
INVESTORS’ GUIDE TO THE 
UNITED KINGDOM

Mazars Edition 2015/16



In association with:

!e Investors’ Guide 
to the United Kingdom 

2015/2016
Edited by 

Jonathan Reuvid

$GDSWHG�IURP�



2

Legend Business Ltd, 
175-185 Gray’s Inn Road, London WC1X 8UE
info@legend-paperbooks.co.uk | www.legendpress.co.uk

Contents © Legend Business, Jonathan Reuvid and Individual Contributors 2015
7KH�ULJKW�RI�WKH�DERYH�DXWKRUV�WR�EH�LGHQWLÀHG�DV�WKH�DXWKRUV�RI�WKLV�ZRUN�KDV�EHHQ�DVVHUWHG�LQ�DFFRUGDQFH�ZLWK�WKH�
Copyright, Designs and Patents Act 1988. British Library Cataloguing in Publication Data available.

Set in Times. Printed in the United Kingdom by Clays Ltd.
Cover design by Simon Levy www.simonlevyassociates.co.uk

Publishers Note
Every possible effort has been made to ensure that the information contained in this book is accurate at the time 
of going to press, and the publishers and authors cannot accept responsibility for any errors or omissions, however 
caused. No responsibility for loss or damage occasioned to any person acting, or refraining from action, as a result 
of the material in this publication can be accepted by the editor, the publisher or any of the authors.

All rights reserved. No part of this publication may be reproduced, stored in or introduced into a retrieval system, 
or transmitted, in any form, or by any means electronic, mechanical, photocopying, recording or otherwise, without 
the prior permission of the publisher. Any person who commits any unauthorised act in relation to this publication 
may be liable to criminal prosecution and civil claims for damages.



3

CONTENTS
Foreword  5

1.  Company Formation – Methods and Legal Implications 9
Mark Jackson, Mazars

2.  Financial Reporting and Accounting: An Overview 15
Stephen Brown, Mazars

3.  Financial Compliance and an Outsourced Solution 23
James Smalley, Mazars

4. Business Taxation and Planning 29
Andrew Ross, Mazars

5.  UK Taxation for Foreign Nationals 51
Paul Barham, Mazars

6.  Pensions in the UK 61
Matthew Beaman, Mazars

7.  Merger and Acquisition Transaction Processes 67
Adrian Alexander, Mazars

8.  Complying with the UK’s Money 
 Laundering Regulations 73

Kim Hurst, Mazars



4

Contents



5

FOREWORD
Toby Stanbrook

Head of Accounting & Outsourcing, Mazars LLP

Welcome to Mazars’ Investors’ Guide to the United 
Kingdom, produced in conjunction with UK Trade and 
Investment as part of their larger, general guide to UK 
investment. 

It can often seem self-evident that the UK is 
a great place to do business, such as with the UK’s 
recent ranking as the world’s sixth most powerful 
economy, by the Centre for Economics and Business 
Research. The UK is also the top destination in Europe 
for Foreign Direct Investment (FDI), and globally 
RQO\�IDOOV�VHFRQG�WR�WKH�8QLWHG�6WDWHV��+RZHYHU��LW�LV�WKH�VSHFLÀF�FLUFXPVWDQFHV�DQG�
factors of Britain’s economy, including the regulatory environment, skilled labour, 
supportive culture and diverse, cross-sector opportunities that keep foreign investors 
YRWLQJ�ZLWK�WKHLU�ÀQDQFHV��)URP�LQIUDVWUXFWXUH�SURMHFWV��WR�UHWDLO�SURVSHFWV��RU�UHVHDUFK�
and development collaborations creating disruptive new technologies, there are a vast 
range of opportunities in the UK for global businesses to make their mark. 

7KH�EHQHÀWV�RI�LQYHVWPHQW�LQ�WKH�8QLWHG�.LQJGRP�DUH�PDQ\�IROG��:LWK�DQ�DIÁXHQW�
and educated population, we have one of the world’s leading markets in our own right, 
with additional access to the markets in Europe and the 500 million extra consumers 
they bring. The UK has a highly stable economy, and a long history of fairness and 
UXOH�RI�ODZ��DOORZLQJ�FRPSDQLHV�WR�KDYH�WKH�FRQÀGHQFH�WKDW�WKH\�FDQ�FRPSHWH�RQ�D�
OHYHO�SOD\LQJ�ÀHOG��7KH�ZRUNIRUFH� WRR� LV�KLJKO\�VNLOOHG��DQG�ZLWK�D� UREXVW�QDWLRQDO�
infrastructure and logistics base, the core needs of thriving businesses are all provided 
for.  

Mazars is uniquely positioned to help companies invest and expand into the UK, 
and capitalise on these opportunities. Mazars is the only international audit, tax and 
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DGYLVRU\� ÀUP� WR� EH� IXOO\� LQWHJUDWHG�� PHDQLQJ� XQOLNH� RXU� FRPSHWLWRUV� ZH� RSHUDWH�
DFURVV�LQWHUQDWLRQDO�ERUGHUV�DV�RQH�ÀUP��XQLWHG�LQ�VXSSRUWLQJ�\RXU�FRPSDQ\·V�VXFFHVV��
As a potential inward investor into the UK we have extensive experience assisting 
our clients, choosing the right structure for your market entry and undertaking the 
necessary registrations, helping with tax structuring and immigration issues. Once up 
DQG�UXQQLQJ�ZH�PDNH�VXUH�\RXU�WHDP�JHW�SDLG�DQG�WKDW�WKH�ÀQDQFLDO�DVSHFWV�RI�\RXU�
business are running smoothly, leaving you to concentrate on growing the business in 
OLQH�ZLWK�\RXU�REMHFWLYHV��$V�D�WRS�WHQ�ÀUP�ZH�FDQ�VXSSRUW�WKH�QHHGV�RI�\RXU�EXVLQHVV�
as it develops both in the UK and beyond. With the information presented here, we 
hope you will be empowered to make the decision to become one of the many UK 
investment success stories.

ABOUT MAZARS 
Mazars is an international, integrated and independent organisation, specialising in 
audit, accountancy, tax, legal and advisory services. As of 1st January 2016, Mazars 
operates throughout the 77 countries that make up its integrated partnership. We draw 
on the expertise of 17,000 professionals to assist major international groups, SMEs, 
private investors and public bodies at every stage of their development. In the UK, 
0D]DUV�KDV�RYHU������SDUWQHUV�DQG�VWDII�VHUYLQJ�FOLHQWV�IURP����RIÀFHV��DQG�LV�UDQNHG�
DV�WKH�QLQWK�ODUJHVW�ÀUP�QDWLRQDOO\�
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1. COMPANY FORMATION – METHODS AND 
LEGAL IMPLICATIONS

Mark Jackson, Mazars

INTRODUCTION

The UK has an open and transparent system for setting up companies. No permission 
LV�UHTXLUHG�WR�VHW�XS�D�EXVLQHVV��DOWKRXJK�VRPH�LQGXVWULHV��VXFK�DV�ÀQDQFLDO�VHUYLFHV��
PD\�UHTXLUH�VSHFLÀF�DXWKRULVDWLRQ�EHIRUH�WKH\�FDQ�FRPPHQFH�WUDGLQJ��7KLV�FKDSWHU�
looks at the options available to investors wishing to set up a new enterprise in the UK 
or expand an existing one.

COMPANY TYPES

In the UK, there are four main types of company that can be separated into two 
categories: 

Unlimited Liability 
The owners of organisations having unlimited liability are personally liable for all 
the debts that the business may incur. Should the enterprise fail, the owners may 
have to liquidate some (or all) of their personal assets in order to pay the enterprise’s 
outstanding debts. Examples of such businesses are sole traders, unlimited companies 
and partnerships. 

Limited Liability 
The owners of these types of business are only liable for the amount that they originally 
invested in the company. Should the business fail, investors in the failed company 
will only lose the original value of their investment or the amount they agreed to 
contribute, as set out below. 
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In the UK there are three main types of Limited Liability Company:

1. A private company limited by shares – the liability of members is limited to the 
amount unpaid on shares they hold.

2. A private company limited by guarantee – members are only liable for the 
amount they agreed to contribute to the company’s assets should the company be 
wound up.

3. A public limited company – these companies are permitted to sell shares to the 
general public, and their liability is limited to the amount unpaid on shares they 
hold.

FORMING A COMPANY

The majority of businesses setting up in the UK register as limited companies and are 
therefore subject to the Companies Act 2006. This Act sets out the rules governing the 
setting up and day-to-day running of companies.

To set up a company in the UK, you can use a company formation agent, arrange 
for your professional adviser (solicitor or accountant) to form the company, or you can 
incorporate a company yourself by using the web incorporation services operated by 
Companies House.

Companies House is the government agency responsible for incorporating, 
dissolving and registering companies, and making company information available to 
the public.

Eligibility for Company Directorship 
$Q\�FRPSDQ\�VHWWLQJ�XS�LQ�WKH�8.�PXVW�KDYH�IRUPDOO\�DSSRLQWHG�RIÀFHUV��7KH�QXPEHU�
RI�RIÀFHUV�GHSHQGV�RQ�WKH�W\SH�RI�FRPSDQ\�WKDW�LV�EHLQJ�VHW�XS�

• A private company must have at least one director and may have a company 
secretary. The company’s sole director cannot also be the company secretary.

• A public company must have at least two directors and the company secretary 
PXVW�KROG�D�IRUPDO�TXDOLÀFDWLRQ�

Procedure to Incorporate a Company 
To register a private or public limited company, the following documents must be sent 
to Companies House:

• A Memorandum of Association
• Articles of Association
• Form IN01



11

The Investors’ Guide to the United Kingdom 2015/16

The Memorandum of Association is a document that sets out the company’s name and 
WKH�DGGUHVV�RI�LWV�UHJLVWHUHG�RIÀFH��ZKLFK�PXVW�EH�D�YDOLG�8.�DGGUHVV��

The Articles of Association set out the standard rules and procedures that state how 
the company runs its internal affairs. A company can adopt the model articles in their 
entirety as prescribed by the Companies Act 2006. 

)RUP� ,1��� SURYLGHV� GHWDLOV� RI� WKH� ÀUVW� GLUHFWRU�V�� DQG� FRPSDQ\� VHFUHWDU\� �LI�
DSSRLQWHG���WKH�DGGUHVV�RI�WKH�FRPSDQ\·V�UHJLVWHUHG�RIÀFH��D�VWDWHPHQW�RI�WKH�LVVXHG�
VKDUH�FDSLWDO�RQ�LQFRUSRUDWLRQ�DQG�WKH�QDPHV�DQG�DGGUHVVHV�RI�WKH�VXEVFULEHUV��ÀUVW�
shareholders). The directors must also include personal details such as their address, 
date of birth, occupation, nationality and country of residence. 

CAPITAL FOR PRIVATE AND PUBLIC LIMITED COMPANIES

:KHQ�ÀUVW�UHJLVWHULQJ��WKH�ÀUVW�PHPEHUV�RI�WKH�FRPSDQ\�PXVW�HDFK�DJUHH�WR�WDNH�DW�
least one share and their names must also be included on the memorandum. Shares 
have a par value, which can be of any amount. The value of the shares held by the 
shareholders (number of shares multiplied by their par value) is the company’s ‘Issued 
Share Capital’.

The amount of share capital required differs depending on the type of company 
you are setting up and the requirements of the business. A private limited company 
has no maximum or minimum authorised or issued share capital required in order 
to commence trading, save that it must have at least one share in issue unless the 
UHJXODULW\� UHTXLUHPHQWV� RI� LWV� SDUWLFXODU� LQGXVWU\� UHTXLUH� D� VSHFLÀF�PLQLPXP��7KH�
rules for public limited companies are more complex.

Capital for Public Limited Companies 

For a public limited company to trade, the requirement is that it must have at least 
£50,000 or Euro equivalent of issued share capital, of which 25% must have been paid 
up and the whole of any premiums (that is the amount investors are asked to pay for 
the shares less the par value) on these shares. As with private companies a company 
RSHUDWLQJ�LQ�D�SDUWLFXODU�LQGXVWU\�PD\�EH�UHTXLUHG�WR�KDYH�D�VLJQLÀFDQWO\�KLJKHU�LVVXHG�
share capital.

Once the share capital has been paid the company will need to send the relevant 
LQIRUPDWLRQ� WR� WKH� 5HJLVWUDU� RI� &RPSDQLHV�� ZKR� ZLOO� WKHQ� LVVXH� D� ¶&HUWLÀFDWH� WR�
FRPPHQFH�EXVLQHVV�DQG�ERUURZ·��:LWKRXW�WKLV�FHUWLÀFDWH�WKH�FRPSDQ\�FDQQRW�WUDGH�RU�
carry on business.
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MANAGEMENT OF COMPANY

A private limited company must have at least one director, and a public limited 
company must have at least two directors. In both types of company, the directors are 
responsible for the day-to-day running of the business, and are personally responsible 
for any decisions made. The main responsibilities include:

• Producing the annual accounts and making sure that a copy of these is sent 
to Companies House (a legal requirement for both public and private limited 
companies);

• Making sure any other information required by Companies House is sent there 
�IRU�LQVWDQFH��QRWLÀFDWLRQ�RI�D�FKDQJH�LQ�DGGUHVV�RI�WKH�FRPSDQ\·V�UHJLVWHUHG�
RIÀFH�RU�D�FKDQJH�LQ�WKH�LGHQWLW\�RI�WKH�GLUHFWRUV�RI�WKH�FRPSDQ\���

Some of these responsibilities are required by law and, as such, any breach by the 
directors is a criminal offence for which the penalties can be severe (prosecution, 
ÀQHV��DQG�RU�LPSULVRQPHQW��

OTHER FORMS OF COMPANY

Sole Traders
Sole traders are businesses set up by individuals. They are typically small and usually 
ÀQDQFHG�E\� WKH� LQGLYLGXDO��7KH\�DUH�XQOLPLWHG� OLDELOLW\�EXVLQHVVHV��VR� WKH�RZQHU� LV�
responsible for meeting all the debts of the business. Sole traders are not required to 
SXEOLVK�DQQXDO�DFFRXQWV��DOWKRXJK�WKH\�PXVW�NHHS�ÀQDQFLDO�UHFRUGV�IRU�WD[�SXUSRVHV�

Partnership 
Regarded as a step up from a sole trader, this is where a group of two or more individuals 
set up a business together. Partnerships are regulated by the Partnership Act 1890 (as 
amended). Normally, a partnership agreement is drawn up before trading commences 
and this agreement usually contains information on the names of the partners of the 
EXVLQHVV��KRZ�SURÀWV�DQG�RU�OLDELOLWLHV�ZLOO�EH�VKDUHG��KRZ�WKH�SDUWQHUVKLS�ZLOO�EH�UXQ��
and the procedures for dissolving the partnership. 

As with a sole trader, partnerships have unlimited liability, with the partners jointly 
and severally liable for all debts, that is, if one or more of the partners is unable to meet 
these debts, then the remaining partners will become liable for them. A partnership in 
England and Wales does not have a separate identity from its partners, as a company 
has from its members. Partnerships are not required to publish their annual accounts, 
DOWKRXJK�WKH\�PXVW�NHHS�ÀQDQFLDO�UHFRUGV�IRU�WD[�SXUSRVHV�
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Limited Partnership 
It is still possible to register a limited partnership under the Limited Partnership 
Act 1907, although they have been superseded in the main by the Limited Liability 
Partnership (see below). Limited partnerships are very similar to partnerships with 
these exceptions:

• There are two types of partner: general partners, who are liable for all the 
businesses debts, and limited partners, who have limited liability up to the 
amount of money they have invested as capital in the business. Limited partners 
cannot take back any money invested in the business during the partnership’s 
lifetime, nor can they have a management role in the business.

• By law, limited partnerships must be registered at Companies House by sending 
a form signed by all partners giving the name of the business, what the business 
does, and details of all the money invested by the limited partners.

Limited Liability Partnership (LLP) 
The Limited Liability Partnerships Act 2000 created a new business vehicle, the 
Limited Liability Partnership (LLP) which combines the RUJDQLVDWLRQDO�ÁH[LELOLW\�DQG�
tax status of a partnership with limited liability for its members.

0HPEHUV� RI� OLPLWHG� OLDELOLW\� SDUWQHUVKLSV� EHQHÀW� IURP� OLPLWHG� OLDELOLW\� EHFDXVH�
the partnership, rather than its members, is liable to third parties. However where 
the members of an LLP are professional people, a negligent member’s own personal 
assets may still be at risk because under general law, a professional person owes a duty 
of care to his or her client. While the government originally intended to restrict the use 
of LLPs to members of regulated professions, the LLP Act makes LLPs available to 
two or more persons carrying on any trade or profession. In view of this, as the LLP 
FRPELQHV�WKH�WD[�1,&��1DWLRQDO�,QVXUDQFH�&RQWULEXWLRQV��DGYDQWDJHV�RI�SDUWQHUVKLSV�
with incorporation and limited liability, it may well become a popular vehicle for 
small businesses. 

//3�SURÀWV�DUH�WD[HG�DV�LI�WKH�EXVLQHVV�ZHUH�FDUULHG�RQ�E\�SDUWQHUV�LQ�SDUWQHUVKLS��
rather than by a body corporate. There are no special tax treatments, or reliefs, available 
to LLPs or members of LLPs beyond the treatments or reliefs available to partners and 
partnerships. 

The European Public Limited-Liability Company 
The European Public Limited-Liability Company or ‘Societas Europaea’ (SE) is 
available to businesses operating in more than one member state. It has been possible 
to set up this type of legal entity in the UK since October 2004. 

The purpose of the SE is to make it easier for businesses to structure and carry out 
cross-border activities within the EU. In practice, however, they are probably of more 
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value for presentational purposes, although the ability to change the domicile of an SE 
by an administrative procedure can prove to be useful in certain circumstances. 

The SE European Public Limited – Liability Company 
An SE may be created on registration in any one of the Member States of the European 
Economic Area (EEA). Member States are required to treat an SE as if it is a public 
limited company formed in accordance with the law of the Member State in which it 
KDV�LWV�UHJLVWHUHG�RIÀFH��8.�QDWLRQDO�ODZV�WKDW�DSSO\�WR�SXEOLF�OLPLWHG�FRPSDQLHV�DOVR�
apply, in many respects, to SEs registered in the UK. 

Overseas Companies Carrying on Business in the UK
Some companies might still want to do business in the UK without registering a 
company in the United Kingdom. This can be done by setting up a branch.

A branch is part of an overseas limited company that employs local representatives 
in the UK to carry out its trading activities. To register a branch with Companies 
House, the company must complete a OSIN01 Form (this lists details such as the 
company’s name and directors, and details of the branch being set up), the most recent 
VHW�RI�DXGLWHG�FRPSDQ\�DFFRXQWV��DQG�D�FHUWLÀHG�FRS\�RI�WKHLU�FRQVWLWXWLRQDO�GRFXPHQWV�
(both these must be in the home language of the company). If these are not in English, 
WKHQ�D�FHUWLÀHG�WUDQVODWLRQ�PDGH�LQ�WKH�FRXQWU\�ZKHUH�WKH�FRPSDQ\�ZDV�LQFRUSRUDWHG�
must also be submitted. A non-UK company can establish one or more branches and 
PXVW� UHJLVWHU�HDFK�RQH�VHSDUDWHO\��EXW� LW� LV�RQO\�QHFHVVDU\� WR�ÀOH� WKH�FRQVWLWXWLRQDO�
documents once.

2YHUVHDV�FRPSDQLHV�PD\�DOVR�ZLVK�WR�VHW�XS�D�MRLQW�YHQWXUH�ZLWK�D�8.�ÀUP��XVXDOO\�
through a partnership or a limited company.
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2. FINANCIAL REPORTING AND ACCOUNTING: 
AN OVERVIEW
Stephen Brown, Mazars

INTRODUCTION

All limited and unlimited companies in the UK, regardless of whether they are trading 
or not, are required to keep accounting records throughout the period. This chapter sets 
RXW�WKH�NH\�ÀQDQFLDO�UHSRUWLQJ�DQG�DFFRXQWLQJ�UHTXLUHPHQWV�IRU�FRPSDQLHV�WUDGLQJ�RU�
investing in the UK.

GENERAL PRINCIPLES

Where formal accounts are required, in particular for limited companies, these must 
include for accounting periods commencing after 1 January 2015:

• An Income Statement;
• A Statement of Financial Position signed by the director;
• A Directors’ Report signed by a director or the company secretary;
• A Strategic Report signed by a director (if applicable);
• Notes to the accounts; and
• 6WDWHPHQW�RI�&DVKÁRZV��LI�DSSOLFDEOH��
• Consolidated Financial Statements (if applicable);
• An Auditor’s Report signed by the auditor (if required).

