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CURRENT RATES August 2009 

 

Indexation 

Retail price index: July 2009  213.4 

Inflation rate: July 2009   (1.6%) 

 

Indexation factor from March 1982:  

to April 1998  1.047 

to July 2009  1.686  

 
Interest on Overdue Tax 
Income tax/CGT/NIC 2.5% from 24 March 2009 

Inheritance tax   zero from 24 March 2009 

VAT   2.5% from 24 March 2009 

Corporation tax  2.5% from 24 March 2009 

CTSA instalments 1.5% from 16 March 2009 

 
Repayment Supplement 
Income tax/CGT/NIC zero from  27 January 2009 

Inheritance tax  zero from  24 March 2009 

VAT   zero from  27 January 2009 

Corporation tax  zero from  27 January 2009 

CTSA instalments 0.25% from  16 March 2009 

 
Official Rate of Interest 
From 6 April 2007  6.25% 

From 1 March 2009 4.75% 

 
NOTE: A note is attached relating to the harmonisation of the different rates in September. See “Interest on 

Tax” on page 8. 
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Offshore Income 

My inbox is overloaded with press releases and notices regarding HMRC’s latest offshore 

disclosure facility, the new exchange of information agreement with Liechtenstein (which apart 

from the normal and expected consequences, could result in those who fail to make a full 

disclosure finding their accounts in Liechtenstein closed down), a separate disclosure facility for 

those with income or assets in Liechtenstein and the latest decision by the First Tier Tax Tribunal 

allowing HMRC to issue generic notices requiring information concerning offshore bank accounts 

of another 300 banks. This really is the end of bank confidentiality.  

(There is a strange mismatch between the Liechtenstein offshore disclosure facility where 

disclosure and penalties are limited to the previous 10 years and the general HMRC facility which 

is limited to 20 years. Whether there will be any attempt at harmonisation is anybody’s guess.)  

There really is little doubt that failing to disclose income from an offshore account which is taxable 

in the UK will land you in trouble. Those who are not UK-domiciled and claim the remittance basis 

(perhaps paying £30,000 a year for the privilege) do not have to disclose their foreign bank 

accounts, but they need to be aware that there is a substantial penalty for not getting their tax 

disclosures absolutely right.  

I do not think this will be of deep significance to most people, but those who have been foolish 

enough to conceal such income and to have ignored the first HMRC amnesty have now got some 

work to do. In a recent statement, the Deputy Chairman of HMRC (in addition to his podcast!) said: 

“Those who have been evading UK tax on assets held in Liechtenstein banks must now 

settle with us. There are no alternatives. To resolve this as quickly as possible we will cap 

penalties on unpaid tax for those coming forward to make a full disclosure. Those who 

make the mistake of ignoring the disclosure facility will have their accounts in 

Liechtenstein closed and face penalties of up to 100% when HMRC catches up with 

them.” 

That must be absolutely right. 

Under the new rules, the penalty rate of 10% will apply to those who were not contacted by HMRC 

under the 2007 facility; those to whom HMRC wrote in 2007 but who did not make a full disclosure 

http://www.hmrc.gov.uk/podcasts/


 

4 

UK Tax Bulletin 
August 2009 

Squire, Sanders & Dempsey 

will now have an opportunity to do so with a 20% penalty, but once this disclosure window closes 

on 12 March 2010, there will be penalties of at least 30% rising to 100% of the tax involved.  

VAT Increase 

It is proposed that the rate of VAT will be restored to 17.5% on 1 January 2010 assuming that 

HMRC do not take on board any of the suggestions that the change should take place later, the 

rate should be higher, lower or something else. It is perhaps only human nature that minds will be 

turning to possible arrangements to create a tax point before that date (like prepayments or early 

invoicing) so as to benefit from the 15%. This obviously makes sense only for supplies to 

unregistered or partially exempt persons.  

Unfortunately, there are some anti-avoidance provisions which can give rise to a supplementary 

VAT charge of 2.5% on 1 January 2010. This will apply where the supply of goods and services 

spans the date of the VAT change, i.e. the VAT invoice or the payment by the supplier takes place 

before the change but the “basic time of supply” is after the change. The basic time of supply is 

when the goods are delivered or the services are performed.  

The rules will only apply where: 

a) The parties are connected; 

b) The value is more than £100,000; 

c) A prepayment was financed by the supplier or someone connected with him or her; or 

d) Payment is not made until at least six months from the date the VAT invoice was issued, in 

cases where the invoice would fix the time of supply. 

These conditions do not seem to be particularly onerous, at least as far as small businesses are 

concerned. 

Employee Benefit Trusts 

HMRC have issued Brief 49/2009 setting out their view of the inheritance tax implications of 

contributions to employee benefit trusts (EBTs) by a close company. Section 13 IHTA 1984 
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generally exempts any contributions from a charge to IHT if the participators in the company are 

excluded from any benefit from the EBT. However, HMRC now consider that where all the 

beneficiaries are employees of the company and participators are excluded from benefit but 

nevertheless obtain a loan from the EBT, this represents a benefit to the participators so that the 

exemption of Section 13 does not apply. It sounds a bit extreme to suggest that a loan on arm’s 

length terms is a benefit – and even worse where the loan is made some years after the 

contribution was made. Do they then retrospectively decide that the exemption in Section 13 did 

not apply after all and that the contribution should be a chargeable transfer? I guess so – although 

I wonder what happens if they are out of time. There would seem to be no grounds for discovery 

because there was nothing wrong with the exemption claimed at the time. 

