DRAGONI PARTNERS LLP | THE EUROPEAN & INTERNATIONAL BUSINESS STRUCTURE

DRAGONI

. PARTNERS

Cem—

Company Structuring And Wealth Preservation

THE EUROPEAN & INTERNATIONAL
BUSINESS STRUCTURE

A PRIVATE BRIEFING FOR UK BUSINESS OWNERS

Commercial purpose. European & international capability. Structural perspective.

PRIVATE & CONFIDENTIAL

DRAGONI PARTNERS LLP | MAYFAIR, LONDON

PRIVATE & CONFIDENTIAL | DRAGONI PARTNERS LLP



DRAGONI PARTNERS LLP | THE EUROPEAN & INTERNATIONAL BUSINESS STRUCTURE

YOUR BUSINESS MAY BE BRITISH.
YOUR STRUCTURE DOESN'T HAVE TO BE.

A successful business rarely remains the business that was first incorporated. Markets change. Owners accumulate
capital. Families develop new priorities. Customers and suppliers cross borders. Opportunities appear in other
jurisdictions. Yet the legal and ownership architecture around the business can remain largely untouched.

This Brief considers a simple question: when a UK business develops genuine European or international interests, is
the structure that served it yesterday still the structure its owners would deliberately choose for tomorrow?

The answer is not automatically yes - and it is not automatically to restructure. A European or international structure
must have a credible commercial purpose, be capable of being implemented with appropriate substance and
governance, and produce an overall economic result that justifies its cost and complexity.

THE STARTING POINT IS NOT TAX.

THE STARTING POINT IS THE BUSINESS.

This is an introduction to the commercial and structural questions Dragoni considers with established business
owners. Itis not a recommendation, a tax opinion or a blueprint for implementation. Any eventual arrangement must
be designed around the facts, independently reviewed where appropriate, and implemented with the relevant legal,
tax, accounting, fiduciary and regulatory advice.

Why consider a European or international structure?

One business. More than one function.

The tax question.

Substance, management & governance.

What should profit do next?

Who owns tomorrow?

When a European or international structure doesn't fit.

An illustrative case.

The Dragoni review.

Risks, change & professional scrutiny.
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WHY CONSIDER A EUROPEAN OR INTERNATIONAL
STRUCTURE AT ALL?

There should be a reason beyond a lower headline tax rate. For some businesses, a European or international
dimension may already exist through customers, suppliers, people, intellectual property, investment, distribution,
finance or future expansion. For others, the commercial case may be prospective rather than current.

The business is expanding into European or international markets.

The owners want a clearer separation between UK trading activity and wider group capital or investment activity.
Substantial profits are being retained and the owners are considering what that capital should do next.

The group requires a platform from which to hold, finance or coordinate legitimate international activities.
Ownership, succession or family considerations have become more important as value has accumulated.

A future sale, acquisition, joint venture or relocation of activity may justify reviewing the existing architecture.

If the proposed arrangement does not improve the commercial architecture of the business, create useful
capability, reduce a genuine risk, support investment or succession, or otherwise produce a defensible benefit,
complexity has not earned its place.

SIMPLE DESERVES TO WIN FIRST.
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ONE BUSINESS. MORE THAN ONE FUNCTION.

International structuring is often misunderstood as moving a UK business somewhere else. In practice, the more
useful question is whether different activities, risks, assets and ownership functions belong in different parts of an
appropriately governed group.

UK ACTIVITY EUROPEAN & INTERNATIONAL OWNERSHIP & CAPITAL

CAPABILITY

Genuine cross-border activity, group . . .
Customers, people, contracts, How value, retained capital, investment

. .. . . coordination, invoicing, investment or X X
invoicing, delivery, local trading interests, long-term control and exit are

ther functi h iall
functions and obligations. jciJstei)frieL(linC lons where commerclatly held and governed.

The exact architecture is case-specific. Legal ownership and control alone do not determine where profits should
arise or where tax is due. The location of decision-making, people, functions, assets, risks and value creation all
matter.

STRUCTURE SHOULD FOLLOW REALITY - NOT
ATTEMPT TO REPLACE IT.
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THE TAX QUESTION.

Tax efficiency can be a legitimate reason to examine how a business is structured. It should neither be hidden nor
treated as an automatic entitlement.

