
Investing in the UK - Different 
Perspectives 



Agenda 

  Setting up a company in the UK 
  Taxation 
  M&A / Raising Finance   
  Q&A 



BRANCH (UK ESTABLISHMENT) 
 VS SUBSIDIARY? 



Branch vs Subsidiary 
BRANCH 

  Same legal entity as non-UK 
company 

  Non-UK company liable 
under contracts 

  Subject to UK Corporation 
Tax on UK “Permanent 
Establishment” profits 

SUBSIDIARY 

  Separate legal entity 

  Liability ring fenced in the UK 
within subsidiary 

  Subject to UK Corporation 
Tax on Worldwide Income 



Branch vs Subsidiary 
BRANCH 

  No statutory audit 
requirement 

  Must file non-UK (audited) 
financial statements on 
public record 

  Can be perceived to be a 
“weak” presence in the UK 

SUBSIDIARY 

  Statutory audit required if 
criteria met 

  Must file UK GAAP financial 
statements of subsidiary on 
public record 

  A “strong” presence in the 
UK 



Branch vs Subsidiary 

BRANCH 

  Can be time consuming to 
register 

  Must have at least one UK 
based representative 

–  “chicken-and-egg” 

SUBSIDIARY 

  Simple to incorporate 

  Must have at least one 
director (not necessarily UK 
based) 



Branch vs Sub - Conclusion 
  Branches 

–  double tax relief available 
–  do not ring-fence UK liabilities 
– must disclose non-UK financial statements 
–  do not need a separate audit 
–  perceived to be a “weaker” UK presence 

  Subsidiaries 
–  Could be double tax relief problems 
–  need UK GAAP financial statement 
– may need to be audited (= additional cost) 
–  simple to incorporate 
–  perceived to be a “stronger” UK presence 



EMPLOYMENT TAXES 



Employment Taxes 

  UK Taxes on employment income: 

–  Income Tax at 0%, 20%, 40% and 45% 

– Employee’s Social Security at 0%, 12% and 2% 

– Employer’s Social Security at 0% and 13.8% 



Employment Taxes 

  Taxation of an individual earning £40,000 per annum… 
                 £ 

Salary     40,000 
Income Tax     (6,400) 
Social Security     (3,900) 
Net Salary      29,700 

…plus Employer’s Social Security of £4,500 

Therefore, total cost to the employer of £44,500 



Employment Taxes - Planning 

Social Security Exemption 
  For individuals on secondment from Spain to the UK, 

there is no liability to Social Security for the first 52 
weeks 

  This is an immediate saving of £3,900 for the 
employee and £4,500 for the employer (based on 
previous example) 



Employment Taxes - Planning 

Claim for overseas work days 

  If employee spends some time working outside of the 
UK, the salary corresponding to the proportion of work 
days spent outside of the UK can be excluded provided 
that it is not remitted to the UK 



Employment Taxes - Planning 
  Example – an employee earning £40,000 but spending 

2 days a week (i.e. 40%) working in various European 
countries… 
                  £ 

Salary      40,000    (only £24,000 taxable) 
Income Tax     (4,800) 
Social Security     (    -      )    (52 week exemption) 
Net Salary      35,200 

 This represents a £5,500 tax saving for the employee 
and a £4,500 saving for the employer 



Employment Taxes - Planning 

Claim for living expenses 

  If an employee is seconded temporarily to the 
UK and the secondment is expected to last for 
less than 24 months then certain living 
expenses are tax deductible 



Employment Taxes - Planning 

  Tax Deductible Living Expenses: 
–  Accommodation costs 
–  Subsistence (3 meals a day, 7 days a week) 
–  Council Tax (approx. £150/month) 
–  Utility Bills (Gas, Electricity and Water rates) 
–  Home to Office travel costs 

  Non Tax Deductible Expenses: 
–  School fees 
–  Family costs 
–  Home telephone, broadband and cable TV 



Employment Taxes - Planning 

  Example – an employee earning £40,000 is seconded 
to set up a UK office which is expected to take 18 
months. Living in London, he spends around £1,800 
per month on deductible expenses.  

  He also spends 2 days a week travelling to the 
European offices.  



Employment Taxes - Planning 
  The taxable salary is reduced by 40% for 

overseas workdays and then by a further 
£21,600 for qualifying living expenses: 

                  £ 
Salary      40,000    (only £2,400 taxable) 
Income Tax         (480)  
Social Security      (    -     )    (52 week exemption) 
Net Salary     39,520 

 This represents a £9,820 tax saving for the 
employee and a £4,500 saving for the employer 



CORPORATION TAX 



Corporation Tax 

  UK resident compaines ( and branches) pay 
taxes based on their profits for an annual 
accounting period, the period is determined by 
the company 

  The UK tax year for companies run from 1 April 
to 31 March, and rates are set for each of these 
tax years. 