In general, all private and public limited companies are required to send a full copy of 
their accounts to Companies House every year. 
2QFH�UHFHLYHG��DOO�DFFRXQWV�ÀOHG�DQG�KHOG�DW�&RPSDQLHV�+RXVH�DUH�DYDLODEOH�WR�

the general public on request.�)RU�WKLV�UHDVRQ�WKH�RSWLRQ�WR�ÀOH�DEEUHYLDWHG�DFFRXQWV�
is attractive to some small companies.
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Small companies are entitled to certain disclosure exemptions in relation to the 
DFFRXQWV� WKH\�PXVW� VHQG� WKHLU� VKDUHKROGHUV�� DQG� FDQ�� LQ� DGGLWLRQ�� ÀOH� DEEUHYLDWHG�
accounts with the Registrar of Companies. Medium-sized companies can also send 
abbreviated accounts to the Registrar but the reduction in disclosure in these accounts 
is negligible. In both instances they must, however, provide a full set of accounts for 
their shareholders. For both small and medium-sized companies, the production of 
abbreviated accounts is entirely voluntary.

$�FRPSDQ\�JURXS�ÀOLQJ�VPDOO�FRPSDQ\�DEEUHYLDWHG�ÀQDQFLDO�VWDWHPHQWV�GRHV�QRW�
QHHG�WR�ÀOH�D�'LUHFWRUV·�5HSRUW��,QFRPH�6WDWHPHQW�DQG�FDQ�LQFOXGH�IHZHU�QRWHV�WR�WKH�
ÀQDQFLDO�VWDWHPHQWV�

For a company to qualify as small, at least two of the following conditions must 
be met:

• Turnover must be less than £6.5 million;
• Gross assets must be less than £3.26 million; and
• Average number of employees must be less than 50.

$�FRPSDQ\�ÀOLQJ�PHGLXP�DEEUHYLDWHG�ÀQDQFLDO� VWDWHPHQWV�KDV�D� OLPLWHG�RSWLRQ� WR�
reduce disclosure but does need to include a Directors’ Report, an Income Statement 
DQG�QRWHV�WR�WKH�ÀQDQFLDO�VWDWHPHQWV�

)RU� D� FRPSDQ\�JURXS� WR� TXDOLI\� DV� PHGLXP�VL]HG�� DJDLQ�� DW� OHDVW� WZR� RI� WKH�
conditions below must be met:

• Turnover must be less than £25.9 million;
• Gross assets less than £12.9 million; and
• Average number of employees less than 250.

The time normally allowed for companies to deliver their accounts to Companies 
House is:

• 9 months from the ARD (Accounting Reference Date) for a private limited 
company.

• 6 months from the ARD for a public limited company.

The ARD is the period-end date to which all accounts are prepared and normally 
covers a period of 12 months, although this can be extended to a maximum of 18 
PRQWKV��)LOLQJ�RI�ÀQDQFLDO�VWDWHPHQWV�IRU�D�ÀUVW�\HDU�HQWLW\�PXVW�EH�ZLWKLQ����PRQWKV�
of incorporation. Late delivery of accounts to Companies House will result in a late 
ÀOLQJ�SHQDOW\��ZKLFK� LV�� WHFKQLFDOO\�� D� FULPLQDO�RIIHQFH� IRU�ZKLFK�'LUHFWRUV� FDQ�EH�
prosecuted.



17

The Investors’ Guide to the United Kingdom 2015/16

ACCOUNTING

5HJXODWLRQV� UHJDUGLQJ� WKH� SUHVHQWDWLRQ� RI� WKH� SULPDU\� ÀQDQFLDO� VWDWHPHQWV� LQ� WKH�
UK are found in several sources such as UK company law and UK and international 
DFFRXQWLQJ�VWDQGDUGV��1RWH� WKDW�VXEVLGLDULHV�RI�RYHUVHDV�ÀUPV� LQFRUSRUDWHG�RXWVLGH�
the UK are subject to the normal UK accounting practices. Branches or places of 
EXVLQHVV�RI�RYHUVHDV�ÀUPV�KDYH�VSHFLDO�UHJLVWUDWLRQ�SURFHGXUHV�

Accounting Principles 
All accounts in the UK are prepared in accordance with two fundamental accounting 
concepts:

• Going concern – the accounts are prepared as if the company will be trading in 
WKH�IRUHVHHDEOH�IXWXUH��DW�OHDVW����PRQWKV�IURP�WKH�GDWH�RI�VLJQLQJ�WKH�ÀQDQFLDO�
statements).

• Accruals basis – income and expenditure should relate to the period in which it 
RFFXUUHG��QRW�WKH�SHULRG�LQ�ZKLFK�LW�ZDV�UHFHLYHG�SDLG�

:KLFKHYHU�DFFRXQWLQJ�SROLF\�LV�VHOHFWHG��WKH\�PXVW�EH�WUDQVSDUHQW�DQG�UHÁHFW�LQGXVWU\�
and sector norms.

Financial Reporting 
Until recently, Financial Reporting Standards were developed solely by the Accounting 
Standards Board (“ASB”). These standards, in conjunction with the requirements of 
UK companies legislation (principally the UK Companies Acts), helped make up 
what is known as UK GAAP, which gives guidance to companies and auditors on 
how UK accounts should be prepared to give a ‘true and fair’ view of the company’s 
ÀQDQFLDO�SRVLWLRQ�

However, due to increasing globalisation in the world economy, it became 
necessary to produce a set of International Financial Reporting Standards (“IFRS”) so 
WKDW�SRWHQWLDO�LQYHVWRUV�FDQ�FRPSDUH�ÀUPV�RQ�D�JOREDO�VFDOH�

(8�ÀUPV�ZLWK� VHFXULWLHV� WKDW� DUH�SXEOLFO\� WUDGHG�RQ�D� UHJXODWHG� VWRFN�H[FKDQJH�
are required to apply EU-adopted IFRS when producing consolidated accounts. In 
the UK, this means any company listed on any of the markets of the London Stock 
([FKDQJH��,QGLYLGXDO�VXEVLGLDU\�FRPSDQLHV�DUH�QRW�\HW�UHTXLUHG�WR�SUHSDUH�ÀQDQFLDO�
statements under IFRS.

At present, only the types of company detailed above are required to adopt 
IFRS. However, even companies not required to do so can choose to adopt these 
new standards. A company that chooses to use IFRS to produce its accounts for one 
ÀQDQFLDO�SHULRG�FDQQRW�FKDQJH�EDFN�WR�8.�VWDQGDUGV�LQ�WKH�IROORZLQJ�\HDUV��7KHUH�DUH�
limited exceptions to this, such as if the company becomes a subsidiary of a group that 
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uses UK standards as opposed to IFRS, in which case the company can revert back to 
using UK standards.

8.�FRPSDQLHV�ZHUH� UHTXLUHG� WR� DGRSW� D�QHZ�ÀQDQFLDO� UHSRUWLQJ� IUDPHZRUN� IRU�
accounting periods beginning on or after 1 January 2015 when the extant FRSs, 
SSAPs and UTIFs were withdrawn from UK GAAP.

The new framework has been updated to achieve greater convergence with 
international standards and is split into three tiers (based on public accountability and 
VL]H��IRU�ÀQDQFLDO�UHSRUWLQJ�SXUSRVHV�

Listed and AIM companies must use IFRS in their group accounts - AIM companies 
because the listing rules require it and full listed companies because regulations require 
that all companies listed on an EU regulated market use IFRS, as adopted in the EU, 
in their group accounts.

Other entities that are not required to use IFRS had the following choices:

• IFRS – any entity, except a charitable one, can adopt IFRS if they wish.
• FRS 101 – (‘IFRS’ with reduced disclosures) - this is only available to 

subsidiaries of parent companies who have adopted IFRS, and it allows the 
subsidiaries to adopt IFRS but with reduced disclosures; 

• FRS 102 – the standard that has replaced UK GAAP;
• FRS103 – Insurance contracts is a fourth standard added to the framework which 

is relevant to entities that are applying FRS102 that have insurance contracts; 
and

• )56����²�WKH�ÀQDQFLDO�UHSRUWLQJ�VWDQGDUG�DSSOLFDEOH�WR�PLFUR�HQWLWLHV�

FRS103 should be applied by an entity that applies FRS102 and issues insurance 
FRQWUDFWV� DQG�RU� KROGV� UHLQVXUDQFH� FRQWUDFWV�� 7KLV� )56� VKRXOG� DOVR� EH� DSSOLHG� WR�
ÀQDQFLDO�LQVWUXPHQWV��RWKHU�WKDQ�LQVXUDQFH�FRQWUDFWV��WKDW�LW�LVVXHV�ZLWK�D�GLVFUHWLRQDU\�
participation feature.

´6PDOOµ�FRPSDQLHV�JURXSV�DV�GHÀQHG�E\�WKH�&RPSDQLHV�$FW�KDYH�SUHYLRXVO\�KDG�
the option to use the FRSSE, for accounting periods beginning on or after 1 January 
2015 FRSSE (effective 2015) has replaced FRSSE (effective April 2008).

7KH�DPHQGPHQWV� WR�)566(�SULPDULO\� UHÁHFW� WKDW�)56����� LV� UHSODFLQJ�H[LVWLQJ�
SSAPs and FRSs from January 2015. The key differences between FRSSE (effective 
April 2008) and FRSSE (effective 2015) are as follows:

• An annual assessment is required of whether there are any indications of 
impairment of any assets.

• If unable to make a reliable estimate of the life of goodwill or intangible assets 
WKH�PD[LPXP�OLIH�VKDOO�QRW�H[FHHG�ÀYH�\HDUV��FKDQJHG�IURP����\HDUV��

• 7KH�GHÀQLWLRQV�UHJDUGLQJ�UHODWHG�SDUW\�WUDQVDFWLRQV�DQG�NH\�PDQDJHPHQW�
personnel have been aligned with FRS 102.
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• The exemption for disclosure of intra-group related party transactions where 
any subsidiary party to the transaction is 100% owned by the group has been 
included.

FRSSE (effective 2015) will be withdrawn from 1 January 2016 at which point 
FRPSDQLHV�JURXSV�WKDW�DUH�´VPDOOµ�EXW�QRW�´PLFURµ��PHDQLQJ�WKH\�FDQQRW�DSSO\�)56�
105) may use FRS102 for smaller companies.

FRS102 for smaller companies (which is an amendment to FRS102 by way of a 
new section 1A for small entities) requires entities to apply the full recognition and 
measurement principles contained in FRS102, but retain presentation and disclosure 
requirements that are appropriate to a small company.

Companies that meet the “micro” criteria have the choice of applying FRS105 for 
micro entities. For a company to qualify as micro-sized, at least two of the conditions 
below must be met:

• Turnover must be less than £632,000;
• Net assets less than £316,000;
• Average number of employees less than 10.

For a company to be eligible to apply FRS105 it can not meet any of the following 
criteria:

• Companies excluded from the small companies regime;
• Financial institutions including credit, insurance and banking institutions;
• Charities;
• 6PDOO�SDUHQW�FRPSDQLHV�ZKR�FKRRVH�WR�SUHSDUH�FRQVROLGDWHG�ÀQDQFLDO�

statements;
• &RPSDQLHV�WKDW�DUH�LQFOXGHG�LQ�FRQVROLGDWHG�ÀQDQFLDO�VWDWHPHQWV��DQG
• Public companies.

FRS105 is effective for accounting periods commencing on or after 1 January 2016 
which means that there will a one year period where “micro” companies that have 
previously applied FRSSE (UK GAAP applicable to smaller entities) will have to 
adopt FRSSE (effective 2015) or FRS102 for smaller companies before FRS105 
becomes effective.

FRS105 requires only two primary statements and the information contained on 
WKHVH�SULPDU\�VWDWHPHQWV�ZLOO�EH�FRQGHQVHG��$PRQJVW�RWKHU�VLPSOLÀFDWLRQV�DVVHWV�FDQ�
not be measured at fair value or at revaluation under FRS105. 

As before FRS105 and FRS102 for smaller companies are not mandatory and a 
company could instead use full FRS 102 or indeed IFRS if it so desired.
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Other entities that are not “small” or “micro” and are not required to use IFRS 
end up with various choices, depending on their situation.Charitable companies are 
expected to use FRS 102 and a new Charities SORP (SORP 2015) was issued to 
update the changes to UK GAAP in line with the adoption of FRS 102 for accounting 
periods commencing on or after 1 January 2015.

AUDIT 

Audits must be carried out by someone authorised to provide an audit, by:

• Being a member of a Recognised Supervisory Body (“RSB”); and
• +DYLQJ�WKH�QHFHVVDU\�TXDOLÀFDWLRQV�HOLJLELOLW\�RI�WKDW�56%�WR�EH�DQ�DXGLWRU�

An RSB can be a professional body such as the Institute of Chartered Accountants 
for England and Wales. UK companies are required to be audited unless they are 
designated as ‘small’ in size (and can satisfy 2 out of the three criteria), or are dormant. 
This ‘small’ exemption is subject to a number of detailed conditions which must be 
met in order for it to apply.

If a UK small company is part of a group of companies (UK or worldwide), the 
JURXS� LQ� LWV� HQWLUHW\�PXVW�PHHW� WKH� GHÀQLWLRQ� RI� ¶VPDOO·�� RWKHUZLVH� WKH� VPDOO� 8.�
company will be subject to an audit regardless of its individual size. 

There are circumstances where a parent company can guarantee the liabilities of a 
UK trading subsidiary and this can allow it to take advantage of an exemption from 
audit regardless of its size.

If a group of companies (UK or worldwide) contains a listed entity with its shares 
traded on a recognised stock exchange anywhere in the world, then any UK company 
which is part of that group will require an audit regardless of its own individual size.

Note here that exemption from the audit requirement does not exclude the company 
from having an audit if it so wishes.

Auditors are normally appointed in the following ways:

• They are appointed by a newly formed company, or by an existing company that 
requires a new auditor.

• They are reappointed by a company for which they are already existing auditors.
• 7KH\�DUH�RUGHUHG�WR�EH�DXGLWRUV�RI�D�ÀUP�E\�WKH�6HFUHWDU\�RI�6WDWH�

This last case occurs when a company requiring an audit fails to agree to appoint an 
auditor.

7KH�FRPSDQ\·V� DXGLWRUV� DUH� DSSRLQWHG�UHDSSRLQWHG� HDFK�\HDU�E\� HLWKHU�PDMRULW\�
vote of the shareholders, or for a private company the provisions of deemed re-
DSSRLQWPHQW� RI� DQ� H[LVWLQJ� DXGLWRU�PD\� DSSO\��'LUHFWRUV� KDYH� WKH� DXWKRULW\� WR� ÀOO�
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D�YDFDQF\�WKDW�DURVH�GXULQJ�WKH�\HDU�EXW�WKLV�ZLOO�QHHG�WR�EH�ODWHU�FRQÀUPHG�E\�WKH�
VKDUHKROGHUV�EHIRUH�WKH�QHZ�DXGLWRU�PD\�FRQWLQXH�LQ�RIÀFH�IRU�VXEVHTXHQW�ÀQDQFLDO�
years.

Upon appointment, the auditor should send the company an engagement letter 
FRQÀUPLQJ�WKHLU�DSSRLQWPHQW�DV�DXGLWRUV��DQG�VHWWLQJ�RXW�RWKHU�LWHPV�UHODWLQJ�WR�WKH�
DXGLW��VXFK�DV�WKH�ZRUN�WKH\�ZLOO�FDUU\�RXW��FRQÀUPDWLRQ�RI�WKHLU�LQGHSHQGHQFH�DQG�
payment of audit fees. The auditor should also seek professional clearance from the 
previous auditors before accepting any audit appointment.

An auditor ceases to audit a company in the following ways:

• They resign from the post of auditor of the company.
• They are removed by the company.

If an auditor resigns they must provide a written notice to the company and a statement 
of circumstances to the Registrar of Companies and anyone else entitled to copies of 
the company accounts.

If the members of a company wish to remove the existing auditor, the auditor has 
the right to have written circularisation to all members and the right to be seen and 
heard at the company’s general meeting at which their removal is proposed.
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3. FINANCIAL COMPLIANCE AND AN 
OUTSOURCED SOLUTION

James Smalley, Mazars

INTRODUCTION

$IWHU�VHWWLQJ�XS�D�FRPSDQ\�LQ�WKH�8.�WKHUH�DUH�YDULRXV�VWDWXWRU\�DQG�ÀVFDO�UHWXUQV�WKDW�
need to be completed as the company develops. Typically, an overseas company will 
HQJDJH�DQ�DFFRXQWLQJ�DQG�RXWVRXUFLQJ�ÀUP�WR�SURYLGH� WKHVH�VHUYLFHV��%\�HQJDJLQJ�
an external provider to provide this compliance it can release a company’s senior 
PDQDJHPHQW� WHDP� IURP�RIWHQ� WLPH� FRQVXPLQJ� DQG� EXUGHQVRPH�ÀVFDO� FRPSOLDQFH��
allowing them to focus on the activities that really matter to the growth and success 
of the business and giving them peace of mind that the company is being looked after 
and penalties are not being incurred.

TYPICAL FINANCIAL COMPLIANCE REQUIREMENTS

After a company has been formed, typically it will have the following compliance 
requirements:

Initial set up
• Company formation
• Registration of taxes (Corporation tax, VAT)
• Set up of PAYE payroll
• Set up of pension scheme under Auto-enrolment

Common on-going requirements may include
• VAT returns to prepare and submit (typically quarterly)
• Corporation tax returns
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• Statutory accounts
• RTI monthly reporting of payroll
• Auto-enrolment pension administration
• 3��'�DQG�3��'�E��EHQHÀW�UHWXUQV
• National statistics return
• ECSL or Intrastat returns for European trade
• Maintaining suitable accounting and statutory records

WHY OUTSOURCE FINANCIAL FUNCTIONS?

The above compliance requirements can be delivered by the company but there is 
often not the breadth of technical knowledge to deliver them within an organisation. 
These compliance areas are often looked after by a third party provider from whom 
WKH�IROORZLQJ�EHQHÀWV�FDQ�EH�GHULYHG�

Compliance
When someone creates a company in the UK and becomes a director there are a 
number of responsibilities that the individual takes on. There are both civil and criminal 
penalties if these rules are not complied with. One responsibility is to maintain proper 
DFFRXQWLQJ�UHFRUGV�DQG�RXWVRXUFLQJ�WKH�ÀQDQFLDO�IXQFWLRQ�FDQ�KHOS�LQ�HQVXULQJ�ORFDO�
OHJLVODWLRQ�LV�PHW��7KLV�LV�D�NH\�EHQHÀW�WR�RXWVRXUFLQJ�WKH�ÀQDQFH�IXQFWLRQ�DQG�FDQ�
give the security and peace of mind that the business is compliant.

Risk Management
Every business investment carries a certain amount of risk. Markets, competition, 
JRYHUQPHQW�UHJXODWLRQV��ÀQDQFLDO�FRQGLWLRQV�DQG�WHFKQRORJLHV�FDQ�DOO�FKDQJH�TXLFNO\��
An external outsourcing provider is responsible for keeping abreast of regulatory 
changes and ensuring that the business is up-to-date and fully compliant. This is 
particularly relevant for inward investment organisations where the parent company 
and the management of the organization operate outside of the UK and are therefore 
less exposed to or aware of regulatory changes. The result of non-compliance can be 
KHIW\�SHQDOWLHV�DQG�ÀQHV�

Local Knowledge
Using an external provider with local knowledge and experience ensures the investor 
LV�DZDUH�RI�WKH�FRXQWU\�VSHFLÀF�WD[HV�DQG�FRQFHVVLRQV�WKDW�PD\�EH�DYDLODEOH�WR�WKHP��
This is an area where a proactive provider may be able to save the business both time 
and money.



25

The Investors’ Guide to the United Kingdom 2015/16

6WDIÀQJ�DQG�5HFUXLWPHQW
It can be expensive to recruit a new resource and getting the right resource to cover 
DOO�UHTXLUHPHQWV�FDQ�EH�GLIÀFXOW�ZKHQ�D�EXVLQHVV�LV�LQ�LWV�HDUO\�VWDJHV��7KHUH�WHQGV�QRW�
EH�HQRXJK�ZRUN�IRU�D�IXOO�WLPH�ÀQDQFLDO�FRQWUROOHU�DQG�LVVXHV�FDQ�DULVH�ZKLFK�QHHG�D�
greater level of skill than a regular book-keeper can provide. Recruiting and training 
staff can also take time which can be avoided with the use of a suitably experienced 
outsourcing provider.

Additional Resource
If staff are recruited there may be busy times of the month or year when extra support may 
be needed. This could be to meet deadlines, provide cover for a member of accounting 
staff on long term leave, assist with accounting reconciliations or incomplete records, 
or to enable post acquisition accounting alignment. In these situations an external 
RXWVRXUFLQJ�SURYLGHU�FDQ�EH�ÁH[LEOH�LQ�WKH�OHYHO�RI�UHVRXUFLQJ�SURYLGHG��ERWK�LQ�WHUPV�
of skills and manpower, enabling the business to cope with the peaks and troughs in 
LWV�ZRUNÁRZ��7KLV�FDQ�SURYLGH�JUHDWHU�FRQWLQXLW\�LQ�WKH�VWDII�HQJDJHG�DQG�HQVXUH�WKDW�
knowledge is not lost.