Different jurisdictions can produce different tax consequences. But the relevant result depends upon what the
entities actually do, their size, ownership and shareholder relationships, where and how they are managed, the
functions and risks they assume, the terms on which connected parties transact, the residence and circumstances
of the owners, and the anti-avoidance and reporting rules that apply.

e The current UK commercial and trading position and effective tax burden.

e The proposed commercial and contractual architecture and the reason for each entity or relationship.
e Theremuneration or pricing required for functions performed between connected businesses.

e Implementation and ongoing professional, governance and administration costs.

e The tax consequences at company, shareholder and distribution level.

e The net economic benefit after costs, together with key assumptions and sensitivities.

e Principal legal, tax, regulatory and operational risks.

e The point at which the additional structure ceases to be economically worthwhile.

TAX IS A LEGITIMATE CONSIDERATION.

IT JUST ISN'T THE STARTING ASSUMPTION.
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04 | REALITY BEFORE PAPERWORK

SUBSTANCE, MANAGEMENT & GOVERNANCE.
]

An international structure cannot be made real merely by incorporating a company, opening a bank account or
appointing a name to a board. The legal documentation, operational reality and decision-making should tell the
same story.

Where strategic and day-to-day decisions are genuinely made.

Who the directors, shareholders and owners are, what they know, and whether they exercise real authority.
What functions are performed in each jurisdiction and by whom.

What assets and risks each entity genuinely controls or bears.

Whether contracts, invoicing, banking, records and governance support the stated model.

Whether connected-party terms can be supported on an arm's-length basis.

The appropriate level of substance is not a marketing slogan or a fixed checklist. It depends upon the nature and
scale of the activity.

THE FOUR DISCIPLINES

PURPOSE SUBSTANCE GOVERNANCE EVIDENCE
Why it exists What it does Who decides What proves it
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WHAT SHOULD PROFIT DO NEXT?

A mature business can reach the point at which the capital accumulated inside or around it is materially greater than
the capital required for day-to-day trading. That creates a different set of questions.

e  Should all accumulated value remain exposed to the risks of the trading business?

e |ssurplus capital intended for working capital, acquisition, investment or eventual distribution?
e Should investment assets sit alongside operating assets?

e How should future opportunities be funded?

e What should happen to capital if the trading company is eventually sold or passed on internally?

Legitimate structuring can help separate different commercial risks and clarify ownership. It should not be used to
defeat existing creditors, hide assets, frustrate legal obligations or retrospectively manufacture protection after a
liability has arisen. Timing, solvency, purpose and professional advice matter.

WHEN THE BUSINESS HAS MORE CAPITAL THAN IT
NEEDS TO RUN THE BUSINESS,

IS ALL OF IT STILL TRADING CAPITAL?
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06 | THE BUSINESS AFTER THE FOUNDER

WHO OWNS TOMORROW?
]

For many owners, the most important structural questions eventually stop being about this year's profit and become
questions of control, family, succession and liquidity.

Should economic ownership and day-to-day control always pass together?

What happens if one shareholder wants to exit and another wants to continue?

How will the next generation participate - if at all?

What happens to the structure on death, incapacity, divorce, a business sale or liquidation?

Can ownership arrangements support philanthropy, investment or family objectives without impairing the
trading business?

Trusts, holding companies, shareholder agreements and other ownership arrangements may have arolein
appropriate cases. Their suitability depends upon the owners' objectives, residence, family circumstances, tax
position and the legal regimes involved.

SUCCESSION IS NOT ONLY ABOUT WHO RECEIVES
VALUE.
IT IS ALSO ABOUT WHO CONTROLS IT.
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WHEN A EUROPEAN OR INTERNATIONAL
STRUCTURE DOESN'T FIT.

Not every successful UK business needs a European or international structure. In some cases the right answer is to
leave the existing structure alone.

There is no credible commercial, operational or tax rationale for the proposed European or international
element.

The economics do not justify the implementation and running costs.

The owners are unwilling or unable to support the governance and operational reality required.

The arrangement depends upon decisions being represented as taking place somewhere they do not.

The intended result relies on artificial steps rather than substantive business functions.

The owner requires certainty where the law, facts or tax treatment do not permit it.

The structure would make the business harder to operate, finance, sell or explain without producing a sufficient
countervailing benefit.

SOMETIMES THE RIGHT STRUCTURAL ADVICE

IS NOT TO RESTRUCTURE.
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08 | ILLUSTRATIVE CASE STUDY

A UK BUSINESS LOOKING BEYOND THE UK.
]

The following example is deliberately illustrative. It is not a tax calculation, forecast or representation that any
particular treatment would apply.

