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INTRODUCTION

This task was meant to be a straightforward rewrite of our guide on “How to 
do Business in the UK”, then came ‘Brexit’ and ‘Covid’ and the combination of 
those stopped anything being straightforward!

We’re now fully out of Europe, although there are a couple of transitional 
arrangements yet to work their way through; and it does look as though we’re 
starting to beat Covid. It’s been a difficult time for all.

It has however been an interesting time to work with clients. They went from 
“What’s happening?” to “Will we survive?” to “What opportunities are there?” 
and finally have arrived at “How can we make the most out of this situation?”

Much of the way our clients do business has changed, and I’m guessing that 
the reason you’re reading this is that your business has also been through the 
same transition and is now looking at making the most out of the situation?

If that’s the case, then the UK can be a great place to do business. It has a 
stable political and economic climate; and a good banking system. It’s one of 
the easiest and quickest places to set up a business in the world and has a low 
tax environment for foreign investors. It has a reputation for innovation and a 
flexible labour market. While it’s outside the EU, it’s close to Europe and offers 
an alternative to being based in the EU which can be really beneficial to your 
business.

Our confidence in the UK economy is such that we know there’s opportunity 
here; like our clients, we’re investing in and growing our own business and 
think you should do the same.

Today more than ever the world’s changing at a radical pace, and as such, it’s 
important to not rely solely on this guide and to contact us for our up to date 
expertise and latest opinions.
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BUSINESS STRUCTURES 

Once you’ve taken the decision to set up in 
the UK, there are various legal structures 
you can adopt to start your business. The 
most appropriate structure will depend on a 
combination of your commercial objectives; the 
degree of permanency required in the UK; as 
well as legal, accounting and tax considerations. 
Generally businesses have preferred the 
following structures for their UK entry:  
(See table right) 

The private limited company (LTD) is the most 
common type of corporate entity in the UK. The 
liability of its members is limited to the issued 
share capital, which could be as low as £1. The 
company requires a registered office in the UK 
and at least one director for whom there’s no 
residency requirement. 

Setting up a UK subsidiary can take as little as  
48 hours, and is a very quick and simple process. 

CHOOSING THE  
RIGHT STRUCTURE

BUSINESS STRUCTURE ADVANTAGES AND DISADVANTAGES 

BUSINESS STRUCTURE ADVANTAGES DISADVANTAGES

Sole trader 

Sole traders are self-employed for 
tax purposes and don’t need any 
formal constitution. You’ll have to 
prepare annual accounts as the 
basis of the profits to be included in 
your Self-Assessment Tax Return.

 ■ Few formalities.
 ■ Greater flexibility.
 ■  Taxed as an individual,  

but differently from an  
employee.

 ■  Lower National Insurance  
than being employed.

 ■ Start immediately.
 ■ No audit requirement.

 ■  Unlimited personal liability for 
business debt.

 ■  If the business fails owing 
money, you could be declared 
personally bankrupt.

 ■  For VAT registration purposes, all 
the business activities of a sole 
trader are aggregated.

 ■  Potentially higher tax rates on 
profits reinvested.

Partnership

If you form a partnership, you 
and your partners are individually 
self-employed for tax purposes, with 
profits allocated in profit sharing 
ratios.

 ■ Draw on talents of others.
 ■ Relatively unrestrictive.
 ■  National Insurance the same as a 

sole trader.

 ■  Share the profits and set up 
costs.

 ■  Jointly and severally liable for 
business debts.

 ■ Not in sole control.

Limited company (LTD)

Limited companies are  
incorporated under Companies Act 
2006. To form a limited company, 
you need at least one shareholder 
and at least one director. It’s a 
requirement for companies to 
maintain a register with Companies 
House, including filing an annual 
return of directors’ and shareholders’ 
details. Fortus can organise 
incorporation and maintain all the 
registers that a business needs.

 ■  Not normally personally liable for 
company’s debts.

 ■ Enhanced business image.
 ■  Various tax reliefs, including 

those for Research & 
Development are only available 
to companies.

 ■  Normally set up in a matter  
of days.

 ■  For VAT purposes, a limited 
company’s not aggregated 
with other businesses, as are 
different businesses carried on 
by individuals.

 ■ More formal and restrictive.
 ■  Not normally allowed to borrow 

money from the company.
 ■  Accounts must be prepared 

in a statutory format and filed 
with Companies House within 
9 months; they may have to 
be audited if you exceed the 
statutory audit threshold.

 ■  Legal and beneficial ownership 
also goes on public record.
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BUSINESS STRUCTURE ADVANTAGES DISADVANTAGES

Limited liability partnership (LLP)

In broad terms, this is a cross be-
tween a partnership and a limited 
company. You can organise your 
business and pay tax in exactly the 
same way as if you were an ordinary 
partnership.

Similar to partnership, but:
 ■  Personal liability is limited unless 

responsible for partnership’s 
bankruptcy.

 ■  Greater flexibility on introducing 
or repaying capital.

 ■  The agreement between the 
members on sharing profit and 
managing the business etc. is a 
private document.

 ■  Have to notify Companies House 
of the business address and the 
names of the partners.

 ■  Accounts must be on public 
record every year and they need 
to be audited if the statutory 
audit threshold is exceeded.

 ■  All profits are taxed on the 
partners at rates of up to 45% 
plus National Insurance, so not as 
effective as a company if profits 
are retained in the LLP.

Branch

Simply an ‘extension’ of the overseas 
entity. 

 ■  Losses in a UK branch may be 
relievable in the home country.

 ■  No requirement to prepare or file 
UK financial statements or have 
a UK audit.

 ■  The accounts of the whole 
overseas company will need  
to be filed at Companies House.

 ■  UK customers may prefer to deal 
with a UK company.

 ■  A branch constitutes a business 
establishment for  
VAT purposes.

Public limited company (PLC) 

Similar to an LTD, however larger. 

 ■  Can raise shares to the public, 
subject to constraints.

 ■ Can list on the stock exchange.

 ■ Minimum share capital of £50K.
 ■  Annual accounts need to be filed 

within 7 months.
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Like the rest of the English legal framework, English employment law’s derived from 
common law, domestic legislation and European law. European law, in particular, is 
the source of a number of employee protections within the UK, notably in the areas 
of discrimination, equal pay, ‘family-friendly’ rights and working time. 

Individuals providing personal services to a business are, in basic terms, classified 
into three categories: employees, workers, and self-employed or independent 
contractors. These categories determine, among other things, their statutory rights. 
Unlike the USA, there’s no ‘employment at-will’. 

All UK employees will have a contract of employment, which doesn’t need to be 
in writing and may be partly written and partly oral. Nevertheless, employees who 
have been employed for one month or more are entitled to a written statement 
of particulars of employment within two months of starting employment. The 
particulars of employment are typically supplemented by an employer having non-
contractual policies and procedures for the workplace which are contained in its 
staff handbook. 

A national minimum wage (NMW) applies for all workers over compulsory school 
leaving age. The NMW rates differ depending on the age of the worker and whether 
or not they’re in training. 

Workers’ hours are regulated by the Working Time Regulations 1998 (WTR). Workers 
may not work, on average, for more than 48 hours a week, although workers can 
opt out of this limit. The WTR also provides workers with rights to daily, weekly and 
in-work rest periods, as well as a minimum of 5.6 weeks paid holiday a year (which 
can include public holidays). 

Employers are required to pay statutory sick pay (SSP) to employees who are 
off work due to illness or injury after the third day of absence (subject to certain 
qualifications). 

LABOUR AND PERSONNEL

UK EMPLOYMENT LAW 
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Broadly, employees are bound by an implied duty of fidelity and 
good faith which encompasses a duty not to disclose the employer’s 
confidential information. After termination of employment, 
this implied duty’s limited to information which is sufficiently 
confidential to amount to a trade secret. Given this limited duty, 
employers should protect their business interests by adding 
an express contractual term restricting the employee’s right to 
use or disclose the employer’s confidential information after the 
employment relationship has terminated. 

Notwithstanding any obligations of confidentiality to their  
employer, employees are entitled to make a disclosure of 
confidential information to the extent that such disclosure amounts 
to a protected disclosure which qualifies for protection under the 
Public Interest Disclosure Act 1998. Employees who ‘blow the 
whistle’ have significant protection under the law. 

An employee who’s been continuously employed for two years has 
a statutory right not to be unfairly dismissed. However, there’s no 
requirement for qualifying service where the dismissal’s for certain 
grounds, including trade union membership or activities. An eligible 
employee who’s dismissed will have a successful claim for unfair 
dismissal unless the employer can prove that the principal reason for 
the dismissal was one of the following five reasons:

Since the abolition of the default retirement age in April 2011, compulsory 
retirement of employees will be age discrimination unless it can be justified as a 
proportionate means of achieving a legitimate aim. Employees and applicants for 
employment have statutory protection against discrimination on several grounds: 
age; disability; gender reassignment; marriage and civil partnership; pregnancy 
and maternity; race; religion or belief; sex; and sexual orientation. 

Equality clauses are implied into all contracts of employment by the Equality Act 
2010. They operate when an employee’s employed either on: identical or similar 
work, or work which has been rated as being equivalent under a job evaluation 
scheme; or work which is of an equal value to that performed by a member of the 
opposite sex in the same employment. 

If any of these three situations exist, any term in a woman’s contract (for example) 
which is less favourable than a man’s contract shall be modified so as to be not 
less favourable, unless the employer can show that the reason for the difference 
in pay or conditions is a material factor other than sex. 

When control of a company’s acquired by way of a share sale, there’s no change 
of employer in these circumstances and all contractual and statutory rights of 
the employees are preserved. However, on the transfer of a business as a going 
concern the Transfer of Undertakings (Protection of Employment) Regulations 
2006 (TUPE) applies, which means all employees of the seller (the transferor) 
who are employed in the “organised grouping of resources or employees” 
immediately before the transfer automatically become the employees of the 
buyer (the transferee) on their existing terms of employment without breaking 
their continuity of service. 

Any dismissals will be automatically unfair if the sole or principal reason for the 
dismissal is the transfer itself. If, however, the reason’s an economic, technical or 
organisational reason entailing changes in the workforce, then they will instead 
be potentially fair. 

In comparison with other European countries, the UK has less labour regulation 
and a more flexible labour market, which makes the UK an ideal location for both 
business and talented individuals to thrive. 

EQUALITY AND DISCRIMINATION REGULATIONS 

1. The employee’s capability or qualifications for performing work 
of the kind which that employee was employed to do.

2. The employee’s conduct. 

3. The employee was redundant. 

4. The employee couldn’t continue to work in the position 
which they held without contravention of a duty or restriction 
imposed by or under an enactment or, 

5. There was some other substantial reason of a kind such as to 
justify the dismissal of an employee holding the position which 
the employee held. 
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It’s a legal requirement for businesses to provide their employees with 
an employment contract. There are different types of employment 
contracts available in the UK including casual and internships, 
although these three are most commonly used:

UK EMPLOYMENT CONTRACTS

 ■ Temporary contracts: This type of contract’s good if you’re in 
need of short-term workers; it provides flexibility and allows 
you to adjust for increases or decreases in staffing level 
requirements. You may choose to work with a recruitment agency, 
who will normally manage the payment of wages and all the 
administration procedures meaning you’re recruiting agency 
workers not hiring yourself.

 ■ Fixed term contracts: Fixed term contracts allow for you to hire 
employees for a specific time period, and can plan according to a 
fixed time and budget. This type of contract’s good for a specific 
assignment/project or if you require someone for an agreed 
period of time.

 ■ Permanent contracts: This requires commitment from both 
the employer and employee, and is the most common type of 
employment. This is an indefinite contract and can be terminated 
when the employee no longer wishes to work there, or (subject to 
certain protections) by the employer.

