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Latest Rates of Interest

I have discontinued the rates of inflation chart on the grounds that the Retail
Price Index is not particularly helpful. The CPI tends to be used more often.
The RPI was important to know when we had CGT indexation but that is long
gone.

It would be ironic if RR decides in her Budget on 26t November to reintroduce
some kind of taper relief based on the RPI. Unlikely I think; she is not famous
for introducing reliefs — but what do I know.

The following are the latest rates of interest at 31st October 2025:

Interest on overdue tax

Interest on all unpaid tax is charged at the same rate.

The formula is Bank base rate plus 4% which gives a rate of 8% which applies
from 27% August 2025.

There is one exception: Quarterly instalments of corporation tax bear interest at
6.5% from 18" August 2025; interest on overpaid instalments is now 3.75%.

Repayment supplement

Interest on overpaid tax is paid at Bank base rate minus 1% which gives a rate of
3% from 27" August 2025.

Official rate of interest: From 6th April 2025: 3.75%
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The New Non Dom Rules

I have mentioned it before, but the point keeps arising so forgive me if I explain
again that the new rules for non doms have a surprisingly advantageous effect for
some people.

There are a significant number of people who were born in the UK with a UK
domicile of origin and who later acquired a foreign domicile of choice. Under the
old rules, if they become UK resident they were immediately deemed domiciled
in the UK - although there was a one-year period of grace for IHT. This made
them subject to the full set of UK taxes on their worldwide income and assets,
despite their long period abroad and their non dom status. No surprise that they
all stayed away.

The new rules for non doms which came into force on 6% April 2025 virtually
abolished the concept of domicile as a determinant for UK tax purposes and was
replaced by a residence test. In broad terms, IHT will not apply to the foreign
assets of individuals unless and until they have been resident in the UK for 10 out
of the last 20 years.

So the very class of people who were so aggressively targeted before 6t April 2025
are surprising beneficiaries of these new rules because they will not now be
subject to IHT on foreign assets unless and until they have been resident in the
UK for 10 out of the last 20 years. So they can resume UK residence for 9 years
without any IHT disadvantage.

It gets better. If they were to become resident, they would of course become liable
to income tax and CGT going forward - but they would be entitled to a special
exemption from tax on their foreign income and gains (whether remitted or not)
for the first 4 years of residence. That would be extremely helpful if they were
inadvertently to become resident — possibly if they were to spend more that the
relevant number of days by reason of some personal issue.

It is hard to imagine that these consequences were intended - but who knows?
However, they are very welcome.
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Exclusive Purposes

The recent decision of the Upper Tribunal in Investment and Securities Trust Ltd v
HMRC [2025] UT 331 may have a wider significance than the SDLT and ATED
issues which were the particular subject matter of the case. It is all about the
meaning of “exclusively” — a term with which we are all extremely familiar. But
there is more.

Brief context. There is an exemption from ATED and a relief for SDLT where the
interest in land is acquired for development in the course of a property
development trade.

More precisely, for ATED section 138 FA 2013 provides an exemption for a person
who was carrying on the trade where the land was:

“held exclusively for the purpose of developing and reselling the land
in the course of the trade”.

For SDLT purposes the relief is not quite the same. Schedule 4A(5) FA 2003
provides that the land must have been:

“acquired exclusively for one or more of the following purposes...
development or redevelopment and resale in the course of a property
development trade...”

This looks the same but a crucial difference arises from the highlighted terms. For
ATED the land must have been held exclusively for that purpose, but for SDLT it
must have been acquired exclusively for that purpose.

In this case, the interest in land was held for development for the purposes of both
taxes — so that satisfied the ATED test. However, the Tribunal had much more to
say about the SDLT test and in particular whether it was acquired exclusively for
that purpose.
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We are told that the seller of the interest in land had a pressing need for funds and
wanted to sell. Her son (who was a director and shareholder of the company)
decided that the company should buy the property because it was a good
development opportunity. The Tribunal took the view that the company acquired
the property partly to address the seller’s need for funds. That meant it was not
acquired exclusively for the purpose of the development trade, and the relief
could not therefore apply.

It seems a bit tough to extend the purpose test of the purchaser to include the
purposes of the seller. This has a resonance with the concept of duality of purpose
and the requirement for expenditure to be wholly and exclusively for the
purposes of the trade. In fact, it is more than just a resonance; it is the same test —
i.e. whether the acquisition or purchase of the asset was made exclusively for the
purposes of the trade.

If I want to buy a computer wholly and exclusively for the purposes of my work,
should it really matter who I buy it from? The seller will of course have a need
(pressing or otherwise) to sell it, but if I buy it from my local shop rather than on
Amazon because I want to support my local shop, this would make the
expenditure disallowable. I would be acquiring the asset partly to address the
seller’s needs or purposes.

