
expenditure. Qualifying R&D projects are those in which
an advance in science or technology is sought through
the resolution of scientific or technological uncertainty.
Qualifying expenditure includes that incurred on staffing,
software and consumables.
Patent box Companies may elect to join this regime, which
allows for a reduced rate of corporation tax on profits derived
from qualifying intellectual property (IP) - broadly, patents

granted by the UK Intellectual Property Office, the European
Patent Office, and the equivalent bodies in a selection of
territories in the European Economic Area (EEA). The regime
has been phased in from 2013 with an effective tax rate of
10 per cent on all qualifying profits applicable from April 2017.
A modified, restricted, version of the regime applies to new
entrants into the patent box regime, and new qualifying
patents from 1 July 2016. All companies and patents elected
into the patent box will be subject to the modified regime from
1 July 2021. The new regime incorporates the ‘nexus approach’
set out in Action 5 of the OECD report on base erosion and
profit shifting (BEPS), restricting the benefits available from
the regime, to the proportion of R&D the company itself has
undertaken in developing the qualifying IP right.
The UK as a holding company location
The UK is one of the most attractive places in the world to
locate the holding company of a worldwide group from a
tax perspective. Aside from the comparatively low rate of
corporation tax (which is due to fall again in 2020), dividends
received from UK and foreign companies are generally exempt
from tax (though the rules relating to small and non-small
recipient companies differ). An extensive network of bilateral
treaties also means that reduced treaty withholding tax rates
are often available on the payment of dividends, interest and
royalties into the UK. These factors ease the tax burden of
repatriating group profits to the holding company.
The above factors and the absence of withholding tax on
dividends payable by UK resident companies mean the UK is also
attractive as the location for intermediate holding companies.
The chargeable gains regime for companies also contains
a comprehensive set of reliefs and exemptions, such that
corporate income taxes generally do not apply in group
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reconstruction situations. Advance clearances may be obtained from HMRC to
provide certainty over the tax treatment. Disposals of substantial holdings (10
per cent or more) of shares in trading companies, or holding companies of trading
groups (whether or not subsidiaries), held by a trading company/group for at
least 12 months are generally exempt from taxation.
Favourable tax regimes relating to expenditure on R&D projects and income from
patented items (see above), reduce the effective tax rate of relevant companies
still further.
Other tax rules that favour the UK as a destination for inward expatriates
include special rules to restrict the UK taxation suffered on the foreign income
of individuals not domiciled in the UK and special employment income tax rules
relating to short term business visitors.
Taxation of foreign companies
Foreign companies are subject to corporation tax if they carry on a trade, or
business through a permanent establishment in the UK.
Income tax is withheld at source, on various other forms of income earned by
non-resident companies in the UK at a rate of 20 per cent, including interest and
royalties. The 20 per cent rate may be reduced under the terms of a tax treaty
between the UK and the recipient’s country of residence. Exemptions may apply
in specific circumstances, especially within the EEA.
Tenants may be required to withhold income tax paid on rent paid to landlords
who are resident abroad, unless the landlord has entered into HMRC’s nonresident landlord scheme. This allows rent to be paid gross; the landlord then
completes a tax return and pays the tax due on rental profits for the year.
A proposal to extend corporation tax to other UK profits and gains of nonresident companies is being consulted on in 2017 and may impact these income
tax rules.
No withholding tax applies to dividends paid by UK resident companies.
Foreign companies doing business in the UK
A foreign company can conduct business in the UK without establishing a UK
subsidiary. The two main means of doing so are through a branch operation
(permanent establishment) and, less commonly, a partnership.
A UK permanent establishment of a foreign company is subject to UK
corporation tax on the profits attributable to the trade, or business carried on
in the permanent establishment. In calculating these profits, a ‘separate entity
principle’ is adopted. In other words, the permanent establishment is treated
as if it were a separate entity from the rest of the company, and its profits are
calculated by applying transfer pricing principles on this basis.
If a foreign company enters into a UK resident partnership with trading activity
in the UK, it is subject to corporation tax on its share of the profits attributable
to the UK trading activity (calculated using the same method referred to above
that applies for UK permanent establishment profits). Such foreign companies
are subject to income tax on their share of any non-trading income generated by
the partnership.
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Anti-avoidance measures
Interest expenses
The UK has a favourable tax regime for the deduction of interest expenses
in comparison with many other territories. Nevertheless, various specific
rules apply to restrict tax deductions, primarily to the extent that interest
would not have been paid to independent third parties, as follows:
Thin capitalisation Rules are included within the transfer pricing regime (see
below) to ensure that tax deductions for interest on loans to UK companies
from related parties are restricted to the arm’s length rate of interest that
would have been payable on loans granted on arm’s length terms.
No statutory safe harbours (eg debt:equity ratios) exist, but it is possible
to obtain an advanced thin capitalisation agreement from HMRC to agree, in
advance, the level of interest will that will be deductible. These rules apply
specifically to large groups (ie those that are not small and medium sized
entities in accordance with the EU definition), but may be extended by
HMRC to smaller entities in certain circumstances.
Worldwide debt cap The broad thrust of these rules, which are expected to
apply until 31 March 2017 to companies that exceed a separate statutory
size threshold, is to restrict the amount of interest eligible for tax relief for
UK group companies to the consolidated gross external finance expense of
the worldwide group. However, the first test (known as the gateway test)
to consider when applying these rules, is whether the net debt of UK group
companies is less than 75 per cent of the gross debt of the worldwide
group. Where it is less, the debt cap does not apply and no further
calculations are required.
Corporate interest ratio restriction In response to the outcome of the OECD’s
BEPS initiative and subject to legislation, a further potential restriction on the
deductibility of interest expense is expected to apply to UK companies that are
