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INTRODUCTION

THE UK’S FISCAL
LANDSCAPE
WILL CHANGE AS
GOVERNMENT
SEEKS TO MAINTAIN
OUR GLOBAL
COMPETITIVENESS.
Over the past 40 years our tax laws have
become entwined with the regulations
within the EU, which look to ensure a level
playing field for companies across the union
and therefore support the four pillars of
freedom for members.
As the UK government work through the
economic impacts of Brexit and how they
might be able to cushion the downside and
support the upside through fiscal incentives,
they will also need to unwind the complex
connections between domestic and EU laws.
In the following pages we explore what we
consider to be the key tax changes and other
economic changes that may impact the tax
position for UK businesses in order to help
them plan for Brexit and maintain their
competitive edge.
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CUSTOMS DUTY CHANGES
ARISING FROM BREXIT

CURRENT STATE OF AFFAIRS

LIKELY CHANGES DUE TO BREXIT

The UK is currently part of the EU Customs
Union, consisting of all EU member states
plus the following territories:

On a formal exit from the EU, following the
completion of the Article 50 process, the
UK will no longer be part of EU’s Customs
Union. As a result, the external EU customs
duty tariff could be imposed on goods
imported from the UK. As customs duties
on imported goods and materials are an
absolute cost, this is likely to make it less
attractive for EU companies and consumers
to source goods from suppliers in the UK.

• Channel Islands and Isle of Man
• Andorra
• Monaco
• San Marino
• Turkey.
The EU Customs Union gives the member
states the following Customs landscape:
• There are no customs duties payable
on goods moved between jurisdictions
within the Customs Union
• There is a common external customs
duty tariff imposed on goods entering
the customs union, regardless of which
jurisdiction they first enter through
• There are a number of special procedures
available to companies, offering duty
savings and cash flow advantages.

Similarly, the UK Government may extend
the current UK customs duty tariff to
imports from countries within the EU
Customs Union, adding costs for UK
companies reliant on raw material and
finished goods from EU suppliers.
Another related issue for UK businesses
to be aware of is that an exit from the EU
will mean that the UK no longer has access
to the EU’s 34 external trade agreements
with countries and trading blocks around
the world.

This could also lead to increased customs
duties on goods imported into these 53
other jurisdictions – making UK goods
potentially less competitive in those
markets. This could also increase the cost
of goods and materials imported from these
countries, as well as the EU Customs Union
members, for UK businesses and consumers.
Practical barriers would also arise as all
goods would need to be customs cleared,
adding time, complexity and cost to value
chains.
Currently there are various customs reliefs
available for companies importing goods
into the UK, such as Customs Warehousing
and Forward Processing Relief. As and when
the UK Government consider independent
UK tax legislation post Brexit, these may
well be recreated in order to provide UK
companies with the reliefs they need to
remain competitive.
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WHAT SHOULD UK BUSINESSES BE DOING
TO PREPARE FOR THESE CHANGES?
The potential for increases in costs for UK
businesses importing and exporting goods
and materials, means that UK Businesses
should start to consider the following as part
of their Brexit readiness planning:
• Are sales within the EU large enough
to justify moving manufacturing and
operations to an EU site to avoid a
customs duty hit on margins?
• For imports, how would total costs
(including duties) compare from EU
suppliers v potential non-EU suppliers?
• For current EU imports, can suppliers be
changed easily? If not, do prices of goods
need to be increased?
• For importing materials or unfinished
goods in from outside the EU, is there
a need for parallel inbound warehouses
(one EU based and one UK based)?
• Is it economic to operate parallel sites in
the EU and UK?
• Can prices be increased to absorb
the additional duty cost and if so, by
how much?
Finally, customs duties work both ways;
it is likely that the UK will impose duties
on EU imports if a comprehensive free
trade arrangement with the EU cannot be
maintained. Therefore, European businesses
may be looking to acquire UK businesses to
protect or expand their UK trade.

FOR BUSINESS OWNERS,
CONSIDERING AN EXIT
IN THE NEXT FEW YEARS,
CAN THIS BE BROUGHT
FORWARD WITH A
SALE TO AN EU-BASED
COMPETITOR BEFORE THE
BREXIT NEGOTIATIONS ARE
FINALISED.
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WHAT COULD CHANGE FOR THE
MOST EUROPEAN OF TAXES – VAT?

CURRENT STATE OF AFFAIRS

The current EU Value
Added Tax (“VAT”) system
is part of the fiscal union
which operates across
the 28 member states.
Although each member
state has its own national
VAT legislation, the basic
principles and operation of
the VAT system has its roots
in the EU Directives and the
European Court of Justice
is the ultimate legal arbiter
in disputes.