Employment rights in the UK differ significantly from those in 
other parts of the world and may appear contradictory in some 
cases. Typically, employees have certain rights from the point of 
application, not the point of recruitment. There’s no fire at will in 
the UK, although in some instances employees may have their 
employment terminated within the first two years without a strong 
reason. Correctly worded employment contracts will outline most 
of the legislation employers are working towards, so it’s always 
advisable to take advice before terminating an employment.

An employee’s liability to UK income tax depends principally 
on their domicile and tax residence position and where the 
duties of employment are carried out. 

Careful planning’s advisable, ideally before the individual 
comes to the UK, considering both income and capital 
transactions, to avoid unexpected tax liabilities.

EMPLOYMENT OF FOREIGN PERSONNEL 

As businesses establish themselves in the UK, getting the 
employee package right is the difference between attracting 
and retaining the best talent or making do with average 
employees. Setting it too low may not attract and retain the 
best employees, whilst setting it too high may jeopardise your 
cash flow and set the wrong structure internally.

UK EMPLOYMENT COSTS 
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In addition to salary and bonus, an employer may provide additional 
benefits to an employee. This could include accommodation, a car and 
fuel, private medical insurance, shares in the company, share options, etc.

Employers are generally required to notify HMRC annually of each 
employee’s total pay, benefits and expenses paid or reimbursed. 

The rules concerning the provision of non-cash benefits can be complex 
and advice should be taken before they’re provided. Some benefits can 
result in an income tax, and in some cases an NI liability on the employee, 
based on the value of the benefit. An employer’s NI liability can also arise 
in some cases. 

Some benefits, however, can be given in a tax-efficient manner including 
options over shares, mobile phone, childcare vouchers, relocation costs 
etc. These are all subject to conditions. 

NON-CASH BENEFITS 

Operating a share scheme can help you achieve your goals of recruiting, 
incentivising and retaining the right people. 

The most common way of providing shares to employees is by using 
a share option scheme under which a company grants the employee 
the right to acquire shares at some point in the future by exercising the 
option at a price determined at the date of grant. The ability to exercise 
the option may be contingent on a future event, such as a sale, or the 
employee meeting certain performance targets. If the company’s 
successful, the value of the shares will increase and the employee will 
benefit by being able to acquire the shares at the originally agreed price. 

Certain share schemes come with UK tax advantages, with an EMI 
(Enterprise Management Incentives) Scheme generally being the 
preferred scheme, where the qualifying conditions are met.

SHARE OPTIONS

The principal social security tax cost in the UK is National Insurance (NI). 
NI is payable by both the employer and the employee on all earnings of the 
employee over a minimum level. The employer’s responsible for collecting 
all NI contributions, including the employee contribution and paying 
them to HMRC, together with Pay-As-You-Earn (PAYE) tax deducted from 
payments made to the employees. 

The rate of NI contributions payable by an employer on earnings over £8,840 
pa is 13.8%. 

The UK has several reciprocal social security agreements with other 
countries and employees seconded from those countries may be exempt 
from UK NI for a period of time. 

SOCIAL SECURITY 

In addition to National Insurance, the employer’s responsible for 
deducting income tax from the earnings of each employee and paying 
this over to HMRC.

PAYROLL TAXES 

An apprenticeship levy came into effect in April 2017 at the rate of 0.5% of 
an employer’s pay bill. A £15,000 allowance for employees will mean that 
the levy will only be paid on employers’ pay bills over £3m. It’s thought 
that less than 2% of UK employers will pay the levy.

APPRENTICESHIP LEVY
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There are a wide range of pension schemes currently available in the 
UK. However, it’s obligatory for employers to provide employees with 
access to a workplace pension and automatically enrol eligible workers 
in it. This will apply to all employers, unless: 

PENSIONS

 ■ The employee earns less than £10,000; or 

 ■ The employee is under 22 years of age;  
or over state pension age, or;

 ■ The employee has opted out. 

It’ll also be possible for other employees to opt in to a workplace 
pension scheme: employees between the ages of 16 and 22, those 
earning less than the exempt annual allowance and employees 
aged between the statutory retirement age and 75. All employees 
in pension schemes will receive contributions into the scheme from 
their employer.

10



THINGS TO CONSIDER WHEN LEASING
Free healthcare’s available to all UK residents and, under the 
National Health Service (NHS), every civilian lawfully living in the 
UK is entitled to register with a local medical general practitioner 
(GP) on the NHS panel responsible for his or her geographical 
area. In addition to providing general medical advice or 
treatment, the local GP’s an important link between the patient 
and the rest of the NHS. If the patient requires surgery, in-patient 
treatment or other specialist consultation and treatment, they 
will be referred to the appropriate specialist by their GP. 

Although the service provided by the NHS is generally adequate 
for minor ailments or treatment requiring emergency attention, 
many people take out private medical insurance in order to 
receive more prompt treatment. This also gives them more 
control over the timing of any hospital visit required and the 
standard of accommodation provided. However, the cover 
provided by insurance will often not include major surgery or 
the treatment required for serious chronic conditions.                  

HEALTHCARE IN THE UK
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INTERNATIONAL MOBILITY

VISAS AND IMMIGRATION

Following the UK’s withdrawal from the EU at the end of 2020, the UK’s adopted a points based system, treating EU and non-EU citizens equally and aims to 
attract people who can contribute to the UK’s economy.

The type of visa(s) a company will need to acquire for its individuals will depend upon the type of business and what the company wants to achieve. Before 
embarking on the visa obtaining process, a business should first consider whether an employee (or prospective employee) is eligible for a UK passport, 
eligible as a citizen of the EEA, or has other family or ancestral rights. If so, such options should be utilised to save significant time and cost. 

We’ve summarised the most common immigration routes for those intending to do business in the UK. It’s important to consider immigration options early 
to avoid any surprises or issues later. These could include a business being fined for employing individuals who don’t have the appropriate visa or individuals 
being removed from the UK for breaching their conditions of stay.

There are several different visa options available to international companies and entrepreneurs looking to come to the UK. It’s important to understand the 
criteria and requirements of each type of visa as these vary. The next few pages outline the different types of visas available.
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VISA TYPE REQUIREMENTS LONG TERM DURATION

Sole Representative Visa

An overseas business that’s based outside 
the European Economic Area that plans 
to send a senior employee to set up and 
run their UK office can apply for a Sole 
Representative Visa.

Be the UK entity’s first hire and be responsible for 
running the new UK office. 

Applicants must not be majority shareholders of the 
parent business.

Individuals can come to the UK for an initial 
period of 3 years.

Individuals may be able to extend for a 
further 2 years.

After 5 years the individual may apply for 
permission to settle permanently in the UK.

The sole representative 
can apply for a visa up to 
3 months before travel.

A decision’s normally 
made in 2-4 weeks of 
application.

Tier 1 Entrepreneur Visa

This type of visa is ideal for individuals who 
would like to set up and/or run a business 
in the UK. There are no restrictions on the 
size of shareholding in the new business.

But it cannot be property investment 
management or development 

Applicants should have access to £200,000 funds (in 
limited cases £50,000) and must be able to prove that 
the money is:

 ■ Your own.
 ■  Made available to you by other people (‘third 

parties’).
 ■  In a joint account with your spouse or partner 

but only if they aren’t applying for a Tier 1 
(Entrepreneur Visa).

 ■  Must meet English language requirements.

 A 40-month visa, extendable by a further 
two years. Permanent residency after 5 
years but can be accelerated in some 
circumstances.

To extend the visa, it must meet several 
requirements, such as creating 2 jobs 
that must last over a period of at least 12 
months.

2–8 weeks from appli-
cation (can sometimes 
take several months).

Tier 1 Exceptional Talent Visa

An individual can apply for a Tier 1 
(Exceptional Talent) visa if they have 
been endorsed in the field of science, 
humanities, engineering, medicine, digital 
technology or the arts as: a recognised 
leader (exceptional talent) or an emerging 
leader (exceptional promise).

This is a 2 step process; initially the individual must 
apply for endorsement to the home office as a leader 
in their field.

The endorsement must be from one of the 
designated endorsing bodies: Arts Council England; 
British Academy; Royal Academy of Engineering;  
Royal Society.

The individual can stay in the UK for up to:

 ■  5 years and 4 months if they apply out-
side the UK.

 ■  5 years if they apply inside the UK.
 ■  After 5 years, the individual can apply for 

permanent residency. 

The process can 
take up to 3 months 
depending on the time 
of endorsement.

Tier 1 investor

This category’s for high net worth 
individuals making a substantial financial 
investment in the UK. Certain property-
based investments are excluded)

To be eligible, individuals will have to show that they 
have control of £2 million of their own funds, which 
must be held in a UK or overseas-regulated financial 
institution and be disposable in the UK. Under this 
visa, applicants may invest £2 million or more in UK 
government bonds, share capital or loan capital in 
active and trading UK registered companies. 

This visa category allows individuals to either work 
or study. However, applicants will not be allowed to 
work as a doctor or dentist in training or a professional 
sportsperson or coach.

An applicant’s spouse and/or dependants 
can travel with them on this visa, but there’s 
no entitlement to public funds. 

Applicants will be able to remain in the UK 
for three years, after which, upon meeting 
the requirements for an extension, the visa 
can be extended for another two years. 

Applicants can apply for expedited 
settlement (after two years if they invest  
£10 million or after three years if they invest 
£5 million). 

All applicants and 
their dependants will 
need to pay the NHS 
Health Surcharge. The 
visa’s typically granted 
within three weeks after 
filing the application. 
In countries like the US, 
premium services are 
available. 
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VISA TYPE REQUIREMENTS LONG TERM DURATION

Tier 2

Tier 2 visa options are a route for skilled 
workers who are based outside the 
European Economic Area.

This is a 2 step process; initially the individual must 
apply for endorsement to the home office as a leader 
in their field.

The endorsement must be from one of the 
designated endorsing bodies: Arts Council England; 
British Academy; Royal Academy of Engineering; Royal 
Society.

The individual can stay in the UK for up to:

 ■  5 years and 4 months if they apply 
outside the UK.

 ■  5 years if they apply inside the UK.
 ■  After 5 years, the individual can apply for 

permanent residency.

The process can 
take up to 3 months 
depending on the time 
of endorsement.

Tier 2 Intra-Company Transfer 

An individual may apply for this visa if the 
overseas employer has offered the person 
a role in a UK branch of the organisation.

Long-term staff applicants - at least £41,500 or the 
‘appropriate rate’ for the role (whichever is higher).

Short-term staff, graduate trainee or skills transfer 
applicants - at least £25,000 or the ‘appropriate rate’ 
(whichever is higher).

A visa of up to 5 years in total (or 9 years if 
annual salary is at least £155,300). Doesn’t 
lead to permanent residency.

The maximum allowed for the visa is 5 
years, once this has been reached the 
employee must leave the UK.

2–4 weeks from appli-
cation. The sponsorship 
licence must be put in 
place first.

Tier 2 General

An individual may apply for this visa if 
they’ve been offered a skilled job in the 
UK and are from outside the European 
Economic Area.

The job you’re offered must pay £20,800 or more or 
the current market rate. The individual must meet 
English language requirements and hold a certificate 
of sponsorship.

The individual can stay in the UK for a max-
imum of 5 years and 14 days, or the time 
given on your certificate of sponsorship 
plus 1 month, whichever is shorter.

The individual can apply to extend this visa 
for up to another 5 years, as long as your 
total stay isn’t more than 6 years.

2–4 weeks from 
application. The 
sponsorship licence 
must be put in place 
first.