members of a worldwide group with effect from 1 April 2017. This includes
a fixed ratio rule that restricts tax deductions available on net interest and
similar expenses above a £2m threshold to a percentage (30 per cent, or higher
where a group’s worldwide external interest expense is a higher percentage
of its earnings before interest, taxes, depreciation and amortization [EBITDA])
of the company’s, or UK subgroup’s tax adjusted, EBITDA. A modified version
of the worldwide debt cap rules is incorporated into this new interest
restriction regime.
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Diverted profits tax
In some cases, large international corporate groups may be subject to a
targeted tax, known as the diverted profits tax (DPT) where they enter into
arrangements which either:
• seek to avoid creating a UK permanent establishment that would bring a
foreign company into the charge to UK corporation tax; or
• use arrangements, or entities, which ‘lack economic substance’ to exploit
tax mismatches, either through expenditure or the diversion of income
within the group.
DPT applies to diverted profits arising on or after 1 April 2015, and is chargeable at
a rate above the standard rate of corporation tax on diverted profits. Companies
that are potentially affected are obliged to notify HMRC.
Controlled foreign companies (CFC) rules
A CFC is a company resident outside the UK, but controlled by a UK resident
person or persons. The profits of a CFC can, in certain circumstances, be
attributed to a UK resident company for corporation tax purposes, to the extent
the UK company has an interest of at least 25 per cent in the CFC. The amount
of profit attributed is based on the proportion of ordinary shares in the CFC held
by the UK resident company, calculated using UK tax principles. Credit is given
for the appropriate proportion of tax paid by the CFC in its territory of residence.
Various entity-level exemptions and gateway tests limit the application of
these rules, as well as the amount/types of profits subject to attribution. The
overall effect of these rules, broadly speaking, is to ensure that profits are only
attributed if they arise from a significant people function or a key entrepreneurial
risk-taking function which is located in the UK. The profits of non-UK finance
companies may also be attributed but, in most cases, only a quarter of the profits
attributed to the relevant UK company are taxable.
Transfer pricing
UK resident companies are required to self-assess that transactions they
have entered into with related parties are priced on arm’s length terms, or
that appropriate adjustments have been made in their tax returns to reflect
such terms. Companies are required to keep evidence supporting the basis
of transfer pricing they have adopted, and be able to produce documentation
setting out the transfer pricing analysis they have carried out, including
benchmarking against third party comparable data. Small and medium-sized
enterprises (based on the EU definition) are exempted from the UK transfer
pricing provisions, although medium-sized entities may be given notice by
HMRC to apply the transfer pricing rules to their taxable result. Advance pricing
agreements are available in certain circumstances.
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General anti-abuse rule (GAAR)
The UK tax legislation includes a general anti-abuse rule
(GAAR), which allows HMRC to issue a counteraction notice
to reverse the effect of tax advantages arising from abusive
arrangements. HMRC must refer any cases it wishes to
counteract to the independent GAAR Advisory Panel, the
members of which give an initial opinion as to whether
they believe that the arrangements are a reasonable
course of action. Arrangements are abusive if they cannot
be reasonably regarded as a reasonable course of action,
having regard to all the circumstances. The taxes covered by
the GAAR are: income tax; corporation tax; capital gains tax
(CGT); petroleum revenue tax (PRT); inheritance tax; stamp
duty land tax; the annual tax on enveloped dwellings; diverted
profits tax; and the apprenticeship levy.
Disclosure of tax avoidance schemes (DOTAS)
The DOTAS rules require promoters of tax avoidance
schemes to disclose such schemes to HMRC within five
days of the scheme being made available to potential users.
Taxpayers using such schemes are required to disclose
a scheme reference number issued by HMRC on their
relevant tax return(s) and may be subject to additional
reporting obligations. The DOTAS rules apply to income tax;
corporation tax; capital gains tax; inheritance tax; stamp
duty land tax; the annual tax on enveloped dwellings and
national insurance contributions.
A separate disclosure regime applies for VAT avoidance
schemes.
Capital gains of companies
Ordinarily, companies do not pay CGT and are instead subject
to corporation tax on the gains on which an individual would
have suffered CGT (see below). However, both resident and
non-resident companies and certain other taxpayers (but
not individuals) are subject to the highest rate of CGT on
certain gains relating to residential property worth more than
£500,000. Non-resident companies are also subject to CGT
on gains relating to the disposal of UK residential property
generally, but the rules are drafted to prevent a double charge
to CGT when it might otherwise arise.
A proposal to extend corporation tax to certain UK gains of
non-resident companies is being consulted upon in 2017.
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Income tax and capital gains tax
Scope of taxation
Income tax and capital gains tax (CGT) are payable by individuals and legal
entities other than companies (such as trusts). The scope of tax depends on the
tax domicile and residence status of the person or entity (through its controlling
individuals) concerned.
The taxation of individuals in the UK depends upon their residence and domicile
status. Their residence status is determined by a statutory residence test. Their
domicile status is determined by more complex rules, but broadly follows where
they were born or have chosen to live permanently. There is a deemed UK domicile
status for longer term UK residents for inheritance tax (IHT) purposes (see below),
and, subject to legislation, this is expected to be extended to income tax and capital
gains tax from 6 April 2017.
Individuals who are resident in the UK are broadly taxed on their worldwide income
and capital gains. A UK resident individual who is not domiciled in the UK (or not
deemed UK domiciled from 6 April 2017) can choose whether they are taxed on the
arising basis (the default) or on the remittance basis (which requires an election
and usually a substantial annual fixed charge). Those taxed on the arising basis
are taxed on their worldwide income and gains as they arise. Those taxed on the
remittance basis are taxed on their UK income and gains, but are only taxed on
their non UK income and gains when they are remitted to the UK. A remittance
does not just take the form of cash and is widely defined.
Where an individual is treated as tax resident both in the UK and in another
territory under the respective domestic legislation (dual-resident), and a
relevant tax treaty is in place, there will usually be a tie-breaker clause in the