Variable Costs
2XWVRXUFLQJ� FRQYHUWV� À[HG� FRVWV� LQWR� YDULDEOH� FRVWV�� ,Q� WKH� HDUO\� VWDJHV� RI� D� QHZ�
business venture when the pace of growth is uncertain, outsourcing can help 
PDQDJHPHQW�FRQWURO�FRVWV�E\�PDQDJLQJ�WKHP�ÁH[LEO\�

Legal Redress
An external supplier will provide services in line with a legally binding contract 
ZKLFK� KDV� ÀQDQFLDO� SHQDOWLHV� DQG� OHJDO� UHGUHVV��7KLV� JLYHV� WKH� EXVLQHVV� D� OHYHO� RI�
accountability and assurance which does not exist when services are provided by an 
internal team. However consideration should be given to the size and reputation of the 
ÀUP�GHOLYHULQJ�WKH�VHUYLFH�DQG�LWV�DELOLW\�WR�UHVROYH�DQ\�LVVXHV�WKDW�PLJKW�DULVH�

Focus on the Core Business
Productivity can be increased as an external provider can take on volume transactions 
RU�ODERXU�LQWHQVLYH�SURFHGXUHV�DQG�FDUU\�WKHP�RXW�TXLFNO\�DQG�HIÀFLHQWO\�XVLQJ�WULHG�
and tested processes. This allows the company’s management team and staff to focus 
on the core functions of the business where they add most value. An increase in 
SURGXFWLYLW\�FDQ�GLUHFWO\�LQÁXHQFH�WKH�ERWWRP�OLQH�

Technical Expertise and Core Skills
Using an external provider can give you access to a larger pool of talent and technical 
knowledge. This may manifest itself in the production of consolidated reporting or 
the consistent reliability of monthly reporting deadlines being met. It also means that 
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you have a quick route to deal with business critical matters such as resolution of tax 
queries or the settlement of payments on a local basis.

Payroll
The key area to any business is the people who drive it forward. With international 
business and personnel being transferred across borders there can be both visa issues 
and tax issues for the individual and the company. Outsourcing the payroll, expatriate 
tax advice and immigration support to one provider means that employees are looked 
after when overseas and local legislation is complied with. This means that they are 
paid on time and local tax issues are dealt with.

WHICH FUNCTIONS CAN BE OUTSOURCED?

:KHQ�D�FRPSDQ\�RXWVRXUFHV�WKH�ÀQDQFLDO�DQG�DFFRXQWLQJ�FRPSOLDQFH�DGGLWLRQDO�QRQ�
core areas of the business are often considered as well. This is often to take advantage 
of the third party providers’ intellectual capital and the technical knowledge they have 
of system implementation and to deal with other non-core administrative areas:

Management Accounting & Reporting

• Management accounts production
• KPI reporting
• Consolidation packs

Legal & administration
• Company secretarial services
• Fiduciary services

Interim accounting solutions
• Provision of manpower
• Accounting support
• Emergency accounting

High volume business processes
• General ledger
• Accounts receivable
• Accounts payable
• Payroll 
• Fixed assets
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1RQ�ÀQDQFLDO�VROXWLRQV
• HR
• Procurement
• Insurance claims
• IT Support
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4. BUSINESS TAXATION AND PLANNING
Andrew Ross, Mazars

INTRODUCTION

This chapter is divided into the following parts:

• The key forms in which an overseas company could set up in the UK with a 
view to carrying on business.

• The basis of taxation in the UK, summarising the key taxes an investor needs to 
be aware of.

• 6HWWLQJ�RXW�WKH�EDVLV�RI�FDOFXODWLRQ�RI�WD[DEOH�SURÀWV��QRWLQJ�WKH�NH\�UXOHV�RQ�WD[�
deductibility of expenditure and certain important tax reliefs and anti-avoidance 
provisions.

VEHICLES FOR DOING BUSINESS IN THE UK

There are several different vehicles that could be used when doing business in the UK, 
each with their own legal and commercial peculiarities. When considering the most 
suitable form of vehicle to use, investors would be recommended to consider such 
factors in addition to taking account of the differing tax treatment of each.

5HSUHVHQWDWLYH�2IÀFH
It is important to distinguish between “trading in” and “trading with” the UK. An 
RYHUVHDV� SHUVRQ�ZLOO� QRW� EH� VXEMHFW� WR�8.� WD[� RQ� SURÀWV� VLPSO\� EHFDXVH� WKH\� DUH�
transacting with UK entities, even if the goods are delivered to UK locations or 
services are carried out within the UK.

7KLV�FDQ�EH�WKH�FDVH�HYHQ�LI�WKH�RYHUVHDV�LQYHVWRU�KDV�VHW�XS�DQ�RIÀFH�ZLWKLQ�WKH�
8.��DOWKRXJK�WKLV�ZLOO�GHSHQG�RQ�WKH�QDWXUH�RI�WKH�DFWLYLWLHV�FDUULHG�RXW�E\�WKDW�RIÀFH��
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If, however, those activities cross a certain line, this could result in the creation of a 
taxable branch or permanent establishment.

In this context, it should be noted that in 2013 the OECD commenced a project 
UHIHUUHG�WR�DV�´%(36µ�²�%DVH�(URVLRQ�DQG�3URÀW�6KLIWLQJ��7KH�REMHFWLYH�RI�WKLV�SURMHFW�
LV� WR� UHYLHZ� WKH� FXUUHQW� UXOHV� RQ� DOORFDWLRQ� RI� WD[DEOH� SURÀWV� EHWZHHQ� WHUULWRULHV��
LQFOXGLQJ� WKH� H[WHQW� WR� ZKLFK� SURÀWV� DUH� DOORFDWHG� WR� ORFDWLRQV� ZKLFK� GLIIHU� IURP�
where the actual business activity takes place. The UK Government supports the 
introduction of BEPS and it is likely that UK tax law will be amended once agreed 
proposals have been issued by the OECD. This will be particularly relevant to overseas 
FRPSDQLHV� LQWHQGLQJ� WR� VHW� XS� RSHUDWLRQV� LQ� WKH�8.� YLD� D� UHSUHVHQWDWLYH� RIÀFH� RU�
EUDQFK�´SHUPDQHQW�HVWDEOLVKPHQWµ�

,Q� DGGLWLRQ�� IRU� SURÀWV� DULVLQJ� RQ� RU� DIWHU� ��$SULO� ������ WKH� GLYHUWHG� SURÀW� WD[�
�´'37µ��DSSOLHV��XQGHU�ZKLFK�D�����WD[�LV�FKDUJHG�RQ�SURÀWV�UHODWLQJ�WR�8.�DFWLYLWLHV�
of multinational enterprises which are diverted (avoiding the UK tax net) using 
“contrived” arrangements. One example of this might be where a non-UK resident 
FRPSDQ\�RSHUDWHV� LQ� WKH�8.�LQ�VXFK�D�ZD\�WKDW�ZKLOVW� LW�HDUQV��VLJQLÀFDQW��SURÀWV�
from the UK, its operations are structured in such a way as to avoid the creation of a 
taxable permanent establishment (on which, see below).

Branch / “Permanent Establishment”
The UK branch (referred to for tax purposes as a “permanent establishment” or “PE”) 
RI�D�IRUHLJQ�FRPSDQ\�ZLOO�EH�VXEMHFW�WR�WD[�LQ�WKH�8.�RQ�SURÀWV�WKDW�DUH�DWWULEXWDEOH�WR�
WKH�EUDQFK��8.�GRPHVWLF�OHJLVODWLRQ�JLYHV�D�GHÀQLWLRQ�RI�D�3(�ZKLFK�LV�EURDGO\�VLPLODU�
to that contained in many double tax treaties. Typically, a foreign company will have 
a UK PE if:

• LW�KDV�D�À[HG�SODFH�RI�EXVLQHVV�LQ�WKH�8.�WKURXJK�ZKLFK�WKH�EXVLQHVV�RI�WKH�
FRPSDQ\�LV�ZKROO\�RU�SDUWO\�FDUULHG�RQ��DQG�RU

• an agent acting on behalf of the company has and habitually exercises in the UK 
authority to do business on behalf of the company (except where that agent is of 
independent status acting in the ordinary course of his business).

7KHUH�DUH�H[FHSWLRQV�WR�WKLV�ZKHUH��IRU�H[DPSOH��WKH�À[HG�SODFH�RI�EXVLQHVV�LV�IRU�WKH�
storage of goods or purely for purchasing or information-gathering functions. In such 
a situation, the foreign company may not have a UK taxable presence.

Subsidiary
$�8.�LQFRUSRUDWHG�VXEVLGLDU\�ZLOO�EH�VXEMHFW�WR�8.�WD[�RQ�DOO�RI�LWV�WUDGLQJ�SURÀWV��
ZKHUHYHU�WKRVH�SURÀWV�DUH�HDUQHG��VXEMHFW�WR�WKH�SRVVLELOLW\�RI�FODLPLQJ�DQ�H[HPSWLRQ�
IURP�8.�WD[�IRU�SURÀWV�ZLWKLQ�RYHUVHDV�EUDQFKHV��
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A non-UK incorporated company can also be treated as UK tax resident (and so 
WD[DEOH�LQ�WKH�8.�RQ�LWV�ZRUOGZLGH�SURÀWV��LI�LWV�´FHQWUDO�PDQDJHPHQW�DQG�FRQWUROµ�
is located in the UK. Therefore care needs to be taken where a non-UK company is 
operating in the UK to ensure that the company as a whole does not become UK tax 
resident.

Branch v Subsidiary
From a UK tax point of view, there is generally little difference in the basis of taxation 
between a branch and a subsidiary. UK corporation tax is charged at the same rates 
RQ�EUDQFK�RU�VXEVLGLDU\�SURÀWV�DQG�QR�ZLWKKROGLQJ�WD[�LV�FKDUJHG�RQ�WKH�UHPLWWDQFH�RI�
IXQGV�E\�D�EUDQFK�WR�LWV�KHDG�RIÀFH�RU�RQ�GLYLGHQGV�SDLG�E\�D�VXEVLGLDU\�WR�LWV�SDUHQW�
company.

Therefore, a decision on the most appropriate form will generally need to be based 
on commercial & legal factors and the non-UK tax implications.

One potential tax advantage of using a UK branch (particularly in start-up ventures) 
is that tax losses of the branch may (depending on the law of the relevant overseas 
FRXQWU\��EH�DYDLODEOH�WR�RIIVHW�QRQ�8.�SURÀWV�DULVLQJ�LQ�WKH�VDPH�IRUHLJQ�FRPSDQ\��$W�
WKH�VDPH�WLPH��WKRVH�WD[�ORVVHV�FDQ�DOVR�EH�FDUULHG�IRUZDUG�WR�VKHOWHU�IXWXUH�SURÀWV�RI�
WKH�EUDQFK�IURP�8.�WD[��DOWKRXJK�WKH�ÁLS�VLGH�RI�WKLV�LV�WKDW�WKHUH�PD\�EH�OHVV�GRXEOH�
WD[�UHOLHI�WR�VKHOWHU�WKRVH�VDPH�IXWXUH�SURÀWV�IURP�WD[�LQ�WKH�RYHUVHDV�FRXQWU\��

Joint Ventures
Where an investor wishes to enter into a UK joint venture-type arrangement with a 
3rd party, the parties will likewise need to agree on the form of the joint venture, for 
example:

• Contractual joint venture: Each party (through its own legal entity) enters into a 
contract with a view to carrying out a business transaction or a project.

• Partnership: This is a more formal legal structure involving the carrying on of 
D�EXVLQHVV�LQ�FRPPRQ�ZLWK�D�YLHZ�WR�SURÀW��(DFK�SDUW\��DJDLQ�WKURXJK�LWV�RZQ�
legal entity) will enter into a formal partnership agreement. The basis for sharing 
SURÀWV�ZLOO�EH�VHW�RXW�LQ�WKLV�SDUWQHUVKLS�DJUHHPHQW�

• Company: A company is set up to carry out the joint venture business, with the 
joint venture parties owning shares in that company. The relationship between 
the joint venture parties may also be governed by a shareholders’ agreement.

Again, commercial and legal considerations must be taken into account in determining 
the most appropriate vehicle. The tax treatment of each will also vary.
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BASIS OF TAXATION

The main taxes payable in the UK may be summarised as follows.

7D[�RQ�&RPSDQ\�3URÀWV
&RUSRUDWLRQ�WD[�LV�SD\DEOH�RQ�WKH�WD[DEOH�SURÀWV��ERWK�LQFRPH�DQG�FDSLWDO��RI�D�8.�
subsidiary or the UK branch of an overseas company. The rate of corporation tax is 
the same for both a branch and subsidiary.

7D[�LV�FDOFXODWHG�EDVHG�RQ�WKH�SURÀWV�RI�DQ�́ DFFRXQWLQJ�SHULRGµ��ZKLFK�ZLOO�QRUPDOO\�
FRLQFLGH�ZLWK�WKH�SHULRG�IRU�ZKLFK�WKH�FRPSDQ\�SUHSDUHV�LWV�ÀQDQFLDO�VWDWHPHQWV�

Historically, there were two rates of corporation tax - the main rate and the “small 
SURÀWV�UDWHµ��DOWKRXJK�WKHVH�UDWHV�KDYH�QRZ�FRQYHUJHG��UHVXOWLQJ�LQ�D�VLQJOH�UDWH�RI�
20%.

The current and proposed future rates of corporation tax are:

3URÀWV�DULVLQJ�LQ�\HDU�IURP���$SULO�WR����0DUFK�� ������� �������

Main rate of corporation tax 20% 20%

6PDOO�SURÀWV�UDWH�RI�FRUSRUDWLRQ�WD[ Q�D Q�D

�(IIHFWLYH���$SULO������WKH�VPDOO�SURÀWV�UDWH�������ZDV�XQLÀHG�ZLWK�WKH�PDLQ�UDWH�
�SUHYLRXVO\�������VXFK�WKDW�WKHUH�LV�QRZ�RQO\�RQH�UDWH�RI�FRUSRUDWLRQ�WD[�

In the 2015 Summer Budget, it was announced that the main corporation tax rate 
would reduce to 19% for the years starting 1 April 2017, 2018 and 2019 and to 18% 
for the year starting 1 April 2020.

In charging corporation tax on companies with year ends other than 31 March, a 
SURSRUWLRQDWH�SDUW�RI�SURÀWV�IRU�DQ�DFFRXQWLQJ�SHULRG�LV�WD[HG�DW�HDFK�RI�WKH�DSSOLFDEOH�
UDWHV�� )RU� H[DPSOH�� WKH� PDLQ� UDWH� RI� WD[� RQ� WD[DEOH� SURÀWV� RI� D� FRPSDQ\� ZLWK� D�
31 December 2015 year end is 20.25%.

In the past, rates of corporation tax were impacted by the number of associated 
companies. Post 1 April 2015, the number of associated companies only really impacts 
on whether a company is required to pay its corporation tax liability by quarterly 
instalment payments (“QIPs”). A company must make QIPs during the accounting 
SHULRG�ZKHUH� LW� LV� ¶ODUJH�·� L�H�� LWV� SURÀWV� H[FHHG� ����P� �GLYLGHG� E\� WKH� QXPEHU� RI�
associated companies) and it was either large in the previous accounting period or 
LWV�FXUUHQW�SHULRG�SURÀWV�H[FHHG����P��DJDLQ��GLYLGHG�E\�WKH�QXPEHU�RI�DVVRFLDWHG�
companies). From 1 April 2015, an associated company arises where one company 
is a 51% subsidiary of another, or both companies are 51% subsidiaries of a third. 
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Pursuant changes announced in the 2015 Summer Budget, the precise timing of 
SD\PHQWV�XQGHU�4,3V�ZLOO�GHSHQG�RQ�WKH�SURÀWDELOLW\�RI�WKH�FRPSDQ\�

From 1 April 2013 a new “Patent Box” regime was introduced, giving reduced 
corporation tax rates which ultimately result (from 1 April 2017) in a 10% corporation 
WD[�UDWH�IRU�´SDWHQW�GHULYHG�SURÀWVµ��LQFOXGLQJ�UR\DOWLHV��IRU�ERWK�QHZ�DQG�H[LVWLQJ�
patents. 

The current patent box regime will be closed to new entrants from June 2016 
IROORZLQJ�ZKLFK�FRPSDQLHV�ZLWK�,3�ZKLFK�DOUHDG\�TXDOLÀHG��SDWHQWV�ZKLFK�DUH�DOUHDG\�
registered) may continue to apply the reduced 10% tax rate until June 2021. At present 
there is no indication as to whether a replacement regime will be introduced.

)RU� ´ODUJHµ� FRPSDQLHV� �DV� GHÀQHG� DERYH�� WKH� FRUSRUDWLRQ� WD[� OLDELOLW\� IRU� DQ�
DFFRXQWLQJ�SHULRG�LV�GXH�DQG�SD\DEOH�TXDUWHUO\��WKH�ÀUVW�LQVWDOPHQW�EHLQJ�VL[�PRQWKV�
and 14 days after the beginning of the period (and hence estimates of the forecast tax 
IRU�D�SDUWLFXODU�\HDU�ZLOO�QHHG�WR�EH�PDGH�IRU�DW�OHDVW�WKH�ÀUVW�WZR�TXDUWHUO\�SD\PHQWV���
For companies not within the quarterly payment obligation, tax is due in a single 
payment, nine months after the end of the company’s accounting period. Interest is 
SD\DEOH�WR�UHFHLYDEOH�IURP�+05&�RQ�DQ\�XQGHU�RYHU�DQG�ODWH�HDUO\�SD\PHQW�RI�WD[�

Tax on individuals
,QGLYLGXDOV�DUH�OLDEOH�WR�LQFRPH�WD[�RQ�WUDGLQJ�SURÀWV��HPSOR\PHQW�LQFRPH��LQWHUHVW��
dividends and other income and are subject to capital gains tax on chargeable gains. 
The rates for the tax year commencing 6 April 2015 are:

Taxable income (£) Tax rate on 
income

Effective tax rate on 
8.�RYHUVHDV�GLYLGHQGV

Tax rate on capital 
JDLQV

up to 31,785 20% Nil 18%

31,786 - 150,000 40% 25% 28%

over 150,000 45% 30.6% 28%

�$�UHGXFHG�UDWH�RI�����LV�SD\DEOH�RQ�WKH�ÀUVW����P�RI�JDLQV�PDGH�LQ�D�WD[SD\HU·V�
OLIHWLPH��RQ�WKH�GLVSRVDO�RI�TXDOLI\LQJ�EXVLQHVV�DVVHWV��´(QWUHSUHQHXUV·�UHOLHIµ��

%DVHG�RQ�DQQRXQFHPHQWV�LQ�WKH������6XPPHU�%XGJHW��IURP�$SULO�������RQO\�WKH�ÀUVW�
£5,000 of dividend income will be tax-free for basic rate tax payers. Above this level, 
a basic rate tax payer will pay tax at 7.5% and a higher rate tax payer will be subject 
to tax at 32.5%. Over £150,000 of income, dividends will be subject to 38.1% income 
tax.



34

Business Taxation

An individual who is trading in partnership is assessed to income tax on their share 
RI�WKH�WD[�DGMXVWHG�WUDGLQJ�SURÀWV�IRU�WKH�DFFRXQWLQJ�SHULRG�RI�WKH�SDUWQHUVKLS�HQGLQJ�
LQ�WKH�WD[�\HDU��7KH�EDVLV�RI�FDOFXODWLRQ�RI�WD[DEOH�WUDGLQJ�SURÀWV�LV�EURDGO\�WKH�VDPH�
as for a company.

The rules for the calculation of individuals’ capital gains differ from the rules for 
FRPSDQLHV�LQ�WKDW�´LQGH[DWLRQ�DOORZDQFHµ��DQ�DOORZDQFH�IRU�LQÁDWLRQ��LV�QRW�DYDLODEOH�
to individuals, whilst there are other reliefs available to individuals that are not 
available to companies (e.g. Entrepreneurs’ relief).

Interest income is taxable when received. In most cases, UK interest is paid to 
individuals net of basic rate income tax. The gross income is taxable, with credit given 
against the tax liability in the tax year for the tax deducted. Where the tax liability is 
less than the tax deducted, the excess withholding tax is repayable.

Income tax on trading and other income that is not subject to PAYE (see below) 
is due in two instalments – on 31 January within the relevant tax year and 31 July 
following the end of the tax year.

Payroll Taxes/National Insurance Contributions
An employer is obliged to make deductions from pay for employee income tax and 
employee national insurance contributions (NIC), using the “pay as you earn” (PAYE) 
system. 

