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these notes for guidance on how to do this.
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Notes on TRUST AND ESTATE FOREIGN

Part A reporting the trust's or estate's foreign income and claiming Foreign Tax Credit Relief

| m Arising basis

| ® Unremittable income |

Except in the special circumstances described below, the trust’s or
estate’s income is taxed as it arises, whether or not it's actually
brought to the United Kingdom (UK). You must enter the full
amount of income arising from overseas sources on the ‘Trust and
Estate Foreign’ pages. For overseas rental income this means the
gross income minus allowable expenses (restricting any residential
finance costs appropriately). For all other income, it’s simply gross
income before tax.

e Special circumstances — trustees

Where trust income is payable to a beneficiaries with an absolute
interest in income (including a life tenant) or to an annuitant,

the trustees' liability to UK Income Tax for the income payable

to each beneficiary or annuitant is determined by reference to the
residence and, in appropriate cases, the domicile of the beneficiary
or annuitant.

Where the beneficiaries or annuitant is not resident in the UK their
share of the trusts foreign income is not taxable on the trustees,
do not include this income in the Trust and Estate Tax Return.

Where the beneficiaries or annuitant is resident but not domiciled in
the UK and the trustees know that the beneficiaries will make a claim
for that tax year to be taxed on the remittance basis (see below),

the liability of the trustees can be limited to the amount of the
beneficiaries or annuitants share of the foreign income that is

remitted to the UK.

Trustees must exclude from the Trust and Estate Tax Return any
foreign income that is not remitted to the UK. If the beneficiary
does not claim the remittance basis, the trustees are assessable on
the amount arising.

= Remittance basis

Individuals who are resident but not domiciled in the UK must
decide each year if they will pay tax on the normal ‘arising basis’ on
all of their worldwide income and chargeable gains or, instead, if
they will make a claim to be taxed on the alternative ‘remittance
basis’. Where the remittance basis applies, the amount of UK tax
that must be paid is limited to the tax that is due on any amounts
of foreign income and chargeable gains that are remitted to the UK
in that tax year.

You can find more information about remittance basis in RDR1,
‘Guidance Note: Residence, Domicile and the Remittance Basis’ on
our website, go to www.gov.uk and search for ‘RDR1".

e Special circumstances — personal representatives

If the personal representatives of the estate of a deceased person are
resident in the UK, their taxable income will depend on the domicile
of the deceased person, whose estate is being administered, at the
date of their death.

If the deceased person was domiciled in the UK, then the personal
representatives will be taxable in the normal way on both UK and
foreign income.

If the deceased person was domiciled outside the UK, the personal
representatives will not be taxable on foreign income. In these
circumstances do not include such income. Please also tick box 6.6
on the ‘Trust and Estate Non-Residence’ pages.

| m Joint savings and investments

If the trust or estate had savings or investments held jointly
with others, enter only the trust’s or estate’s share of the income.

If the trust has income arising outside the UK that it’s unable to
remit to the UK because of exchange controls or a shortage of
foreign currency in the overseas country, then the trustees can
claim that the unremittable income should not be taxed for the
2019 to 2020 tax year.

If you think this applies to the trust, read the note about ‘Entering
unremittable income’ on page TFN3 of these notes.

Income becoming remittable

Where income arising was not taxed in an earlier year because

it was unremittable but it can now be remitted to the UK, it's
treated as arising in the 2020 to 2021 tax year. Income may
become remittable if, for example, exchange controls are lifted.
Include any income to which this applies whether or not it's actually
remitted to the UK. Convert the amount of the income and any
foreign tax charged on it to sterling using the exchange rate
prevailing at the time when the income becomes remittable.

m Foreign income: change to sterling

Convert income taxable on the arising basis to sterling at the rate of
exchange applicable at the time when the income arose.

Calculate gains on foreign life insurance policies, life annuities and
capital redemption policies in the currency in which the policy or
life annuity is denominated. Then convert the gain into sterling at
the rate of exchange applicable at the time of the chargeable event
(which may not be at the time the transaction occurred).

Ask us or your tax advisor if you're unsure of the exchange rate
to use.

| m Foreign tax paid and Foreign Tax Credit Relief

Foreign Tax Credit Relief is normally the most beneficial way to get
relief from double taxation, but if you do not wish to claim it for
the trust or estate you may instead deduct the foreign tax when
calculating the amount of income and gains taxable in the UK.

Example 1

The trust or estate received income of £1,000 on which foreign
tax of £150 was withheld at source. If the income is taxable in
the UK at 20% and you claim Foreign Tax Credit Relief, the net
liability will be (£200 minus £150) = £50.

If you do not claim Foreign Tax Credit Relief, the liability will be:
(£1,000 minus £150) = £850 x 20% = £170.