Tech City Visa 

This is also known as the Tier 1 exceptional 
talent visa for digital tech, and recently 
launched to attract global digital tech 
talent to the UK. 

The visa is split into 4 qualifying criteria:

 ■  Building UK scale-ups – proven track record in 
assisting digital tech companies scale up.

 ■  Recognising exceptional promise – track record 
in digital tech with ‘technical’ or ‘business’ 
experience.

 ■  Powering the Northern Powerhouse – For digital 
tech migrants who will work in a digital tech role or 
set up a digital tech business in certain locations.

 ■  Recruiting teams from overseas – allows a UK 
digital tech business to recruit a team of up to 5 
migrants to work on 1 project.

The visa’s granted for 5 years and can lead 
to settlement. The individual can be either 
employed or self-employed.

Approximately 2 weeks 
from application.
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IMPACT OF BREXIT AND IMMIGRATION 

Following the UK leaving the EU, free movement’s come to an end. However, an EU citizen who was living in 
the UK at 31 December 2020, can apply before 30 June 2021 for the EU Settlement Scheme which should allow 
indefinite right to remain.

In addition to this, Irish citizens can continue to freely enter, live, and work in the UK.
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THINGS TO CONSIDER WHEN LEASING

Taxation legislation’s extensive and can be confusing for an 
individual starting a business in the UK. We’ve provided details of 
the current rates of tax. It is, however, important to take specific 
tax advice for your circumstances to ensure you’re not paying 
more tax than legally required and to ensure you’re claiming the 
appropriate and correct rate of allowances to which you may be 
entitled.

TAXATION SYSTEM

TAX STRUCTURE

HM Revenue and Customs (HMRC) is primarily responsible for the collection of: 

 ■ Corporation tax;

 ■ Income tax;

 ■ Capital gains tax;

 ■ Indirect taxes including; 

 ■ Value added tax (VAT);

 ■ Stamp duty;

 ■ Inheritance tax; and

 ■ National insurance.
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Companies must pay corporation tax in the UK if resident, which is  
defined by either being incorporated within the UK, having its control 
and central management exercised in the UK, or if it has a permanent 
establishment in the UK. A UK resident company’s subject to corporation 
tax at prevailing rates on its worldwide profits.

Companies are charged corporation tax at 19% during the financial year  
(1 April – 31 March 2021). From 1 April 2023, this will increase to 25% for 
companies with profits over £250,000 and a small profits rate of 19% will be 
introduced for companies with profits below £50,000. There will be a marginal 
profits rate between these two thresholds.

Under corporation tax self-assessment, a company’s required to assess its own 
liability to corporation tax and pay that liability by the normal due date, nine 
months after the end of the accounting period, unless it’s a large company 
(see below).

The company’s required to submit its completed tax return (HMRC form 
CT600), accounts and tax computation to HMRC by the filing date, which is 12 
months after the end of its accounting period. All corporation tax returns must 
be filed online using the online extensible business reporting language (iXBRL) 
format. Penalties will be charged if it’s late. Interest will be charged from the 
normal due date on any unpaid tax. 

Companies with taxable profits that exceed £1.5 million pay corporation tax 
in advance quarterly instalments commencing 6 months and 14 days into 
the accounting period. Therefore, the liability to corporation tax needs to be 
estimated as profits aren’t known for the first three instalments.

A company won’t have to pay tax in instalments if it wasn’t ‘large’ in the 
previous period and its profits for the accounting period are less than £10,000. 

If the company’s part of a group, the £1.5 million and £10 million thresholds 
are divided by the number of associated companies, plus one, in order to 
determine the profits threshold for that company. Companies with taxable 
profits in excess of £20 million will be required to make accelerated instalment 
payments, coming 2 months and 14 days into the accounts paid.

CORPORATION TAX

Dividends are paid without deducting withholding 
tax, after corporation tax is charged on taxable profits. 
Tax isn’t charged on any dividends received from other 
UK resident companies and is, in most circumstances, 
not charged on dividends received from companies in 
overseas territories.

DIVIDENDS

UK group companies can surrender trading losses 
between themselves in a financial year providing 
the companies are at least 75% owned by a single 
company. Consortium relief’s permitted where a 
company subject to UK corporation tax is owned by a 
consortium of companies that each own at least 5% of 
the shares and together own at least 75% of the shares. 
A consortium company can only surrender or accept 
losses in proportion to how much of that company’s 
owned by each consortium group. The UK’s a member 
of the Organisation for Economic Co-operation and 
Development (OECD). We apply OECD Model Tax 
Convention and UN Model double taxation convention 
between developed and developing countries.

GROUPS
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Non-UK resident companies are taxed on the income of a branch trading within the UK. There are strict rules on whether a UK branch is deemed to be 
generating profits or merely facilitating sales and therefore trading or not in the UK and each case needs separate consideration.

UK BRANCHES OF OVERSEAS COMPANIES

Thin capitalisation’s dealt with as part of the UK’s transfer pricing regime. This can apply to limit the tax deduction for interest where the rate of interest, the 
amount borrowed, or the terms on which it was borrowed, were significantly different to what might be expected at arm’s-length. 

In addition, UK members of large groups may be subject to a ‘worldwide debt cap’ test, whose purpose is to limit the tax deduction for interest and other 
finance costs of UK companies in large groups to the external interest and other finance expenses of the group as a whole. The worldwide debt cap only 
applies to groups that have 250 employees or more and either; an annual turnover exceeding €50million, or a balance sheet asset total exceeding €43m.

SPECIFIC FACTORS AFFECTING CORPORATION TAX FOR OVERSEAS OWNED BUSINESSES 

Thin capitalisation

The UK imposes an arm’s-length pricing standard for transactions between companies and related parties. A company’s required to self-assess any transfer 
pricing adjustment as part of its general corporation tax self-assessment process. Penalties may apply for failure to maintain adequate records to justify arm’s 
length prices. In matters of transfer pricing, the UK generally follows the OECD’s transfer pricing guidelines. 

The rules apply to both transactions where the related parties are both in the UK, and where one of the related parties is located overseas. Thin capitalisation 
issues are dealt with under the transfer pricing code. Small and medium sized enterprises are normally exempt from the UK transfer pricing regime, unless 
the other party to the transaction is located in a tax haven.

Transfer pricing rules 

The UK has tax treaties with a wide range of overseas territories, including most of the major economies, which enhance the already favourable UK tax 
regime. These treaties result in credit for foreign tax suffered against UK corporation tax on foreign income, however relief isn’t always automatic and a formal 
application to HMRC is normally required. There is, however, no double tax relief for UK branches of overseas companies.

FOREIGN TAX
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WITHHOLDING TAXES

Interest payable by a business is generally subject to deduction of basic rate (20%) 
income tax unless the recipient’s a UK company or financial institution. 

Interest 

Royalties on UK patents, copyrights, designs, trademarks, brand names and certain 
other qualifying annual payments are generally payable after deduction of basic 
rate (20%) income tax. Tax does not have to be withheld if the payer reasonably 
believes that the recipient is entitled to relief under the relevant double tax treaty.

Royalties  

The UK doesn’t impose withholding tax on dividends. 

Dividends   

Rents paid to a non-UK resident landlord are subject to deduction of basic rate 
(20%) tax unless an application to have the rents paid gross under the ‘Non-Resident 
Landlord Scheme’ is accepted by HMRC. 

Rents on UK real property   

Sportsmen, entertainers and other performers can be liable to UK tax on earnings 
from performances in the UK. Where they are, tax at the basic rate (20%) of income 
tax may be withheld from payments to them or their representatives. 

Performers 

Reduced or zero rates of withholding taxes may apply under a double tax treaty if an 
appropriate claim’s made and accepted by HMRC. 

Double tax Treaties  

Payments of interest or royalties by a UK company to a company resident in another 
EU Member State may be made free of withholding tax under the EU Interest and 
Royalties Directive if conditions are met and an appropriate claim’s made.

EU Interest and Royalties Directive 

19



07

Expatriate tax is an area where advice must be sought well in advance of 
an employee coming to the UK to ensure that opportunities aren’t missed, 
and that the employer’s PAYE (income tax) and NIC obligations are met.

EXPATRIATE TAXINCOME TAX

There are various tests to identify whether an individual would 
automatically be regarded as overseas or UK resident. If these tests are 
not conclusive, it’s then necessary to look at the ‘sufficient ties’ test. This 
lists a number of UK ‘connection’ factors; the more connection factors an 
individual has to the UK, the less time they can spend in the UK before 
becoming UK tax resident.

Residence 

Individuals are liable to pay UK income tax depending on the twin 
concepts of residence and domicile.

Domicile is based on the individual’s place of birth, the domicile status of 
the individual’s parents or where they intend to live out the remainder of 
their life.

Domicile 

A UK resident and domiciled (or deemed domiciled) individual will pay tax 
on their worldwide income and gains. A UK resident but non-domiciled 
individual may claim to be taxed on a remittance basis. 

If the individual isn’t UK domiciled and their foreign income and gains 
aren’t remitted to the UK, they’re only taxable on their UK income and 
gains for the first 7 years of residence. 

Once an individual’s been resident in the UK for seven out of the last nine 
tax years they’ll be required to pay a £30,000 remittance basis charge 
(RBC) to enable them to continue to apply the remittance basis. The RBC 
increases to £60,000 once an individual’s been resident in the UK for the 
last 12 out of 14 tax years.

Individuals are deemed to be UK domiciled, if a resident for 15 of the 
previous 20 tax years or domiciled as soon as they become resident in the 
UK if, also born in the UK. If deemed domiciled, the remittance basis won’t 
be available.

Liability to UK income tax 

BRINGING OVERSEAS STAFF TO THE UK

When non-UK employees visit the UK for short periods, even for just a 
few days, their salary (even if paid outside the UK) will fall within the UK 
employment tax system unless rules relating to Short Term Business 
Visitors can be used.

Short term visitors to the UK 

Where individuals come to work in the UK temporarily, there’s normally a 
period of exemption from NIC, ranging from one to five years depending 
on the employee’s home country.

NIC exemptions for secondees

Where employees are temporarily seconded to work in the UK for a period 
of up to 24 months, they may be able to claim deductions from their 
taxable income for the expenses they incur as a result of their attendance 
at a temporary workplace. These expenses can include amounts spent 
on accommodation, Council Tax, utility bills, subsistence and travel to and 
from work.

Temporary Workplace Relief

In the first year of UK tax residence and the two subsequent years, an 
employee can split their income between UK and non-UK workdays. 
Provided the employee makes a valid claim and the income attributable 
to non-UK workdays isn’t received in or subsequently remitted to the UK, 
that income won’t be taxable in the UK.

Overseas Workday Relief
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UK dividends are received without a tax deduction. 
Everyone can receive up to £2,000 of dividend income 
with no UK tax liability. Dividends are taxed at the rates of 
7.5%, 32.5% and 38.1% for basic, higher and additional rate 
taxpayers respectively.

DIVIDENDS

As with corporation tax, credit’s available for overseas tax 
correctly paid by a UK resident.

FOREIGN TAX

Sole traders and partnerships (and members of limited liability 
partnerships) are charged income tax at the rates applicable during 
the fiscal years (6 April - 5 April). 