tax treaty to determine the individual’s territory of residence, designed to
prevent double taxation. Where a dual-resident individual pays tax in the UK
and another territory on the same profits and gains, it may be possible to obtain
credit for foreign taxes paid against the individual’s UK tax liability, whether
under the terms of a relevant tax treaty or through unilateral UK relief.
Unincorporated businesses - business structure
The way unincorporated businesses are taxed in the UK depends upon
whether the business is operated by:
• a sole trader;
• a partnership; or
• a limited liability partnership (LLP).
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Sole traders are personally taxed on the profits of their
business. General partnerships and limited partnerships
are transparent for tax purposes, so partners are taxed
personally on their share of the profits of the business,
according to the tax rules that apply to them (ie an individual
partner is subject to income tax and a partner that is a
company is subject to corporation tax). An LLP is a corporate
body and has a separate legal identity to its members, but is
treated as if it were an unincorporated business and hence,
is transparent for tax purposes. Members of an LLP can be
individuals, companies or general partnerships and each are
taxed on their share of the profits of the LLP, according to the
tax rules that apply to them. Anti-avoidance legislation treats
certain members of LLPs as employees and eliminates the
tax benefit of certain tax driven profit allocations.
Administration, tax payments and filings
Persons subject to income tax or CGT engaged in a business,
whether a trade or property business/other, must notify
HMRC that they are chargeable to tax and register for selfassessment, generally within six months of the end of the
relevant tax year. The UK tax year runs from 6 April to the
following 5 April. Tax is generally payable by individuals and
entities subject to self-assessment in two payments on
account by 31 January in the tax year and 31 July after the
end of the tax year, with a final balancing payment due on 31
January following the end of the tax year.
Tax returns are required to be submitted to HMRC by
individual sole traders and individual partners and members
of LLPs, as well as by partnerships and LLPs. Tax returns
submitted by individuals report income and capital gains
and include a calculation of the resulting tax liability, taking
into account any personal tax allowances to which they are
entitled.
Proposals for significant changes in which the UK tax affairs
of individuals, unincorporated entities and LLPs will be
administered in an online digital environment with additional
quarterly reporting obligations are expected to be introduced
from 2018.
Where a business has employees it also needs to register
as an employer with HMRC. Income tax and employees’ and
employers’ national insurance contributions (NICs) must
be collected and paid to HMRC through the pay as you earn
(PAYE) system. Reporting to HMRC is via an online real time
information (RTI) system.
There are strict deadlines for notifying liability, submitting tax
returns and making payments of tax and NICs. Penalties and
interest can be charged where there has been a failure to meet
these deadlines and/or failure to submit correct tax returns.
Failures by employers can also attract interest and penalties.
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HMRC enquiries, assessments and clearances
If the self-assessment tax return is filed on time, HMRC
has 12 months from the date it is filed in which to raise an
enquiry. However, if the taxpayer fails to include sufficient
relevant details within their return, HMRC may be able to raise
a discovery assessment. The deadline for this is four years
from the end of the tax year for which HMRC discovers that a
loss of tax has arisen. This time limit may be extended to six
years where a loss of tax was brought about carelessly by
the taxpayer, or 20 years where brought about deliberately.
As for companies subject to corporation tax, HMRC may, on
request, provide business taxpayers with advance clearance
on the tax treatment of various prescribed transactions.
Taxation of profits on an unincorporated business – income tax
The starting point for calculating the taxable profits of an
unincorporated business is the profit disclosed in its accounts.
In a similar way to the taxation of a company’s profits, various
adjustments must be made to the accounting profit to arrive
at the taxable profits of an unincorporated business. Capital
allowances can be claimed for certain capital expenditure and
only those expenses incurred ‘wholly and exclusively’ for the
purposes of the trade or property business are deductible. An
expense with a dual purpose, one of which does not meet the
‘wholly and exclusively’ test, is generally not deductible unless
it is possible to accurately attribute the costs of each purpose.
The tax adjusted profits are then charged to tax, generally in
the tax year in which the business’s accounting year ends,
although there are special rules that determine the ‘basis
period’ in certain circumstances, particularly in the opening
and closing years of a business.
Relief for trading losses for sole traders and partners
Trading and property business losses can be relieved by
carrying them forward against the individual’s profits of the
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same trade or property business or by setting them against
the individual’s other income of the tax year of the loss (or the
previous tax year). Certain restrictions apply to such loss relief.
There are special rules which apply to losses arising on the
commencement or the cessation of a business.
Capital gains tax (CGT) for individuals and non-corporate
entities
CGT is payable by individuals and non-corporate entities
on the disposal of capital assets. UK resident taxpayers
are subject to CGT on gains relating to their worldwide
assets. Non-residents are only subject to CGT in certain
circumstances (eg in relation to assets connected with a
branch or agency through which they are carrying on a
UK trade, and on gains arising from April 2015 to the date
of disposal when disposing of UK residential property).
Exemptions apply to resident and non-resident individuals
selling their main residence.
Entrepreneurs’ relief is available to certain individuals and
trusts for disposals of businesses (including shares in an
unquoted trading company) and associated disposals of
business assets, provided certain conditions are met. The
relief applies to the net gains arising on disposal and is subject
to a lifetime limit. The effect of the relief is to significantly
reduce the tax rate chargeable on the net capital gain.
Investors’ relief works in a similar way to entrepreneurs’ relief
for business disposals by certain investors.
It is possible to defer a gain arising on the disposal of a
qualifying business asset, if it is replaced with another
qualifying business asset within certain time limits.
If an individual makes a capital loss on the disposal of shares
in a qualifying unquoted trading company, it is possible to
claim relief for the loss either against gains made on the
disposal of other assets, or against other income.

