
 
 

The Use of UK Holding Companies in International Group Structures 

  

Background 

The location of a holding company (“Holdco”) is a significant consideration when establishing any 

international group structure. Choice of jurisdiction for Holdco is relevant from a tax optimisation 

perspective meaning that the structure should be capable of minimising withholding taxes on 

dividends, interest and royalties moving up through the structure as well as mitigating tax 

charges on capital gains. However, commercial considerations will often be equally important as 

tax when selecting Holdco’s jurisdiction. It is important that Holdco is located in a credible ‘blue-

chip’ jurisdiction when seeking access to international debt and equity capital markets.  Even if 

access to public markets is not required it is still likely to be much easier for a Holdco established 

in a highly rated onshore jurisdiction to obtain banking facilities than if an offshore location is 

used.  This is especially the case in the current ‘climate’ of transparency following events such as 

the Panama Papers and the OECD BEPS Project which have driven a desire when structuring 

international operations to demonstrate the ‘respectability’ of the group.   

Choice of location for Holdco will also be relevant in circumstances where a group is seeking 

private equity investment or contemplating a trade sale. For example, a Western buyer will often 

be more comfortable buying a Dutch or UK Holdco that owns an underlying operating business 

in Russia or Kazakhstan rather than undertaking a direct purchase of the shares in a local 

Russian/Kazakh holding company that owns these assets.   

Until a few years ago the UK was not always a good choice for Holdco location due to potentially 

significant tax charges on inbound dividends and capital gains.  This made it hard for the UK to 

compete with its traditional Holdco competitors (Netherlands and Luxembourg) who both 

maintain wide participation exemption systems applying to both inbound dividends and capital 

gains.  

There are, of course, additional non-tax issues that need to be taken into account when 

considering the UK as a possible Holdco location.  The various tax and non-tax aspects of using a 

UK Holdco in an international group structure are outlined below.  

  

Corporation Tax  

UK resident companies are liable to corporation tax on worldwide income and capital gains at a 

rate of 19%.   This is one of lower tax rates of the G20 countries. Note here that there are rumours 



 
 

that the corporation tax rate may rise in the UK’s autumn budget as one of the measures to repair 

the financial damage caused by Covid-19.  Whilst there can be no certainty at this stage a figure 

of 24% has been mentioned.  

A low corporation tax rate is important because, although a UK Holdco may have little or no 

income from its own business activities that is subject to corporation tax (see below), it may 

receive taxable royalties and interest along with management fees.  

Note also that the disposal of shares in a UK Holdco by a non-UK resident shareholder will not 

normally fall within the scope of corporation tax.   

 

Dividends/Interest/Royalties Paid by Subsidiaries to UK Holdco  

UK Holdco may receive dividends, interest and royalties from its foreign subsidiaries.  Depending 

upon the domestic law of the subsidiary, these payments may be subject to a foreign withholding 

tax. However, if there is an in force double taxation agreement between the UK and the 

jurisdiction of the subsidiary, then any withholding taxes may be reduced or eliminated by the 

relevant article of the agreement. In this connection the UK is a party to more than 130 

agreements which is one of the largest networks in the world.  

Whilst the UK is no longer a Member State of the EU (having left on 31st January 2020) until the 

end of 2020 it retains access to the Parent/Subsidiary Directive and to the Interest and Royalties 

Directive.  Depending upon the terms of any final arrangements made by the UK with the EU it is 

possible that access to the Directives could continue after that date although currently this seems 

unlikely.   Under certain conditions the Directives operate to remove foreign withholding taxes 

that would otherwise be paid in the other location on dividends, interest and royalties by the 

subsidiary to the UK Holdco.  If access to the Directives is not continued after the end of 2020 

then a UK Holdco would still be able to utilise the relevant double taxation agreement – there 

are such agreements between the UK and all 27 EU Member States - although this would not in 

all cases remove withholding taxes entirely.  

 

Inbound Dividends 

Since 1st July 2009 most dividends received by a UK Holdco from a UK or a foreign subsidiary are 

exempt from UK corporation tax. The legislation is complex but the end result is that nearly all 

dividends will be exempt as they are likely to fall within one of the specific exemption regimes 

that apply to small companies on the one hand and medium sized/large companies on the other. 



 
 

For exemption to apply under either of these regimes it is a condition that the dividend should 

not be a deductible item in the country of the subsidiary paying the dividend. 

Dividends received by small companies, that is companies with less than fifty employees and a 

turnover of under 10 Million Euros and/or a balance sheet total of less than 10 Million Euros, are 

fully exempt from corporation tax provided that they are received from countries that have a 

double taxation agreement with the UK that contains a non-discrimination article.  