Each individual has a personal allowance on which no income tax is 
paid. For 2021/22, the personal allowance is £12,570. For income above 
this amount the rates are as follows:

TAX RATES

2021/22 INCOME TAX RATES

Basic - under £37,700 20%

Higher - over £37,700 40%

Additional - over £150,000 45%

Note: The personal allowance is reduced by £1 for every £2 of 
adjusted net income over £100,000. For those who are either sole 
traders or in partnership, there may also be a liability to Class 2 and 
Class 4 National Insurance (NI) contributions, depending on the 
level of profit in each fiscal year. Class 2 contributions are at a weekly 
stamp rate of £3.05 (2020/21), but paid annually. Class 4 NI is payable 
by the self-employed on profits. Class 4 contributions are levied at 
9% on profits between £9,500 and £50,000 (maximum) for 2020/21. 
There’s a further 2% charge on all profits in excess of the upper limit 
of £50,000. For the self-employed and those who pay tax on other 
income such as rents, tax is normally payable in three instalments – 
the first two instalments are based on the tax paid on the previous 
year’s income tax liability. The third and final instalment is the 
balance of any tax due.

Rates in Scotland are slightly different and you should contact 
us for further details.

SCOTLAND
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CAPITAL GAINS TAX

Chargeable gains in a UK company (or branch of an overseas 
company) are taxed, at the same rate as profits are taxed. 

Capital gains are calculated based on the difference between the 
net proceeds of a sale of a chargeable asset and its original cost. An 
allowance is made for any inflation (indexation allowance) which is 
applied’s calculated up to 31 December 2017 only, regardless of the 
disposal date. 

There are various exemptions and reliefs which may apply to mitigate 
against corporation tax arising on chargeable gains. For instance, 
disposals of substantial shareholdings (10% or greater) in trading 
companies are exempt where certain conditions are met.

Companies

Individuals are charged at a capital gains tax rate of 10%, 20%, or a 
combination of these rates. The 10% rate applies if the gain sits within 
the individual’s basic rate band, after including all other income. If it 
doesn’t, the rate’s 20%. An 8% surcharge applies on the disposal of 
residential properties raising the rates to 18% and 28% for basic rate 
and higher/additional rate taxpayers respectively. 

If the asset being disposed of meets the criteria of a qualifying 
business asset, then Business Asset Disposal Relief may apply and this 
can result in a capital gains charge at 10% on gains up to a lifetime limit 
of £1 million. 

There are also annual exemptions available, which can reduce any 
capital gain charge. The annual exemption for the 2020/21 tax year’s 
£12,300.

Individual
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All businesses are required to submit return and payments electronically.

All VAT registered businesses above the £85,000 threshold will be required to keep their records digitally and submit VAT returns to using ‘Making Tax Digital’ compatible soft-
ware

 ■ In the United Kingdom;

 ■ By a taxable person;

 ■ In the course or furtherance of business and aren’t specifically 
exempted or zero-rated.

VAT is a tax on consumer expenditure and ultimately paid by the 
final customer. Most business transactions involve the supply of 
goods or services and it’s payable if they’re made:

Value added tax

VAT’s collected by the VAT registered business and is normally 
payable to HMRC quarterly. There are three different types of 
registration – intending, voluntary and compulsory. A person who 
makes taxable supplies becomes liable to be registered if: 

 ■ At the end of any month, the value of taxable supplies in the 
period of one year then ending has exceeded the registration 
limit, which is £85,000 at the time of writing; or

 ■ At any time there are reasonable grounds for believing that the 
value of taxable supplies in the next 30 days will exceed the 
£85,000 limit.

The person must notify HMRC of the liability within 30 days of  
the end of the month in which the value of the taxable supplies  
in the preceding 12 months or less exceeded £85,000. If only VAT-
exempt supplies are made e.g. sales of refurbished dwellings, VAT 
registration cannot be applied for and VAT on expenditure cannot 
be reclaimed.

Sole traders need to remember that it’s the person registered for 
VAT and not their business. If a person has two separate businesses, 
then that person will be required to be registered for VAT and 
account for VAT at the appropriate rate if the total supplies  
exceed £85,000.

Taxable persons

Taxable supplies are all supplies made by a business either to a third party or to 
the trader himself (goods for own use), which aren’t exempt supplies. Taxable 
supplies therefore include zero-rated supplies. It’s important that at the outset 
of a business, a trader establishes the VAT status of any supplies being made to 
avoid mistakes.

Taxable supplies

There are three rates of VAT:

VAT rates

 ■ Standard = 20%; 

 ■ Reduced = 5% – for certain supplies of fuel and power and certain 
construction services; 

 ■ And zero= 0%. 

Any VAT charged by the business, whether at 20% or 5% is known as output VAT 
and the total charged or collected in the VAT quarter is payable to HMRC. Any VAT 
charged on goods or services purchased by a VAT registered business is known as 
input VAT and can generally be reclaimed from HMRC through its quarterly return.

There are three important penalties that every business should be aware of:

Penalties

 ■ Late registration penalty for not registering for VAT at the correct time; 

 ■ Default surcharge for traders that are persistently late in either submitting 
VAT returns and/or making payment of the liability due; 

 ■ And penalties for failure to take reasonable care or carelessness.

All businesses are required to submit returns and payments electronically. All 
VAT registered businesses above the £85,000 threshold are required to keep 
their records digitally and submit VAT returns to HMRC using ‘Making Tax Digital’ 
compatible software. From 1 April 2022 all VAT registered businesses will be 
subject to these requirements.

Online filing and payment
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CUSTOMS DUTIES Customs Duties and tariffs are levied on the importation of 
goods into the UK from outside the territory of the UK. Most 
businesses use a freight agent or customs broker to declare 
their goods for import into the UK.

The UK’s agreed as part of its Brexit trade deal with the EU 
that goods with EU ‘origin’ aren’t subject to Customs Duty on 
importation into the UK. ‘Origin’ means the economic origin 
of the goods and not simply where the goods were purchased 
or shipped from. The average rate of Customs Duty in the UK 
is less than 2%, but Duty rates range significantly and it will be 
important to check the rate applicable to your imported goods. 
The rate of Customs Duty’s determined by a coding known as 
a ‘Commodity Code’ which must be declared when the goods 
are imported. There are thousands of such codes covering 
almost all types of goods. 

There’s a low value (de minimis) limit where goods are 
exempted from Customs Duties of £135 per consignment. 
Certain goods, usually from the developing countries, may also 
have Nil rates of Duty under agreement known as ‘Preference’.  

There are strict rules on determining the value of imported 
goods (the ‘Dutiable Value’). A range of other packaging and 
shipping costs must be included when arriving at this value for 
import purposes.

Customs Duties are collected by HM Revenue and Customs 
(HMRC) at the point of importation unless the importer has a 
Duty deferment account in place that’s been pre-approved by 
HMRC. This allows Customs Duties to be paid at a later date, 
typically by the middle of the following month.  Until 30 June 
2021, it’s also possible to defer full import declarations from the 
EU and paying the associated Customs Duties from the EU as a 
temporary measure post Brexit.  
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There are a range of reliefs from Customs Duties 
for processing goods that are destined to be re-
exported out of the UK.  

There’s also a relief that allows goods to be stored 
in controlled premises (often known as a ‘Bonded 
Warehouse’) located in the UK that aren’t treated 
as having being imported until they’re removed 
from the controlled premises. These reliefs must 
be applied for and pre-approved for use by HMRC.

CUSTOMS DUTY RELIEFS

Import VAT may be due on the import of Dutiable Value 
of goods (including any Customs Duties payable) at the 
time of importation unless the importer of the goods is UK 
VAT registered and has been approved to use Postponed 
VAT Accounting (refer to the section ‘Selling into the UK’ for 
further details). 

IMPORT VAT
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There are no local taxes on income, capital gains or wealth. 

However, local taxes are levied on the occupiers of property. Business 
rates are calculated by reference to a deemed annual rental value of the 
property and are deductible from the business’s taxable income. The 
local tax on residential dwellings (Council Tax) is based on the ‘capital 
value’ of the relevant building as at 1 April 1991 and is payable by the 
occupier of the property.

LOCAL TAXES 

Inheritance tax (IHT) is charged on the value of an individual’s total 
worldwide estate on death, if they are domiciled in the UK and the value 
exceeds the nil rate band. For 2021/22 this is £325,000. An enhanced 
nil rate band was introduced from April 2017, in respect of a residential 
property which is left to direct descendants on death. With this additional 
allowance, a married couple could have a tax free IHT allowance of up to 
£1 million by 2020. IHT is charged at 40%. There are reliefs available for 
business assets. IHT can also be chargeable on assets in the UK owned by 
individuals not domiciled in the UK. Transfers between spouses don’t give 
rise to CGT (Capital gains tax). 

INHERITANCE TAX

PAYE is the system under which employers in the UK are required 
to deduct income tax and national insurance from their employees 
before paying them their wages. Every business in the UK that has UK 
employees is required to register as an employer with HMRC.

Upon registration, HMRC will send you an employer’s pack. Included will 
be a number of forms with which to operate the PAYE and NIC system. 

In order to calculate the amount of tax and national insurance due by an 
employee, HMRC will supply you with sets of tables. By reference to the 
‘tax free’ tables and an employee’s tax code, you’ll be able to calculate 
the amount of salary not subject to tax.

The difference between this figure and the gross amount is the 
employee’s taxable pay. The tax can then be calculated by reference to 
another set of tables. The employer’s and employee’s national insurance 
is calculated by reference to the gross pay with a third set of tables. 

PAY AS YOU EARN (PAYE) &  
NATIONAL INSURANCE CONTRIBUTIONS (NIC)

Special rules exist for the calculation of national insurance for directors. 
The HMRC website also includes calculators for determining PAYE 
liabilities.

Fortunately for everyone, payroll software now removes much of the 
burden of working out tax and NI deductions correctly. 

The tax and national insurance should be paid to HMRC by the 19th of the 
month following that in which the salaries were paid, or the 22nd day of 
the month if paid electronically. 

The current rate of employee’s national insurance in the UK is 12%, up to 
earnings of £962 weekly. Over this limit the rate’s 2%, with no upper limit.  
There are special rules for national insurance for individuals moving to or 
from the UK.

Employers must report PAYE information to HMRC in real time; this is 
known as Real Time Information or RTI. This means employers must send 
details to HMRC every time they pay them and use payroll software to 
send this information electronically as part of their routine payroll process. 

In certain circumstances a contractor may have to operate a Construction 
Industry Scheme (CIS). The scheme sets out the rules for payments 
to subcontractors for construction work. Work must be handled by 
contractors in the construction industry and certain other businesses.
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THINGS TO CONSIDER WHEN LEASING

The UK’s banking and financial services sector is very well established 
and offers a stable environment for businesses. Founded in 1694, the 
Bank of England’s the central bank of the UK. Also known as the ‘Old 
Lady’ of Threadneedle Street, the Bank’s mission is to promote the good 
of the people of the UK by maintaining monetary and financial stability. 
The current interest rate’s 0.01% and is reviewed on a regular basis.

Many international banks have either a physical presence in the UK or 
partnerships established with UK banks. This means the process for 
carrying out the required checks may take less time and can potentially 
speed up the process of opening a UK bank account.

Learning from the financial crisis in 2008, there’s been a strong 
increased focus in the UK on the regulatory environment, implementing 
preventative systems and regular reviews with financial institutions 
to ensure that they comply with the Financial Conduct Authority, 
Prudential Authority and BASEL III.

BANKING & FINANCE

UK BANKING SYSTEM
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For an overseas company, it’s important to note that they should start the process 
of opening a UK bank account as soon as possible. As the banks are under increased 
pressure these days, they need to ensure to minimise the risk by understanding the flow of 
cash between accounts and companies – there are stringent identification processes and 
anti-money laundering checks in place.

To set up a UK bank account, the overseas company requires setting up the UK entity first. 
Below’s an outline of the typical documentation and information required by any of the 
high street banks in the UK, for setting up a UK bank account:

SETTING UP A UK BANK ACCOUNT

 ■ Application form:  
The application form requests information on your company name, business 
activities, customers, turnover, size, directors, shareholders, and personal address.