Employers
Employment income generally consists of salary, benefits,
shares or options through a company share scheme, and/
or pension provision. An employer is required to auto-enrol
its employees in a pension fund. Income tax and employers’
and employees’ NICs (see section below) are payable by
the employer to HMRC in real time. The income tax and the
employees’ NICs are deducted from the employee’s gross pay
before paying the employee. The tax cost to the employer is
hence only the employer’s NICs.
There are not many allowable tax deductions for employee
expenses as there are strict rules that limit deductibility.
Taxation and social security contributions can become
complex for UK employers sending employees to work
overseas, or for foreign employers sending employees to
work in the UK. Subject to special rules for non-domiciled
individuals, UK residents are generally liable to UK tax on
their worldwide earnings. Non UK residents are generally
only liable to UK tax in respect of employment income from
duties performed in the UK. There are however, special rules
for short-term visitors to the UK, assignment of employees/
expatriates, and for inbound and outbound employees/
expatriates.
Tax based incentives - relief for business investment
There are several UK tax reliefs available to encourage
investment by individuals in business.
• Enterprise investment scheme (EIS): individual
investment in qualifying companies can attract income
tax and capital gains tax relief.
• Seed enterprise investment scheme (SEIS): individual
investment in new qualifying companies can attract
income tax and capital gains tax relief.