I cannot purchase an asset without the seller selling it — so however sympathetic I
am to the needs or motivation of the seller, that could perhaps be disregarded as
incidental, following Mallalieu v Drummond. The Tribunal accepted that putting
funds in the hands of a vendor is an inevitable and incidental consequence of an
acquisition, but the connection between the parties in this case made all the
difference.

Anyway, never mind about all that. Decisions of the Upper Tribunal are binding
precedents, so this is a modification of the purpose test we need to take on board.

In the words of the immortal Nat King Cole: There may be trouble ahead. ...
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IHT: HMRC Guidance

HMRC have published guidance for long term residents following the changes
which came into force on 6 April 2025 in which domicile was virtually removed
as a determinant for UK taxes and replaced by the concept of Long Term
Residence.

However, and most unfortunately, the guidance seems to be rather confused
when it comes to overseas assets. The guidance states:

“Charging inheritance tax on overseas assets

Inheritance Tax is charged on transfers of overseas assets you owned
outright, or on death, when you are long-term UK resident.

Inheritance Tax will be charged on any overseas assets in a trust you
have set-up or added to (even when you were not a long-term UK
resident). There will be no Inheritance Tax to pay on your death on
trust assets that were:

» placed in the trust while you were non-UK domiciled

e overseas on 30 October 2024

» overseas on the date of your death or when your rights to the
trust ended

You should tell trustees when your long-term UK residence status
changes as there may be separate trusts charges to pay. “

This is very relevant to the numerous non doms who had created excluded
property trusts before 5" April 2025 (and who were not UK domiciled on 30®
October 2024).

Unfortunately, the guidance is wrong.

The suggestion that there would be no IHT if the trust assets were overseas on 30%
October 2024 is simply not right; admittedly, that is a relevant condition for
exemption from IHT, but it does not apply unless a number of other conditions
are satisfied
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And it is also incorrect for HMRC to say that the assets would be IHT free if they
were overseas on the date of death? No. This would only be the case if the settlor
died before 6" April 2025, or if he became non resident prior to 6% April 2025, or if
he is not a long term resident.

The position is that a long term resident who had established an excluded
property trust before 6 April 2025 (no matter how long ago) will now be
chargeable to IHT on his death unless he is excluded from benefit — and in the
meantime the assets will be subject to the ten-year charge (and exit charges).

I guess this guidance will be revised before very long before too many people rely
on it.

Rates of Corporation Tax

The CIOT has been in discussions with HMRC regarding the denial of the small
companies’ rate of corporation to non resident companies on their profits
chargeable to UK tax.

Section 18A CTA 2010 provides that the small companies rate of corporation tax
only applies to companies which are resident in the UK. The CIOT have
suggested that this may be contrary to the non discrimination provisions of
numerous Double Taxation Agreements which typically provide:

“Nationals of a Contracting State shall not be subjected in the other
Contracting State to any taxation or any requirement connected
therewith, which is other or more burdensome than the taxation and
connected requirements to which nationals of that other State in the
same circumstances are or may be subjected.

The taxation on a permanent establishment which an enterprise of a
Contracting State has in the other Contracting State shall not be less
favourably levied in that other State than the taxation levied on
enterprises of that other State carrying on the same activities. “
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HMRC have confirmed that in their view (which is set out in detail in the Double
Taxation Manual at paragraph 1954) is that there is no such discrimination
because a non resident company is not “in the same circumstances” as a UK
resident company.

However, DTM1954 does draw a distinction between a company which is taxable
in the UK by reason of having a permanent establishment in the UK, and a non
resident company which is taxable in the UK for some other reason. In that event
the small companies rate (and the marginal relief) will be calculated by reference
to their worldwide profits and the number of associated companies.

I cannot imagine that there is going to be any change here to allow further relief to
non resident companies who are clearly stuck with paying the full 25% rate of tax.

Peter Vaines
Field Court Tax Chambers
315t October 2025
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Important Note

This bulletin is prepared for private circulation and no unauthorised reproduction of any part thereof is
permitted. The contents of this bulletin are intended to highlight points of current interest for the purposes
of discussion only and do not represent a full review of any subject. Furthermore, the law and practice
relating to taxation is subject to frequent change and the above commentary can quickly become out of date.
Professional advice should always be sought in respect of any matter referred to herein and no liability is
accepted by the author for any action which may be taken, or refrained from being taken, on the basis of the
contents hereof. The views expressed in this bulletin are those of Peter Vaines alone and are not necessarily
shared by any other member of Field Court Tax Chambers.
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