VAT is a business sales (or consumption
tax) which “cascades” through the supply
chain and is intended to be ultimately
borne by the end consumer. VAT is generally
chargeable by a supplier of goods/services
at the local rate in his member state on all
domestic supplies and supplies to private
consumers (persons not registered for
VAT) in other member states. The system,
however, taxes supplies between businesses
in different member states under the
“destination” principle which aims to tax
the supply at its place of consumption in
the EU. Such supplies are generally (with a
few exceptions) subjected to the VAT charge
in the customer’s own country under the
Self Charge (or Reverse Charge) mechanism
and a complex compliance framework
exists to monitor such transactions and
ensure they are correctly accounted for in
the member states – the EC Sales List and
Intrastat Returns.
All EU, and most non-EU businesses
incurring costs in the EU are generally able
to reclaim VAT across all member states
using the 8th Directive Refund Mechanisms
providing they make supplies which are
subject to VAT in the EU or make supplies
elsewhere which would be subject to VAT if
made in the EU.
The current system is therefore designed to
make VAT accounting across borders within
the EU as easy as possible for businesses.
Most goods and services “exported” to
businesses/consumers located outside the
EU will be VAT free but these may be taxed
under the local sales/consumption tax.

LIKELY CHANGES DUE TO BREXIT
Various forms of VAT have been introduced
in a wide range of jurisdictions across the
world and these generate considerable
revenues for governments, as does VAT
for the UK exchequer. We would therefore
not expect to see material changes to
the domestic VAT rules after Brexit, but
the international picture could change
dramatically in terms of both VAT
treatments of international trade and the
associated compliance rules. We would
certainly see the end of the EC Sales list
and the Intrastat Return for UK companies,
as imports and exports would be captured
through customs documentation.
UK businesses may no longer be able to
use the current EU acquisition and dispatch
system for sales of goods to and from the
UK, whereby input and output VAT is simply
accounted for on their domestic VAT returns.
Instead they would become imports and
exports which would need to clear customs
(as discussed in our section on changes
to Customs Duties) and for imports incur
import VAT charges. This will mean a cash
flow disadvantage for UK importers caused
by the delay between paying customs VAT
charges and the entitlement to recover
the input VAT on a subsequent VAT return.
Companies currently mitigate this cashflow
disadvantage for goods imported from
outside the EU by using deferment and
customs warehousing arrangements.
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The UK Government would need to consider
if the retention for such arrangements for
all imports following Brexit is appropriate
for the UK economy and for supporting
UK business.
UK exporters will be required to keep
evidence of export in order to zero rate
supplies to the EU, as they do for non-EU at
present.
UK businesses that are required to register
for VAT in some EU member states – for
reasons such as they hold stock there or
making supplies to consumers in excess of
the registration limits – will have to appoint
a fiscal representative locally to deal with
their returns.
We would expect that businesses supplying
electronic services to individuals in EU
member states will need to register for VAT
in an EU member state under the Non-Union
Mini One Stop Shop (MOSS) scheme (in
addition to their UK VAT registration).
Businesses supplying travel services in the EU
will no longer have automatic access to the
Tour Operators Margin Scheme (TOMS) post
Brexit and therefore will either need a VAT
registration somewhere in the EU in order
to access TOMS or they will need to register
and account for VAT in each country where
travel services are supplied.

It is expected that it should still be possible
to make claims for VAT refunds under the
8th Directive following Brexit. As non-EU
members these claims may need to be
submitted on paper (supported by all of the
original invoices) and the resolution of these
will take a long time.
What should UK businesses be doing to
prepare for these changes?
Businesses should ask themselves:
• How much more working capital will be
needed to finance the VAT cashflow costs
of imports and exports?
• How will multiple VAT registrations and
their administration (as well as associated
additional costs) be managed across
the EU?
• If goods are currently distributed across
the EU from a UK base, can you identify a
suitable new location for post-Brexit EU
sales?
• If you are involved in a VAT dispute based
on EU legislation, can this be progressed
ahead of an eventual Brexit?
We are able to support businesses to
progress disputes and also to lobby the UK
government for beneficial VAT rules in the
UK for their industry.
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THE IMPACT OF BREXIT ON UK CORPORATION
TAX COULD BE SIGNIFICANT

THE GENERAL CORPORATION TAX
LANDSCAPE

Although direct taxes are
a matter of UK and not EU
law, they must be consistent
with EU law, the principal
of fiscal neutrality and the
fundamental freedoms set
out in the EU Treaty.
Currently we are seeing a number of
changes in UK Corporation tax rules
which are being driven mainly through
the OECD BEPS programme, designed to
reduce the opportunities for multinational
corporations to avoid taxation and create
further transparency. The UK has been
a leading jurisdiction in the drive for
change, but this may slow down if the UK
government consider this to be putting the
UK at a competitive disadvantage following
Brexit.
We have already heard that the Chancellor
may look to reduce the UK Corporation
Tax rate still further (already the lowest in
both the G7 and G20) in order to stimulate
greater inward investment post-Brexit,
although a number of commentators appear
to get their maths wrong with regards