• Venture capital trusts (VCTs): individual investment
in quoted companies holding a portfolio of shares in
qualifying unquoted companies can attract income tax
and capital gains tax relief.
• Business investment relief (BIR): foreign income and
gains remitted to the UK are not subject to UK tax, where
the investor is a non-UK domiciled individual using the
remittance basis, if they are used to make a qualifying
business investment.
• Community investment tax relief: this relief applies
to investments made by individuals and companies in
businesses and other enterprises in disadvantaged
communities.
• Social investment tax relief: individual investment in
social enterprises can attract income tax and capital
gains tax relief.
Extraction of profits from a limited company
As a limited company is a separate legal entity from the
shareholders, directors and employees, funds must be
extracted from the company to reward each of these
categories of individuals. Broadly, shareholders receive
dividends and directors and employees receive salary and
benefits (eg company cars). Where a shareholder is also a
director or employee, it is often advantageous to calculate
what combination of dividends and salary/benefits result in
the optimum tax position.
Anti-avoidance measures
There are a number of anti-avoidance rules that apply
to individuals and non-corporate entities in particular
circumstances, including the general anti-abuse rule (GAAR)
and disclosure of tax avoidance scheme (DOTAS) rules
referred to above.
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Social security
National insurance contributions (NICs) are UK social security contributions. NICs are effectively an
additional tax charged on unincorporated businesses, employers and employees. The NICs system
is under review and is expected to be brought more in line with and may ultimately merge with the
income tax system. Payment of NICs provides the payer with entitlement to some state benefits and a
state pension. Short term visitors to the UK might be exempt from paying NICs if they continue to pay
social security contributions in their home country.
Apprenticeship levy
From 6 April 2017, an apprenticeship levy is chargeable on all employers at 0.5 per cent of the
employer’s annual pay bill in excess of £3m less a £15,000 annual allowance.
Value added tax (VAT) and customs duty
Scope of taxation
VAT is a broadly based consumption tax assessed on the value added to goods and services. In principle,
all commercial activities involving the production and distribution of goods and the provision of services
that are bought and sold for use or consumption in the EU fall within the ‘scope’ of VAT. UK national
VAT legislation implements the common rules set out in the European VAT Directive applicable in all EU
member states.
Whether, when and where, VAT is chargeable on a supply depends on several factors; principally:
• whether the supplier and customer are registered for VAT;
• whether the supply is of goods or services; and
• where the supply takes place (the ‘place of supply’).
Where, under UK and EU VAT law the place of supply is considered to be outside the UK, UK VAT is not
applicable, but a UK business may be required to register and account for VAT in other EU member states
where the supply does take place.
VAT registration
Businesses making taxable supplies in the UK that exceed (in the preceding 12 months) or expect to
exceed (in the coming 30 days) the UK VAT registration threshold must register for VAT in the UK; those
with taxable turnover below the threshold may choose to register voluntarily.
VAT registration may also be applicable in respect of:
• business to consumer (B2C) supplies of goods from another EU country to the UK (‘distance selling’);
• the acquisition of goods in the UK from other EU countries; and
• the acquisition of services from non-UK suppliers (‘reverse charge’).
Non-UK established businesses are unable to benefit from VAT registration thresholds and must
register and account for UK VAT where the ‘place of supply’ of goods or services is deemed to be the
UK, irrespective of the value of these supplies.
VAT registered businesses are allocated a VAT registration number and must show this number, and the
VAT charged to the customer, on invoices issued to the customer.
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UK VAT rates
The UK applies standard, reduced and zero rates of VAT on
the sale price of taxable supplies, depending on the nature
of those supplies. Supplies of fuel and power for domestic or
non-business charity use, and certain supplies of a socially
beneficial nature, are subject to the reduced rate and the zero
rate applies to certain goods and services including exports,
construction of residential property, international services,
children’s clothing, certain foodstuffs, medical devices and
books (but not ebooks).
Certain activities are, however, mandatorily exempt from
VAT including: insurance and financial services; health and
welfare; education; residential and certain commercial real
estate transactions.
How is VAT accounted for?
VAT registered businesses are required to make periodic VAT
returns (including nil returns where appropriate) and pay over
the VAT they have charged to customers (output VAT) to
HMRC. In settling the tax liability due to HMRC, VAT registered
businesses making taxable supplies may generally deduct
the VAT (input VAT) they have incurred on their purchases
of goods and services at the preceding stage in the supply
chain. However, businesses that make exempt supplies are
subject to restrictions on their ability to deduct input VAT,
with businesses making wholly exempt supplies unable to
deduct any input VAT.
The standard UK VAT return period is three months, with
mandatory electronic returns and payments normally required
within one month of the period end. Penalties may be applied
for failure to submit a VAT return or to pay the VAT due by the
due date, or for incomplete or inaccurate VAT returns.
Imports
The treatment of ‘imports’ into the UK depends on whether
the goods come from EU member states (acquisitions) or
from countries outside the EU (imports).
Acquisitions within the EU
Goods can be moved freely within the EU, although VAT
and excise duties within member states should be taken
into consideration. Goods in free circulation in the EU can
be moved from country to country with minimal customs
control. Unless the goods are subject to excise duty, eg
alcohol, or licence requirements such as agricultural goods,
they generally cross borders without any special taxes and
minimal import paperwork.
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Imports from outside the EU
Imports from outside the EU require an import declaration to the relevant customs
authority and the payment of import duty and import VAT, although use of some
customs relief procedures may suspend or relieve these taxes. All EU member
states charge a common tariff on goods from outside the EU and once this
tariff has been paid the goods are free to move around the member states at no
additional charge. The goods may, however, be subject to other local charges
specific to each member state.
From 1 May 2016, the European Union Customs Code replaced the previous
European Community Customs Code. The far-reaching measures contained
within the new code impact all businesses with international supply-chain profiles,
particularly those businesses which:
• supply or move goods across international borders;
• operate special warehousing reliefs;
• operate processing reliefs;
• make use of certain customs duty suspension regimes; or
• operate simplified import VAT accounting (SIVA) in the UK.
Businesses that register with HMRC as an authorised economic operator
(AEO) can take advantage of simplified customs procedures that relate to the
security and safety of their imported goods in transit. Businesses without AEO
accreditation may struggle to qualify for suspension regimes and may not be able
to access guarantee waivers.
Property taxation
A property rental business in the UK is subject to income tax or corporation tax
on the rental profit regardless of the residence or domicile status of the owner
(company, individual, LLP or partnership). In most circumstances, the profits
relating to an individual are not regarded as business income and related capital
gains do not qualify for entrepreneurs’ relief.
Non-UK resident landlords can apply to HMRC to declare their UK property profits
in a UK self-assessment tax return, in a similar way to a UK resident landlord.
However, if no such application is made, or the landlord does not qualify under the
‘non-resident landlord scheme’, the tenant or managing agent of the property
must deduct 20 per cent tax from the rent and pay this over to HMRC.
The CGT issues for property held by companies and by UK resident individuals
and non-corporate entities respectively, are outlined separately above.
From 6 April 2017, subject to legislation, UK residential property is intended
to be within the scope of UK inheritance tax when held by non-UK domiciled
individuals through non-UK ownership structures.
A proposal to extend corporation tax to the profits and gains of UK property
businesses of non-resident companies is being consulted on in 2017.
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VAT and property
The VAT regime for property is particularly complex and hence a primary concern
for businesses engaged in transactions involving property. The ‘place of supply’
of property and property related services is where the property is physically
situated. Such supplies may be subject to VAT at the standard rate or the zero rate,
or otherwise be exempt from VAT. The VAT treatment depends on the nature of
the supply (construction, sale, letting etc), whether the property is residential or
