
Setting up in 
the UK
A guide for international 
firms wishing to establish 
a UK presence



2 3

Welcome to our guide, intended for international firms thinking about setting up 

in the UK. Whilst the UK remains one of the easiest countries in which to run a 

business, it is always helpful to have a local advisor experienced in UK legislation, 

taxation and with a tried and tested network of contacts to smooth your entry.

At DRG Chartered Accountants, we have 50 years experience in helping businesses 

grow. We are used to working with the subsidiaries of international firms and act 

for companies owned throughout the world – including the European Union, China, 

USA, Canada, Australia, Cayman Islands, India and South Africa.

We do hope you find this guide helpful. If you are thinking about investing in the 

UK and we can help you in any way, please do get in touch. We would be delighted 

to hear from you.

Daniel Reid

Partner

DRG Chartered Accountants
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Well-developed 

infrastructure

 The UK has a sophisticated 

infrastructure with good links 

with other countries in the 

EU and the rest of the world. 

London alone has five airports 

with good rail and road links to 

other parts of the UK. 

Highly educated workforce

The UK can boast some of 

the best Universities In the 

world - with Oxford, Cambridge 

and Imperial being ranked in 

the top ten, contributing to a 

highly educated and motivated 

workforce. 

What makes the 
UK so attractive to 
foreign investors?

Top ten manufacturer

 The UK enjoys the position 

as one of the world’s leading 

manufacturers with particular 

strengths in life sciences, ICT 

and the creative sector.

Digital expertise

The government is committed 

to growing the digital sector, 

with the ambition of being 

the European Digital Capital. 

Centres of excellence such as 

the Thames Valley (nicknamed 

the UK Silicon Valley) and Tech 

City are just two examples of 

UK specialist tech hubs.

Britain is open for business. 
Firms wishing to set up in the UK 
will find a welcoming environment, 
with relatively few barriers to entry

•	 	The	UK	is	now	the	Number	One	destination	for	Foreign	Direct	

Investment (FDI) in Europe

•	 	The	UK	 is	 in	 the	top	three	target	countries	 for	FDI,	only	 the	

USA and China attract more inward investment

•	 UK	FDI	inflows	increased	by	50%	in	2014/15	to	£44	billion

•	 	During	2014/15	there	were	total	of	1,988	FDI	projects	in	the	

UK,	representing	a	12%	increase	on	the	prior	year

•	 The	USA	and	Europe	are	the	largest	investors	in	the	UK

•	 	Nearly	85,000	new	 jobs	were	created	by	 inward	 investment	

projects,	an	increase	of	27%	on	the	prior	year

•	 	The	UK	increased	its	market	share	in	European	manufacturing	

investment,	securing	13%	of	all	manufacturing	FDI	projects

Source: UKTI Inward Investment Report 2014/15
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Planning your  
UK operation

Questions you should be asking yourself are:

•	 	Is	the	level	of	demand	large	and	profitable	enough	to	merit	establishing	more	

permanent presence in the UK?

•	 	Does	your	firm	have	the	resources	and	infrastructure	to	support	UK	entry?

•	 	What	is	the	best	way	of	servicing	this	demand?

•	 	Who	are	your	main	competitors	in	the	UK?

•	 What	are	the	barriers	to	entry?

If you wish to have a more formal presence in the UK, the next step is to consider 

whether a branch or a subsidiary is the most appropriate to achieve your long-term 

goals.

Before setting up in the UK, it is helpful to establish your 
business’s long-term objectives. Initially, you might wish to test 
the	waters	via	a	representative/agency	type	relationship	to	see	
whether there is adequate demand for your product or service.

This guide outlines the three difference types of possible UK entity, with 

the key advantages and disadvantages of each. We do strongly recommend 

that you seek professional advice early, as the rules are complex and do 

depend on the nature and operation of your business.
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If you expect only to have a limited presence in the UK 
e.g. undertaking promotional work or a purchasing office, a 
representative office would be the most appropriate approach. 
It should have no corporation tax presence in the UK subject to 
meeting specific conditions such as not taking part in concluding 
revenue generating contracts.

A representative office can employ UK resident individuals, open a UK bank 

account and conduct market research. 

When do I need a permanent establishment or a subsidiary?
Once the need for a more substantial presence is required especially when 

revenue generating activity commences, a different set up would be required. 

Commercially, a representative office can give the impression of being short term 

and lacking credibility which could hinder growth.

Representative 
office

How can I unintentionally become a permanent 

establishment?
Beware, however you may acquire a UK permanent establishment without 

intending to do so by either establishing a fixed place of business or where 

an agent habitually exercises authority to do business on behalf of the 

overseas company (see next section for more details).