 ■ Registration of the company: 
The UK Company will need to provide the UK registration number, and the 
overseas company will need to provide the certificate of incorporation.

 ■ Mandate for companies registered under the Companies Act: 
This includes details of all the signatories to the account.

 ■ Identification and proof of address: 
Either a bank statement or a utility bill can be used to verify addresses and identity. 
This will be required for all beneficial owners and principal controllers.

 ■ Company structure:  
This will need to detail the ownership and the percentage share ownership of the 
UK entity.

 ■ Bank statements: 
For newly registered subsidiaries of overseas parents, statements of the overseas 
parent company may need to be provided. If the business is new, the owners will 
need to provide the previous three months of personal bank statements – they 
must be certified or original copies.

 ■ Audited accounts:  
The bank may request these if the business is planning on borrowing money  
from the bank. 

There are several established banks such 
as HSBC, RBS, Barclays and Lloyds that 
have decades of experience in corporate 
and smaller businesses. More recently, 
challenger banks such as Metro Bank have 
been emerging offering services to  
start-ups and SME’s. 

Many international banks have either a 
physical presence in the UK or partnerships 
established with UK banks. This means 
that the process for carrying out the 
required checks may take less time and can 
potentially speed up the process of opening 
a UK bank account. Opening a UK bank 
account can take approximately 2-3 months 
or more, depending on the complexity of 
the business.
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TAX INCENTIVES

The UK government’s committed to be an attractive 
environment for foreign companies. This is reflected in the 
corporation tax rates for UK companies, and in addition by 
some of the incentives outlined below:

TAX INCENTIVES FOR COMPANIES

The UK’s R&D tax regime is one of the most attractive in the 
world and there’s evidence of the significant impact that the 
scheme has had since its inception in 2000. 

The regime gives higher rates of corporation tax relief on 
qualifying R&D costs incurred by small and medium sized 
companies, and an ‘above the line’ credit for larger companies. 
It also includes a repayable tax credit system, which can be a 
lifeline to early stage businesses. 

To qualify for R&D tax relief, your project must seek to achieve 
an advance in science or technology, through the resolution of 
scientific or technological uncertainty. Costs which qualify for 
the enhanced corporation tax relief, or the above the line credit, 
include costs relating to the project that have been incurred on 
staff, software, and consumables.

Research and Development Tax Relief
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Special tax rules apply to determine the tax treatment of certain 
companies within the ‘creative sector’. There are a number of 
different types of creative sector tax reliefs that deal with trades 
such as film production, video game development, and high end 
television production; these reliefs can increase the amount of 
expenditure that’s allowable as a deduction for tax purposes or, if 
the company makes a loss, allow the loss to be surrendered for a 
payable tax credit.

Creative sector tax reliefs

Expenditure on certain assets that are acquired for use in a 
business can qualify for capital allowances, such that the cost 
of these assets is written off against taxable income. Qualifying 
‘Plant and machinery’ assets can include anything from office 
furniture to IT equipment to certain fixtures in buildings, such 
as lifts. The UK tax regime offers a 100% initial allowance (annual 
investment allowance) for qualifying expenditure of up to  
£1,000,000 per year per group of companies.

For investment in new plant and machinery between 1 April 2021 
and 31 March 2023 there will be a ‘Super Deduction’ 130% on 
certain assets. This is a new allowance and if you’re considering 
taking advantage of this, you should contact us direct.

Capital allowances

The ‘Patent Box’ is a tax incentive to encourage companies to 
locate their innovative activities and functions, and the resultant 
intellectual property, in the UK. The Patent Box rules offer a tax 
rate as low as 10% on the profits arising from exploiting qualifying 
patents that are owned or exclusively licenced by the company, 
and which were developed in the UK. 

Companies that are eligible for, and have elected to be within, the 
Patent Box, are taxed at the reduced corporation tax rate on their 

“Relevant IP Profits” (RIPP), which include those attributable to 
products incorporating, or made using, qualifying patents.

Patent Box
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TAX INCENTIVES FOR INVESTORS

The EIS is designed to help smaller higher-risk trading companies to raise 
finance by offering a range of tax reliefs to investors who subscribe for new 
shares in those companies. The tax reliefs include both income tax and 
capital gains tax reliefs for the investors and are available where certain 
conditions are met by both the company invested in and the investors 
themselves. 

A qualifying investor will be entitled to obtain income tax relief at a rate of 
30% on new, ordinary, fully paid up shares subscribed for cash, up to the 
annual investment limit. The annual investment limit is currently £1,000,000 
(or £2,000,000 if at least £1,000,000 of that’s invested in knowledge-
intensive companies). There’s no minimum investment limit. Dividends 
received on EIS shares are subject to income tax in the usual way. 

Where an investor’s realised a capital gain on the disposal of any assets, 
it’s possible to defer that capital gain by subscribing for shares in an EIS 
qualifying company. For the relief to apply, the investment in the EIS 
company will need to be made either within three years after the relevant 
disposal, or up to one year before. In addition, providing certain conditions  
are met, gains on the disposal of EIS shares which qualified for EIS income  
tax relief will be exempt from capital gains tax.

Enterprise Investment Scheme (EIS)

The SEIS is designed to help the smallest early stage companies to raise 
finance through the offering of tax reliefs similar to EIS, but which in some 
respects are even more generous. Under the SEIS, income tax relief’s 
available at 50% of the cost of the shares subscribed for, although in this 
case the maximum annual investment is £100,000. Dividends received on 
SEIS shares are subject to income tax in the usual way.

Seed Enterprise Investment Scheme (SEIS)

Where an investor makes a disposal of an asset which would ordinarily 
give rise to a capital gain, and reinvests all or part of the gain in SEIS 
qualifying shares, 50% of the gain reinvested will be exempt from capital 
gains tax. In addition, providing certain conditions are met, gains on the 
disposal of shares which qualified for SEIS income tax relief will be exempt 
from capital gains tax.

Various regional programmes are in existence, and often, these provide 
incentives to encourage job creation and economic growth in a local area. 

The government doesn’t offer finance options for overseas companies, but 
there may be some grants and incentives for which the company  
may be eligible. There are several schemes available specifically for R&D  
related projects. 

Various regional programmes are in existence, and often these provide 
incentives to encourage job creation and economic growth in a local area. 

In addition to this, there are 24 enterprise zones across the UK in which 
businesses can take advantage of business rates discounts and enhanced 
capital allowances. The objective of enterprise zones is to create longer 
term sustainable growth based on the most innovative and latest 
technology.

GRANTS AND INCENTIVES
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Direct selling into the UK can take place either directly from 
an overseas head office or via sales personnel based in the UK. 
However, if the intention’s to avoid exposure to UK corporation 
tax, contractual arrangements should be made outside the UK, 
without the use of sales staff in the UK. Such staff may constitute 
a permanent UK establishment and thereby creates a taxable 
presence. Reference should always be made to any relevant tax 
treaty with the UK. The VAT implications depend on whether the 
items being sold into the UK are goods or services. In the case 
of goods, if the company selling into the UK’s responsible for the 
importation of the goods and delivering them to its customer, that 
company will be required to be VAT registered in the UK irrespective 
of whether or not it has a presence in the UK. For VAT registration 
purposes, in respect of selling goods, the physical presence of the 
seller, e.g. staff and offices in the UK, isn’t relevant. Since 1 January 
2021 the above applies equally to the sale of goods into the UK from 
the EU. Therefore, it’s important to understand the terms of trade 
with UK customers (or ‘Incoterms’) as these often determine which 
business is responsible for importing the goods into the UK and 
paying any Customs Duties and import VAT due.  

If the overseas business is the importer of the goods, it will need to 
declare and pay any Customs Duties and Import VAT due (refer to 
the section of Customs Duties for further guidance). It will also need 
a UK VAT registration and UK Economic Operators Registration and 
Identification number (EORI) if it’s to be able to recover any Import 
VAT due. Any Customs Duties that are payable aren’t recoverable.

A) DIRECT SELLING FROM ABROAD 

SELLING INTO THE UK

From 1 January 2021, it’s possible for Import VAT to be declared and 
recovered through the UK VAT return of the importing business using a 
system known as ‘Postponed VAT Accounting’. This system can be used 
by most UK and overseas business.

If the customer’s responsible for clearing the goods through UK 
customs and paying any Customs Duties and Import VAT, then 
the selling company’s not regarded as making any supplies for VAT 
purposes and isn’t liable to be VAT registered in the UK. Normally, if an 
overseas company supplying services doesn’t have a physical presence 
in the UK, then it’s not liable to be registered. UK business customers 
in most cases will have to account for the VAT under the reverse charge 
procedure. For example, this applies when a UK business buys certain 
services such as advertising or the advice of a lawyer or accountant. 
There’s no UK VAT registration threshold for all non-established 
overseas businesses supplying taxable goods and services in the UK. 
This means they must register for VAT in the UK, however small their 
turnover. 
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A UK based agent will typically fulfil the role of accepting sales 
orders and referring them back to the overseas principal. An 
agent’s therefore different in nature from a distributor who 
purchases and resells goods on his or her own account. The agent 
could be an individual or a company and may be dependent 
on or independent of the overseas business. If the agent’s a 
dependent agent of a foreign company or for example, a UK 
company connected with it, then a UK taxation liability may arise 
for the foreign company as that company will be deemed to be 
carrying on part of its business in the UK. Where an independent 
UK agent’s being used, acting in the normal course of his or her 
trade, the UK’s double tax treaties typically provide that such an 
arrangement won’t constitute a taxable presence in the UK for 
the overseas principal, provided the agent’s acting in the ordinary 
course of his or her business. For VAT purposes, if a UK subsidiary 
company’s the agent, then the transactions between the agent 
and its non-resident parent will usually be assessed on arm’s 
length terms. 

Where goods are imported from outside the EU, the Customs 
Duty and VAT implications depend upon who’s responsible for the 
importation of the goods. If it’s the overseas company, then it’ll be 
required to VAT register (also refer to the Customs Duties section 
for guidance on Customs aspects). However, if ownership of the 
goods passes first to the agent, who then imports and sells them 
to the ultimate customer, the overseas company won’t need to be 
registered for VAT. If the customer’s responsible for importation, 
the vendor doesn’t become liable to register for VAT. Voluntary 
VAT registration’s possible to recover VAT incurred in the UK by a 
UK subsidiary of an overseas company even if its only income is 
from commission or fees charged to its overseas parent.

B)  SELLING INTO THE UK THROUGH A 
UK BASED AGENT 

A distributor differs from an agent in that they acquire goods from the 
non-resident company and resell them in their own name. A distributor’s 
therefore effectively a customer of the overseas business. Selling through 
a distributor in the UK shouldn’t create a UK tax presence for the overseas 
business. However, many of the preceding remarks concerning agents 
apply equally to distributors. For instance, where a UK branch of the 
overseas enterprise acts as a distributor, the branch will be taxed on its UK 
profits. The mark-up made by a UK distributor needs careful reviewing as 
the taxable profit on sales to overseas affiliates will be computed based 
on arm’s-length prices. 

Once again, the VAT implications depend on who’s responsible for the 
importation of the goods into the UK. In these circumstances, it would 
normally be the distributor that’s the importer, meaning the overseas 
company doesn’t need to register for VAT or pay Customs Duties. In the 
unlikely event the overseas company imports the goods in its own name, 
then sells them to the distributor after their arrival in the UK, then the 
overseas company would be liable to register (also refer to the Customs 
Duties section for guidance on Customs aspects).

C)  SELLING INTO THE UK THROUGH A  
UK BASED DISTRIBUTOR 
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The significant increase in e-commerce over recent years has seen the UK 
make a considerable investment at business and government levels to put 
the necessary technological infrastructure in place. 