Employer NIC is an additional cost payable by the employer based on each 
HPSOR\HH·V�ZDJHV�SOXV�EHQHÀWV�LQ�NLQG��7KH�UDWHV�RI�HPSOR\HU�1,&�YDU\�GHSHQGLQJ�
RQ�ZKHWKHU�WKH�HPSOR\HU�RIIHUV�D�ÀQDO�VDODU\�SHQVLRQ�VFKHPH�DQG�KDV�FRQWUDFWHG�RXW�
of the state earnings related pension scheme. The rates for the year commencing 6 
April 2015 are:

Weekly earnings Monthly earnings Contracted in Contracted out 
Up to £156 Up to £676 Nil Nil
£157 to £815 £677 to £3,532 13.8% 10.4%
Excess over £815 Excess over £3,532 13.8% 13.8%

The employer has to make monthly remittances to HMRC (by mandatory electronic 
funds transfer) of the amounts they deduct for employee income tax and NIC, along 
with the employer NIC. All employers are required by law to report to HMRC on 
D� UHDO�WLPH� LQIRUPDWLRQ� EDVLV� �´57,µ��� 7KLV� PHDQV� WKDW� WKH� HPSOR\HU� ÀOHV� D� 57,�
QRWLÀFDWLRQ�WR�+05&�YLD�WKH�*RYHUQPHQW�*DWHZD\�HYHU\�WLPH�DQ�HPSOR\HH�LV�SDLG��
7KH�57,�UHWXUQ�LV�ÀOHG�HLWKHU�LQ�DGYDQFH�RI�RU�DORQJ�ZLWK�WKH�UHPLWWDQFH�WR�+05&��
7KLV�LV�YLHZHG�DV�WKH�PRVW�VLJQLÀFDQW�FKDQJH�WR�3$<(�VLQFH�LWV�LQWURGXFWLRQ�LQ������
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VAT
All businesses investing or trading in the UK must register for UK VAT if they have 
a “business establishment” or usual place of residence in the UK. This test differs 
from the corporation tax tests of residence and it is therefore possible for an overseas 
investor to be required to register for UK VAT even though it may not have a branch 
that is liable to corporation tax.

9$7�UHJLVWHUHG�EXVLQHVVHV�DUH�JHQHUDOO\�UHTXLUHG�WR�ÀOH�9$7�UHWXUQV�TXDUWHUO\�E\�
way of electronic returns and therefore any VAT payable will usually be payable by 
not later than one month and seven days after the end of the relevant quarter. However, 
VAT-registered businesses with an annual VAT liability in excess of £2.3 million must 
make interim payments at the end of the second and third months of each VAT quarter 
as payments on account of the quarterly VAT liability. A balancing payment for the 
quarter is then made with the VAT return.

Stamp Duty Land Tax (“SDLT”)
SDLT is payable on the acquisition of any interest in land situated in the UK regardless 
of whether the acquirer is an individual, a partnership or a company or whether the 
acquirer is UK or non-UK resident.

The most common rate of SDLT when a capital sum is paid to acquire non-
residential land or an interest in such land (whether the acquisition is ownership of the 
land or on the grant or assignment of a lease) is 4%. Lower rates of SDLT apply if the 
purchase consideration is less than £500,000. Different rates of SDLT may apply to 
the acquisition of residential land. There are exceptions for intra-group transfers. Care 
must be taken, in particular, where residential land which was valued at more than £2 
million on 1 April 2012 is to be acquired by a company (or other collective investment 
vehicle) since an Annual Tax on Enveloped Dwellings may also be payable. This £2m 
WKUHVKROG�LV�UHGXFHG�WR���P�IRU�UHWXUQV�UHODWLQJ�WR���������DQG�����P�SRVW���$SULO�
2016.

On grant of a non-residential lease, in addition to the SDLT on any premium, the 
tenant is liable to pay SDLT at 1% of the net present value of the total rent payable 
under the lease, less a deduction of £150,000.

Stamp Duty 
Stamp duty, at 0.5%, is payable by the person acquiring shares or convertible loan 
notes of a UK registered company. There are exceptions for intra-group transfers. No 
duty is payable on the transfer of ownership of other assets, for example loan notes, 
goodwill or trade debtors. There is no duty on the issue of shares or convertible loan 
notes.
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Withholding Taxes
The UK does not impose withholding tax on dividends.

A 20% withholding tax is generally imposed on interest payments made by

1. A company,
2. By or on behalf of a partnership of which a company is a member,
3. By a person to another person whose usual place of abode is outside the UK.

However, the rate may be reduced under an applicable double tax treaty or the EU 
Interest and Royalty Directive, provided that certain conditions & formalities are 
complied with prior to the payment of the interest.

There is no withholding from payments of interest by a UK company to UK 
companies or to UK branches of overseas companies (which will include, in particular, 
UK branches of overseas banks), or on payments of interest on certain quoted loan 
stock. Where securities are issued at a discount, no withholding is applied on the 
discount element.

For royalties, a 20% income tax withholding applies, subject to lower rates in the 
relevant applicable double tax treaty or under the EU Interest and Royalty Directive. 

Rent paid to a non-UK resident person is subject to a 20% withholding deduction, 
unless the landlord has met the requirements of HMRC’s “non-resident landlords’ 
scheme”.

Under the construction industry scheme, there may be a withholding requirement 
on payments made by contractors to sub-contractors in relation to building projects.

No withholding tax is applied on service fees, technical fees or management 
charges.

DETERMINATION OF TAXABLE PROFITS OF A BRANCH/
SUBSIDIARY

7KH�UXOHV�IRU�WKH�FDOFXODWLRQ�RI�WKH�WD[DEOH�SURÀWV�RI�ERWK�D�EUDQFK�DQG�VXEVLGLDU\�DUH�
HVVHQWLDOO\�WKH�VDPH��7KH�NH\�LVVXH�IRU�D�EUDQFK�LV�WKH�H[WHQW�WR�ZKLFK�SURÀWV�RI�WKH�
UHOHYDQW�RYHUVHDV�OHJDO�HQWLW\�VKRXOG�EH�DOORFDWHG�WR�WKH�KHDG�RIÀFH�RU�WKH�8.�EUDQFK��

7D[DEOH�7UDGLQJ�3URÀWV
7KH�WD[DEOH�UHVXOW�IURP�WUDGLQJ�LV�EDVHG�RQ�WKH�SURÀWV�IRU�WKH�\HDU��DV�VKRZQ�LQ�WKH�
FRPSDQ\·V� ÀQDQFLDO� VWDWHPHQWV� �SURYLGHG� WKH� ÀQDQFLDO� VWDWHPHQWV� DUH� SUHSDUHG� LQ�
accordance with IFRS or UK GAAP).

Costs that are not deductible for tax purposes include entertainment expenditure, 
ÀQHV� DQG� SHQDOWLHV�� H[SHQGLWXUH� RI� D� FDSLWDO� QDWXUH� DQG� QRQ�VSHFLÀF� SURYLVLRQV��
'HSUHFLDWLRQ��DPRUWLVDWLRQ�DQG�JDLQV�ORVVHV�IURP�WKH�GLVSRVDO�RI�À[HG�WDQJLEOH�DVVHWV�
are not allowed or taxed. For tax depreciation, there is a statutory relief for certain 
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classes of assets (see capital allowances, below).
Until the 2015 Summer Budget, tax relief was available on the cost of the acquisition 

RI�LQWDQJLEOH�À[HG�DVVHWV��IRU�H[DPSOH�JRRGZLOO��LI�DFTXLUHG�DIWHU����0DUFK������IURP�
a non-connected person. The amount that was tax deductible was the charge in the 
SURÀW�DQG�ORVV�DFFRXQW�RU��LI�DQ�LUUHYRFDEOH�HOHFWLRQ�ZDV�PDGH��D����S�D��VWUDLJKW�OLQH�
writing down allowance. Based on the proposals announced in the 2015 Summer 
Budget, from 8 July 2015 onwards tax relief will no longer be given for purchased 
goodwill and certain customer related intangibles acquired as part of the acquisition 
of a business.

Remuneration paid to employees is deductible on an accruals basis providing 
payment to the employee is no later than nine months after the year end. Remuneration 
paid more than nine months after the year end is tax deductible in the period when 
payment is made. Tax relief for payments made by the employer into a pension 
scheme is generally given when the payment is made (rather than on an accruals 
basis), although relief may be spread where there is a large increase (> £500,000) in 
the level of contributions from one period to the next.

Capital Allowances
Capital Allowances is the UK term for the statutory code for deducting the cost of 
FDSLWDO�H[SHQGLWXUH�IURP�WUDGLQJ�SURÀWV��7KH�PDLQ�FODVV�RI�DVVHW� WKDW� LV�HOLJLEOH�IRU�
capital allowances is plant and machinery. This includes plant within a building or 
structure (e.g. electrical, heating, water and air conditioning systems, lifts, escalators, 
sanitary ware). No allowances are given for the cost of buildings.

(OLJLEOH�H[SHQGLWXUH�RQ�SODQW�DQG�PDFKLQHU\�TXDOLÀHV�IRU�WD[�UHOLHI�DW�RQH�RI�WZR�
UDWHV��&HUWDLQ�VSHFLÀHG�H[SHQGLWXUH�FDQ�REWDLQ�DOORZDQFHV�DW�D�UDWH�RI����SHU�DQQXP�
and all others at 18% per annum. For both, allowances are calculated on a reducing 
balance basis.

Assets in the 8% expenditure category include:

• Those with an expected life when new of more than 25 years
• Some plant within buildings
• &DUV�ZLWK�HPLVVLRQV�RI�PRUH�WKDQ�����J�NP��IURP���$SULO�������RI�&22.

For expenditure incurred in the period 1 April 2014 to 31 December 2015, up to 
£500,000 of a company’s annual expenditure on eligible assets, other than cars or 
assets for leasing out, is subject to 100% tax relief in the year of purchase. This is 
known as the “annual investment allowance”. From 1 January 2016, the amount of the 
annual investment allowances will reduce to £200,000 per year. When the company 
is a member of a group only one annual investment allowance is given to the whole 
group.
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Full relief is also available in the year in which it is incurred (100% tax allowances) 
for:
• (QYLURQPHQWDOO\�EHQHÀFLDO�RU�HQHUJ\�VDYLQJ�SODQW��ZKLFK�LQFOXGHV�FDUV�ZLWK�&22 

HPLVVLRQV�RI�QR�PRUH�WKDQ����J�NP��IURP���$SULO�������
• Plant for research & development activities;
• Expenditure of up to ¤20 million (Euro) on renovating empty commercial 

buildings until 11 April 2017.

On disposal of plant, the net sale proceeds, up to a maximum of cost, are deducted 
from the accumulated net pool of qualifying expenditure.

Interest and Finance Income and expense
In general, interest is taxed or relieved in accordance with the treatment in the 
FRPSDQ\·V�ÀQDQFLDO�VWDWHPHQWV�

7D[� UHOLHI� IRU�ÀQDQFH�H[SHQVHV� LQ�´ODUJHµ� �DV�GHÀQHG��FRUSRUDWH�JURXSV�PD\�EH�
restricted due to the “worldwide debt cap”. This restriction is considered after making 
any transfer pricing (thin capitalisation) adjustments (on which, see below). Broadly 
VSHDNLQJ��WKH�LQWHQWLRQ�RI�WKH�ZRUOGZLGH�GHEW�FDS�LV�WKDW�WKH�WD[�GHGXFWLEOH�ÀQDQFH�
H[SHQVH�UHOLHYHG�DJDLQVW�D�JURXS·V�8.�SURÀWV�VKRXOG�EH�QR�JUHDWHU�WKDQ�WKH�H[WHUQDO�
ÀQDQFH�H[SHQVH�LQ�WKH�FRQVROLGDWHG�UHVXOWV�RI�WKH�JURXS��+RZHYHU�WKLV�UHJLPH�ZLOO�QRW�
apply if the UK net debt is less than 75% of the group’s consolidated gross debt. This 
is a complex area on which further advice should be sought.

Dividends Received
The UK has a comprehensive dividends received exemption which applies to dividends 
a UK-resident company receives from UK or non-UK companies. Various conditions 
must be met, although there is no minimum holding period or minimum ownership 
percentage. 

Sale of Capital Assets
The taxable gain on the disposal of a capital asset is calculated as net proceeds received 
less the acquisition cost and costs incurred on improvements. “Indexation allowance” 
�DQ�DOORZDQFH�IRU�LQÁDWLRQ��PD\�DOVR�EH�JLYHQ�WR�GLVSRVDOV�E\�FRPSDQLHV��*DLQV�RQ�
certain assets can also be deferred by reinvesting the proceeds in certain replacement 
assets (“rollover relief”).

The UK has a form of participation exemption, which can exempt from tax the gain 
or loss on the disposal by a company of shares in a trading company or trading sub-
group - the exemption is called the Substantial Shareholdings Exemption (SSE). SSE, 
along with the dividends received exemption, are core features that make the UK an 
attractive location for holding companies.
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The SSE rules contain several detailed requirements and therefore professional 
guidance should be sought as to whether it applies, not least because a group’s 
non-trading activities do not necessarily need to be substantial for the group not to 
be regarded as a “trading group” and hence not qualify for the relief. An advance 
clearance application can be made to HMRC where there is uncertainty as to whether 
SSE applies to a particular disposal.

Transfers of capital assets (including intangibles) between UK members of a group 
takes place on a tax neutral basis regardless of the value of the asset or the price paid 
(see chapter 3.3). However, if the transferee subsequently leaves the group still holding 
the asset within six years of the transfer, this can create a “de-grouping” tax charge 
based on a deemed disposal (and re-acquisition) of the asset at its market value at the 
date of the intra-group transfer. Depending on the circumstances, this de-grouping 
charge may be taxable either in the transferee company that leaves the group or in the 
company selling the shares in the transferee.

Reliefs may apply to the transfer of a trading business to a company (a business 
incorporation) and to corporate acquisitions effected by a share-for-share exchange.

Losses
$�FRPSDQ\�PD\�FODLP� WR� VHW�D� WUDGLQJ� ORVV�DJDLQVW�DOO�RI� LWV� WD[DEOH�SURÀWV�ZLWKLQ�
WKH� VDPH� DFFRXQWLQJ� SHULRG�� DQG� DJDLQVW� WKH� SURÀWV� RI� WKH� LPPHGLDWH� SUHFHGLQJ�
period, providing the company was carrying on the same trade in the previous period. 
Alternatively, or in addition, it may transfer some or all of a trading tax loss to other 
8.�PHPEHUV�RI�D�����JURXS��IRU�XVH�DJDLQVW�WKH�RWKHU�FRPSDQLHV·�SURÀWV�ZLWKLQ�WKH�
same accounting period only. This is known as “group relief”.

A trading loss not applied to the current or previous accounting period and which 
KDV�QRW�EHHQ�VXUUHQGHUHG�YLD�JURXS�UHOLHI�LV�FDUULHG�IRUZDUG�DQG�XVHG�DJDLQVW�SURÀWV�RI�
the same trade arising in later periods, without time limit.

7D[�UHOLHI�IRU�D�QRQ�WUDGLQJ�FRPSDQ\·V�ÀQDQFH�H[SHQVH�LQ�H[FHVV�RI�WKH�FRPSDQ\·V�
SURÀWV� IRU� DQ� DFFRXQWLQJ� SHULRG� PD\� EH� FODLPHG� DJDLQVW� ÀQDQFLDO� SURÀWV� RI� WKH�
previous year. Alternatively, this expense can pass to another UK group member for 
XVH�DJDLQVW� WKDW�PHPEHU·V�SURÀWV�� LQ� WKH�VDPH�DFFRXQWLQJ�SHULRG�XQGHU� WKH�´JURXS�
UHOLHIµ�SURYLVLRQV��$Q\�XQUHOLHYHG�ÀQDQFH�H[SHQVH�LV�FDUULHG�IRUZDUG��ZLWKRXW�WLPH�
OLPLW��WR�EH�XVHG�DJDLQVW�IXWXUH�QRQ�WUDGLQJ�SURÀWV�RI�WKH�FRPSDQ\�

Capital losses are set against chargeable (capital) gains of the company for the 
same period, with any excess being carried forward, without time limit, for use against 
net chargeable gains of subsequent periods.

There are several anti-avoidance provisions which may deny the carry forward of 
all types of tax losses when a group purchases a company with existing tax losses, and 
the main reason for the acquisition is to access these tax losses.
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Research and Development Tax reliefs
Enhanced tax relief is available to companies which conduct R&D for the purposes 
RI� UHVROYLQJ� VFLHQWLÀF� RU� WHFKQRORJLFDO� XQFHUWDLQW\� ZLWK� D� YLHZ� WR� DFKLHYLQJ� DQ�
advancement in science or technology, or an appreciable improvement in existing 
technology. 

There are two schemes of relief. One for small and medium sized companies 
(SME’s), including so-called “larger SME’s”, and one for large companies.

For these purposes, an SME is broadly a company with less than 500 employees 
and not more than either ¤100m turnover or balance sheet total of ¤86m, taking into 
account certain linked and partner enterprises (e.g. group companies). An SME may 
claim an enhanced tax deduction of 230% of its qualifying R&D spend. If the SME is 
loss making, it may instead trade in losses for a cash rebate of 14.5% of the enhanced 
tax deduction (i.e. just over 33p in the £ of the actual qualifying spend), based on the 
UDWH�DSSOLFDEOH�IURP���$SULO�������WKHUHE\�FUHDWLQJ�DQ�DGGLWLRQDO�VRXUFH�RI�FDVK�ÁRZ�
for the company.

Large companies may claim a tax deduction of 130% of their qualifying spend 
and do not currently have the cash-back option. However, for accounting periods 
commencing on or after 1 April 2013 a “Research and Development Expenditure 
Credit” (RDEC) credit scheme has been introduced. Under this scheme, in a large 
FRPSDQ\·V�ÀQDQFLDO�VWDWHPHQWV��WKH�5'(&�FUHGLW�ZLOO�EH�UHFRJQLVHG�DV�D�UHGXFWLRQ�LQ�
5	'�H[SHQGLWXUH�LQ�WKH�3URÀW�DQG�/RVV�$FFRXQW��)RU�WD[�SXUSRVHV��WKH�5'(&�FUHGLW�
will be treated as a taxable receipt of the trade. For large companies with no corporation 
tax liability, or with a CT liability less than their RDEC credit, the key advantage of 
WKLV�QHZ�VFKHPH�LV�WKDW�VXFK�FRPSDQLHV�FDQ�FODLP�DQ�LPPHGLDWH�EHQHÀW�IURP�WKHLU�
R&D claim through a payable credit of 11% of qualifying R&D expenditure. RDEC 
will operate as an alternative to the super-deduction scheme until April 2016 when 
only the RDEC scheme will be available.

A UK R&D tax relief claim must be made via the company’s tax return and must 
be made within 24 months of the accounting year end of a company.

Transfer Pricing on Debt
The UK has transfer pricing rules, which substitute arm’s length amounts to 
transactions with connected persons. These are broadly aligned to the OECD transfer 
pricing guidelines. The transfer pricing rules apply to both the interest rate (such that 
interest at a rate in excess of market value would not be deductible) and the amount of 
the borrowing (i.e. thin capitalisation, whereby a tax deduction will not be given for 
the whole of the interest on the element of debt in excess of that which would have 
been loaned by a 3rd party acting at arm’s length).

Exemptions from transfer pricing rules or reduced documentation requirements 
apply to small and medium sized enterprises although in some circumstances, HMRC 
can issue a direction for medium sized companies to comply with transfer pricing 
legislation. 
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There are no safehavens with regard to debt:equity ratios or interest cover ratios 
(e.g. EBIT:interest or EBITDA:interest). Each has to be negotiated separately with 
HMRC. In order to be non-discriminatory with regard to the EU, the transfer pricing 
rules apply to all connected party transactions, including those between UK enterprises. 

7KH�WUDQVIHU�SULFLQJ�UXOHV�FDQ�DOVR�DSSO\�WR�WKH�SURYLVLRQ�RI�ÀQDQFH�E\�OHQGHUV�ZKR�
do not control (or even have no shareholding in) the borrower where those lenders 
are “acting together” with other persons who between them have control over the 
borrowing company.

ACQUISITION OF A BUSINESS: ASSETS V SHARES

Asset Acquisitions
An asset (business) purchase could be effected using a UK company or a UK branch 
of the overseas company. As discussed in Chapter 3.2, a UK branch of an overseas 
FRPSDQ\�DQG�D�8.�FRPSDQ\�DUH�VXEMHFW�WR�8.�WD[�RQ�SURÀWV�LQ�EURDGO\�WKH�VDPH�ZD\��
Therefore, an overseas investor wishing to purchase a business in the form of an asset 
purchase will need to take into account commercial, legal and non-UK tax factors in 
deciding a preferred route.

One of the key non-tax advantages of an asset purchase is that any liabilities or 
exposures within the selling company do not automatically transfer across to the 
purchaser. 

Share Acquisitions
A company is a separate legal entity and, as such, when an investor acquires a company 
it is acquiring all of that company’s history and liabilities. Therefore, any unknown or 
contingent liabilities (as well as those which the purchaser is aware of) will effectively 
be inherited by the purchaser. For this reason, a purchaser will normally seek to 
obtain from the vendor an indemnity against such liabilities, whether or not they had 
crystallised as at the date of the sale (together with warranties over the company’s tax 
position).