the cost of this measure. This would be a
welcome addition to our investment-friendly
corporate income tax regime, which includes
tax free disposals of subsidiaries, tax free
receipt of foreign dividends, not taxing
foreign branch profits and the widest double
tax treaty network of any country.
Without the UK as a blocker, the EU
may accelerate its plans for a Common
Consolidated tax Base (i.e. EU-wide
harmonisation of Corporation tax).
Corporation Tax rates range from 12.5% in
Ireland to between 30 and 33% in Germany
(when the regional taxes and solidarity levy
are taken into account), so this could prove
a challenge.
It is now unlikely that the UK will implement
any elements of the EU anti-avoidance
package that deviate from the OECD BEPS
programme.
PROFIT REPATRIATION
Currently, the parent subsidiary directive
allows subsidiary companies to pay
dividends up to UK parent company without
the need to account for withholding tax.
Similarly, companies often rely on the
interest and royalties directive to make
interest or royalty payments free from either
UK or local withholding taxes.
If the benefit of these directives is
withdrawn, companies would be relying

on existing bilateral double taxation
agreements in order to reduce or eliminate
withholding tax rates.
Although the UK has double tax treaties with
all of the other EU 27 member states, 10 of
these allow the tax authorities in the payer
company jurisdiction to levy withholding tax
on dividends and many others do not reduce
the withholding tax on interest and royalties
to zero. Although often at relatively low
rates, it is another tax issue to be managed
in post-Brexit UK.
There may also be wider impacts as a result
of the UK exiting the EU. For example,
European treaties with the US often contain
an ‘equivalent beneficiaries’ test. This
extends the benefits of the treaty to a
company owned by an EU/EEA resident
whose treaty provides for withholding tax
rates at least as low those contained in
the US treaty in the recipient company’s
jurisdiction. UK companies will no longer be
equivalent beneficiaries if UK leaves the EU/
EEA and therefore groups containing UK, US
and EU companies may lose treaty benefits
they previously had.
Groups should be reviewing their group
structures and identify whether they are
benefiting from the equivalent benefits test
within the treaties between the US and
EU countries.
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GROUP EXPANSION AND
REORGANISATION IN EUROPE
Groups can currently take advantage
of EU provisions in order to undertake
reorganisations or mergers of their European
operations on a tax neutral basis. These rules
are incorporated into UK tax law, with a direct
link into EU regulations. Outside of the EU, the
UK government may seek to retain such rules
to assist its competitiveness as an international
holding company regime, although without
the corresponding exemptions in other EU
countries applying to the UK this may prove
unworkable. It is likely that the local rules in
the remaining 27 EU member states would no
longer extend to include the UK and therefore
group reorganisation could carry a tax cost
post Brexit, if involving both a UK and EU
company.
Bearing this in mind, if businesses are
considering acquiring an EU business or
restructuring their existing European group,
it could be prudent to move more quickly
before Brexit negotiations are completed, or
even ahead of the triggering of Article 50 by
the UK.
IMPACTS OF BREXIT ON UK AND EU
TRANSFER PRICING POSITIONS
UK transfer pricing rules should not be
significantly affected by Brexit since they are

not reliant on EU regulations or principles,
but rather the OECD Transfer Pricing
Guidelines are incorporated into UK law.

• The transfer pricing arrangements after
the transfer will need to be considered,
bench-marked and documented.

However the indirect effects of Brexit may
impact on groups’ transfer pricing. The postreferendum volatility in the value of sterling,
for example, could impact the arm’s length
result of existing transfer pricing models
and therefore some groups operating in the
UK will need to reassess their related party
transactions, in particular where:

WHAT SHOULD UK BUSINESSES BE DOING
TO PREPARE FOR THESE CHANGES?

• A group is using foreign currency
denominated fixed fees or market prices

• Will potential withholding taxes have
a large enough impact to justify a
group restructure?

• A Group’s functional currency is not
sterling and their transfer pricing relies on
comparable third party prices, or
• A UK entity has non-sterling
denominated related party debt.
Businesses operating within the regulated
industries that are planning to transfer
functions (eg banks or other financial
services companies) within the EU in order
to continue to benefit from the ‘passporting’
across the single market, should consider the
following:
• The tax implications of any business
transfers will need to be assessed. Is there
a risk of an exit charge?

Businesses should consider the following in
relation to their group tax position:
• Will the current group structure trigger
withholding tax under the double tax
treaties in place?

• Will group financing arrangements within
the EU need to change (eg to minimize
WHT re interest payments)?
• Is there scope to extract significant value
from EU subsidiaries through dividends
ahead of the Brexit?
• Are all transfer pricing policies still valid
in the light of the economic changes
resulting from the referendum result and
will they continue to be valid through
any business changes required as a
result of Brexit?
• Would it be better overall to have
foreign branches than foreign subsidiaries
in the future?
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