Corporation Tax 

  Changes are being made to Corporate taxes in 
the UK, presently there are two rates 20% and 
23% depending on size. ( group size if there is a 
group), for 2014 this will be 20% and 21%. 

  Budget 2013 announced that from  1 April 
2015 there will only be one rate of 20% for all 
compaines.  



Corporation Tax 

  Non-tax deductible expenses: 
– Client entertaining 
– Capital Acquisitions (i.e. cost of cars, equipment, 

etc…) 
– Depreciation 

  Extra Tax deductible expenses: 
– Capital Allowances (Tax Depreciation) 
– Research & Development relief 
– Stock Option Scheme deductions 



Research & Development in UK 

  Small & Medium Sized Companies and Branches can 
claim a 225% deduction for qualifying R&D 
expenditure, with the possibility of a cash refund of 
25% of R&D expenditure  

  Large Company Scheme, can claim 130% deduction 
but no tax refund 



Patent Box regime 

  Corporation Tax rate reduced to 10% on profits 
from patents 

  Introduced from 1 April 2013 
  Phased effect so full benefit of regime not 

enjoyed until 2017/18 

  Attractive to combine R&D and holding of 
Patents in UK 



Corporation Tax 

  How do you calculate UK profits? 
  It depends… 

  Are you providing services from the UK to India 
or the end client? 



Corporation Tax 

Spain 

 UK Branch as Service Provider to Spain 

UK 

Spanish 
Company 

UK Branch 

Provides Services 

UK Client 

Provides Services 



Corporation Tax 

Spain 

Branch as Service Provider to UK Client 

UK 

Spanish 
Company 

UK Branch 

Provides Services 
UK Client 

Provides Services Cost Allocation 



VALUE ADDED TAX 



Value Added Tax (“VAT”) 

  VAT is charged at 20% on certain supplies made in the 
UK 

  This means that most UK businesses charge VAT on 
their sales invoices and incur VAT on their costs 

  The net of VAT charged and incurred is payable/
recoverable from HM Revenue & Customs 



Value Added Tax (“VAT”) 

  It is very important to understand your liability 
for VAT in the UK as failure to charge VAT when 
due can result in large penalties and liabilities 

  Similar, failure to register for VAT when eligible 
to register can result in non-recovery of VAT 

  As always, take advice early on 



The UK M&A Market 

•  Landscape was changing on a daily basis 
•  Common theme - “Why buy now? It will be cheaper in a week’s time.” 
•  3rd and worst recession in last 30 years 
•  Financial Austerity Measures 
•  However, still activity taking place……..but creativity is going to be the 

key to completing deals. 
•  Key issue for UK acquirers is access to traditional debt finance 



Market Conditions 
  Banks  

–  Asset backed deals  
–  Reducing Acquisition Finance Teams 
–  Reduced lending capacity especially on deals > 2m 
–  More selective only the top 20% of deals compared 

to 3 years ago 

   Next 12 months we anticipate things to 
continue to show signs of improvement 

   EBIT multiples will continue to be lower 



Equity 

•  Changes in PE Industry 
•  Lack of deals 

 Debt problem 
 Exit problems  

•  Mezzanine available 
•  Vendor replaces private equity 



Conclusions 

  Why is Now a Good Time to look at the UK? 
•  Vendor aspirations realistic. 
•  Opportunity to benefit from valuation upside when markets & 

UK economy improve. 
•  Vendors willing to be flexible. 
•  Sales of non-core divisions to raise finance. 
•  Banks are keen to lend to right opportunities. 



Questions ? 
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Kingston Smith LLP 
Devonshire House 
60 Goswell Road 

London EC1M 7AD  

Telephone +44 20 7566 4000 
Fax +44 20 7566 4010 

Web: www.kingstonsmith.co.uk  



Disclaimer  

 This presentation covers topics only in general terms and are intended to give a wide audience, an outline 
understanding of issues in tax, and therefore cannot be relied on to cover specific situations; applications of 
the principles set out will depend on the particular circumstances involved. Furthermore, responses given in 
the seminar to questions are based on only an outline understanding of the facts and circumstances of the 
cases and therefore do not form an appropriate substitute for considered specific advice tailored to your 
circumstances. We recommend that you obtain professional advice before acting or refraining from acting on 
any of its contents. We would be pleased to advice you on the application of the principles outlined in this 
presentation to your specific circumstances, but in the absence of such specific advice cannot be responsible 
or liable.  