2QH�RI�WKH�ÀUVW�TXHVWLRQV�DQ�LQYHVWRU�ZLOO�QHHG�WR�DGGUHVV�LV�WKH�YHKLFOH�WR�EH�XVHG�
to make the acquisition, i.e. should the acquisition be made:

• directly by the overseas investor;
• by an intermediate holding company set up in the UK; or
• by an intermediate holding company set up in a 3rd territory.

(DFK�LQYHVWRU�ZLOO�KDYH�LWV�RZQ�SDUWLFXODU�IDFW�SDWWHUQ�WKDW�PD\�LQÁXHQFH�WKH�FKRLFH�
DQG��DV�VXFK��VSHFLÀF�DGYLFH�VKRXOG�EH�WDNHQ��%XW�H[DPSOHV�RI�IDFWRUV�WKDW�FRXOG��IURP�
D�WD[�SRLQW�RI�YLHZ��LQÁXHQFH�D�SXUFKDVHU�WRZDUGV�RQH�RU�RWKHU�RI�WKHVH�DFTXLVLWLRQ�
vehicles include:
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• Where overseas tax rates are higher than UK rates, there could be an advantage 
to making the acquisition using the overseas investing company in order to 
EHQHÀW�IURP�DQ\�ÀQDQFLQJ�WD[�GHGXFWLRQV�LQ�WKDW�WHUULWRU\�

• %XW�ZKHUH�WKH�RYHUVHDV�LQYHVWRU�GRHV�QRW�KDYH�VXIÀFLHQW�SURÀWV�WR�RIIVHW�
ÀQDQFLQJ�FRVWV��D�8.�GHEW�ÀQDQFHG�DFTXLVLWLRQ�YHKLFOH�PD\�EH�SUHIHUDEOH�

• If the investor wishes to create a sub-group to facilitate the cross-border 
expansion of the target business, it may be appropriate to set up an intermediate 
holding company (either in the UK or elsewhere).

• Whether the overseas territory has a favourable tax regime for the holding of 
shareholdings and how any local “controlled foreign company” rules may affect 
this.

Asset v Share Purchase
:KHQ�DFTXLULQJ�VKDUHV�LQ�D�FRPSDQ\��WKH�H[LVWLQJ�WD[�SURÀOH�RI�WKH�WDUJHW�FRPSDQ\�
will remain and so the purchaser effectively inherits this.

From a buyer’s point of view, the potential tax advantages of buying assets or 
shares include:

Assets

• Ability to obtain tax relief for the goodwill element of the deal price. (However, 
pursuant to announcements made in the 2015 Summer Budget, such tax relief 
will no longer be available for acquisitions on or after 8 July 2015.)

• Can claim capital allowances for plant & machinery and other qualifying 
À[HG�DVVHWV�EDVHG�RQ�WKH�FRQVLGHUDWLRQ�DOORFDWHG�XQGHU�WKH�%XVLQHVV�3XUFKDVH�
Agreement rather than on the existing tax value of those assets within the target 
company (assuming the former is higher).

• Avoids 0.5% stamp duty (although stamp duty land tax would be payable if land 
is being acquired).

Shares

• Existing tax losses transfer across (but subject to anti-avoidance legislation 
aimed at preventing the acquisition of companies solely or mainly to enable the 
SXUFKDVHU�WR�EHQHÀW�IURP�WKHVH�WD[�ORVVHV��

• ,I�WKH�FXUUHQW�WD[�YDOXH�RI�À[HG�DVVHWV�LV�JUHDWHU�WKDQ�WKH�SXUFKDVH�SULFH�DOORFDWHG�
to those assets, a share acquisition avoids a reduction in the amount on which 
capital allowances can be claimed.

• $YRLGV�VWDPS�GXW\�ODQG�WD[��ZKLFK�FRXOG�EH�VLJQLÀFDQW�LI�WKHUH�LV�YDOXDEOH�QRQ�
residential land within the target business (although there will be a 0.5% stamp 
duty charge on the consideration paid for the shares).

• *UHDWHU�ÁH[LELOLW\�WR�HQDEOH�WKH�YHQGRUV�WR�UHGXFH�RU�GHIHU�WD[�ZKHUH�WKH�YHQGRUV�
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are to retain a direct or indirect stake in the target business (e.g. by exchanging 
shares in the target company for new shares in the purchaser).

7KHUH�ZLOO�RIWHQ�EH�D�FRQÁLFW�EHWZHHQ�WKH�LQWHUHVWV�RI�WKH�VHOOHUV�DQG�WKH�EX\HUV�DQG�
it is important that a buyer appreciates this when negotiating a transaction. Buyers 
W\SLFDOO\�SUHIHU�WR�SXUFKDVH�DVVHWV�LQ�RUGHU�WR�EHQHÀW�IURP�WKH�DGYDQWDJHV�OLVWHG�DERYH��
By contrast, sellers will often prefer to sell shares because:

• ,QGLYLGXDO�VHOOHUV�PD\�EH�DEOH�WR�EHQHÀW�IURP�(QWUHSUHQHXUV·�UHOLHI��VXFK�WKDW�
they only pay tax on the resulting capital gain at 10%.

• A corporate seller may be able to claim an exemption from tax on any gain 
(taking advantage of the “substantial shareholdings” exemption).

• $Q�DVVHWV�VDOH�FRXOG�JLYH�ULVH�WR�D�GRXEOH�WD[�FKDUJH�RQ�WKH�VHOOHU�²�D�ÀUVW�WD[�
charge crystallising within the company making the disposal and a second tax 
charge on the shareholder when extracting the net proceeds from the company.

See below for exit considerations that a buyer will also need to take into account when 
investing.

ACQUISITION OF A BUSINESS: FINANCING

The funding for an acquisition could be sourced in a number of different ways – 
e.g. existing cash resources within the investor, 3rd party borrowings, equity injection 
by the ultimate shareholder(s) – and this will need to be taken into account when 
GHWHUPLQLQJ�WKH�RSWLPDO�ÀQDQFLQJ�VWUXFWXUH�IURP�D�WD[�SRLQW�RI�YLHZ��

Likewise, a review will need to be carried out of the tax regimes of both the overseas 
territory and the UK in determining the optimal place for locating interest deductions 
LI�WKH�IXQGLQJ�LV�WR�EH�HIIHFWHG�WKURXJK�ORDQ�ÀQDQFH�

Questions that may need to be considered include:

• Is the acquisition to be made by the overseas investor directly or by a UK 
acquisition vehicle? Clearly, if the investor is to make the acquisition directly, 
any external funding will need to be taken out by the investor (even if the assets 
of the target business are used as security, which has been possible over recent 
\HDUV�IROORZLQJ�WKH�UHOD[DWLRQ�RI�WKH�´ÀQDQFLDO�DVVLVWDQFHµ�UXOHV��

• What capacity do the investor and the target company each have to utilise 
LQWHUHVW�GHGXFWLRQV�DJDLQVW�IRUHFDVW�WD[DEOH�SURÀWV"�1R�EHQHÀW�ZLOO�DFFUXH�IURP�
GHGXFWLQJ�LQWHUHVW�LQ�D�WHUULWRU\�LQ�ZKLFK�WKHUH�DUH�LQVXIÀFLHQW�WD[DEOH�SURÀWV�
against which those deductions can be offset.

• ,V�WKH�FRUSRUDWH�WD[�UDWH�LQ�WKH�LQYHVWRU·V�KRPH�WHUULWRU\�KLJKHU�RU�ORZHU�WKDQ�
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the UK rate? The preference may be to locate borrowings (and hence interest 
deductions) in the territory with the higher tax rate.

• What restrictions apply to the deductibility of interest in the UK and the overseas 
territory? ,Q�UHODWLRQ�WR�WKH�8.��IRU�H[DPSOH��WUDQVIHU�SULFLQJ�WKLQ�FDSLWDOLVDWLRQ�
considerations and the “worldwide debt cap” will need to be taken into account 
HYHQ�LI�DOO�RU�VRPH�RI�WKH�ÀQDQFH�LV�EHLQJ�SURYLGHG�E\�D��rd party (see Chapter 
3.2 for more detail).

• Will the borrower be required to withhold tax on payment of interest? 3rd party 
lenders will often include a gross-up clause such that any withholding tax 
will effectively be a cost to the borrower rather than a lender. Therefore the 
borrowing may need to be structured in such a form or location that avoids or 
minimises any withholding taxes.

&RQVLGHUDWLRQ�ZLOO�DOVR�QHHG�WR�EH�JLYHQ�WR�KRZ�LQWHUHVW�SD\PHQWV�DUH�WR�EH�ÀQDQFHG��
Where the acquisition is funded out of existing cash resources provided by the 
investor, this may be less of an issue. But where 3rd party lenders are involved, the 
investor will need to have a clear plan on how payments of interest are to be funded. A 
UK company can remit cash to an overseas parent free of UK tax, whether by way of 
dividend or an upstream loan (although such a loan should itself be interest-bearing in 
order to meet transfer pricing rules), but the parent will need to consider the taxation 
of such receipts under its local tax regime. In this regard, it should not be assumed that 
an upstream loan would be tax-free to the investor, as some tax regimes can treat such 
loans as deemed dividends.

REPATRIATION OF PROFITS

1R�ZLWKKROGLQJ�WD[HV�DUH�FKDUJHG�RQ�D�UHSDWULDWLRQ�RI�SURÀWV��7KLV�DSSOLHV�WR�GLYLGHQGV�
paid by a UK company, irrespective of the identity of the shareholders, as well as to 
UHSDWULDWLRQ�RI�EUDQFK�SURÀWV�WR�KHDG�RIÀFH��

As well as the use of dividends, groups should also consider the extent to which 
other charges should be levied on the UK business – for example, royalties, service 
fees and management charges. Provided that such charges relate to the UK business 
and are calculated on an arm’s length basis (in compliance with transfer pricing 
OHJLVODWLRQ���WKRVH�FKDUJHV�FDQ�EH�GHGXFWHG�DJDLQVW�8.�WD[DEOH�SURÀWV��7KH�ZLWKKROGLQJ�
tax position on such payments is covered in Chapter 3.2.

TAX GROUPS

Where an investor has an existing UK business, there will be advantages to structuring 
the acquisition so as to create a UK tax group. The main advantages are:
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• &XUUHQW�SHULRG�8.�WUDGLQJ�SURÀWV�RI�RQH�FRPSDQ\�FDQ�EH�VKHOWHUHG�IURP�WD[�
by using trading losses of another UK group company arising in the same 
accounting period. This is known as “group relief”.

• Capital assets can be transferred between UK members of the tax group without 
crystallising a tax charge. This would enable the tax-neutral combination of two 
UK businesses, if commercially desirable.

• Capital gains arising in one company can effectively be offset against brought 
forward non-trading losses (including capital losses, expenses of management 
and non-trading loan relationship debits) of another company in the UK group.

Where investors are part of a consortium, it is also possible in certain scenarios to use 
some of the current period tax losses arising in the consortium-owned company to 
VKHOWHU�WD[DEOH�SURÀWV�DULVLQJ�LQ�RQH�RI�WKH�FRQVRUWLXP�PHPEHUV��RU�YLFH�YHUVD���

7KH�GHÀQLWLRQV�RI�´JURXS�UHOLHIµ�JURXSV�DQG�FDSLWDO�JDLQV�JURXSV�GLIIHU�DQG�VR�FDUH�
must be taken where companies are not 100% owned, since in some situations not all 
RI�WKH�DERYH�EHQHÀWV�RI�WD[�JURXSLQJ�ZLOO�EH�DYDLODEOH�

“Group relief” group : Comprises companies in which a shareholding of at least 
75% is held directly or indirectly by the parent company (provided that the shareholder 
LV� DOVR� HQWLWOHG� WR� DW� OHDVW� ����RI�SURÀWV� DYDLODEOH� IRU� GLVWULEXWLRQ� DQG� DVVHWV� RQ� D�
winding up). Non UK resident companies can be taken into account when tracing 
75% ownership. In Figure 3.3.1, tax losses can be surrendered between UK 1 (owned 
80% directly) and UK 3 (owned 81% indirectly). However, UK 2 is owned only 72% 
by Overseas Co. and therefore UK 2 cannot surrender losses to UK 3 (or vice versa).

Figure 4.1 – Example of how “group relief” may be applied according to levels of 
ownership

UK 2 UK 3 

UK 1 Overseas 
Co 

Holdco 

Figure 3.3.1 – Example of how “group relief” may be applied according to levels of ownership  

90% 80% 

90% 90% 
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REPATRIATION OF PROFITS

1R�ZLWKKROGLQJ�WD[HV�DUH�FKDUJHG�RQ�D�UHSDWULDWLRQ�RI�SURÀWV��7KLV�DSSOLHV�WR�GLYLGHQGV�
paid by a UK company, irrespective of the identity of the shareholders, as well as to 
UHSDWULDWLRQ�RI�EUDQFK�SURÀWV�WR�KHDG�RIÀFH��

As well as the use of dividends, groups should also consider the extent to which 
other charges should be levied on the UK business – for example, royalties, service 
fees and management charges. Provided that such charges relate to the UK business 
and are calculated on an arm’s length basis (in compliance with transfer pricing 
OHJLVODWLRQ���WKRVH�FKDUJHV�FDQ�EH�GHGXFWHG�DJDLQVW�8.�WD[DEOH�SURÀWV�

TAX GROUPS

Where an investor has an existing UK business, there will be advantages to structuring 
the acquisition so as to create a UK tax group. The main advantages are:

• &XUUHQW�SHULRG�8.�WUDGLQJ�SURÀWV�RI�RQH�FRPSDQ\�FDQ�EH�VKHOWHUHG�IURP�WD[�
by using trading losses of another UK group company arising in the same 
accounting period. This is known as “group relief”.

• Capital assets can be transferred between UK members of the tax group without 
crystallising a tax charge. This would enable the tax-neutral combination of two 
UK businesses, if commercially desirable.

• Capital gains arising in one company can effectively be offset against brought 
forward non-trading losses (including capital losses, expenses of management 
and non-trading loan relationship debits) of another company in the UK group.

Where investors are part of a consortium, it is also possible in certain scenarios to use 
some of the current period tax losses arising in the consortium-owned company to 
VKHOWHU�WD[DEOH�SURÀWV�DULVLQJ�LQ�RQH�RI�WKH�FRQVRUWLXP�PHPEHUV��RU�YLFH�YHUVD���

7KH�GHÀQLWLRQV�RI�´JURXS�UHOLHIµ�JURXSV�DQG�FDSLWDO�JDLQV�JURXSV�GLIIHU�DQG�VR�FDUH�
must be taken where companies are not 100% owned, since in some situations not all 
RI�WKH�DERYH�EHQHÀWV�RI�WD[�JURXSLQJ�ZLOO�EH�DYDLODEOH�

“Group relief” group : Comprises companies in which a shareholding of at least 
75% is held directly or indirectly by the parent company (provided that the shareholder 
LV� DOVR� HQWLWOHG� WR� DW� OHDVW� ����RI�SURÀWV� DYDLODEOH� IRU� GLVWULEXWLRQ� DQG� DVVHWV� RQ� D�
winding up). Non UK resident companies can be taken into account when tracing 
75% ownership. In Figure 4.1, tax losses can be surrendered between UK 1 (owned 
80% directly) and UK 3 (owned 81% indirectly). However, UK 2 is owned only 72% 
by Overseas Co. and therefore UK 2 cannot surrender losses to UK 3 (or vice versa).
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Figure 4.2 – Example of how “group relief” may be applied according to levels of 
ownership

Capital gains group : This comprises companies which are held at least 75% by their 
immediate parent and which are indirectly held more than 50% by the top company in 
the group (provided also that the top group company is also entitled to more than 50% 
RI�SURÀWV�DYDLODEOH�IRU�GLVWULEXWLRQ�DQG�DVVHWV�RQ�D�ZLQGLQJ�XS���7KXV��LQ�WKH�DERYH�
diagram UK 1, UK 2 and UK 3 are all part of the same capital gains group.

A tax group cannot be formed unless there is a common corporate parent company. 
Therefore, if an individual investor directly owns a number of UK companies, that 
investor will need to interpose a common holding company (which need not be a UK 
company) in order to create a tax group as in Figure 4.2:

Figure 4.3 – Creating a tax group

UK 2 UK 3 

UK 1 Overseas 
Co 

Holdco 

Figure 3.3.1 – Example of how “group relief” may be applied according to levels of ownership  

90% 80% 

90% 90% 

group 

Individual 

UK 1 UK 2 

Individual 

UK 1 UK 2 

Holdco 

Figure 3.3.2 – Creating a tax group 
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Even where there is no tax group in place, i.e. the individual holds both companies 
directly, the relationship between the two UK companies is such that they may still 
be regarded as associated or connected with each other for certain UK tax purposes. 
Hence:

• Transfer pricing rules can still apply to transactions or dealings between the two 
companies, to ensure that they are taxed on an arm’s length basis.

• Transfers of assets must be for an arm’s length consideration, failing which 
HMRC can substitute an arm’s length value for the actual consideration.

• In determining the corporation tax rate payable by each company and, 
SDUWLFXODUO\��ZKHWKHU�WKH�VPDOO�SURÀWV�UDWH�RU�PDUJLQDO�UHOLHI�LV�DYDLODEOH��ERWK�
companies must be taken into account in calculating the number of “associated 
companies”.

EXIT CONSIDERATIONS

When structuring an acquisition, an investor should also be mindful of the likelihood 
of a future exit, what form that exit might take and the tax implications of such an exit 
event.

Business Held via a UK Branch of an Overseas Company

• The disposal would need to be effected via an asset sale (assuming that a sale of 
the overseas company would not be feasible).

• This will trigger a UK tax liability, with any gains on the sale of chargeable 
assets being taxed at the prevailing corporation tax rate. Overseas tax may also 
be payable (subject to double tax relief for UK tax paid, depending on the tax 
regime in the overseas territory).

• The branch could be packaged up into a new UK company, with the overseas 
investor selling that new company. This is a more complex area and could give 
rise to both UK tax charges in the new company and overseas tax charges in the 
overseas company.

Business Held within a UK Company

• *LYHV�WKH�ÁH[LELOLW\�WR�VHOO�YLD�D�VDOH�RI�DVVHWV�RU�VDOH�RI�VKDUHV�
• A sale of shares would generally not give rise to a UK tax liability within the 

target company (although a “de-grouping charge” could arise if the UK company 
holds assets that were transferred into it from another UK group company 
ZLWKLQ�WKH�SUHFHGLQJ�VL[�\HDUV���,I�WKH�RYHUVHDV�SDUHQW�FRPSDQ\�EHQHÀWV�IURP�D�
“participation exemption” regime, this could enable a sale of the business, by 
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way of a sale of shares, free of both UK and overseas tax.
• A sale of assets would generally be less tax effective, since a UK tax charge 

would arise in the UK company on any gains and an overseas tax charge could 
arise on a subsequent remittance of the disposal proceeds by the UK company.

EMPLOYEE INCENTIVISATION

:KHUH� DQ� LQYHVWRU�ZLVKHV� WR� LQFHQWLYLVH�RU� UHFUXLW�UHWDLQ�NH\� HPSOR\HHV�E\�PHDQV�
of the issuing of shares in the target business, there are a number of different share 
SODQV� WKDW� FDQ� DVVLVW� LQ� DFKLHYLQJ� WKLV� REMHFWLYH� LQ� D� WD[� HIÀFLHQW�ZD\��8OWLPDWHO\��
the most appropriate plan will be dependent on commercial requirements and the 
characteristics of the investors (e.g. UK v overseas; company v individual).

The area of share options and employee incentivisation is a complex one on which 
specialist advice should be sought.

INVESTOR TAX RELIEFS

There are also incentives aimed at encouraging UK resident individuals to invest in 
smaller, higher-risk trading companies, by offering tax reliefs for the purchase of new 
shares in such companies. So far as direct investment in companies is concerned, the 
main schemes are as follows.
(QWHUSULVH�,QYHVWPHQW�6FKHPH��(,6� – Under EIS, an investor can claim income tax 

relief (i.e. a reduction in their income tax liability) of up to 30% of the amount invested 
(up to a maximum investment of £1,000,000 in a single tax year). The investor can 
also use the amount invested to defer other capital gains (whether or not on shares), 
with the deferred gain crystallising when the EIS shares are disposed of. In addition, 
disposals of EIS shares after three years may be free from capital gains tax. EIS is 
aimed at smaller, unquoted companies and enables such companies to raise up to £5m 
in any 12 month period.
6HHG�(,6��6(,6� – An individual subscribing for shares that qualify for SEIS can 

claim income tax relief of up to 50% of the amount invested (up to a maximum annual 
investment of £100,000). In addition, disposals of SEIS shares after three years may 
be free from capital gains tax. There is also a relief equal to 50% of capital gains 
tax payable on gains realised from the disposal of other assets, where the gains are 
reinvested in SEIS shares within the same tax year. This relief is also subject to the 
same £100,000 annual investment limit. SEIS is targeted at companies whose trade is 
less than two years old and whose assets (pre-subscription) do not exceed £200,000. 
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5. UK TAXATION FOR FOREIGN NATIONALS
Paul Barham, Mazars

This chapter gives a brief overview of the UK tax considerations for a foreign national 
coming to the UK to work. By necessity, it only highlights the areas to consider and 
gives some indication of the current law. Advice should be sought in all respects, 
preferably before coming to the UK. 

