
Diverted Profits Tax             

Diverted profits tax (DPT), popularly referred to as the ‘Google tax’ was introduced by FA2015 and followed 
widespread media criticism of sophisticated tax planning strategies implemented by large multinational 
groups.  It is the government’s intention that DPT will deter and counteract activities that divert otherwise 
taxable profits from the UK.Whilst DPT is largely targeted at large groups, there are certain circumstances 
in which ‘small to medium sized enterprises’ (SMEs) may be caught with potential implications.

Does DPT apply to your business?
Broadly, DPT will apply where arrangements have been put in place to avoid UK corporation tax by avoiding permanent  
establishment or by entering into transactions that lack economic substance.
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Avoidance of a UK taxable presence (s.86 charge)
A DPT charge can apply is where foreign companies make substantial 
sales through activity in the UK while avoiding the creation of a UK 
permanent establishment (PE). Such arrangements are often Combined 
with other arrangements that allow the foreign company to transfer 
profits associated with those sales to companies resident in territories 
where little or no tax is paid. A typical structure is illustrated below:

Involvement of entities or transactions  lacking  
economic substance (s.80,81 charge)
A DPT charge can also apply in cases where a company  
with an existing UK taxable presence is party to arrangements 
involving entities or transactions that shift profits to low tax 
jurisdictions but which lack economic substance.
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This document seeks to address general tax and financial issues and whilst due care has been taken in its preparation, no responsibility for loss incurred by any persons acting, or 
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Rate of DPT
If a company is caught by either of the above provisions and 
does not qualify for one of the exemptions described below 
then DPT will be charged at a rate of 25% of the amount of  
the diverted profits.  25%, being higher than the prevailing  
rate of corporation tax has been intentionally chosen by the 
Government to penalise corporations that seek to divert  
profits away from the UK tax base.  And of course the  
differential will only increase as CT rates fall to 18%.

Exemptions for SMEs
•   A charge to DPT will only arise in s86 cases if “the avoided 

PE and the foreign company are not both SMEs for that 
period”.

•   A charge to DPT will only arise in s80 and s81 cases if “the 
companies transacting with one another are not both SME’s 
for that period”.

•   A further exemption from the s86 charge exists for foreign 
company if the UK-related sales are less than £10 million or 
the UK related expenses are less than £1 million.

It follows that qualifying as an SME does not necessarily exempt 
the enterprise from a charge to DPT.  The SME definition must 
be applied to all the parties involved in the transactions under 
scrutiny.  The exemptions above are only available if both of 
the entities concerned qualify as SME’s.

SME definition
For the purpose of the above the exemptions the definition 
of an SME follows the same as that used for transfer pricing 
purposes.  This is, the company must have no more than 250 
employees and either an annual turnover of less than €50m or  
a balance sheet total of less than €43 million.

There is one key difference in determining SME status for  
DPT purposes.  That is, there is no period of grace for the 
first year in which the enterprise becomes large. Accordingly, 
if an enterprise breached the SME thresholds for just a single 
accounting period it will be treated as such for that accounting 
period, where under the transfer pricing rules it would need to 
be a large company for two consecutive accounting periods.

Notification and administration
Companies that consider themselves to be within the scope of 
DPT must notify HMRC in writing within 30 days of the end of 
the relevant accounting period.  A charge to DPT is imposed 
by HMRC issuing a charging notice to the company specifying 
an estimated charge to DPT, the basis of the charge, the  
relevant accounting period and who is liable to pay the DPT.  
The tax is payable within 30 days of issue of the charging 
notice.  
A 12 month review period follows, during which HMRC and 
the taxpayer may agree a final liability.

Tax geared penalties of up to 100% of the DPT at stake may 
be imposed on companies that fail to notify HMRC that they 
are potentially within the scope of DPT.

How PKF Francis Clark can help
With 25% DPT becomes increasingly punitive as UK corporation 
tax falls to 17%, companies with overseas operations will want 
greater certainty that they will not fall foul of the new rules.  
SME’s in particular should actively review their SME status for 
each accounting period and any transactions likely to come 
within the scope of DPT should be restructured to ensure that 
the ‘diverted profits’ become subject to UK corporation tax 
instead.  If you would like to discuss any of the issues high-
lighted in the factsheet then get in touch:
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