commercial in nature, and whether (for certain commercial property transactions
only) the supplier has ‘opted to tax’ his interest in the property, thereby
turning what would otherwise be an exempt supply into a taxable supply, and
consequently affording recovery of input VAT on underlying costs.
There are, however, a number of property related supplies that will always attract
VAT at the standard rate. These include, but are not restricted to, hotel and holiday
accommodation, hunting and fishing rights, and timber rights.
Therefore, if a UK vendor is required to charge VAT on the sale or lease of
commercial property, the purchaser will need to factor this VAT charge into their
cash flow and/or cost projections. It should also be noted that some services
related to UK property are subject to the VAT ‘reverse charge’ mechanism and
businesses with a UK property portfolio must account for UK input and output VAT
on these transactions.
Other property taxes
Additional taxes relevant to the buying, holding and selling of real estate in the UK
are as follows.
Stamp duty land tax (SDLT) and land and buildings transaction tax (LBTT)
SDLT is payable by individuals, companies and non-corporate entities on the
purchase of interests in real estate located in England, Wales and Northern Ireland.
Different rates apply for residential and commercial property and are graduated
based on the value of the property acquired. A similar but not identical tax called
land and buildings transaction tax (LBTT) applies to properties located in Scotland.
Higher rates apply for both SDLT and LBTT on residential properties where the
purchaser holds more than one property and is not replacing a main residence and,
for SDLT only, on ‘enveloped’ properties (see below) costing more than £500,000.
There are a number of exemptions available from SDLT and LBTT, in situations such
as intra-group transfers and company reconstructions.
Annual tax on enveloped dwellings (ATED)
ATED is an annual tax based on the value of residential properties worth over
£500,000 held in ‘envelopes’ including both resident and non-resident companies.
A number of exemptions apply on a day-by-day basis, such as where the property
is held for development by a company carrying on a property development trade or
is held for the purposes of a property rental business.
Business rates and council tax
Taxes apply in respect of the occupation of non-domestic property (commonly
known as business rates) by businesses and domestic residential properties
(council tax) and are collected by the relevant local government authority.
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Stamp duty
Stamp duty is charged on written and other equivalent instruments, most commonly relating to
the transfer or sale of shares. A charge arises where the instrument is executed in the UK, or it
is executed elsewhere and relates to property situated in the UK, or to any matter or thing done
or to be done in the UK. Subject to anti-avoidance rules, exemptions apply in various company
reconstruction scenarios, including the insertion of a new holding company above an existing
company and the transfer of shares within a 75 per cent owned group of companies.
Inheritance tax (IHT)
IHT is charged on the transfer of worldwide assets by individuals who are domiciled or deemed
domiciled in the UK, and on the transfer of UK assets by non-UK domiciled individuals (their nonUK assets being ‘excluded property’). IHT relates to certain transfers that take place during the
individual’s lifetime or upon their death. In the context of businesses in the UK, there are two IHT
reliefs available if the relevant conditions are met. Business property relief of 100 per cent or 50
per cent can be available in respect of certain transfers of businesses, shares, land and buildings,
or machinery and plant. Agricultural property relief of 100 per cent or 50 per cent can be available
in respect of certain transfers of agricultural land and property. See property taxation section
above for impact of IHT on UK residential property
Other matters
UK tax treaties
The UK has one of the most comprehensive networks of tax treaties in the world, having entered
into bilateral tax treaties with around 125 countries (and rising) with which it has significant trading
activity. These treaties impact the taxation of business and shipping activities, as well as providing for
reduced withholding taxes on certain types of UK source income (eg interest and royalties), although
it should be noted that treaty rates of withholding tax on interest require advance HMRC clearance.
Publication of tax strategy
Large UK businesses (broadly those with turnover over £200m and/or a balance sheet total
over £2bn, or where the OECD country-by-country reporting framework threshold (global
turnover over €750m) is breached) are obliged to publish details of their tax strategy annually.
Automatic exchange of information
Under double taxation agreements and international exchange of information agreements,
certain financial institutions (including companies, trusts and partnerships, but not individuals)
with financial accounts and/ or investments in the UK must register with HMRC and/or the
United States internal revenue service (IRS) and, in some cases, report to them in respect of
financial accounts (eg bank accounts) maintained for specified persons. Related forms are
required from those opening bank accounts in the UK, including individuals.
Devolution of taxes in the UK
Some powers of the UK government are being passed to the Scottish Parliament, the National
Assembly for Wales and the Northern Ireland Assembly. At present most taxes are not devolved,
but this is gradually changing, with the nature and timing of such changes subject to agreement
between the UK government and the devolved governing bodies. The Scottish Parliament
currently has control over the land and buildings transaction tax, Scottish landfill tax and the
Scottish rate of income tax (SRIT), that applies to the non-savings and non-dividend income of
‘Scottish taxpayers’, and has set its own tax rates and bands for such income from April 2017. The
National Assembly for Wales is expected to have similar powers for a Welsh land transactions tax
and a Welsh landfill tax from April 2018, with income tax powers expected to follow in 2019. The
Northern Ireland Assembly is expected to set the Northern Ireland rate of corporation tax from
April 2018.
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EMPLOYMENT
Employment law
Employment law in the UK is based on three principal sources:
common law, domestic legislation and European law. The
main articles of domestic employment legislation include; the
Employments Rights Act 1996, the Employment Relations Act
1999, the Employment Act 2002, and the Equality Act 2010.
The written contract
UK employers must provide the employee with a written
statement of the main terms and conditions of employment
within two calendar months of the commencement of
employment. UK employment legislation will take precedence
where no employment contract exists or if the terms of
employment are less favourable than local statutory terms.
Payment period
UK law does not specify the frequency of salary payments.
Most employees are paid monthly by bank transfer after the
deduction of tax and national insurance contributions.
Probationary periods
Probationary periods are a common provision in the
employment contract and must be agreed in writing.
Working time
The Working Time Regulations include a 48 hour limit on
average weekly working time (calculated over a 17 week
reference period). Workers are entitled to a 20 minute rest
break if the working day is longer than six hours and 11
consecutive hours rest in any 24 hour period. It is, however,
possible for employees to expressly opt out of the 48 hour
limit subject to certain requirements.
Public holidays
There are at least eight public holidays in the UK. There is
no statutory entitlement or general implied right to public
holidays with or without pay. Paid leave on public holidays
can be acquired either by an expressed term or by an implied
term due to custom and practice of the employer and will
count towards the annual statutory holiday entitlement.
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Vacation
Employees who work five days per week on a full time
basis have a statutory entitlement to 28 days paid leave
per year, which is inclusive of public holidays. It is common
practice for employers to provide additional vacation days
especially for senior level employees or those who attain a
certain level of service.
Sick leave
Employees who are unable to work due to sickness,
illness or injury are generally entitled to statutory sick pay
(SSP) paid by the employer. Payment of SSP is from the
fourth qualifying day of absence up to a maximum of 28
weeks. SSP is payable at a fixed weekly rate set by the UK
authorities; this rate is reviewed each April.
Other leave
The UK has a number of ‘family’ leave provisions. These
include:
• maternity leave - up to 12 months off with statutory
maternity pay for up to 39 weeks;
• paternity leave – one or two weeks with statutory
paternity pay;
• adoption leave – as for maternity leave;
• shared parental leave – gives flexibility for maternity/
adoption leave to be shared between parents;
• parental leave – a total of 18 weeks unpaid leave with a
maximum of 4 weeks in any one year; and
• time off to care for dependents – a right to reasonable
unpaid time off to care for dependents in emergencies.
Termination of employment
The statutory notice period increases with service and
is based on one week for each year of service up to a
maximum of 12. Where the contractual notice period to be
served by either party is longer than the statutory notice
period then the contractual notice period will apply.