BASIS OF TAXATION

There are two concepts which need to be understood with regard to taxation in the 
UK. These are:

1. Residence
2. Domicile

Residence
Up until 5 April 2013, the question of residence in the UK was always a matter of case 
law and interpretation by the UK tax authorities, being broadly the number of days a 
person spends in the UK and their connections to the UK. 

A new statutory residence test has been introduced from 6 April 2013. The 
legislation contains three parts detailing rules which will result in conclusive non 
residence, conclusive residence and a list of ‘connecting factors’ which will determine 
residence for the individuals who do not fall within the conclusive tests. 

7KH�WHVWV�DUH�ORRNHG�DW�LQ�D�FHUWDLQ�RUGHU�DQG�RQO\�LI�D�WHVW�LV�QRW�VDWLVÀHG�GR�\RX�
move on to the next test. 

The new rules are extensive and exhaustive but generally if a person comes here to 
work full time they will be resident in the UK for tax purposes. Although the tests are 
meant to give certainty, HMRC have issued substantial interpretation and guidance 
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ZKLFK�LQGLFDWHV�WKH\�DUH�QRW�QHFHVVDULO\�DV�VWUDLJKWIRUZDUG�DV�WKH\�ÀUVW�ORRN��7KHUH�
are also anti avoidance rules to ensure that the rules are not used in a way that the UK 
Government did not intend.

´2YHUVHDV�ZRUNGD\�UHOLHIµ� LV�DYDLODEOH� LI�FHUWDLQ�FRQGLWLRQV�DUH�VDWLVÀHG��,W�RQO\�
applies to non UK domiciled individuals (see below) and will, in limited circumstances 
give the “remittance basis” to foreign employment duties.

Domicile
Domicile is a concept of general law; not a tax law and it is determined in a different 
way to residence. It is only relevant to taxation in the UK if a person is not domiciled 
in the UK.

There are three types of domicile relevant to Income Tax (“IT”) and Capital Gains 
Tax (“CGT”). These are:

• Domicile of origin: An individual will normally acquire a domicile of origin 
from their father at birth. An individual’s domicile of origin need not be the 
country in which the individual was born. This is determined by the relevant 
parent’s domicile at the child’s birth.

• Domicile of choice: An individual has the legal capacity to acquire a new 
domicile at the age of 16. Whilst it is possible to acquire a domicile of choice, 
this means much more than simple residence and a person must settle in another 
country permanently and sever ties with the country of origin. It is extremely 
GLIÀFXOW�WR�DFTXLUH�D�GRPLFLOH�RI�FKRLFH�

• Domicile of dependence: A child under 16 cannot have a domicile of choice. 
Whilst under 16 their domicile will follow that of the person on whom the 
individual is legally dependent. 

In the 2015 Summer Budget, it was announced that changes would be made to 
the taxation of non-UK domiciled individuals who have been UK tax resident for 
more than 15 years and for non-UK domiciled individuals who own UK residential 
property.

Under these measures due to apply from April 2017:

• Non-UK domiciled individuals who have been tax resident in the UK for 15 out 
of the last 20 tax years will be treated as UK domiciled for all UK tax purposes.

• An individual with a UK domicile of origin who has established a domicile of 
choice elsewhere will be treated as UK domiciled for all tax purposes as soon as 
he becomes tax resident.

• All UK residential property held by a non-UK domiciled individual, whether 
directly or indirectly, including UK residential property held by offshore 
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companies, offshore trusts and non-UK partnerships will be subject to UK 
inheritance tax.

UK Taxation
In general, individuals resident in the UK will be liable on all their worldwide income 
and gains, known as the “arising basis” of taxation. This means that they will pay UK 
tax on all of their income as it arises and on their gains as they are realised, wherever 
that income and those gains arise in the world.

Whilst an individual is non-domiciled he can choose whether to use the “remittance 
basis” of taxation which is discussed later in this chapter.

Personal Allowances
In general, individuals resident in the UK are entitled to an income tax personal 
DOORZDQFH��7KLV�LV�VHW�DW���������IRU�WKH���������WD[�\HDU�DQG�LV�WKH�DPRXQW�RI�LQFRPH�
each individual can receive before they are liable to tax. For individuals with income 
over this amount, tax is only charged on income in excess of £10,600. 

However, a personal allowance will not be available in certain circumstances, and 
so the individual will be chargeable to tax on all of their income. The allowances are 
withdrawn either where the income is in excess of £100,000 (and it is withdrawn 
gradually), or where the remittance basis is being claimed under certain circumstances.

There is also a CGT annual allowance available to reduce chargeable gains, which 
LV�FXUUHQWO\�VHW�DW���������IRU�WKH���������WD[�\HDU�

UK Tax Rates
0RVW�IRUPV�RI�LQFRPH�DUH�FKDUJHDEOH�WR�WD[�DW�WKH�IROORZLQJ�UDWHV�IRU�WKH���������WD[�
year:

������������� ��
������������������ ���
������������������� ���
£150,000 + 45%

�,I�WKH�SHUVRQDO�DOORZDQFHV�DUH�VWLOO�DYDLODEOH�

CGT for individuals is currently 18% if their marginal rate of income tax is 20% or 
below and 28% if their marginal rate of income tax is 40% or above.

Access to the Remittance Basis
Where an individual is resident in the UK, but not domiciled in the UK, they will have 
a choice whether to use the arising basis of taxation and therefore be taxed on their 
worldwide income or gains as they arise or to use the remittance basis of taxation. 
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If a claim for the remittance basis is made then the individual will only be liable 
to tax on income and gains arising in the UK and any overseas income and gains 
´UHPLWWHGµ��L�H��EURXJKW�WR�RU�XVHG�WR�EHQHÀW�WKH�LQGLYLGXDO��LQ�WKH�8.�

Where an individual has been in the UK for less than 7 years, he can claim the 
remittance basis without paying for the privilege, however this will result in the loss 
of his personal allowance and CGT allowance.

Long term residents in the UK (broadly resident seven out of nine years) must pay 
a £30,000 remittance basis charge (RBC). Furthermore, where an individual has been 
in the UK for 12 out of the last 14 years, this RBC is increased to £60,000 per annum. 
From 6 April 2015, a higher charge of £90,000 per annum applies to individuals who 
have been UK resident for 17 out of the last 20 years. From April 2017, the remittance 
basis of taxation will no longer be available to individuals who have been resident in 
the UK for 15 out of the last 20 tax years.

This is a particular area which needs specialist advice and would require a whole 
ERRN�WR�FRYHU�WKH�UXOHV��SODQQLQJ�DQG�DQWL�DYRLGDQFH�LQ�VXIÀFLHQW�GHWDLO�

ON ARRIVAL

7KHUH�DUH�QR�VSHFLÀF�WD[�IRUPV�ZKLFK�QHHG�WR�EH�FRPSOHWHG�RQ�DUULYDO�LQ�WKH�8.��RWKHU�
than to register with HMRC as necessary. There are likely to be two registrations, 
one to obtain a National Insurance number and one to register with HMRC for tax 
SXUSRVHV��%RWK�RI�WKHVH�DUH�GLVFXVVHG�EULHÁ\�EHORZ�

National Insurance Contributions 
Both employers and employees, including self-employed people, make compulsory 
National Insurance Contributions (NIC) to HMRC in order to pay for a number of 
VRFLDO�EHQHÀWV�LQFOXGLQJ�WKH�VWDWH�SHQVLRQ�DQG�MREVHHNHU·V�DOORZDQFH��0HQ�RYHU�WKH�
age of 65 and women over the age of 60 are exempt from making these contributions, 
although the age limit for women is in the process of rising from 60 to 65 to equalise 
with men. For employees, their employers will calculate their NIC and deduct this from 
their gross pay using PAYE; self-employed persons must work out their contributions 
themselves.

All UK residents over the age of 16 must have a National Insurance number if they 
wish to work in the UK and have their contributions credited to their “account”. 

So, before working in the UK, an individual will need to obtain a National Insurance 
number. This can be obtained by contacting HMRC and arranging for either an 
‘Evidence of Identity’ interview or agreeing to submit a postal application in limited 
circumstances. 

If an employee is being sent to the UK by his employer, the position in respect of 
social security will vary depending on the country from which the employee is being 
sent. It may be possible for the employee to continue paying social security in their 
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home country or it may even be compulsory. Either way, agreement will need to be 
obtained from the tax authorities to ensure the appropriate compliance requirements 
are met.

In some circumstances, a 52 week NIC holiday may be appropriate, where the 
HPSOR\HH�FRQWLQXHV�WR�SD\�VRFLDO�VHFXULW\�LQ�WKHLU�KRPH�FRXQWU\�IRU�WKH�ÀUVW����ZHHNV�
and then commences paying NIC in the UK.

1DWLRQDO�,QVXUDQFH�UDWHV�IRU���������DUH�����IRU�HPSOR\HHV�XS�WR�WKH�KLJKHU�UDWH�
of income tax and 2% thereafter, and for employers they are 13.8%. There is a small 
exemption broadly equivalent to the personal allowance.

UK Tax Return Requirements
The UK tax year runs from the 6 April one year to 5 April of the next. The UK operates 
a “self assessment” system meaning that the responsibility to ensure the correct 
amount of tax is paid rests with the individual taxpayer. A UK tax return is likely to be 
required where the following circumstances apply:

• the individual is the director of a company in the UK; or
• he chooses to make a claim for the remittance basis; or
• he has income which is subject to tax (or a further tax liability) in the UK.

If an individual needs to be within the self assessment system he needs to complete 
form SA1 (obtainable from HMRC) to be registered.

HMRC does not generally assist an individual in the preparation of his tax return 
but they can ask questions and challenge certain items on the return. In general they 
DUH�DEOH�WR�GR�WKLV�IRU�XS�WR�D�\HDU�DIWHU�WKH�UHWXUQ�KDV�EHHQ�ÀOHG��WKRXJK�LQ�FHUWDLQ�
cases this can be extended for up to 6 years.

HMRC may request that a return is prepared, but if they do not request a return, the 
individual is responsible for notifying HMRC that he is required to prepare a return 
for a particular tax year.

&RPSOHWHG�WD[�UHWXUQV�QHHG�WR�EH�ÀOHG�ZLWK�+05&�E\����2FWREHU�IROORZLQJ�WKH�
WD[�\HDU�HQG�ZKHUH�WKH�LQGLYLGXDO�ÀOHV�D�SDSHU�WD[�UHWXUQ��,Q�PRVW�FDVHV�WD[�UHWXUQV�
VKRXOG�EH�ÀOHG�RQOLQH�DV�WKLV�SURYLGHV�D�PXFK�PRUH�HIÀFLHQW�VHUYLFH�IURP�+05&�DQG�
LQ�DGGLWLRQ��WKLV�H[WHQGV�WKH�ÀOLQJ�GHDGOLQH�WR����-DQXDU\�IROORZLQJ�WKH�HQG�RI�WKH�WD[�
year.

,I�WKH�WD[�UHWXUQ�LV�ÀOHG�ODWH��DQ�DXWRPDWLF�SHQDOW\�RI������ZLOO�EH�FKDUJHG�ZKLFK�
PD\�EH�LQFUHDVHG�LI�WKH�GHOD\�LQ�ÀOLQJ�LV�H[WHQGHG�EH\RQG���PRQWKV�

Any additional tax liability will need to be paid to HMRC by 31 January following 
the end of the tax year. Provided the return has been processed by this time the taxpayer 
should receive a reminder from HMRC, providing details of how to pay and a payslip 
to use when making the payment.
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If the individual’s return has not been processed by this time, he is still liable to pay 
his tax by 31 January.

If the tax is paid late, interest will be charged from the day after the due date. In 
addition, if the tax has not been paid within a month of the due date, a surcharge of 
5% of the outstanding balance will be levied. Further charges may be raised if the tax 
liability remains unpaid after this date.

For an individual coming to the UK, the date of arrival and some brief details on 
the individual intentions should be disclosed in the annual income tax return for the 
tax year of arrival.

OTHER TAXES

Capital Gains Tax
Mention has been made earlier of CGT with regard to the annual allowance and the 
tax rates at which it is charged. CGT is broadly charged on any gain made on holding 
an investment, such as shares or property.

There are several valuable exemptions, the most important one being an exemption 
for an individual’s main residence. In addition, there are certain tax breaks which are 
available to encourage investment. One of those is Entrepreneurs’ Relief, described 
below.

Entrepreneurs’ Relief
Entrepreneurs’ Relief (ER) is available for “qualifying business disposals”. The effect 
is to reduce the rate of Capital Gains Tax from 18% or 28% to 10%, for total lifetime 
gains of £10 million. 

A claim for ER can be made more than once, but the total cumulative gains cannot 
exceed £10 million. If this is the case, any gains over this limit will be subject to the 
higher rates of CGT.

A “qualifying business disposal” includes a disposal of shares in a trading company, 
or the holding company of a trading group.

ER is normally available provided that, for a period of 12 months ending with the 
date of the sale, the individual holds at least 5% of the ordinary share capital; can 
H[HUFLVH�DW�OHDVW����RI�WKH�YRWLQJ�ULJKWV�DQG�LV�DQ�RIÀFHU�RU�HPSOR\HH�RI�WKH�FRPSDQ\�
or of one or more of the companies which are members of the trading group.

Compliance with the rules should be checked carefully.

Business Investment Relief
This relief is aimed at UK resident non domiciled individuals and has been introduced 
to encourage inward investment. Subject to certain conditions, overseas income and 
gains can be remitted into the UK for investment into eligible trading companies, 
without triggering a tax charge on those funds being remitted to the UK. There is no 
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limit to the investment and although there are some anti avoidance provisions, the 
rules appear to be relatively generous.

This relief is relatively new and advice should be taken to ensure any remitted 
funds qualify before investment.

Inheritance Tax
The charge to Inheritance Tax (“IHT”) is based on where the asset is situated and the 
domicile of the person concerned; the place of residence is irrelevant.

Deemed Domicile
Currently, the concept of deemed domicile only applies for IHT purposes, and is 
essentially an anti-avoidance provision. In the 2015 Summer Budget it was announced 
that the concept of deemed domicile will be extended to all taxes from April 2017 
where an individual is resident in the UK for 15 of the last 20 tax years

At present, if an individual comes to the UK he will be deemed domiciled in the 
UK once he has been resident in the UK for 17 out of 20 years. Certain Double 
Taxation Treaties may override these rules and should be checked carefully.

Basis of Taxation
IHT is an integrated lifetime transfer and estates tax, and is a tax on capital transfers 
of value by an individual on certain lifetime gifts which are taxed immediately, 
lifetime gifts where the donor dies within seven years from the date of the gift and the 
chargeable estate upon the individual’s death.

Each individual is entitled to a nil rate band (“NRB”) (currently £325,000 for 
����������2QO\�WUDQVIHUV�RI�YDOXH�H[FHHGLQJ�WKLV�EDQG�DUH�OLDEOH�WR�,+7��$Q\�XQXVHG�
15%�FDQ�QRZ�EH�VKDUHG�E\�VSRXVHV�FLYLO�SDUWQHUV�RQ�VHFRQG�GHDWK��7KH�15%�LV�QRW�
an annual exemption. It is a seven year cumulative band which takes into account the 
previous seven years’ chargeable transfers when determining whether a transfer has 
exceeded the NRB.

IHT is currently charged at rates of: 20% for lifetime transfers and 40% on death.
There are three types of lifetime gift: exempt transfers, potentially exempt transfers 

and chargeable lifetime transfers.
Upon death an individual is deemed to have made a transfer of value equal to the 

whole of their chargeable estate, which is the total value of all their capital assets less 
any amounts owing at the date of death.

Examples of the most common exempt transfers are transfers between spouses and 
FLYLO�SDUWQHUV��JLIWV�WR�8.�UHJLVWHUHG�FKDULWLHV��WKH�DQQXDO�H[HPSWLRQ�²��WKH�ÀUVW��������
of gifts made each tax year) – and small gifts up to £250 de minimis. There are other 
valuable exemptions available.
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The most common chargeable lifetime transfers (CLTs) are gifts to trusts. Most 
gifts to trusts (except charitable trusts or trusts for the disabled) are CLTs.

Potentially exempt transfers are all lifetime gifts between individuals. During the 
donor’s lifetime the transfers are treated as exempt from IHT and if the donor survives 
seven years from the date of the gift the transfer is completely exempt.

If the donor dies within seven years of the date of the gift the transfer becomes 
chargeable, although the amount chargeable depends on how many years have passed 
between the date of the gift and the date of death.

It was announced in the 2015 Summer Budget that a main residence NRB will 
EH�SKDVHG�LQ�IURP�����������%\���������WKLV�VKRXOG�EH�ZRUWK������������7KH�PDLQ�
residence NRB will effectively be transferable between spouses so on the death of the 
second spouse a family home worth £1million could be passed on to their descendants 
without incurring an IHT charge.  This relief will be withdrawn gradually where the 
net value of the estate exceeds £2million.  Advice will need to be taken to ensure that 
the appropriate amount of relief is claimed.

OTHER CONSIDERATIONS

Remuneration Packages
$Q\�EHQHÀWV�SURYLGHG�WR�DQ�HPSOR\HH��HLWKHU�LQ the UK or in their home country, will 
need to be considered when calculating the UK tax position and some of the more 
SRSXODU�EHQHÀWV�DUH�PHQWLRQHG�EULHÁ\�EHORZ�
,W�LV�DOVR�SRVVLEOH�WR�XVH�VKDUH�VFKHPHV�DQG�LQFHQWLYHV�WR�UHPXQHUDWH�LQ�D�WD[�HIÀFLHQW�
manner and these are discussed elsewhere in the book. 

&RPPRQ�%HQHÀWV
,I�DFFRPPRGDWLRQ� LV�SURYLGHG�UHQW� IUHH�RU�DW�D�VXEVLGLVHG�UDWH�� WKH�UHOHYDQW�EHQHÀW�
of that will be chargeable to both tax and NI. If the value of the property provided 
LV� LQ� H[FHVV� RI� ��������� WKH� WD[� EHQHÀW� LV� SDUWLFXODUO\� KLJK� DQG� WKHUH� DUH�ZD\V� RI�
minimising the tax liabilities.

If the employer helps with the move to the UK, there are some valuable reliefs 
worth up to £8,000 but it is important that advice and planning is undertaken before 
the move takes place.

If an employee is sent to the UK on a temporary secondment for less than 24 
months it may be possible to claim tax relief in respect of the expenses in attending the 
“temporary workplace” in the UK. These expenses would include, but not restricted to 
accommodation costs, utilities, ordinary commuting to the temporary workplace and 
subsistence. This relief may extend to cover travel between the UK and their home 
country.

7KH�WD[DEOH�EHQHÀW�RI�D�FDU�LV�JHQHUDOO\�FDOFXODWHG�RQ�LWV�&2��HPLVVLRQV�DQG�WKH�
OLVW�SULFH�EHIRUH�GLVFRXQWV��7KLV�KDV�OHG�WR�D�PRYH�WRZDUGV�PRUH�IXHO�HIÀFLHQW�FDUV�DQG�
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FDQ�PDNH�D�GLIIHUHQFH�WR�WKH�RYHUDOO�WD[DEOH�EHQHÀW�

Double Taxation
It is always worthwhile to remember that there is a guiding principle that no one 
should suffer double taxation on the same income, gains or assets in more than one 
country. However, how this relief is given depends on the country of origin and any 
double taxation treaty which may be in force with the UK.

Taxation could be due in both countries, the country of origin only, or the country 
where the source is “arising”. This changes depending on the type of income or gains 
and whether there is an old treaty, a new treaty or even no treaty at all.

Once again, if at all possible, the interaction between the countries should be 
checked before the foreign national arrives in the UK.
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6. PENSIONS IN THE UK
Matthew Beaman, Mazars

This chapter gives a brief overview of the UK pension’s regime for both corporations 
and individuals. Pensions law is subject to regular change, especially over recent years, 
and this section is merely a high level guide to the current position. Independent advice 
should be sought in all respects especially in relation to employer responsibilities or 
the recently introduced individual “pension freedoms.”

SOCIAL SECURITY

Like many countries the UK pensions system is based on three tiers:

1. Compulsory membership (UK resident) of a low level state provision, 
maintained on an unfunded pay as you go basis (Basic State Pension);

2. A small top-up based loosely on earnings during the working life, excluding the 
self-employed (GRB, SERPS and S2P); and

3. Private provision (both employer sponsored and individual).

The UK social security system as it stands today is based on the Social Security 
&RQWULEXWLRQV�DQG�%HQHÀWV�$FW������DQG�6RFLDO�6HFXULW\�$GPLQLVWUDWLRQ�$FW�������DV�
amended by the Social Security Act 1998, the National Insurance Contributions Act 
2002 and the National Insurance Contributions and Statutory Payments Act 2004. A 
dual social insurance and social assistance scheme, as far as pensions are concerned, 
only provides a very basic level of income at retirement based on the individuals 
contribution record through their working life as paid by both the employer and 
employee (both compulsory for UK residents.) It is underpinned by a means tested 
‘pension credit’ system to guarantee a minimum level of income.