BUSINESS Established UK owner-managed trading company

PROFITABILITY Substantial recurring profits above day-to-day working-
capital needs

OWNERS Two UK-resident shareholders

POSITION Growing European and international customer and supplier
relationships; capital accumulating in the UK business

OBJECTIVES European and international capability, reinvestment, risk
separation, future succession and a clearer long-term group
architecture

QUESTIONS WE WOULD INVESTIGATE

e What genuine European or international functions or opportunities exist now, and what may reasonably
develop?

e  Which activities and risks should remain within the UK trading business?

e Would a separate group entity create useful commercial capability, and what would it actually do?

e How should connected businesses be remunerated for the functions they perform?

e Where would management and strategic decision-making genuinely take place?

e What capital is genuinely required for UK trading and what is surplus to those requirements?

e What are the company and shareholder tax consequences under the current and proposed positions?

e What professional, governance and operating costs would the structure create?

e How would the structure affect banking, finance, a future sale and succession?

e  After costs, risks and constraints, is the proposed architecture genuinely better than doing nothing?
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FROM QUESTION TO IMPLEMENTATION.

UNDERSTAND Objectives, business model,
ownership, geography, capital, family and future
plans.

CHALLENGE Test whether there is a genuine problem
to solve and whether simpler alternatives deserve to
win.

MODEL Compare the present position with credible
alternatives, including costs, tax consequences, risks
and break-even economics.

DESIGN Develop the architecture around real
functions, governance, ownership and commercial
purpose.

DUE DILIGENCE Bring in, coordinate, instruct or
match appropriate legal, tax, accounting, fiduciary
and other professional advisers before
implementation.

IMPLEMENT Coordinate the relevant parties and
contractual implementation so that the agreed
structure is established in accordance with its design.

STEWARDSHIP Provide ongoing management,
supervision and governance to help maintain the
structure in line with its intended direction and
objectives.
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RISKS, CHANGE & PROFESSIONAL SCRUTINY.

International structures are exposed to legal interpretation, tax authority enquiry, changes in legislation and
jurisdictional or treaty practice, administrative error, governance failure and changes in the client's own facts. A
structure that is appropriate today may require amendment tomorrow.

e Tax authorities may challenge residence, profit allocation, pricing, purpose or the application of anti-avoidance
rules.

e Legislation, case law, administrative practice and international tax standards can change.

e Poorimplementation can undermine an otherwise defensible design.

e Banking, financing, regulatory and reporting obligations may be more demanding across borders.

e Professional opinions are based on facts and law at a point in time; they are not guarantees of a future authority
or court outcome.

e Changes in enterprise turnover, profitability, revenue or activity may require the structure to be reviewed for
current and future accounting periods.

e Changes in the circumstances of owners or shareholders may affect the continued suitability or treatment of the
structure.

The purpose of due diligence is not to pretend these risks disappear. It is to identify them, understand them and
decide whether the potential benefit justifies accepting them.

COMMERCIALITY FIRST.

COMPLIANCE THROUGHOUT.
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WOULD YOU BUILD IT THE SAME WAY TODAY?

For many successful owners, that is the most useful question in this Brief. A business may have been incorporated
years ago for perfectly sensible reasons, then grown into something larger, more international and more valuable
than anyone originally expected.

Reviewing the structure does not mean the structure is wrong. It means success has earned the right to ask whether
it remains right for its intended purposes.

THE OBJECTIVE IS NOT TO FIND A STRUCTURE THAT
SAVES TAX.

IT IS TO DETERMINE WHETHER THERE IS A BETTER,

MORE SUITED STRUCTURE FOR THE BUSINESS - AND
THEN UNDERSTAND ALL OF ITS CONSEQUENCES,
INCLUDING TAX.

An initial discussion with Dragoni is intended to establish whether there is enough commercial merit to investigate
further. Sensitive client information is not required at the outset, and no recommendation should be made before
the relevant facts have been understood by all relevant parties.

DRAGONI PARTNERS LLP

53 Davies Street, London W1K 5JH
0203 8157947
info@dragonipartnersllp.com
dragonipartnersllp.com
Company No. OC385984

This publication is for general discussion purposes only. It does not constitute legal, tax, investment, financial or other professional advice, nor an
offer or recommendation to enter into any arrangement. The suitability and consequences of any structure depend upon the particular facts and
circumstances and upon the law and practice applicable at the relevant time. Appropriate independent professional advice and due diligence
should be obtained before implementation.
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