D) SELLING INTO THE UK THROUGH E-COMMERCE

In the field of direct taxation, there are three main issues: 

1. Whether a website on a server situated in the UK represents a taxable 
presence here. The UK Government’s stated that a server may not in 
itself give rise to a taxable UK establishment. In practice, the nature 
of activities in the UK under the principles considered above will 
determine whether there’s a UK tax presence or not;  

2. To what extent profits are attributable to e-business activities where 
there are related overseas parties, i.e. transfer pricing issues; and

3. Whether a payment represents a royalty in relation to the use of 
digitised products, e.g. online software or music. Generally, if the 
customer utilises the product for his or her own purposes and isn’t 
exploiting it, then the payment wouldn’t normally represent a royalty 
and there wouldn’t be a requirement to withhold tax. 

Generally, if the customer utilises the product for his or her own purposes 
and is not exploiting it, then the payment would not normally represent a 
royalty and there would not be a requirement to withhold tax. 

Direct tax issues  

VAT represents a large proportion of a product’s selling price and often 
plays a major part in the pricing considerations of retail suppliers when 
selling to private consumers (eg customers not purchasing goods or 
services for business purposes). The guidance above applies to sales to 
private consumers. Previous sections of this guide deal with selling to 
business customers.

The principal issues arising in relation to VAT are related to the place of 
supply of goods and services and, in part, to whether the supply’s of 
goods or services. For the purposes of VAT, e-commerce can be divided 
into direct and indirect e-commerce. 

VAT issues 

Indirect e-commerce is concerned with the supply of tangible goods and is 
comparable to shopping by catalogue. In this case, the internet only provides a 
facility through which a prospective customer can view and order goods via the 
vendor’s website.

When a transaction takes place, the goods are delivered in a conventional 
way, e.g. by mail. Because this transaction involves moving goods cross border, 
when selling into the UK, there can be Customs Duties and VAT that need to be 
accounted for and paid. Since 1 January 2021, new rules require overseas sellers 
to register and charge UK VAT on all sales of goods in consignments below £135.  
There’s no Customs Duties on imports of goods below £135 per consignment.

For sales above this threshold, the responsibility for importing the goods will 
depend on the terms of sale with the customer.  If the overseas business has 
placed the responsibility on the customer, they will need to pay the importation 
charges (VAT and Customs Duties). Overseas businesses that decide to take on 
this responsibility for import of the goods, may need to pay the Customs Duties 
and import VAT due. VAT registration may allow any Import VAT due to be relieved 
and recovered, but UK VAT (where due) will need to be declared on the sale of the 
goods to the customer.  

Additionally, the legislation governing imports and exports to and from the EU 
also applies to goods ordered through the internet. 

Direct e-commerce encompasses transactions where the internet provides 
the means of delivery of intangible property or digitised products. Examples 
include software and music. These are treated as services when delivered over 
the internet and the VAT rules applicable to services govern the status of these 
transactions. 

Where digitised products are supplied to private consumers in the UK, the place 
of supply of the transaction’s normally the UK (eg where the customer belongs). 
For business-to-business transactions, the UK business normally accounts for 
VAT and there’s no requirement for the overseas business to register in the UK. 
However, where the supply’s to a non-business or private consumer, the overseas 
supplier has an obligation to register for VAT in the UK and charge UK VAT. 
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FINANCIAL REPORTING & 
ACCOUNTING REQUIREMENTS

STATUTORY ACCOUNTING REQUIREMENTS AND PRINCIPLES 

UK law requires companies to keep adequate accounting records and to prepare accounts for 
each financial year, which have to be filed at Companies House. The requirements for LLPs  
are similar to those for companies. 

Tax legislation requires the retention of records used in the completion of tax returns and 
these must be adequate to support the figures shown on the tax return. Sole traders and 
partnerships must keep records of all receipts and payments and all sales and purchases of 
goods. There’s currently no specific legal requirement as to the form of accounting records to 
be kept by sole proprietors, although there are proposals (referred to as Making Tax Digital) for 
this to be changed and legislation is currently being introduced. 

Certain records are referred to as ‘statutory records’ and are required to be retained by 
legislation. In general, such records are likely to be specified in regimes that require 
transactions to be recorded throughout the course of each monthly or quarterly accounting 
period, for example Value Added Tax (VAT), or for income tax purposes, such as the records 
noted above. The Companies Act 2006 also specifies certain accounting records that must be 
kept.

Generally, tax legislation requires that accounting records be retained - in the case of a person 
carrying on a trade, profession or business alone or in partnership or a company, until the fifth 
anniversary of 31 January next following the year of assessment (which ends on 5 April) or, in the 
case of companies, the sixth anniversary of the end of the period. Otherwise (for non-trading 
records), records must be retained until the first anniversary of 31 January next following 
the year of assessment. If accounting records are kept outside the UK, accounts and returns 
sufficient enough to disclose the financial position of the business and to enable directors to 
prepare a balance sheet and a profit and loss account must be sent to and kept in the UK. 

Requirement to keep accounting records 
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There’s an overriding requirement for a company to prepare accounts, 
usually for 12 months, which shows a true and fair view. If a company has 
one or more subsidiaries, it must also prepare group accounts, unless the 
group’s small or the company is itself a subsidiary of another company 
which meets specific financial reporting conditions, or if the results of the 
subsidiaries taken together are not material to the results of the group. 

The accounts can be prepared under either: 

 ■  UK GAAP (Generally Accepted Accounting Principles, i.e. UK reporting 
standards and all supporting rules and guidelines, including the 
Companies Act 2006), known as Companies Act accounts; or 

 ■  International Financial Reporting Standards (IFRS) as adopted by the 
European Union. 

UK GAAP includes FRS 101 and FRS 102 which were adopted to bring 
UK GAAP more into line with IFRS. Small companies can adopt a 
modified version of UK FRS 102 that follows the standard recognition and 
measurement principles but aren’t required to make the same volume 
of disclosure. Micro-entities can alternatively choose to adopt FRS 105 
which greatly simplifies the reporting requirements. To qualify as a small 
company (or micro-entity) an entity must (with some exceptions) meet 
two out of three criteria for the current and preceding accounting year. 
These criteria are turnover less than £10.2m (£632,000 for micro), gross 
assets less than £5.1m (£316,000) and employees less than 50 (10).  

Any group whose debt or equity securities are traded on a regulated 
market (including the LSE) or on the Alternative Investment Market (AIM) 
is required to apply the IFRS accounts framework in the preparation of its 
consolidated accounts. 

Applicable accounting frameworks 
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AUDIT REQUIREMENTS 

 ■ Has a turnover of not more than £10.2m; 

 ■ Has a balance sheet total of not more than £5.1m; and/or

 ■ Has not more than 50 employees. 

The directors of a company applying this framework must prepare a balance sheet, a profit and loss account, and, in most cases, a cash flow statement for 
each financial year. The Companies Act 2006 prescribes the form and content of the balance sheet, profit and loss account and additional information to be 
provided by way of notes, for example; details of directors’ remuneration. The requirements for LLPs are similar to those applying to companies. 

In addition to the financial statements, the annual report must include a directors’ report and (unless the company qualifies as small) a strategic report whilst 
companies listed on the LSE must also present a directors’ remuneration report and a corporate governance statement. 

Companies Act accounts 

Companies and LLPs must have their accounts audited, unless they qualify for exemption. The rules on eligibility for audit exemption are complex and advice 
should be sought to determine whether the company or LLP’s exempt. Generally, though subject to specific detailed exceptions, accounts don’t have to be 
audited if the company or LLP meets two out of three of the following tests in two out of three consecutive years: 

Who needs an audit? 

In addition, the company or LLP must not trade on a regulated market in a European Economic Area state, be an authorised insurance company, banking 
company or similar trade and must not be part of a group (anywhere in the world) that exceeds the above limits. 

Subsidiary companies are also exempt from the mandatory audit, subject to the following conditions:

 ■ Its parent undertaking must be established under the law of a European Economic Area state and prepare consolidated accounts in accordance with the 
7th Company Law Directive or IFRS; 

 ■ The company’s shareholders unanimously agree to dispense with an audit in the financial year in question; 

 ■ The parent must give a statutory guarantee of all the outstanding liabilities to which the subsidiary’s subject at the end of the financial year; and 

 ■ The company can’t be quoted, nor an investment firm, nor carry on insurance market activity and can’t be a trade union or an employer’s association. 
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When a company decides to set up operations in the 
UK, it’ll inevitably need a space in which to do business. 
The UK has several different options to offer companies, 
depending on the business’ needs and its flexibility in 
location and costs. 

PROPERTY: SETTING UP AN OFFICE

PROPERTY IN THE UK

 ■ Long-term locations (freehold or long-term 
leasehold spaces) 

 ■ Serviced office locations (usually short-term 
leasehold spaces) 

 ■ Co-working spaces (usually licences to occupy)

 ■ In-house at various accelerator and incubators 
(usually licences to occupy)

The four main models of office space available for 
companies are: 

Popular models of office space 

The right that a company acquires will depend on the 
model of office space adopted. The four main models are 
freehold, leasehold, short-term leasehold and licences. 

Property rights in the UK 

The freehold owner of a property will own the premises outright and in 
perpetuity, including the land it’s built on and is responsible for maintaining 
all the property and associated land. It will therefore be necessary to factor 
these costs into the business’ budget. 

The title of a freehold property may be subject to restrictions on use, or to 
rights which favour other land (i.e. easements). Acquiring a freehold title 
can be time-consuming and could take a number of months. It will be 
necessary to instruct a number of industry professionals such as property 
agents and lawyers to assist. 

Freehold property’s routinely accepted as security by lending institutions, 
with the lending institution taking a legal charge (mortgage) over the 
freehold title. Freehold property’s routinely accepted as security by lending 
institutions.

Freehold spaces

A long-term leasehold title in property is for a limited period of time, 
subject to the terms of the lease which is granted by the freehold title 
owner. In the UK, it’s common for freehold owners to grant leasehold titles 
on property for 99 years or more. As with the freehold title, the long-term 
leasehold title will be subject to any existing restrictions on use and rights 
which have been granted to other properties. A premium’s usually payable 
for the acquisition of a long-term leasehold interest but usually with the 
benefit of having a much lower rental price, and the ability to transfer the 
lease without the need for the landlord’s consent. 

It’s advisable to seek assistance from specialists when entering a long-
term lease to assist in negotiations and the mandatory registration with 
the Land Registry. As with freehold land, long-term leasehold interests are 
commonly accepted as security by lending institutions. 

Leasehold spaces 
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While most companies run their businesses from premises under a lease 
of between five and 25 years, there’s no maximum or minimum length 
of lease and short-term leases are becoming increasingly common. The 
benefit of these shorter-term leases is that it allows newly-formed UK 
companies the flexibility to relocate as they expand. 

Premiums aren’t usually payable for the acquisition of a short-term 
leasehold interest. However, the rent prices are usually more expensive 
than with long-term leases, and are commonly subject to review at the 
current open market rate every five years. Many landlords may seek a 
guarantee (or large security deposit) from the parent corporation when 
the company acquiring the lease is a newly formed UK entity. Under a 
short-term lease, rent’s usually payable quarterly in advance, and the title 
can be transferred with the landlord’s consent. 

Short-term leasehold 

Licences are usually used for co-working and in-house accelerator/
incubator models of office space. 

Unlike a leasehold or freehold interest, a licence doesn’t grant a 
proprietary right in property, but it does grant permission to occupy the 
property. Unlike a lease, the occupier of a property under a licence doesn’t 
have exclusive possession of the property and it can’t transfer the licence 
to a third party. The period of occupation under a licence doesn’t have to 
be fixed. 