Online retailers and ecommerce businesses
Interestingly, HMRC and OECD treat ecommerce businesses differently. 

HMRC considers that a company which makes sales though their website 

does not have a permanent establishment even if the server on which 

is hosted is located in the UK. Whilst on the other hand, the OECD 

specifies that the location is the server can determine whether a there is 

a permanent establishment.

Reporting requirements of a  
representative office
•	 Generally,	no	corporation	tax	or	VAT	filings	required

•	 VAT	incurred	might	be	able	to	be	reclaimed	annually

•	 Fulfil	payroll	and	HR	obligations	to	UK	employees

•	 	Registration	with	both	Companies	House	and	HMRC	

depends on the activity undertaken and the presence 

of a representative office in the UK 
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A permanent establishment is where an overseas company has 
a fixed place of business in the UK through which the business is 
wholly or partly carried on or has an agent acting and habitually 
exercising authority to do business on behalf of the company.

A permanent establishment means having a corporation tax presence in the UK. 

Although it has no separate legal existence from the legal entity however only the 

profits of the legal entity that are attributable to the permanent establishment will 

be subject to UK corporation tax. It is expected that the arm’s length principle will 

be applied when attributing profits to the permanent establishment. 

How do you define a fixed place of business?
This is where the non-resident company has a fixed place of business – which 

could include a management office, factory, warehouse etc., generally for period 

of at least six months. However, there might not be a permanent establishment 

if the overseas company’s activities are limited to taking orders from UK clients, 

delivering goods to UK clients and purchasing goods from UK suppliers.

Your UK agent
If you wish to avoid setting up a permanent establishment in the UK, care should be 

taken in drawing up agency agreements, which forbids agents from negotiating or 

concluding contracts on behalf of the overseas company. An exception is where the 

agent is independent from the overseas company both legally and economically.

Permanent 
Establishment (branch)  

Online retailers, ecommerce and cloud businesses
With respect to ecommerce businesses, HMRC considers that a company 

which makes sales though their website does not have a permanent 

establishment even if the server on which is hosted is located in the UK. 

However the OECD specifies that the location of the server can determine 

whether a there is a permanent establishment.

Cloud based businesses, ISP providers, data warehousing etc. are treated 

differently from internet retailers. If these businesses have servers in the 

UK, they are viewed to have a permanent establishment in the UK.

Reporting requirements of a permanent 

establishment
•	 Companies	House	registration

•	 	Registration	with	HMRC	(Corporation	tax,	VAT,	PAYE	 

and	NIC)	plus	annual	reporting	requirements

•	 	File	the	financial	statements	of	overseas	 

company at Companies House each year
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Subsidiary

A subsidiary is an incorporated body (a company) and is a 
separate legal entity from the overseas parent company. It will  
be subject to UK corporation tax on its worldwide profits.

How do you set up a subsidiary company?
The process of setting one up is relatively straightforward and can be done very 

quickly. It must be registered with Companies House and then with the UK tax 

authority, HM Revenue and Customs, for corporation tax, VAT and income tax and 

national insurance (or state pension) as appropriate.

Statutory filing requirements
A subsidiary must file accounts with Companies House annually. It also has to 

submit corporation tax returns annually and income tax and VAT periodically.

Transactions between the parent and subsidiary
As the companies are closely related, transactions between them will be subject to 

the arm’s length principle. The difficulty is in finding wholly comparable transactions 

between unconnected parties.

Winding up the subsidiary
Should you wish to wind up your subsidiary, you will need to follow a formal 

procedure which might include striking off, putting your company into administration 

and the appointment of a liquidator, if the company is in debt and cannot pay for 

the money it owes.

Reporting requirements of a subsidiary
•	 	Subsidiary	is	required	to	file	its	own	accounts	with	

Companies House each year

•	 No	cross	border	consolidation	of	accounts	required

•	 	An	annual	audit	might	be	required,	if	turnover	

exceeds	£6.5	million,	the	balance	sheet	is	in	excess	

of	£3.26	million	or	if	subsidiary	employees	more	

than 50 people

•	 	Subsidiary	must	adhere	to	usual	HMRC	reporting	

requirements
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Arguably, there is little difference between setting up a branch 
and setting up a subsidiary: both require Companies House 
registration, and similar registration with HMRC for direct tax,  
VAT	and	PAYE/NIC	as	appropriate.

A branch is easier to wind up, if the experiment proves unsuccessful, as it is 

automatically closed when the trade of the branch ceases. In contrast, closing a 

subsidiary requires a formal procedure (winding-up, striking off, or the appointment 

of a liquidator).

