ARTICLE- Using a UK Company for Offshore Trading Purposes
Published on 09 April 1999
The Concept

The concept envisages the use of a UK incorporated and tax paying company that will transact business on behalf of an undisclosed offshore company.

Trading Arrangements

Trading operations will be entered into by the UK company on behalf of the offshore company, with a representation agreement in place between the two parties. The agreement should be in writing and would provide for a fee to be paid by the offshore company for the services that the UK company will perform on its behalf. All selling and purchasing transactions will be performed by the UK company on behalf of the undisclosed offshore company.

Fee

It is recommended that the fee is payable, at a rate commensurate with the work and responsibility assumed by the UK company. This fee will be retained within the UK company to meet its operating costs, in principle, being professional management fees and costs which are set out below. After these costs, the balance of monies remaining in the UK company will be subject to normal UK corporation tax.

The level of fee which is appropriate depends very much on the value of the invoices being raised. This would need to be the subject of individual discussion between the UK nominee company and the overseas principal, since on large low profit contracts, clearly a smaller percentage remuneration would be appropriate, whereas on smaller invoices, a rate of 5-10% of turnover may well be applicable.

Taxation

Receipts from the trading activities will be received into the bank account of the UK company and subsequently remitted to the offshore company. The UK company will be subject to corporation tax on its profit, being the agency fee less any expenses of the company. 

Non-UK companies are subject to UK tax only on their UK source income, defined as:

• dividends from UK companies;
• interest from loans made to UK resident borrowers;
• royalties from the grant of intellectual property for use in the UK;
• income from a trade or business carried on by the company within the UK.

As long as the income does not fall into one of the above categories, the offshore company will not be subject to UK tax, notwithstanding the fact that it has chosen to trade through the medium of a UK tax resident company.

For this concept to work, it is important that the agreement between the two companies, together with all trading contracts, are executed outside of the UK. This is to ensure that no trading is conducted from the UK by the offshore company in accordance with the definition of UK source income above. 

Control

It is also essential that the UK company is not connected by ownership or management control to the offshore company and that both companies are seen to be independent.

Set-up and Operation

A UK company is established with directors resident in the Isle of Man who also act as shareholders and are separate from the officers and shareholders of the offshore company. In order for there to be no trading activity within the UK the directors of the UK company must be resident outside of the UK.

If desired, the bank account of the UK company could be established within the UK itself with authority and confirmation on the operation of the account at all times coming from outside of the UK by instructions from the directors. 

Invoices will be issued to customers by the UK company upon receipt of formal instructions from the offshore company. Payment for the invoice will be directed into the bank account of the UK company, who after retaining its agency fee, will arrange to remit the balance of the profit on to the offshore company.

VAT Registration

A UK company must register for VAT if its taxable turnover is more than £51,000 per annum.

In the case of the UK representative company, the taxable turnover will be both its fee and invoices raised for the agent in its own name. This is assuming that the UK company makes no other taxable supplies in the UK, because it will have only customers outside of the UK, and any goods supplied are not brought into the UK.

If the company is supplying goods to customers within the EU, it will, if the company itself is registered for VAT, need to charge VAT, unless that customer is registered for VAT elsewhere in the EU.

Where goods are supplied to customers outside of the EU, the supply will not be subject to VAT, since the goods will not be physically present in the UK and will have never entered the UK.

Advantages

The main advantage of this concept is that an offshore structure can be set up using the UK company for trading purposes without the participation of the offshore company being publicly disclosed.

Costs for the UK Company 

Set Up

An initial set up fee of £1,600 will be charged which will cover formation of the company and the Agency Agreement, together with the opening of a bank account and the accounting set up time.

If VAT registration is required, an additional fee of £250 will be added to the initial set up fee to cover the costs of registration.

Annual Fees

An annual maintenance cost of £1,015 will be charged, covering directors' fees (includes up to 3 directors and a company secretary), registered office fees, annual minutes and filing fees. This maintenance cost would be pro rated in the initial year depending on the time of incorporation.

Administration, accounting, tax compliance and audit fees will be charged on a time spent basis as will the fees for the preparation of the VAT returns should the company be registered for VAT.

Where the Directors of the UK company are based in the Isle of Man, the company would register as an Exempt Company in the Isle of Man in order to ensure that no tax complications arise in the Isle of Man. The cost of this would be £400 p.a. plus an additional £220 in the first year.

VAT at 17.5% will be added to all costs other than the Annual Return filing fee and the Exempt company fee. This may be able to be reclaimed if the company is to be VAT registered.

The costs arising on the UK company as set out above would be a tax deductible expense against the UK company’s income and it is anticipated, subject to the trading levels being sufficient that a 5% agency fee would be sufficient to meet these costs. 