$VVXPLQJ�IXOO�HQWLWOHPHQW�WKH�FXUUHQW�ÁDW�UDWH�EDVLF�VWDWH�SHQVLRQ��%63��LV���������
per week for a single person or £185.45 per couple per week. There is also possibly 
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a smaller additional element from two earnings related pensions SERPS (as was) and 
now S2P again dependent upon national insurance record.

7KH�3HQVLRQV�$FW������PDGH�SURYLVLRQV�IRU�D�QHZ�VLQJOH�ÁDW�UDWH�VWDWH�SHQVLRQ�WR�
replace (but still recognise) previous elements. This is expected to be implemented 
from 2016.

State retirement age is currently in transition and will be equalised at 65 for both 
men and women by November 2018. The retirement age is then set to continue to rise 
to 67 between 2026 and 2028. Continued rises are expected and a mechanism has 
EHHQ�HVWDEOLVKHG�WR�UHYLHZ�WKH�VWDWH�SHQVLRQ�DJH�HYHU\�ÀYH�\HDUV�

PRIVATE PROVISION

Until recently there was no requirement for an employer to offer any kind of employer 
sponsored workplace scheme. Previous attempts to encourage saving included the 
Stakeholder legislation, but as no employer contribution was required, these were met 
with little enthusiasm from workers.

7KH�NH\�EHQHÀWV�RI�8.�SULYDWH�SURYLVLRQ�DUH�WKH�WD[�UHOLHI�RQ�FRQWULEXWLRQV��ZLWKLQ�
limits), the fact that the fund(s) can be drawn upon from age 55 even whilst still 
working if required and that up to 25% of the fund can be taken free of tax as a cash 
sum.

Since 1st October 2012 that has all changed with ‘Auto-Enrolment’ as legislated for 
in the 2008 Pensions Act.

AUTO-ENROLMENT

Transitioning through to 2018, auto-enrolment began with the largest companies and 
works down in size (based on employee numbers). From a given date “staging date” 
set by the Department of Work and Pensions (DWP), ALL employers will be required 
to auto-enrol any qualifying employees into a nominated pension scheme, at least 
HYHU\���\HDUV��7KHUH�DUH�D�EURDG�UDQJLQJ�DQG�VLJQLÀFDQW�VHW�RI�VWDWXWRU\�ÀQHV�IRU�QRQ�
compliance and breaches, and The Pensions Regulator has already demonstrated its 
ability to enforce these on employers where they deem necessary.

This date is determined by the number of employees on the employer’s largest PAYE 
schedule as was at 1st April 2012. This date could be amended however following any 
company acquisitions or mergers that have occurred since April 2012. Staging dates 
cannot be put back, although employers can postpone auto-enrolling employees by up 
to 3 months. Employees can opt-out but must be re-enrolled every 3 years.

Employers must nominate an appropriate scheme or category to be used for auto-
enrolment as a “QWPS” - a qualifying workplace pension scheme. This may be an 
existing company arrangement, providing it meets certain qualifying criteria or another 
scheme such as “NEST2 (National Employment Savings Trust) which is available 
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to employers to auto-enrol their employees. Any Scheme used for auto-enrolment 
KRZHYHU�PXVW�PHHW�FHUWDLQ�VWDQGDUGV�DV�FRQÀUPHG�E\�WKH�3HQVLRQV�5HJXODWRU�LQFOXGLQJ�
the following:

• All member charges are transparent and represent value for money (there are 
charge caps.);

• Contributions must meet the required minimums (explained in the next section);
• Employees must be auto-enrolled without having to give their consent (no 

application form);
• There must be an appropriate Scheme default investment fund (employers 

responsibility to select);
• All employees must receive relevant Scheme information before being auto-

enrolled.

Employee Categories
Employers are required to regularly assess their workers (usually via payroll records) 
to determine how they must be treated under the regulations. The automatic enrolment 
UHJXODWLRQV�GHÀQH���GLIIHUHQW�W\SHV�RI�ZRUNHU�EDVHG�RQ�WKHLU�total qualifying earnings 
as follows:

(DUQLQJV�$JH 16 - 21 22 - (SPA) SPA - 75

Under threshold (£5,824 in 
��������

Entitled Worker

Between threshold and trigger
������������������LQ���������

Non – Eligible Jobholder

Over trigger (£10,000 in 
��������

Non - Eligible Eligible 
Jobholder

Non - 
Eligible
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This categorisation then in turn determines the employer duties as follows:

Type of worker Employer Duty

Eligible Jobholder
Must be automatically enrolled in a qualifying scheme 
and employer must make minimum contributions for 
these workers as long as they remain in the scheme.

Non-eligible 
jobholder

Must be offered the opportunity to opt into an automatic 
enrolment scheme and employer must make minimum 
contributions as long as they remain active.

Entitled worker
Must be offered a pension scheme for them to make 
contributions if they wish. There is no obligation on the 
Company to contribute.

Contributions
)URP�2FWREHU�������HPSOR\HUV�ZLOO�EH�UHTXLUHG�WR�FRQWULEXWH�DW�OHDVW����RI�GHÀQHG�
employee earnings for all those to be enrolled in the pension scheme.

Employees must be assessed on their total qualifying earnings but contributions 
FDQ�EH�SDLG�RQ�D�FKRVHQ�GHÀQLWLRQ�RI�HDUQLQJV��H�J��WRWDO�SD\��TXDOLI\LQJ�EDQG�HDUQLQJV�
�����������������RU�EDVLF���SHQVLRQDEOH�SD\��&RQWULEXWLRQV�FDQ�DOVR�EH�SKDVHG�IURP�
staging date to October 2018, to help employers meet the additional costs they will 
face on auto-enrolment.

Communications, Records and Registration
Employers have a responsibility to provide employees with communications surrounding 
their entitlements and options at various stages. There is also the requirement to 
register the workplace scheme and complete and declaration of compliance within 5 
months of staging. As with real-time PAYE there is the requirement to keep records 
such as any opt-out requests and the data sent to the pension provider.

TYPES OF OCCUPATIONAL SUPPLEMENTARY PLANS

Since the 6th April 2006 when the Finance Act 2004 came into force a single set of 
conditions now applies to all types of pension plan whether occupational or personal, 
FRQWUDFW�RU�WUXVW�EDVHG��/HJDF\�EHQHÀW�OLPLWV�EDVHG�RQ�OHQJWK�RI�VHUYLFH�DQG�RU�HDUQLQJV�
KDYH�EHHQ�UHSODFHG�E\�D�OLIHWLPH�DOORZDQFH��/7$��ZKLFK�LV�HIIHFWLYHO\�D�WRWDO�EHQHÀW�
cap and an annual allowance which is a contribution limit. Breaching these limits 
triggers punitive tax liabilities.
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Types of scheme effectively fall under two categories trust based and contract 
based.

Trust Based Plans
1. 'HÀQHG�%HQHÀW�²�3URPLVHV�WR�SURYLGH�D�UHWLUHPHQW�LQFRPH�DV�D�SHUFHQWDJH�

RI�ÀQDO�VDODU\��RU�DYHUDJHG�VDODU\�RYHU�WKH�ODVW�IHZ�\HDUV�SULRU�WR�UHWLUHPHQW���
(QWLWOHPHQW�LV�HDUQHG�E\�\HDUV�RI�VHUYLFH�SURYLGLQJ�D�IUDFWLRQ�RI�ÀQDO�VDODU\�SHU�
\HDU�RI�VHUYLFH��6R��IRU�H[DPSOH�����\HDUV�VDODU\�PLJKW�HTXDWH�WR����[�����WK�L�H��
���UGV�ÀQDO�VDODU\��2XWVLGH�RI�WKH�SXEOLF�VHFWRU��FLYLO�VHUYLFH��WHDFKHUV�HWF���WKHVH�
schemes are increasingly rare, however many companies and scheme trustees 
still have liabilities and scheme management responsibilities to bear which can 
be increasingly costly with low interest rates and increasing life expectancy.

2. Career Average – career average, is a lower cost scheme to the employer as it 
looks at earnings over the employee’s entire service rather than just earnings 
prior to retirement.

3. 'HÀQHG�&RQWULEXWLRQ�²�+LVWRULFDOO\�WUXVW�EDVHG��WKLV�SODQ�ODUJHO\�PRYHV�ULVN�
IURP�WKH�HPSOR\HU�WR�WKH�HPSOR\HH�DV�WKH�HPSOR\HU�FRQWULEXWLRQ�LV�À[HG�DQG�
the outcome is largely fund dependent. Again with the introduction of auto-
enrolment, and due to the responsibilities on trustees, many of these schemes 
KDYH�QRZ�FORVHG�DQG�FRQYHUWHG�WR�QRQ�WUXVW�EDVHG�GHÀQHG�FRQWULEXWLRQ�

Contract Based Plans
1. Stakeholder – The Welfare and Pensions Reform Act 1999 required most 

employers (unless they already had an occupational scheme or less than 5 
employees) to offer access to a Stakeholder scheme. No contributions were 
required from the employer however. In reality therefore these schemes did not 
really take off, but they did help drive pension charges down in the market in 
general. Now, with the introduction of auto-enrolment, Stakeholder schemes 
are generally either being amended to comply with the updated regulations or 
replaced with a new scheme.

2. Group Personal Pensions – Each member has a personal contract under a group 
‘umbrella’ usually to improve charges and for ease of employer administration. 
The pot is accrued from the combination of employee and employer 
contributions and the fund can be used at retirement in various ways to provide 
income (which may include capital sums).

There are also potentially “SSAS’s” (small self-administered scheme) and “SIPP’s” 
(self-invested personal pension) being contributed to through company payrolls, 
particularly in relation to senior management or directors, as they often allow more 
individual investment control and asset types. Other than to be aware of their existence, 
their detail is outside the scope of this chapter.
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PENSIONS FREEDOMS

The recent changes (effective on pensions to which individuals become entitled on or 
from 6 April 2015) have been the subject of much press coverage. Initially announced 
in the 2014 Budget, the Taxation of Pensions Bill was introduced to Parliament in 
October 2014. Ultimately the aim was to allow individuals to access their money 
purchase pension savings as they wish during retirement, subject to their marginal 
rate of tax.

Income options therefore now include one or a combination of the following;

1. An Annuity – several types but generally they an insurance contract which 
provides a guaranteed income in exchange for an agreed capital sum. With low 
LQWHUHVW�UDWHV�DQG�LQFUHDVLQJ�ORQJHYLW\�LQFRPH�OHYHOV�KDYH�GURSSHG�VLJQLÀFDQWO\�
in recent years. Along with the loss of capital on death annuities are seeing a 
GHFOLQH�LQ�SRSXODULW\��7\SHV�RI�DQQXLW\�LQFOXGH�OLIHWLPH��ZLWK�SURÀWV�DQG�ÁH[L�
À[HG�WHUP�

2. Flexi Access Drawdown (“FAD”) – allows the choice of income from the fund 
without reference to any rates or limits other than the size of the fund. Up to 25% 
of the fund can usually be taken as a tax free lump sum, and the remainder is 
subject to income tax at the individual’s marginal rate.

3. Uncrystallised Funds Pension Lump Sum (“UFLPS”) – an alternative option to 
)$'�DOORZV�ZLWKGUDZDOV�GLUHFWO\�IURP�WKH�SHQVLRQ�IXQGV�ÁH[LEO\������RI�DQ\�
amount taken is tax free cash and the rest is taxed income. It is important to 
note that once any funds are taken using the UFPLS option, a reduced money 
purchase annual allowance applies. This restricts any further tax relievable 
money purchase contributions to £10,000 per annum with no carry forward 
available.

4. Phased retirement – either using annuities or drawdown.
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7. MERGER AND ACQUISITION TRANSACTION 
PROCESSES

Adrian Alexander, Mazars

7KH� WHUPLQRORJ\� XVHG� LQ� D�PHUJHU�DFTXLVLWLRQ� WUDQVDFWLRQ� KDV� EHHQ� FRYHUHG� LQ� WKH�
previous sections by the lawyers and this provides a platform for us to focus on the 
transaction processes involved in merging with, or, more likely, acquiring another 
entity.

The following graphic (Figure 7.1) provides details of the stages in an acquisition 
process. We go into further detail about these processes in the following sections.

Figure 7.1
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WHERE TO START

The essential starting point for a transaction, or indeed series of transactions, is to 
develop and document a strategy. This will help to drive the acquisition process 
towards pre-determined objectives and minimise the risks involved in acquiring 
companies. The strategy document should:

• Analyse your company’s current operations and assess what the aims of the 
shareholders, management and other stakeholders are and what they are seeking 
to achieve.

• Consider the current and future competitive environment, the threat of new 
entrants and the impact acquisitions would have on this dynamic. This may 
be more challenging when analysing markets to which the company has no 
exposure, and formal market research should be considered to formulate a view.

• Thoughtfully consider the alternatives – acquisitions should be compared to a 
‘cold start’ and the investment required under all the different options.

• Detail the desired characteristics of the target company, the funds available for 
transactions and the time scales involved.

• Provide consideration for the management time required for integration and the 
FRVWV�FRVW�VDYLQJV�WKDW�ZRXOG�EH�SRVVLEOH��7KLV�LV�SDUWLFXODUO\�LPSRUWDQW�LQ�FURVV�
border transactions.

• Budget for the legal, regulatory and accounting costs of a successful acquisition 
search process.

To ensure that an acquisition achieves long-term objectives and manages to meet or 
exceed shareholder expectations it is essential that this planning is carried out before 
a search process is undertaken. Similarly, if an unexpected acquisition opportunity 
arises, this should be compared back to the strategy document.

FINDING THE TARGETS

2QFH�D�VWUDWHJ\�GRFXPHQW�KDV�EHHQ�ZULWWHQ�WKH�SURFHVV�RI�GHÀQLQJ�WKH�VHDUFK�FULWHULD�
for prospective targets is considerably easier.

Depending on the results of the analysis undertaken into the market place, the 
WDUJHWV�FRXOG�EH�HDVLO\�LGHQWLÀHG�IURP�FRPSHWLWRUV��$OWHUQDWLYHO\��YHUWLFDO�LQWHJUDWLRQ�
opportunities may lead to subsequent cost savings or securing of necessary resources. A 
GLYHUVLÀFDWLRQ�VWUDWHJ\�PD\�EH�DGRSWHG�LI�WKH�PDUNHW�SODFH�LV�VDWXUDWHG�DQG�DOWHUQDWLYH�
revenue streams are required.

Whilst it would be relatively straightforward to identify targets that operate in a 
FRPSDQ\·V�PDUNHW�SODFH��LQ�D�ORW�RI�FDVHV�LW�LV�QRUPDO�WKDW�D�FRUSRUDWH�ÀQDQFH�DJHQW�
broker would be engaged to undertake the search process. This enables the management 
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of the company to continue driving the operations and organic growth strategy forward 
and not to become distracted with another project. Similarly, when targets are being 
VRXUFHG�IURP�D�GLYHUVLÀHG�PDUNHW�SODFH�RU�YHUWLFDO�LQWHJUDWLRQ�DQ�DGYLVRU·V�EUHDGWK�RI�
connections and research capability can prove invaluable. However, the support and 
H[WHQVLYH�QHWZRUN�RI�FRQWDFWV�KHOG�E\�D�FRUSRUDWH�ÀQDQFH�DJHQW�EURNHU�VKRXOGQ·W�EH�
underestimated when looking for a strategic acquisition in a foreign market, especially 
LI�FRQVLGHULQJ�D�QHZ�LQWHUQDWLRQDO�PDUNHW�IRU�WKH�ÀUVW�WLPH���

7KHVH�FULWHULD�XVHG�IRU�D�VHDUFK�SURFHVV�DUH�W\SLFDOO\�D�PL[�RI�ÀQDQFLDO�DQG�QRQ�
ÀQDQFLDO�LQGLFDWRUV��7KH�DFTXLUHU�PD\�EH�ORRNLQJ�WR�DFKLHYH�FULWLFDO�PDVV�ZKLFK�ZRXOG�
UHTXLUH�WXUQRYHU��KHDG�FRXQW��RIÀFH�ORFDWLRQV�RU�RSHUDWLRQV�LQ�NH\�VHFWRUV��$OWHUQDWLYHO\�
they may be looking at adding value to their bottom line; so synergistic savings and 
VWURQJ�SURÀWDELOLW\�ZRXOG�EH�LPSRUWDQW��7KH�VWUDWHJ\�GRFXPHQW�ZRXOG�KHOS�WR�JXLGH�
WKH�DGYLVRU�RQ�WKHVH�FULWHULD��ZKLOVW�DQ�DZDUHQHVV�RI�´OHIW�ÀHOGµ�RSSRUWXQLWLHV�ZRXOG�
help to supplement the target shortlist.

THE ROLE OF THE ADVISOR

The advisor would be tasked with planning and executing the search and approach 
process within an agreed timescale and to a set of criteria which has been agreed with 
the company. The advisor would keep the key individuals at the company informed of 
SURJUHVV�DQG�SURYLGH�WKH�EHQHÀW�RI�WKHLU�H[SHULHQFH�ZLWK�UHVSHFW�WR�FRPPXQLFDWLRQV��
negotiations and routes to targets.

There are a number of different sources which the advisor would use to identify 
SRWHQWLDO�WDUJHWV�LQFOXGLQJ�SXEOLF�FRPSDQLHV·�DFFRXQWV��WUDGH�SUHVV��FRUSRUDWH�ÀQDQFH�
websites, specialist market research providers and, increasingly, social media sites. 
7KH�FRPSDQ\�ZRXOG�EHQHÀW�E\�ZRUNLQJ�ZLWK�D�8.�DGYLVRU�ZKR�XQGHUVWDQGV�WKH�ORFDO�
ODZV��SUDFWLFHV�DQG�IRUXPV�DYDLODEOH�IRU�FRUSRUDWH�ÀQDQFLHUV�

7KH� DGYLVRU� ZRXOG� WKHQ� IHHG� KLV� ÀQGLQJV� DQG� WKRXJKWV� EDFN� WR� WKH� FRPSDQ\��
highlighting the potential targets and rating their suitability as high, medium and 
ORZ�IRU� WKHLU�FRQVLGHUDWLRQ��7KH� UDQNLQJ�ZRXOG�EH�GHSHQGHQW�XSRQ� WKH�ÀW�ZLWK� WKH�
company’s acquisition criteria.

The advisor would also be able to help with preparing internal board reports that 
may be needed to inform the key decision makers.

EXPRESSING AN INTEREST AND OPENING DIALOGUE

2QFH� WKH� WDUJHWV� KDYH� EHHQ� LGHQWLÀHG� WKH� FRPSDQ\�� XVXDOO\� WKURXJK� WKHLU� DGYLVRU��
would open dialogue with the target to understand their interest in a transaction. 
This can be done anonymously to protect the market from knowing that a particular 
company is acquisitive, or it can be done openly to demonstrate their strength and 
growth intentions. The approach is likely to differ depending on market sector and the 
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competitiveness of the market place.
The expression of interest is typically made through a letter (or in the modern day an 

HPDLO��DGGUHVVHG�WR�WKH�PDLQ�VKDUHKROGHU�DW�WKHLU�KRPH�SHUVRQDO�DGGUHVV��7KH�DGYLVRU�
will use their experience and any connections to try to obtain a warm introduction, 
which has a greater chance of generating a conversation, and will always agree the 
targets’ names with their client before communicating. 

The expression of interest letter may also need to include details of the acquiring 
company, especially if they do not have a strong brand name in the UK marketplace.

Once communication commences it is important that the company is briefed by 
their advisor on the process that is being undertaken, just in case any direct responses 
are directed to the company. It is typical for all communications to go through the 
DGYLVRU� ZKLFK� HQVXUHV� WKDW� WKH� DFTXLULQJ� FRPSDQ\� LV� LQVXODWHG� IURP� DQ\� GLIÀFXOW�
responses and that a professional and considered approach is given to the process.

It is this professional approach that adds credibility and distinguishes genuine 
acquirers from those canvassing the market for competitor information.

CONFIDENTIALITY AND INITIAL INFORMATION SHARING

7KH�DUHD�RI�FRQÀGHQWLDOLW\��HVSHFLDOO\�DPRQJVW�FRPSHWLWRUV��LV�RIWHQ�D�PDMRU�VWLFNLQJ�
point in progressing discussions.

