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This publication is designed for general information purposes only. Whilst every effort has been made to ensure its accuracy,  information contained in this 

document may not be comprehensive and you should not act upon it without first seeking professional advice. Legislation is subject to change and we can 

accept no responsibility for any losses arising from acting or failing to act as a result of information in this document.  

With the stated intention of government to achieve a Brexit by 31 October 2019 and 

with all parties preferring a prompt resolution, business should review how Brexit will 

impact them.  In this update we consider the direct tax implications for companies. 

The three areas we will consider are EU Directives, EU 

State Aid and UK Companies in International Structures. 

EU Directives 

Three main directives issued by the EU have a bearing 

upon UK direct taxes.  These are the Parent & Subsidiary 

Directive; and the Interest & Royalties Directive; and 

Mergers Directive. 

The Parent & Subsidiary Directive operates so as to 

prevent withholding taxes on dividends between EU 

companies where there is significant participation.  Upon 

leaving the EU this could mean that UK companies find 

withholding taxes being applied on dividends received.  

Of course, we do still have tax treaties with each country 

which could limit this effect.  Due to the uncertain 

landscape, groups should urgently consider whether 

there is a case for accelerating dividends from their EU 

subsidiaries. 

The Interest & Royalties Directive similarly prevents 

withholding taxes on payments between EU companies.  

As with dividends we would therefore need to revert back 

to tax treaty rates with the individual countries and 

groups should urgently consider whether there is a case 

for accelerating royalties and/or interest payments. 

The Mergers Directive essentially works so as to ensure 

cross border mergers within the EU are offered the same 

tax breaks as wholly UK mergers.  This of course seems 

perfectly sensible in the context of the EU model and 

therefore the UK did legislate to comply with the directive 

However with the UK ceasing to be a member state of the 

EU, the domestic legislation would not provide protection 

for UK companies.  Therefore, any group presently 

undergoing restructuring or merger transactions and 

expecting to benefit from this Directive should urgently 

review their position. 

State Aid 

Whilst the loss of application of EU Directives could mean 

a potential tax increase for UK companies, there could be 

some better news from the UK no longer being bound by 

EU rules on State Aid limitation.  In particular, the UK 

government could potentially make the following tax 

reliefs more generous: 

• Research & Development Tax Credits (R&D) 

• Enterprise Investment Scheme (EIS) relief 

• Enterprise Management Incentive (EMI) share 

options 

• Venture Capital Trust (VCT) relief. 

UK Companies in International Structures 

Notwithstanding Brexit, the UK remains a very tax 

effective holding company regime, with key exemptions 

for certain gains realised and dividends received.   

Coupled with a main rate reducing to 17%, exemptions 

for overseas branch profits, and no withholding tax on 

dividends paid, the UK continues to be competitive in 

attracting international groups. 

What happens next? 

The Chancellor recently announced a provisional Budget 

date for 6 November 2019, where depending on the 

outcome of Brexit, he takes the opportunity to provide 

more clarity on the future UK tax regime.  We will be 

providing detailed commentary on the Budget, however in 

the meantime, if you would like to discuss the potential 

implications for your own business, please contact your 

usual Wilkins Kennedy partner. 
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