Dividends received by medium sized and large UK companies such as dividends paid on:- 

- Shares where the UK recipient controls the payor by virtue of shareholding, voting power or 

economic rights; 

- Non-redeemable ordinary shares; 

- Shares where the recipient (and their connected persons) holds less than 10% of the issued 

share capital of the paying company; and  

- Dividends derived from transactions that are not designed to secure a reduction in UK tax.   

Where, in rare circumstances, dividends received by a UK Holdco do not fall within either of these 

exemption regimes then they will be subject to corporation tax.  

 

Outbound Dividends 

Subject to a minor exception relating to real estate investment trusts the UK does not under its 

domestic law levy any withholding taxes on outbound dividends paid by UK resident companies. 

This is regardless of the identity or residency of the person to whom the dividend is paid.  It 

follows that a dividend can be paid by a UK Holdco to an individual or a corporate shareholder 

resident in an onshore or offshore location and no withholding tax will apply.  

  

Outbound Interest  

The UK does impose a 20% withholding tax on outbound interest (and on certain royalties). 

Interest withholding tax applies to payments of annual interest (i.e. interest on a debt capable of 

being outstanding for more than one year) made to, broadly, a non-resident. However, in 

practice, the UK interest withholding tax that would otherwise be payable will often be reduced 

or eliminated by the interest article in one of the many double taxation agreements to which the 



 
 

UK is a party or, for the moment, by the EU Interest and Royalties Directive.  Where a UK Holdco 

borrows from an affiliate based in an offshore location which typically will have no full double 

taxation agreement with the UK then the debt can be structured in the form of a Eurobond that 

is listed on a recognised stock exchange (such as the International Stock Exchange in Guernsey). 

In this event there is no UK withholding tax and interest can be paid gross.  

  

Interest Deductibility  

Typically the UK has had quite generous rules regarding the deductibility of interest for 

corporation tax purposes with the result that most interest payments were fully 

deductible.  However, following the OECD BEPS Project, the UK has now introduced a ‘corporate 

interest restriction’ which means that, broadly, a UK corporate cannot deduct more than £2 

Million of interest in a twelve month period.  

  

The Substantial Shareholding Exemption (“SSE”)  

The purpose of the SSE is to exempt from corporation tax gains that arise on the disposal of 

shares in a trading company or the holding company of a trading group.  

For the exemption to apply it is a requirement that the UK Holdco has held a ‘substantial 

shareholding’ in the company being disposed of for a continuous period of twelve months in the 

period of six years ending with the date of disposal. For these purposes a ‘substantial 

shareholding’ is defined as one of not less than 10% of the ordinary share capital which carries 

an entitlement to at least 10% of the profits available for distribution and the assets available for 

distribution on a winding up.  

There is no longer any requirement for the Holdco to be a trading company but it is necessary for 

the company being disposed of to be either a trading company or the holding company of a 

trading group.  

  

Transaction Taxes 

Transfers of shares or of interests in shares in UK registered companies worth more than £1,000 

are subject to stamp duty or stamp duty reserve tax at the rate of 0.5% with the tax being payable 

by the purchaser. Certain exemptions are available where the shares are traded on AIM and for 

intra group transactions.  



 
 

  

Anti-Avoidance Rules 

The UK tax code contains various anti-avoidance measures that may impact upon a UK 

Holdco.  By way of example, these include the controlled foreign company (“CFC”) rules, transfer 

pricing and diverted profits tax (“DPT”).   

The CFC rules are designed to tax profits that are artificially diverted away from the UK so that 

they are generated in low tax jurisdictions. The rules should not impact profits arising from 

genuine economic activity taking place outside the UK and should not affect most UK Holdcos.  

Broadly, the UK’s transfer pricing rules apply to large companies where services or transactions 

such as loans are entered into between connected parties for a price which is calculated to 

generate a UK tax advantage.  The rules operate to counteract this tax advantage by treating the 

transaction as taking place at an arm’s length price rather than the price actually charged.  

DPT charged at a rate of 30% (inspired by Action 7 of the OECD BEPS Project) is intended to 

counter diversion of profits away from the UK through the use of aggressive tax planning 

strategies.  

The UK tax code also contains a general anti-abuse rule or GAAR which always needs to be 

considered even in the context of arrangements that may seem entirely commercial.  

  

General Commercial Considerations 

In addition to the relatively attractive tax position for Holdcos the UK offers a number of 

commercial advantages.  Despite the impact of BREXIT London is remains a leading global 

financial centre as well as being an attractive location to list, raise debt finance and from which 

to operate an international business. The UK is also stable politically and has a high ‘respectability 

factor’.  In addition UK companies are easy and cheap to incorporate.    

  

Bilateral Investment Treaties  

An additional consideration when deciding where to locate a Holdco is the availability of bilateral 

investment treaties. This is often an issue where the Holdco is making investments in subsidiaries 

in emerging market countries. In this connection the UK has a very wide network of in force 

treaties including with jurisdictions such as Russia and Kazakhstan.  
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