An overseas parent may prefer the relative anonymity of a subsidiary: a branch 

is required to file the financial statements of the overseas parent at Companies 

House. Where the parent company is not already required to prepare and disclose 

financial statements, then it will have to prepare accounts for submission to 

Companies House. In contrast, a UK subsidiary is only required to file its own 

financial statements

The	 parent	 company’s	 position	 could	 also	 influence	 the	 decision	 for	 example	

regulatory requirements may dictate that a permanent establishment is used 

for certain financial activities require a minimum level of capital which is easier 

to maintain where the legal entity is taken into account instead of having to 

adequately capitalise both the parent company and subsidiary individually.

The parent company’s tax position also needs to be considered. For example, it 

may be preferable to have a subsidiary in the UK where the UK operations will need 

to be funded by loans from the parent company, a UK branch cannot generally 

have a tax deduction for interest paid to the parent (where it is, effectively, internal 

interest) whereas a UK subsidiary will generally have a UK tax deduction for that 

interest.

Branch or subsidiary?

Tax considerations
There are a number of distinct differences between a branch and a subsidiary in 

the UK; the key difference from a tax perspective is that a UK branch will be subject 

to UK corporation tax on the profits of the parent company which are attributable 

to that branch. A UK subsidiary is subject to UK corporation tax on its worldwide 

profits.

This is because a UK subsidiary is a separate legal entity to the parent company, 

whereas a branch has no separate legal existence to the parent company.

As part of this, any start-up losses of the branch should be available to the overseas 

parent to set against home profits (depending on the tax regime in the parent’s 

jurisdiction); this can make it very attractive to begin operations in the UK through 

a branch, as this can enable loss relief for start-up costs to be obtained much 

sooner than if a UK subsidiary is used, where the start-up losses will need to be 

carried forwards against future profits in the UK.

A branch can be incorporated, when the UK venture has been established, without 

any UK tax costs using the reliefs for transfer of a trade. The tax consequences 

in the parent company jurisdiction need to be considered to determine the tax 

costs, if any, there.

Seek professional guidance early
The rules are complex and their application does depend on context and 

the nature of your business. Care should be taken by overseas companies 

with operations in the UK, either directly, or through an agent, to ensure that 

those UK operations do not amount to a permanent establishment unless and 

until that is intended by the parent company. We strongly advice you to seek 

professional guidance before making any decisions.
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DRG Chartered Accountants and DRG Outsourced Finance can provide a full 

range of accountancy services to help you set up and run your UK entity.

How DRG Chartered 
Accountants can help

Advise you on the best business 

structure, which generally could be 

one of three types of entity:

•	 Representative	office

•	 Branch	

•	 Subsidiary

Provide support and advice to help 

you set up your UK operation

•	 Opening	bank	accounts

•	 Selecting	professional	advisors

•	 Building	your	UK	team

•	 Immigration

•	 Local	employees

•	 Insurance

•	 Use	of	local	contractors

Advice on HRMC and statutory 

requirements

•	 Audit	requirement	for	UK	businesses

•	 Annual	Statutory	Returns

•	 Corporate	tax

•	 VAT

•	 Personal	tax

•	 Expatriate	tax	

Running your UK operation

•	 Payroll	services

•	 Monthly	management	accounts

•	 VAT	returns

•	 Statutory	reporting	and	compliance

•	 	Reporting	to	parent	company,	as	

required

If you would like to talk about setting up an UK operation, please do get in 

touch by calling 01628 760 000 or email info@donaldreid.co.uk

This publication is for guidance only, and professional advice should be obtained before acting 
on any information contained herein. Neither the publishers nor the distributors can accept 
any responsibility for loss occasioned to any person as a result of action taken or refrained 
from in consequence of the contents of this publication.
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DRG Chartered Accountants
18a King Street
Maidenhead
SL6 1EF

DRG Chartered Accountants
Francis House
11 Francis Street
London SW1P 1DE

DRG Outsourced Finance
18a King Street
Maidenhead
SL6 1EF

CB Reid Chartered Accountants
Wadebridge House 
16 Wadebridge Square  
Poundbury, Dorchester 
Dorset DT1 3AQ

CB Reid Business Support
Wadebridge House 
16 Wadebridge Square  
Poundbury, Dorchester 
Dorset DT1 3AQ

Please get in touch to arrange 
an initial complimentary meeting:

T:  01628 760 000
E: info@donaldreid.co.uk
 www.donaldreid.co.uk