They go on to say that a contribution to the employee benefit trust is a chargeable transfer which 

can be attributed to participators under Section 94 IHTA 1984 assuming that participators are not 

excluded from benefit. If participators are excluded from benefit, Section 13 will apply and the new 

interpretation (sorry – the current view) would not arise. 

Section 12 also provides protection from a charge to inheritance tax if the contribution to the EBT 

is allowable in computing the profits of the company for the purposes of corporation tax. The basic 

rule for EBTs is that contributions are deductible by the company only when they are paid out to 

employees and chargeable to tax and NIC on them.  

There is no particular time specified in Section 12. All it says is that the contribution is not a 

transfer of value “if it is allowable in computing [the company’s] profits or gains for the purposes of 

corporation tax”. The effect of the deferral rules is that relief is given in the subsequent year rather 

than the current year. That does not mean the contribution is not allowable – quite the contrary, it 

provides that it is allowable in a later year. (I suppose you could say that the contribution is 

allowable only after something else has happened – and therefore it is not allowable until that 

time.) HMRC take the view that Section 12 applies only to the extent that a deduction is allowable 

to the company for the tax year in which the contribution is made. On this basis, the transfer of 

value must be apportioned between the individual participators according to their shareholdings 

and charged to inheritance tax accordingly. HMRC say that this is their current view and pending a 

resolution of any legal challenge existing cases will be pursued by them on this basis. 
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When the contribution is subsequently allowed, I wonder if they will revise the treatment of the 

earlier chargeable transfer. Dream on. 

HMRC are also a bit sniffy about the Section 10 exemption (transfers not intended to confer a 

gratuitous benefit). They say that by its very nature an EBT is a discretionary trust and 

contributions will often confer a gratuitous benefit on the participations. Well yes. And if it does, 

then obviously Section 10 cannot be satisfied so this does not take the argument anywhere. The 

whole idea of an EBT is to provide benefits to employees which is a bona fide commercial purpose 

– not an intention to confer gratuitous benefits.  

I hope that this issue is going to be seriously reconsidered without having to wait for litigation. 

HMRC Clearances 

HMRC have announced a revision to the clearance service for businesses. This continues to look 

really helpful. It is a development from the guidance note issued on 11 April 2008 when HMRC 

introduced a non-statutory clearance service to provide businesses with their view of the tax 

implications of significant commercial issues regardless of when the legislation was first enacted. 

Non-business taxpayers remain subject to Code of Practice 10 where technical enquiries are 

answered only if they arise from the last four Finance Acts. 

The purpose of the new clearance service is to provide certainty for businesses operating in the 

UK at a level where a speedy response from HMRC can reasonably be assured. They anticipate a 

response within 28 days on areas of material uncertainty relating to the legislation concerning the 

tax outcome of a real issue of commercial significance to the business. HMRC emphasise that this 

non-statutory clearance is a written confirmation of their view of the application of tax law to a 

specific transaction or event which the taxpayer can rely on in most circumstances. 

The guidance note sets out the procedure for making an application (which is sensible and 

predictable) and clarifies those areas where HMRC will not accept such an application. They will 

not comment on tax planning advice; where the relevant point is not uncertain (i.e. where the point 

is covered by their published guidance – although that is not of course the same thing); where they 

have already opened an enquiry into the transaction or the relevant self assessment return; on 

issues which do not involve statutory interpretation such as asset valuation and transfer pricing; or 

on whether a particular research and development project qualifies for relief under the various tax 



 

7 

UK Tax Bulletin 
August 2009 

Squire, Sanders & Dempsey 

incentives. In particular, they confirm that they will not comment on the tax consequences of 

executing trust deeds or whether the settlements legislation applies. 

HMRC confirm that the whole point of this system is that the taxpayer should be able to rely on any 

clearance they provide. They do not say that such a clearance will be binding and explain that 

whether it is binding or not will be determined by the courts. They do however set out some 

circumstances in which they will not be bound – all of which are absolutely reasonable, such as 

where the law has changed between the clearance and the transaction taking place or where 

incorrect or incomplete information was included in the clearance application.  

The similar non-statutory clearance procedure for inheritance tax has also been updated. 

Remittance Basis Manual 

A new version of the Remittance Basis Manual has been published by HMRC which brings 

together all the notes and FAQs about how the remittance basis works following the 2008 

changes. It goes on a bit (for 302 pages) and answers are not always easy to find, but it is 

extremely useful to have their views set out clearly and in one place – even if a number of 

controversial areas remain. 

Interest on Tax 

The rates of interest on unpaid and overpaid tax have varied considerably depending upon the 

particular tax involved. In September the rates are to be harmonised. A rate of 3% will apply to all 

unpaid taxes and 0.5% will apply on repayments. (This is particularly tough on inheritance tax 

because the present formula gives a rate of zero both ways.) 

The rates will be linked to Bank of England base rate and will fluctuate accordingly. Interest on 

unpaid tax will be payable at 2.5% over base rate and repayment supplement will be payable at 

1% below base rate, but with a minimum rate on repayments of 0.5%. 

 

P S Vaines 
Squire, Sanders & Dempsey 
28 August 2009 
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Peter Vaines: New Law Journal: Article on Tax Matters 

Peter Vaines: Tax Faculty TAXline: Article on Inheritance Tax 
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