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BREXIT: TAX 
Brexit may have a profound impact on the tax landscape in the UK. Depending on whether or not the UK joins the 
European Economic Area (similar to Norway) following an exit from the EU, the Government may have greater 
powers to implement tax reforms to assist growth in specific regions and sectors. At present, large sections of the 
UK tax code are based on EU case law and tax relieving directives, the absence of which may have the effect of 
increasing uncertainty for individuals and businesses, at least in the short term following an exit.  This article 
considers how the key UK tax laws may change as a result of Brexit. 

Direct Taxation:  

Corporation Tax 

Corporation tax, a form of direct tax, is levied on the income, gains and profits made by corporations.  Once the 
UK has left the EU, the tax rules enshrined in EU treaties, directives and case law may or may not apply to 
corporation tax. This would depend, for example, on the nature of any bilateral agreements which the UK is able 
to secure with the remaining EU member states and the English courts’ approach to applying EU case law in this 
area post-Brexit.  

A break from the EU may also allow the UK the freedom to implement greater tax incentives, such as R&D tax 
credits and the patent box corporation tax regime, the effectiveness of which may in the past have been constrained 
by the EU State Aid laws. Depending on the nature of its exit negotiations, the UK Government may have the power 
to implement measures to attract foreign investment and to revive sectors and industries which may have 
stagnated or declined as a result of EU membership/regulation. 

EU Directives 

Currently, EU law provides a number of fundamental benefits, such as specific reliefs in transactions involving 
member states, and so any changes to tax law in a post-Brexit landscape may result in some businesses paying 
more tax. For example, under the EU Parent-Subsidiary Directive, the payment of dividends between companies 
in different member states does not attract withholding tax (whereas such taxes usually arise where dividends are 
paid internationally).  The directive also prevents double taxation of parent companies on the profits of their 
foreign EU subsidiaries. Without the benefit of this directive, UK parent companies would be required to rely solely 
upon relieving provisions within its bilateral double tax treaties. That said, the fact that the UK has the largest 
double taxation treaty network in the world (which includes treaties with EU member states) and, in any case, 
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dividends are largely exempt from withholding tax under domestic legislation, may afford some protection to 
affected companies.   

Other significant facets of EU legislation that may impact UK businesses are the EU Merger Directive and the 
Interest and Royalties Directive. 

The Merger Directive offers tax relief to cross-border reorganisations.  If this directive ceases to be binding, it may 
have a detrimental impact on UK cross-border mergers involving companies situated in the remaining EU member 
states, as the legislation implementing the directive may cease to be effective. Consequently, it is possible that this 
will increase tax charges when cross-border mergers and reorganisations occur.  

The Interest and Royalties Directive blocks withholding taxes on royalty and interest payments between UK 
companies and their associated EU companies. Again, where this directive is no longer applicable, UK domestic 
tax law (which charges withholding taxes on interest and royalty payments) will apply, such that payments between 
UK and EU companies may be affected. In these circumstances, while some double taxation treaties which are 
already in force may be relevant, these may not provide the full relief available under this directive.  

Despite the key issues highlighted above, the majority of the UK’s current domestic body of direct tax law will be 
unaffected by Brexit and the UK’s low rate of corporation tax (currently 20%) is set to be reduced to 15% in the 
coming years.  To date, this is the only major change that has been announced.  Exemptions related to dividends 
received from subsidiaries, gains made on sales of trading subsidiaries, and branch profits, are expected to remain 
in place. 

Indirect Taxation: 

VAT 

VAT in the UK was introduced as a condition of EU membership and therefore EU legislation and case law is 
heavily entrenched within the UK system of VAT. Consequently, it is unlikely that UK VAT will cease to exist 
following an exit from the EU. However, from the date of its exit, the UK may have much greater freedom to set 
its own VAT rules and rates. For example, the EU currently prescribes a range of VAT rates that a member state 
might apply in domestic law to the supply of goods and services. If this range of VAT rates ceases to apply, the UK 
could experience a rate rise beyond these limits, or alternatively, broaden the type of goods and services that might 
benefit from zero-rating. Either way, the Government will be required to examine in detail UK VAT law and its 
links with EU law to ensure that there is effective legislation in place post-Brexit. 

Customs and Excise duties 

Customs duties are taxes applied when goods are brought into the UK from foreign countries which are outside 
the EU.  Therefore, customs duties are prohibited for trade between EU member states, but are applied in a 
harmonised system for goods brought into the single market from foreign countries.  Uncertainty concerning the 
UK's international trade in goods with the EU and the rest of the world is an area which is being consistently 
flagged in the press. If the Government fails to agree effective Free Trade Agreements swiftly, the effect of customs 
duties could materially increase the cost throughout the entire supply chain for goods. However, given the political 
and economic ramifications of constraining trade with the EU and the rest of the world, it is likely that new 
legislation and negotiations over free trade will be high on the Government’s agenda. 

Excise duties are not fully harmonised within the EU.  Excise duties are paid on items such as tobacco and are 
subject to minimum rates which are contained in EU directives.  The UK negotiated the ability to set its excise 
duties above the EU directive thresholds.  Upon formal exit from the EU, the EU directive threshold will no longer 
apply, and the UK could (in theory) seek to re-visit these rates. 
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Practical Considerations  

The implications of many of the tax issues highlighted in this note will remain contingent upon the terms of the 
UK’s exit from the EU and on the Government’s approach to filling the cavities in the domestic tax code left 
following its breakaway. How the Government administers such freedom to implement tax incentive schemes for 
specific businesses, regions and sectors, will also be of great importance to the development of the post-Brexit 
economy.  

Whilst any proposals for change remain to be seen, UK businesses with a presence within other EU states should 
consider now how the potential loss of the benefits of the Parent-Subsidiary Directive or Interest and Royalty 
Directive would affect the flow of profits and revenues within their groups, and whether any risk might be 
otherwise mitigated through existing double tax treaties.  

Contacts  

Ontier’s global presence and expert lawyers are ideally placed to assist your business with the challenges and 
opportunities that lie ahead.  If you would like to discuss any of these issues further, please contact us 
(info@scaontier.com). 
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