There are potentially five fair reasons for dismissal.
• Incapacity.
• Misconduct.
• Redundancy.
• Contravention of a duty or restriction.
• Some other substantial reason.
Once employees satisfy the requirements of continuous service for two years
they qualify for protection against unfair dismissal. There is no qualifying period
of service for employees to enjoy protection against unlawful discrimination
or certain other inadmissible reasons for dismissal. In all dismissal situations,
employers need to ensure that they have a fair reason for the dismissal, have
acted reasonably and followed a fair procedure.
Redundancy
Employers must follow a fair procedure that includes identifying the employees
at risk of redundancy, conducting a fair selection process, carrying out individual
consultation, considering alternatives to dismissal and providing the correct
notice of dismissal. Where an employer is proposing a large scale redundancy
programme involving 20 or more employees within a 90 day period, there are
further requirements for consultation.
Transfer of employment
Employees’ rights are protected in the event of a transfer of an undertaking
under the Transfer of Undertakings (Protection of Employment) Regulations
(TUPE) last amended in 2014. TUPE requires that:
• when a transfer is being considered, both employers should inform and
consult with the relevant trade union or employee representatives; and
• if the transfer takes place, contracts of employment and continuous service
of the affected employees are automatically transferred from one employer to
the other.
Social security and other government funded benefits
The UK social security system (national insurance) pays for a number of benefits
and the UK state retirement pension. Employees and employers must pay national
insurance contributions (NICs). NICs are also applied to the costs of the National
Health Service.
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Pensions
The basic state pension is comprised of two parts – state pension and
additional state pension. Your state pension age depends on when you were
born, as the state pension ages have been undergoing radical changes since
April 2010. The changes will see the State pension age rise to 65 for women
between 2010 and 2018, and then to 66, 67 and 68 for both men and women.
There are plans to change state pension ages further.
Basic health coverage
If an employee is absent from work due to sickness, he or she may claim
statutory sick pay after a waiting period of four days.
The NHS provides basic healthcare, but also has a number of other services
under its umbrella, including dentistry, pharmacies and opticians. Free NHS
optical and dental care is limited to children under the age of 18, pregnant women
and vulnerable adults.
Under current health and safety (HSE) regulations, an employer by law
should pay for eyesight tests for employees using a computer screen (VDU)
within the normal course of their duties. If an optician recommends specific
spectacles to be used by an employee to use a VDU, the employer has an
obligation to pay for these.
State unemployment benefits
There are a number of benefits in place to support individuals who are out of
work. These benefits are means tested and will be determined by how much an
employee has paid in NICs.
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Entry visa and work permit requirements
Employers have a legal duty to prevent illegal working in the
UK and avoid unlawful discrimination while doing so. The
implications of not checking employees’ right to work can not
only be costly and damaging to an organisation’s professional
reputation, but may also disqualify the business from
entering into public procurement contracts.
Businesses must make sure that all of their employees
have the right to work in the UK. Failure to comply with
immigration rules can result in fines for up to £20,000 per
employee. Those who run the business may also be subject
to criminal prosecution or the potential closure of the
business.
The UK immigration rules allow a number of options for
international businesses looking to establish a trading
presence. UK Visas and Immigration has overall responsibility
for considering applications to enter or stay in the UK. The UK
government normally uses a point based system to assess
applications, although family migration is not covered by the
points based system.
Skilled workers, investors and entrepreneurs can apply under
the points based system.
Nationals of the European Economic Area (EEA) or
Switzerland are free to enter and stay in the UK. Nationals of
a state that has recently joined the EU may have to register
or apply for permission before starting work.