The purchaser will often be asked, at a very early stage in the process, to sign a 
Non Disclosure Agreement (“NDA”) before discussions progress and certainly before 
the sharing of information. The NDA needs to be carefully checked to ensure that 
the details contained within it, with respect to time limits, the scope of information 
ZKLFK�LV�GHHPHG�FRQÀGHQWLDO�DQG��WKH�´UHDVRQDEOH�HQGHDYRXUV�UHTXLUHG�PDLQWDLQLQJ�
FRQÀGHQWLDOLW\µ�DUH�QRW�RQHURXV�

Once an NDA has been agreed the target will then be able to provide the purchaser 
any information not within the public domain which they have requested. The target 
may not be willing to divulge all information before a deal is agreed, especially if 
they are a competitor, but it is important at this stage of the transaction process that 
the company is able to develop a better understanding of their target. Typical initial 
information requested includes:

• Top 10 customers by turnover 
• $�EUHDNGRZQ�RI�WXUQRYHU�E\�GHSDUWPHQW�VHUYLFH�OLQH�SURGXFW�OLQH
• 'HWDLOHG�SURÀW�DQG�ORVV�DFFRXQW�IRU�WKH�ODVW���\HDUV
• Latest management accounts and forecasts for the next one to three years
• Information on the client contracts, length, rate of churn etc
• Brief information on key employees and management structure
• Diagram and details of the corporate structure and ownership percentages of any 

subsidiaries
• Pension commitments
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• Any claims or law suits which are pending
• Any unusual or one-off expenditure
• 'HWDLOV�RI�DQ\�ÀQDQFLDO�LPSOLFDWLRQV�WKDW�ZRXOG�EH�WULJJHUHG�E\�D�FKDQJH�RI�

ownership 

:KLOVW�ÀQDQFLDO�DQG�RSHUDWLRQDO�TXHVWLRQV�W\SLFDOO\�IRUP�WKH�EXON�RI�WKH�LQIRUPDWLRQ�
requests, it is important at meetings with the target to understand their operational 
culture and how an acquisition would be received by key employees. The integration 
SURFHVV�VKRXOG�UHPDLQ�ÀUPO\�LQ�PDQDJHPHQW·V�DQG�WKH�DGYLVRU·V�WKRXJKWV�ZKHQ�WKH\�
are assessing the culture of the two companies.

VALUATION AND NEGOTIATION

Where an advisor is in place they would project manage the transaction and handle 
the collection of information and analysis of this information to assist with a valuation 
for the target (if you choose to continue the process once the further information is 
provided).

The process of valuation is as much an art as it is a science. An understanding of 
the market sector which the target operates in, and knowledge of past deal multiples is 
essential whilst understanding possible cost savings, an interrogation of the validity of 
forecasts and the likelihood of customer retention will all affect the valuation. Valuing 
a business is only part of the requirement with the structuring of the deal through 
the use of ‘earn-outs’ (additional consideration conditional on future results of the 
company) and deferred consideration (consideration that is outstanding at completion 
but not conditional on future events) essential tools to help mitigate the risk of the 
transaction.

When grasping cross-border transactions an understanding of the local market 
place and local valuation techniques, compared to an acquirer’s own country, is vital 
to pricing an opportunity correctly. This valuation should then be compared to the 
SRWHQWLDO�WLPH�DQG�ÀQDQFLDO�FRVW�RI�VHWWLQJ�XS�D�QHZ�RSHUDWLRQ�LQ�WKH�8.�DV�RSSRVHG�
to acquiring.

Once the company has valued the target, the negotiation process will commence. 
Typically, the purchaser will provide instructions to the advisor but leave them to 
handle the communications. By staying removed from the process the purchaser is 
able to maintain a positive relationship with the target and ensure they are not viewed 
as the “bad guy” through the negotiation stages. 

The level of negotiation required and timescale can be affected by a number of 
IDFWRUV��DOWKRXJK�RQH�RI� WKH�NH\�GULYHUV�ZRXOG�EH�LI� WKH�WDUJHW� LGHQWLÀHG�LV�DQ�´RQ�
market” (listed for sale with an advisor or in trade publications) or “off-market” 
opportunity. On-market opportunities are easier to identify as they would be 
professionally marketed and they are more likely to conclude a transaction as the 
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owners were pro-actively looking to exit. However, they are likely to be subject to 
multiple expressions of interest which creates competition and potentially drives a 
higher price being paid for the target. Those which are “off-market” opportunities 
should not be seen as highly unlikely to complete since companies are much more 
open to such approaches then they have ever been before.

HEADS OF AGREEMENT

The heads of agreement is a document which outlines the broad terms of the transaction. 
The main part of the document is not legally binding, but intended to cover:

• The consideration proposed for the transaction and the structure of the payments
• The approach which the purchaser will take to due diligence
• Restrictive covenants by which the purchaser will want any departing 

shareholders to abide 
• 7KH�GRFXPHQWDWLRQ�UHTXLUHG�WR�ÀQDOLVH�WKH�GHDO
• A brief approach to the warranties and indemnities which will be required

There are often a number of legally binding requirements and these are with respect 
to:
• &RQÀGHQWLDOLW\�DQG�GHDO�DQQRXQFHPHQW�SURWRFROV
• A commitment to a deal timetable and deadline as well as an exclusivity period
• Who pays what costs
• Which international territories law will govern the transaction. In the UK, 

it is accepted practice for deals to be under English law irrespective of the 
jurisdiction of the acquiring company.

The heads of agreement document is normally signed by both parties before detailed 
due diligence is undertaken and provides the basis for legal teams to create the share 
and purchase agreement.

It is important to keep this document simple but as complete as possible to provide 
a clear starting point for the drafting of the legal documents and avoid confusion and 
the need for too much further negotiations as the deal progresses.

DUE DILIGENCE

The objective of due diligence is to investigate the target company, develop a level of 
FRPIRUW�ZLWK�WKH�WDUJHW·V�H[LVWLQJ�ÀQDQFLDO�DQG�FRPPHUFLDO�SRVLWLRQ�DQG�WR�YDOLGDWH��
as much as possible, its forecast performance.

3XUFKDVHUV� W\SLFDOO\� VHOHFW� DQ� DFFRXQWDQF\� ÀUP� WR� XQGHUWDNH� WKH� ÀQDQFLDO� GXH�
diligence on their behalf. There are some standard areas which are investigated. 
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The scope and scale of work is agreed with the purchaser before the engagement 
commences.

7KH�GXH�GLOLJHQFH�ZLOO�QRW�RQO\�DVVHVV�WKH�ÀQDQFLDO�VWDWHPHQWV�EXW�DOVR�GHOYH�GHHSHU�
into the targets’ accounting and operational systems; for example assessing the stock 
value and its saleability, supplier and customer contracts (length, terms and break 
FODXVHV���À[HG�DVVHWV��DFFRXQWLQJ�SROLFLHV�DQG�FRQWLQJHQW�OLDELOLWLHV�

The scope of the due diligence which the accountants and the lawyers (under 
VHSDUDWH�HQJDJHPHQWV��ZLOO�SHUIRUP�QHHGV�WR�EH�ZLGH�HQRXJK�WR�SURYLGH�FRQÀGHQFH�
that the target being acquired is free from material errors and risks but not so wide as 
WR�SODFH�XQGXH�ÀQDQFLDO�FRVWV�RQ�WKH�WUDQVDFWLRQ��$�EDODQFH�EHWZHHQ�WKH�GHDO�VL]H�DQG�
depth of due diligence is something which needs to be found.

Commercial due diligence is often performed in-house and will be undertaken 
either formally or informally when assessing the target prior to making an offer. Once 
the heads of agreement have been reached, and especially in instances of larger deal 
sizes, further commercial due diligence may be undertaken which could involve 
specialist market research consultants, property and environmental consultants or an 
in-house project team. Other areas that are also often considered include looking into 
the target management team’s and other key employees’ personal history.

REACHING COMPLETION

When purchasing a target who has maintained excellent management information, 
clear employment contracts, has a good stock control process and up to date property, 
À[HG� DVVHW�� HQYLURQPHQWDO� DQG� GDWD� SURWHFWLRQ� SROLFLHV� WKH� WUDQVLWLRQ� EHWZHHQ� GXH�
diligence and completion can be relatively simple.

,Q�PRVW�0	$�WUDQVDFWLRQV�KRZHYHU�WKHUH�ZLOO�EH�LVVXHV�IRXQG�LQ�HLWKHU�ÀQDQFLDO��
commercial or legal due diligence that were not highlighted in the information 
memorandum or disclosed during subsequent meetings. The nature and size of these 
ÀQGLQJV�ZLOO�KDYH�D�YDU\LQJ� LPSDFW�RQ� WKH� WUDQVDFWLRQ�� IURP�D�ZDUUDQW\�LQGHPQLW\�
being included (see previous chapter for further details) through to a re-negotiation of 
the price or deal structure, and in the most extreme case, collapse of the deal.

It is in situations like these that the advisor really proves his worth, often using 
DQ\� ÀQGLQJV� IURP� GXH� GLOLJHQFH� DV� OHYHUDJH� WR� DFKLHYH� D� PRUH� FRPSHWLWLYH� SULFH�
or structuring the deal or legal wording in such a way that mitigates the risk to the 
purchaser.

The use of a good corporate lawyer with experience of completing transactions in 
the UK market place but also cross-border experience is also essential to ensure that 
the wording of the share and purchase agreement is favourable.
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POST COMPLETION

Once the company has agreed the contracts, developed the necessary level of comfort 
ZLWK�WKH�WDUJHW·V�ÀQDQFLDO��FRPPHUFLDO�DQG�OHJDO�SRVLWLRQV�LW�ZLOO�WKHQ�EH�LQ�D�SRVLWLRQ�
to sign the share and purchase agreement and complete the transaction.

Whilst the due diligence and legal process is underway the purchaser’s board or 
leadership team will be working on a post deal integration plan to include aspects 
RI�KXPDQ�UHVRXUFHV��RSHUDWLRQV��ÀQDQFLDO��OHJDO�DQG�RWKHU�FRPPHUFLDO�UHTXLUHPHQWV��
This integration plan would be more detailed for an overseas acquisition as further 
research and consideration would need to be given to future accounting standards 
(recent introduction of FRS102), the reporting currency adopted and local human 
resources considerations including, in the UK, minimum wage and TUPE arrangements 
(Transfer of undertakings, protection of employment regulations 2014).

The key factor in the success of any transaction is integration; whilst on paper a 
target may look like the perfect bolt-on to existing operations and have numerous 
synergies the deal is only successful once these have been realised. Successfully 
managing the newly acquired company from another country will be fundamental to 
achieving this result. So, once the deal is complete the real work must begin.
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8. COMPLYING WITH THE UK’S MONEY 
LAUNDERING REGULATIONS

Kim Hurst, Mazars

The UK’s Money Laundering Regulations came into force in December 2007, 
replacing and updating the existing regulations; their purpose is to protect the UK 
ÀQDQFLDO�V\VWHP��$Q\�EXVLQHVV�FRYHUHG�E\�WKH�UHJXODWLRQV�PXVW�LPSOHPHQW�FRQWUROV�WR�
prevent it being used by criminals or terrorists for money laundering activities. Failure 
to comply with the law could have serious consequences.

WHICH BUSINESSES ARE COVERED BY MONEY LAUNDERING 
REGULATIONS?

Regulations apply to a number of business sectors, including:

• 0RVW�8.�ÀQDQFLDO�DQG�FUHGLW�EXVLQHVVHV�VXFK�DV�EDQNV��FXUUHQF\�H[FKDQJH�RIÀFHV��
cheque cashers or money transmitters;

• Independent legal professionals;
• Accountants, tax advisers, auditors and insolvency practitioners;
• Estate agents; 
• Casinos;
• ‘High Value Dealers’ - businesses that accept cash payments for goods worth 

15,000 Euros or more either in a single transaction or in installments;
• Trust or Company Service Providers.

If your business falls into one of these business sectors there is a requirement for it 
to be monitored by a supervisory authority. It may be the case that your business is 
already monitored, for example by a professional body, such as the Law Society, or 
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by the Financial Conduct Authority, but if it is not you will probably need to register 
with the UK Revenue & Customs (HMRC).

To register with HMRC under Money Laundering Regulations you must complete 
an application form (MLR100) to register each place where you carry on business 
activities that require supervision. There is a fee for registering each business premises 
and a subsequent annual renewal fee.

If your business is a Money Service Business or a Trust or Company Service 
3URYLGHU��\RX�DUH�DOVR�UHTXLUHG�WR�DSSO\�IRU�WKH�¶ÀW�DQG�SURSHU·�WHVW��IRUP�0/5�����LQ�
DGGLWLRQ�WR�UHJLVWHULQJ�ZLWK�+05&��7KH�¶ÀW�DQG�SURSHU·�WHVW�PXVW�EH�WDNHQ�E\�DOO�WKRVH�
people who are involved in the running of the business.

CRIMINAL OFFENCES UNDER THE ANTI-MONEY LAUNDERING 
LEGISLATION

Money Laundering is the term used for a number of offences involving the proceeds 
of crime or terrorist funds. It includes possessing, or in any way dealing with, or 
concealing, the proceeds of any crime. It also involves similar activities in relation to 
terrorist funds, which include funds that are likely to be used for terrorism, as well as 
the proceeds of terrorism.

Someone is engaged in Money Laundering if they:

• Conceal, disguise, convert, transfer or remove (from the United Kingdom) 
criminal property;

• Enter into or become concerned in an arrangement which they know or suspect 
facilitates (by whatever means) the acquisition, retention, use or control of 
criminal property by or on behalf of another person; 

• Acquire, use or have possession of criminal property.

&ULPLQDO� 3URSHUW\� LV� YHU\� ZLGHO\� GHÀQHG�� EXW�� LQ� VXPPDU\�� SURSHUW\� LV� &ULPLQDO�
Property if it:

• &RQVWLWXWHV�D�SHUVRQ·V�EHQHÀW�LQ�ZKROH�RU�LQ�SDUW��LQFOXGLQJ�SHFXQLDU\�DQG�
SURSULHWDU\�EHQHÀW��IURP�FULPLQDO�FRQGXFW��RU

• 5HSUHVHQWV�VXFK�D�EHQHÀW�GLUHFWO\�RU�LQGLUHFWO\��LQ�ZKROH�RU�LQ�SDUW��DQG
• The alleged offender knows or suspects that it constitutes or represents such a 

EHQHÀW�

Criminal Conduct is conduct that constitutes an offence in any part of the United 
Kingdom or would constitute an offence in any part of the United Kingdom, if it 
occurred there (subject to the exemptions listed below). This includes tax offences 
committed abroad if the action would have been an offence were it to have taken place 
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in the United Kingdom. There is no need for there to be any consequential effect on 
the United Kingdom’s tax system.

However, no offence is committed in any of the following circumstances:

• Where the persons involved did not know or suspect that they were dealing with 
the proceeds of crime;

• Where the act is committed by someone carrying out a law enforcement or 
judicial function;

• Where the conduct giving rise to the criminal property was reasonably believed 
to have taken place outside the UK, and the conduct was in fact lawful under the 
criminal law of the place where it occurred, and the maximum sentence if the 
conduct had occurred in the UK would have been less than 12 months (except 
in the case of an act which would be an offence under the Gaming Act 1968, the 
Lotteries and Amusements Act 1976 or under sections 23 or 25 of the Financial 
Services and Markets Act 2000, which will fall within the exemption even if the 
relevant sentence would be in excess of 12 months).

It is a general rule that an element of intent is required before many criminal offences 
can be committed. For example, theft can only be committed where the offender is 
dishonest and has intent to deprive permanently. In some cases, where the monetary 
proceeds of a suspected theft or tax fraud are small, it may be that the perpetrators 
were acting in error or in the mistaken impression that they had permission to act as 
they did. 

It is also important to note that for indirect tax, section 167(3) Customs & Excise 
0DQDJHPHQW�$FW������SURYLGHV�WKDW�D�ZLGH�UDQJH�RI�LQQRFHQW�DFFLGHQWDO�HUURUV�DUH�
criminal offences (although they are in practice generally dealt with under the civil 
penalty regime).

For the avoidance of doubt, Criminal Property includes (but is by no means limited 
to):

• The proceeds of tax (direct or indirect) evasion including the under declaring of 
income and the over claiming of expenses.

• $�EHQHÀW�REWDLQHG�WKURXJK�EULEHU\�DQG�FRUUXSWLRQ��LQFOXGLQJ�ERWK�WKH�UHFHLSW�
RI�D�EULEH�DQG�WKH�SURÀWV�HDUQHG�IURP�D�FRQWUDFW�REWDLQHG�WKURXJK�EULEHU\�RU�WKH�
promise of a bribe).

• %HQHÀWV�REWDLQHG�WKURXJK�WKH�RSHUDWLRQ�RI�D�FDUWHO�
• %HQHÀWV��LQ�WKH�IRUP�RI�VDYHG�FRVWV��DULVLQJ�IURP�D�IDLOXUH�WR�FRPSO\�ZLWK�D�

regulatory requirement, where that failure is a criminal offence, e.g. a breach of 
health and safety regulations.
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• Property, even of minimal value, acquired by theft (including, for example, 
not telling a customer that they have erroneously paid twice or an overdrawn 
director’s current account in a relevant company).

The following can constitute a criminal offence:

• Providing assistance to a money launderer to obtain, conceal, retain or invest 
funds if you knew, or in some cases, if you should have known that the funds 
were the proceeds of serious criminal conduct. Making a report precludes a 
charge of assisting a money launderer. 

• Tipping off a person, or any third party, in connection with an investigation into 
money laundering. This could include, for example, informing someone of your 
money laundering suspicions.

• Failing to report a suspicion of money laundering if the suspicion was acquired 
in the course of your employment (or, as the case may be, your profession). It 
is a criminal offence not to comply with the Regulations and a criminal offence 
may also be committed by anyone who has consented to or connived at non-
compliance with the Regulations, including where such non-compliance is 
attributable to their neglect.

There are thousands of criminal offences in the United Kingdom that, if committed, 
DUH�OLNHO\�WR�UHVXOW�LQ�D�SHUVRQ�EHQHÀWLQJ�IURP�DQ�RIIHQFH�DQG�WKHUHE\�KDYLQJ�&ULPLQDO�
Property. The key point to note is that Proceeds of Crime Act (POCA) introduced an 
‘all crime’ reporting regime. That is, Money Laundering offences can relate to the 
SURFHHGV�RI�DQ\�FULPLQDO�DFWLYLW\�QRW�MXVW��IRU�H[DPSOH��GUXJ�WUDIÀFNLQJ��

In addition to the offences under the POCA, there is also an obligation for businesses 
to report EHOLHI�RU�VXVSLFLRQ�RI� WKH�SURFHHGV�IURP��RU�ÀQDQFH� OLNHO\� WR�EH�XVHG�IRU��
terrorism, or its laundering, based on information which came to them in the course 
of its business or employment. 

MONEY LAUNDERING CONTROLS AND PROCEDURES

Businesses covered by the Money Laundering Regulations must put controls in place 
to prevent them being used by criminals or terrorists for money laundering purposes. 
The controls include:

• Assessing the risk of the business being used by criminals to launder money
• $SSRLQWLQJ�D�¶QRPLQDWHG�RIÀFHU·�
• ,PSOHPHQWLQJ�D�SURFHGXUH�WR�FKHFN�WKH�LGHQWLW\�RI�FXVWRPHUV�DQG�¶EHQHÀFLDO�

owners’ of corporate bodies and partnerships and keeping all relevant documents
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• Ensuring employees are aware of money laundering regulations. 

7KH�¶QRPLQDWHG�RIÀFHU·�PXVW�EH�D�SHUVRQ�LQ�WKH�EXVLQHVV��WKH\�FDQQRW�EH�DQ�H[WHUQDO�
consultant. As it is an important role, it must be undertaken by a person who:

• Has access to all customer records and documentation;
• Can make the decision, without reference to others, whether or not to report 

suspicious activities;
• Can be trusted with the responsibility.
If you are a sole trader in a regulated business with no employees, you must act as the 
¶QRPLQDWHG�RIÀFHU·�\RXUVHOI�

7KH�GXWLHV�RI�WKH�¶QRPLQDWHG�RIÀFHU·�LQFOXGH�

• EHLQJ�WKH�ÀUVW�SRLQW�RI�FRQWDFW�IRU�UHSRUWV�RI�VXVSLFLRXV�DFWLYLW\�IURP�DQ\�
employee in the business;

• considering all information and assessing whether evidence of money laundering 
RU�WHUURULVW�ÀQDQFLQJ�H[LVWV�

• reporting any suspicious activities or transactions to the National Crime Agency 
(NCA); 

• requesting permission from NCA to continue with any transactions that they 
have reported, and ensure that no transactions are continued illegally.

All employees, particularly those in customer-facing positions, must receive regular 
training to ensure that they are aware of the money laundering laws, understand how 
the business’ procedures affect them and appreciate the penalties of non-compliance. 
They should also be able to recognise suspicious activity and know what to do about 
it.

WHAT ARE THE PENALTIES FOR NOT COMPLYING WITH 
THE MONEY LAUNDERING REGULATIONS?

If you do not comply with Money Laundering Regulations there are various measures 
that can be taken, from warning letters to criminal prosecution. Although criminal 
prosecution is a last resort, the penalty may be harsh; depending on the severity of 
WKH�RIIHQFH��WKH�FRXUWV�FDQ�LPSRVH�SHQDOWLHV�UDQJLQJ�IURP�XQOLPLWHG�ÀQHV�WR�OHQJWK\�
imprisonment, or both.
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