License to occupy 

When considering which model’s suitable, the business will need to 
consider the costs involved. The typical costs associated with obtaining 
freehold and long-term leasehold title to real estate in the UK are legal 
costs, surveying costs, Land Registry fees, stamp duty land tax (SDLT), and 
local searches and enquiries. 

Subject to various reliefs and exemptions, stamp duty land tax (SDLT) is 
payable on ’land transactions’ in England, Wales and Northern Ireland 
whether or not the person acquiring or taking an interest in the property 
is resident or non-resident. SDLT’s payable on property or land over a 
certain price. The current threshold’s £125,000 for residential properties 
and £150,000 for commercial properties. 

For commercial freehold property over £150,000, the SDLT’s payable at 
0% on the price up to £150,000, and increases incrementally to 2% on the 
amount between £150,001 to £250,000, and 5% on the remaining portion 
above £250,000. 

For commercial leasehold property, the SDLT’s payable on the purchase 
price of the lease premium and the value of the annual rent payable 
(which represents the net present value of rent (NPV)). Where the NPV is 
less than £150,000, the tax rate’s 0%. This increases incrementally to 1% on 
the portion between £150,001 to £5,000,000 and 2% for any portion above 
£5,000,000. 

Local searches and enquiries - prior to committing to the purchase of 
freehold title or acquisition of leasehold title, searches will be carried out 
with the local authority to confirm whether there are any issues (including 
use restrictions) which may affect the property. 

Associated costs 
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THINGS TO CONSIDER WHEN LEASINGTAXATION OF PROPERTY 

TAXATION OF LAND AND BUILDINGS 

The tax treatment of rental income and profits made from the sale of land or 
buildings must be considered separately. 

The tax treatment of profit made from the sale of land or buildings will depend 
on both the owner’s situation, e.g. tax residence, and the circumstances in  
which the property’s been held. Broadly, these circumstances fall into  
three categories: 

Sale of land or buildings 

1. Property developer/trader - all property will be treated as stock-in-trade and 
any profits made on sale will be taxed as trading income. 

2. Investor - all property will be treated as an investment. 

3. Other trader - property held for the purpose of a non-property trade will be 
treated as a capital asset. 

In the last two categories, any profits or losses on sale should be assessed under 
the CGT regime (or as a capital gain/loss subject to corporation tax where the 
taxpayer’s a company). 

There’s also a specific anti-avoidance rule which applies where a capital gain’s 
arisen in certain circumstances. This rule applies to tax gains as income and 
applies to everyone, regardless of residence, if the land or building’s in the UK. 

Circumstances where this applies includes when land’s developed or acquired 
with the main objective of realising a gain on disposal and where the gain’s 
realised in capital form on the sale of shares in a company owning the land or 
building, rather than of the property itself. 
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In addition to CGT on the increase in the capital value of land, a 
specific tax can now be levied by the Local Authority (LA) on the 
growth in land value that occurs when the owner obtains planning 
permission to develop it (i.e. build houses or commercial buildings on 
the land). The Community Infrastructure Levy (CIL) has operated since 
6 April 2010. The rate of the CIL (per square metre of developed land) 
for a particular location will be set by the LA, so may vary considerably 
from region to region. 

Growth in land value 

Profits from the letting of land and buildings in the UK are taxable in the 
UK, wherever the recipient’s resident. Profits are broadly determined in 
the same way as trading profits. Relief’s available for most related costs, 
interest on a loan taken out to purchase the property is also allowable. 
However, all financing costs incurred by a landlord will be given as 
a basic rate tax reduction, rather than as a deduction. There are also 
rules which restrict tax relief for interest on highly geared investments 
where the lender and borrower are connected. The other main tax relief 
available is capital allowances, available on plant and machinery. 

If you let out residential property, you may be able to claim a deduction 
for the cost of replacing domestic items such as movable furniture, 
furnishings, household appliances and kitchenware. Prior to April 2016, a 
10% ‘wear and tear allowance’ was available - this has now been replaced 
by the ‘replacement of domestic items relief’, which is only available for 
expenses incurred from 6 April 2016 for income tax purposes. 

Unlike the wear and tear allowance, for the new relief to apply the 
dwelling house can be unfurnished, part furnished or fully furnished. 
However, an expense must actually be incurred on purchasing a 
replacement domestic item, which must be solely provided for use 
by the tenants of that property and, additionally, the old item must no 
longer be available for use in that property. The initial cost of purchasing 
domestic items for a property isn’t a deductible expense. Relief’s only 
available for replacement items. 

Rental income 

Where the owner’s resident in the UK, rental profits are 
included in aggregate taxable income for the year. For 
individuals, the basis period for property income is the tax 
year itself. So, while it’s okay to make up rental accounts to 
a date other than 5 April if an individual chooses to do so, it 
will be necessary to apportion two sets of accounts - on a 
daily basis - to arrive at the taxable profit or loss for the tax 
year. 

Partnerships and LLPs carrying on a trade or profession, 
and individuals whose letting itself amounts to a trade (e.g. 
hotels or guest houses) are instead taxed on the property 
income accruing in the accounting period ending in the 
relevant tax year. 

Companies are taxed on the rental profits accruing in each 
accounting period as part of their overall profits subject 
to corporation tax. Where the owner isn’t resident in the 
UK, rental income will be liable to income tax, whether the 
owner’s an individual, company or other entity. Income 
tax at the standard rate (currently 20%) will be withheld 
by the tenant (or, more usually, the UK agent managing 
the property) from the gross rental payments under the 
‘non-resident landlord scheme’, with the tax deducted at 
source franking the non-resident’s eventual tax liability 
on the income. On application by the landlord, HMRC 
will authorise rents to be paid without such deductions. 
In these circumstances, the landlord would instead be 
required to pay the UK tax arising through the UK self-
assessment system, including any higher or additional 
rate tax due. However, for a non-UK resident company 
which doesn’t have a UK permanent establishment (and 
is therefore not within the charge to corporation tax on its 
property income) the 20% income tax withheld at source 
under the non-resident landlord scheme, is regarded as 
satisfying its entire income tax liability on the property 
income arising in the UK. 
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The general rule is that relief is given at 18% on the reducing-
balance method. However, 100% relief can currently be obtained 
on up to £1,000,000 of qualifying investment (known as the annual 
investment allowance) in the year of purchase and on approved 
energy-efficient plant and machinery with no maximum limit. 

Some items of plant are classed as ‘integral features’ and allowances 
available on these items are restricted to 6% on a reducing balance 
basis. Typical examples of integral features are air conditioning, hot 
and cold water systems and lifts. Experience shows that on average 
between 12% and 24% of the cost of a new office building will qualify 
as plant and machinery depending on the level of fitting out.

There’s a recently introduced ‘Super Deduction’ for certain new 
assets purchased between 1 April 2021 until 31 March 2023 which 
allows relief at 130% rather than 18% and 50% rather than 6%  for 
certain assets. If this may be of interest contact us for further details. 

Purchase of second-hand property is a complex area. The difficulty 
is in deciding the proportion of the total purchase price that relates 
to fixed plant and machinery. For acquisitions of a building, both the 
purchaser and the seller must agree a proportion of the purchase 
price attributable to the fixtures within two years of the transaction. 
They must notify HMRC of this amount by means of a joint election. 
If the parties cannot agree on a figure, the matter must be referred 
to a tribunal if it appears material to the tax liability of either of them. 

Where a building which includes fixtures is acquired second-hand 
by a business, the new owner will only be able to claim capital 
allowances on the fixtures if the previous owner had pooled the 
fixtures for capital allowances purposes before it sold the building. 

Where second-hand buildings were purchased before April 2012 
and no capital allowances were claimed on the fixtures by April 2012, 
there is no time limit on starting to claim the capital allowances. 

Plant and machinery 

This scheme applies to any business in the construction industry that can be 
defined as a contractor (the person making the payment) or subcontractor 
(the person receiving payment) that is carrying out construction operations. 
This is defined quite widely and includes internal cleaning of a property during 
its construction, alterations or repair work, and internal and external painting. 
It also applies to non-construction businesses which are commissioning 
construction work on their properties if they spend more than £1m per year 
over a three year period on construction operations. 

Any contractor falling within the scheme must register with HMRC and follow 
certain requirements to ensure that the subcontractors they deal with are paid 
correctly. These include: 

Construction industry scheme 

 ■ Verifying sub-contractors with HMRC; 

 ■ Paying sub-contractors in the manner prescribed by HMRC (making 
deductions of tax as appropriate); 

 ■ Sending monthly returns to HMRC, detailing payments to sub-contractors 
and deductions made from them; and 

 ■ Keeping proper records. 

Stamp Duty Land Tax (SDLT) is payable on UK land and building transactions 
and the rates are between 0 and 12% on the consideration paid for residential 
properties. SDLT is charged at increasing rates for each portion of the price. 
Since 1 April 2016, an additional 3% charge has applied to purchases of 
residential properties which won’t be used as the purchaser’s main residence.

In Scotland, Land and Buildings Transaction Tax (LBTT) replaced SDLT with 
effect from 1 April 2015. The rates of LBTT for residential property range from 
0 to 12%, with the 12% applying to consideration over £750,000 as opposed to 
over £1.5m for SDLT. LBTT’s also applied progressively. An additional 3% charge 
applies to purchases of residential properties which will not be used as the 
purchaser’s main residence. 

Stamp duty land tax 
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The VAT treatment of dealings in property and land is complex and the regular subject 
of litigation. Different rules apply depending on whether the property is residential or 
commercial and whether exploitation is by way of sale or lease. The large amounts of 
money involved in property transactions mean mistakes can be costly, with the added 
risk of interest and penalties imposed by HMRC if you get it wrong. Consult us at an early 
stage for expert help in ascertaining the VAT profile of your proposed project. 

Value added tax   

The sale of the freehold of a new commercial building (‘new’ being defined as less 
than three years old) is subject to VAT at the standard rate. The sale of the freehold 
of ‘old’ commercial building or land and the grant of a leasehold interest in either 
new or old property or land is exempt from VAT. However, a vendor or landlord 
may make an ‘Option to Tax’ on the property and charge VAT at the standard rate 
on the sale proceeds or on rental payments. The major advantage of making an 
Option to Tax is that the landlord can recover VAT on costs relating to the opted 
property. The purchaser or tenant can normally recover VAT charged on rent 
provided they are using the property for taxable purposes. Once made, an Option 
to Tax cannot usually be revoked for a period of 20 years.

Written notification of the Option to Tax must be made to HMRC within 30 days 
of the date of the Option and, in some cases, prior permission’s required. The 
Option will take effect from the day on which it’s made, or a later date specified – 
although, in some cases, options can be disapplied by HMRC where  
anti-avoidance provisions apply. 

VAT liability - commercial property 

For non-residential or ‘mixed’ property, SDLT applies at rates ranging from 0% to 5% on 
a block basis. Non- residential property transactions in Scotland are subject to LBTT 
rather than SDLT. Rates applicable range from 0 to 4.5% with 4.5% applying where the 
consideration exceeds £350,000. Special rules apply to leases. 

Special rates of SDLT also apply where residential property’s purchased by a ‘non-natural 
person’, which includes companies. This rate is 15% for property costing over £500,000. 
In addition, such properties are also subject to an annual tax, called the Annual Tax on 
Enveloped Dwellings (ATED). Exemptions from ATED will apply where the property’s 
used for specified, qualifying purposes, including certain letting arrangements. 
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ATED is an annual tax that’s mainly payable by companies 
that own UK residential property valued at more than 
£500,000. The amount payable is based on the value of the 
property, and the charges for the year from 1 April 2021 to 31 
March 2022 can be seen in table 3. 