The United Kingdom and the EU
On the 23 June 2016, the UK voted to leave the EU. On 29
March 2017, the UK government gave formal notice to the
EU of the UK’s intention to leave. It is expected to take
at least two years from that date for the UK to negotiate
its withdrawal from the EU, followed by the subsequent
negotiation of trade agreements with the EU and third
countries.
In a speech on 17 January 2017 addressing the implications of
the vote, the UK prime minister indicated an intention for the
UK to withdraw from the EU internal market (single market)
and cease full membership of the EU customs union. If this
outcome results, it would lead, in particular, to changes to the
way VAT and customs tariffs are administered between the
UK and EU member states, although indications are that, as
part of the negotiation process, transitional arrangements
will be sought by the UK to avoid any ‘cliff edge’ on the UK
leaving the EU.
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UK FACT FILE
Population -

65.686

million

- Q3 2016 estimate – from Q3 UK Economic Accounts
GDP – per capita -

£29,323 ($37,732)
- Q3 2016s
GDP – real growth rate

2.1%

GDP real growth rate Projected -

1.4%

OBR, Economic and OBR, Economic and fiscal outlook,
fiscal outlook, last
last published Nov 2016
published Nov 2016
Labour force -

33.406

million

Latest labour market release 18 January 2017
Unemployment -

4.8%

Latest labour market release 18 January 2017

Sourced from ONS and OBR.

* Exchange rate as of of 15/02/2017 £1 = $1.2414

34

35

To discuss how RSM can help you act today; shape tomorrow
please speak to your local RSM contact or email:
info@rsmuk.com
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