There are certain reliefs from the charge which apply, for 
example, where the property is let to an unconnected third 
party on a commercial basis, where it is being developed for 
resale, or where it is open to the public for at least 28 days 
per year.

Table 3: ATED annual charges

ANNUAL TAX ON ENVELOPED  
DWELLINGS (“ATED”)

PROPERTY VALUE ANNUAL CHARGE

£500,000 - £1m £3,700

£1m - £2m £7,500

£2m - £5m £25,200

£5m - £10m £59,100

£10m - £20m £118,600

£20m+ £237,400

The first sale of freehold or grant of a lease in excess of 21 years (20 
years in Scotland), by the person constructing or, in some cases, 
converting residential property’s zero-rated. Zero-rating’s a nil rate 
of VAT, but VAT on related costs can be recovered. Other supplies 
of residential property are exempt from VAT (therefore VAT on the 
associated costs is irrecoverable). The Option to Tax (see above) does 
not apply to supplies of interests in residential property. 

VAT liability - residential property 

The place of supply of transactions relating to UK land is the UK. 
Overseas businesses owning UK land may, depending on the VAT 
liability, be entitled or obliged to register for UK VAT. 

Place of supply  

BUSINESS RATES 

Businesses are required to pay a tax (known as the uniform 
business rate) based on the value of the property in respect of land 
and buildings at a level that set by central government. The set 
multiplier’s applied to the rateable value of the property to calculate 
the charge. 

A revaluation of rateable properties was undertaken in April 2015 
and came into effect from 1 April 2017, which has led to large 
increases in business rates bills across the country. Some reliefs 
are available, particularly for small businesses. The Scottish 
Government and the Welsh Assembly set these levels in Scotland 
and Wales. In addition County Councils, Unitary District Councils 
and the Greater London Authority all have a right to levy a business 
rates supplement to fund additional projects which improve the 
economic development of their area. The right to charge is subject 
to a maximum levy of 2p on the multiplier.
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Businesses and investors coming to the UK must comply with regulatory law governing how they operate. This law changes often and the compliance 
burdens on businesses are increasing. A detailed exploration of these issues is outside the scope of this booklet, and the following represents an overview only. 

There are minor differences in the legal systems of England, Wales and Northern Ireland. However, many aspects of the Scottish legal system, in particular 
property law, are quite different and appropriate advice should be obtained when setting up a business there.

Legal systems 

REGULATORY ENVIRONMENT 

There are no exchange controls in the UK.

EXCHANGE CONTROLS 

The Proceeds of Crime Act 2002 (supplemented by the Money Laundering Regulations 2017) extended the offence of money laundering to the proceeds of 
any crime. Money laundering’s now so widely defined that it includes, for example, benefits (in the form of saved costs) arising from a failure to comply with a 
regulatory requirement where that failure’s a criminal offence. 

The regulated sector required to disclose knowledge or suspicion of money laundering to the law enforcement agencies includes banking, financial services, 
life insurance, bureaux de changes and other money service businesses, estate agents, casino operators, insolvency practitioners, tax advisers, accountants, 
auditors, and businesses providing services in relation to the formation, operation or management of a company or trust. 

The principal money laundering offences include: 

Money laundering 

 ■ Concealing, disguising, converting, transferring or removing criminal property;

 ■ Becoming concerned in an arrangement in which someone knowingly suspects or facilitates the acquisition, retention, use or control of criminal property 
by or on behalf of another person; and 

 ■ Acquiring, using or possessing criminal property. 

The legislation includes offences of failing to report suspected money laundering, ‘tipping off’ about a money laundering disclosure, ‘tipping off’ about a 
money laundering investigation and prejudicing a money laundering investigation. It’s a criminal offence for those employed in the regulated sector to fail to 
report knowledge, or even reasonable suspicion, of any criminal activity giving rise to the proceeds of crime.
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The Bribery Act, introduced rigorous new anti-corruption regulations that 
affects individuals and all businesses that are either incorporated or carry 
on business in the UK. 

The Act introduced two general offences covering the offering, 
promising or giving of a bribe (active bribery) and the requesting, 
agreeing to receive or accepting of a bribe (passive bribery). It also sets 
out two further offences which specifically address commercial bribery – 
bribery of a foreign public official in order to obtain or retain business or 
an advantage in the conduct of business, and failure to prevent bribery 
on behalf of a commercial organisation. It’s the last of these offences that 
will affect commercial organisations the most. 

A business or organisation will be guilty of an offence if it fails to prevent 
an ‘associated person’ from bribing another with the intention of 
obtaining or retaining an advantage for the business or organisation. 
‘Associated person’ is defined widely and can include employees, agents 
and subsidiaries depending on the circumstances. 

Two areas that businesses should be particularly alert to are corporate 
hospitality and facilitation payments (small payments to public officials 
designed to ensure the prompt performance of duties). However, 
corporate hospitality will only amount to bribery if it can be proved that 
the person offering it intended the recipient to be influenced to act 
improperly. 

Organisations found guilty of an offence can face an unlimited fine 
and be banned from bidding for EU public contracts. If found guilty of 
indictment, individuals can be subject to a maximum penalty of ten 
years’ imprisonment and an unlimited fine.

BRIBERY ACT 2010 

It’s a criminal offence in the UK if a business fails to prevent its employees 
or any person associated with it from facilitating tax evasion. Businesses 
will need to ensure that they are aware of, and have control over, how their 
employees, agents or service providers are operating to reduce the risk of 
exposure to the new offence. 

The offences are expected to increase compliance requirements across 
all business sectors. Businesses are likely to have to conduct more due 
diligence in relation to their suppliers, contractors and employees and will 
probably have to look much more closely at where, and the manner in 
which, payments are made for goods and services, especially if offshore 
accounts are involved or payments are made in cash. 

The first offence applies to all businesses, wherever located, in respect of 
the facilitation of UK tax evasion. The second offence applies to businesses 
with a UK connection in respect of the facilitation of non-UK tax evasion.

The offences apply to companies, limited liability partnerships, limited 
partnerships and partnerships. They make a business vicariously liable for 
the criminal acts of its employees and other persons ‘associated’ with it, 
even if the senior management of the business wasn’t involved or aware of 
the criminal activity. ‘Associated persons’ are employees, agents and other 
persons who perform services for or on behalf of the business, such as 
contractors, suppliers, agents and intermediaries. 

A business will have a defence if it can prove it had put in place reasonable 
prevention procedures to prevent the facilitation of tax evasion taking 
place, or that it wasn’t reasonable in the circumstances to expect there to 
be procedures in place. Aside from the possibility of incurring a heavy fine, 
a successful prosecution under either of the new offences could give rise 
to serious reputational damage for an organisation. 

CRIMINAL FINANCES ACT 
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The storage of personal data and how it’s used by organisations or  
businesses is governed by The Data Protection Act 2018 (DPA). This is the  
UK’s implementation of the General Data Protection Regulation (GDPR)  
which came into force on 25 May 2018.

The DPA outlines a set of data protection principles to ensure that personal 
data is safeguarded and only used for specified, explicit purposes. When 
processing data, it’s necessary that individuals give their consent and the 
processing be for a necessary purpose, for example in connection with 
performance of a contract or to protect the vital interests of the individual.  
It also covers the rights of individuals to access information which is held  
about them. 

The business must have safeguards to prevent unlawful or unauthorised 
processing of data and its loss or destruction. You’ll need to appoint a Data 
Protection Officer (DPO) if your organisation regularly processes personal data. 
This is to help you demonstrate compliance and advise on your data protection 
obligations. The DPO must be independent but can be a staff member of your 
organisation or contracted externally. The DPO is the key contact for  
data subjects and the Information Commissioner’s Office (ICO).

The ICO can issue monetary penalties for failing to comply with data 
protection legislation. There are two tiers of penalty:

 ■  The higher maximum - £17.5 million or 4% of the total annual worldwide 
turnover in the preceding financial year, whichever is higher.

 ■  The standard maximum - £8.7 million or 2% of the total annual worldwide 
turnover in the preceding financial year, whichever is higher.

DATA PROTECTION 

 ■ Directly or indirectly fix purchase or selling prices or any other trading 
conditions; 

 ■ Limit or control production, markets, technical development or 
investment; 

 ■ Share markets or sources of supply;

 ■ Apply dissimilar conditions to equivalent transactions with other 
trading parties, placing them at a competitive disadvantage; or

 ■ Make the conclusion of contracts subject to supplementary 
obligations that have no connection with the subject of the contract. 

COMPETITION 

Competition law’s effected through both UK and (until Brexit) European law. 
It’s designed to maintain a competitive economy by controlling the ability of 
companies to operate through a monopoly in their respective areas. In the 
UK, the main authority’s the Competition and Markets Authority (CMA) that 
encompasses the whole economy and aims to promote competition, both 
within and outside the UK, for the benefit of consumers. 

The CMA’s role is supplemented by a number of others in relation to 
particular sectors such as energy, financial services, telecommunications 
and broadcasting, water, etc. As of 1 April 2015, the Financial Conduct 
Authority has extensive powers to require the self-reporting of significant 
competition infringements, which the CMA and others do not enjoy. 

The Competition Act 1998 contains prohibitions on matters that prevent, 
restrict or distort competition or which affect trade within the UK, or 
conduct by undertakings amounting to abuse of a dominant position. The 
regulations give a non-exhaustive list of the types of agreement that will be 
caught, namely those which: 

Failure to comply with the legislation has significant consequences 
for both companies and individuals including fines (up to 10% of group 
turnover), contract becoming void and criminal sanctions for individuals.  
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Mergers are regulated by the CMA under Part III of the Enterprise Act 
2002. In certain narrow cases of public interest, the Secretary of State’s 
also involved in the decision-making process. 

The UK has a wide definition of merger. It includes not only obtaining 
legal control, but also de facto control and obtaining material 
influence. The acquisition of material influence through voting 
rights or by other means may be sufficient and has been found at 
shareholdings below 18%. Therefore, many minority investments and 
participations are to be assessed as if they were mergers in the regular 
sense, providing the jurisdictional thresholds over the page are met.

A transaction may be investigated by the CMA if the merger meets 
either the:

ACQUISITIONS AND MERGERS

 ■ Share of supply test. This is met if the transaction creates or 
enhances a 25% share of supply or purchases in the UK or a 
substantial part of the UK. 

 ■ Turnover test. This is met if the business being acquired has a UK 
turnover in excess of £70 million in the previous business year. 

If the jurisdiction thresholds aren’t met, the authorities can’t 
intervene and examine it. There’s no obligation to notify a merger to 
the UK authorities even if these jurisdictional thresholds are met or if 
it may have anti-competitive effects.
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Business ownership’s complex and so are the questions our clients face every day.  
With challenges ranging from financial management, recruiting and retaining people, to 
managing property, funding growth or strategic planning. A single speciality is no longer 
what’s expected from business advisors and accountants. 

That’s why at Fortus, we offer a full range of advisory services. We’re one team, with many 
talents helping our clients deliver on their ambitions.
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NOT FOR PROFIT  
& CHARITIES

PERSONAL 
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Disclaimer - for information of users: This Guide is published for the information of clients.  
It provides only an overview of the regulations in force at the date of publication and no action should be taken without 
consulting the detailed legislation or seeking professional advice. While every effort has been made to ensure that the 

information contained in this guide is accurate and up to date, we live in a complex and rapidly changing world.  
Fortus cannot accept any responsibility for any loss occasioned by any person acting or refraining from action as a  

result of the material contained in this guide unless they have engaged with us and sought our specific advice.52
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