Foreign Tax Credit Relief is not always available for the full amount

of foreign tax paid. Relief is subject to the following rules:

e relief is only due if the trust is a UK resident (special rules
apply in certain circumstances if the trust or estate is
a resident of the Isle of Man or the Channel Islands — ask us or
your tax adviser for help)

e the income must arise in the foreign country and be properly
taxable under the foreign country’s law

e where a Double Taxation Agreement (see page TFN3 of these
notes) exists between the UK and the other country, the amount
of foreign tax eligible for relief is restricted to the minimum foreign
tax payable under the terms of the agreement - if you want to
calculate the trust’s or estate’s tax, check in the appropriate list of
countries in the Digest of Double Taxation Treaties to see if a
restriction applies to the amount of foreign tax that can be allowed,
go to www.gov.uk and search for ‘Double Taxation Treaties’
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Withholding tax is tax deducted by the payer when the income
is paid to the trust or estate. If the trust or estate has paid
foreign tax at a higher rate than that shown for the particular
type of income, Foreign Tax Credit Relief is not available for the
tax in excess of the agreement rate; therefore approach the
overseas tax authority for a refund of the tax paid in excess of
the agreement rate.

* where no Double Taxation Agreement (DTA) exists between
the UK and the other country, or the DTA does not cover the
particular foreign tax, relief is only available if the tax
corresponds to UK Income Tax or Capital Gains Tax — if you're in
any doubt about this, ask us or your tax advisor

e the amount of Foreign Tax Credit Relief must not exceed the
UK tax chargeable on the same item of income or gains on
which the foreign tax was calculated

¢ if you claimed a deduction for foreign tax to arrive at the
taxable amount of income or gains, you cannot claim
Foreign Tax Credit Relief on that particular item of the
trust’s or estate’s income or gains

Tax deducted from dividends received from the countries listed below

is not eligible for Foreign Tax Credit Relief. This is either because:

¢ the relief is specifically prohibited by the DTA

e the tax is not a direct tax on the dividend itself because it’s
effectively a payment on account of tax chargeable on the
profits and gains of the company paying the dividend

The countries are Antigua; Australia (franked dividends only); Belize;
Cyprus; The Gambia; Guernsey; Isle of Man; Jersey; Kiribati;
Malaysia; Malta; Montserrat; and Singapore.

Although the tax is not available for credit relief, it may be
deducted in calculating the amount of the dividend taxable in the
UK (see Example 1 on page TFN2 of these notes).

m Double Taxation Agreements (DTAs)

A DTA is an arrangement between 2 countries. It consists of a series
of detailed provisions designed to eliminate or relieve the taxation
of income or gains in more than one country. It may provide, for
example, that a UK resident is exempt from tax, or is liable to a
reduced rate of withholding tax, in the foreign country.

= Special Withholding Tax (SWT) |

SWT is an amount of tax withheld on certain payments to UK
residents by some European Member States and other related and
third party territories under the terms of the European Savings
Directive and equivalent third party agreements. This tax will be in
addition to any foreign tax deducted by the country of origin of the
payment. The countries that may deduct SWT are:

Andorra Luxembourg
Austria Monaco
Curacao San Marino
Gibraltar Sint Maarten
Jersey Switzerland

Liechtenstein

Where SWT is deducted you're treated as having paid in the year of
deduction an equivalent amount of Income Tax in the UK. This can
be set against your UK tax liability of that year or repaid to you if the
amount exceeds that liability.

Capital Gains Tax

If the proceeds of a transaction, which if a gain were to accrue on it
would be a chargeable gain and chargeable to Capital Gains Tax,
have had Special Withholding Tax deducted by one of the territories
listed in the previous paragraph, enter the total amount in box 4.10A
of the ‘Trust and Estate Foreign’ pages.

| m Filling in pages TF 1 and TF 2 |

Give details of overseas:

* interest and other income from savings
e dividends

¢ income from land and property

¢ income from trusts or companies abroad
e chargeable event gains

Page TF 3 asks for information about any income or gains included
elsewhere in the Trust and Estate Tax Return and which may have
suffered foreign tax for which you want to claim credit relief.

Important: you must enter each item of income or gains in any
particular category separately (for example, put dividends from
each overseas company on a separate line). But see below for how
to deal with unremittable income.

For each item the example on page TFN4 of these notes shows you

how to make entries:

* in column A, enter the name of the country in which the item of
income arose - in the sections dealing with interest and other
savings show the nature of the income received in brackets as [I]
for interest or [O] for other income as appropriate

¢ in column B, enter the amount of income before deducting any
UK, foreign or Special Withholding Tax, if any, from the income

¢ in column C, enter the amount of foreign tax paid on the income
entered in column B - if the rate of foreign tax you’ve paid is more
than the rate to which, as a UK resident, you were liable under the
terms of a DTA, enter the amount of foreign tax at the DTA rate
and approach the overseas tax authority for a refund of the excess
(you can check in the Digest of Double Taxation Treaties the
maximum percentage rates that apply, go to www.gov.uk and
search for ‘Double Taxation Treaties’)

¢ in column D, enter the amount of UK Income Tax or Special
Withholding Tax, if any, deducted from income

e in column E, enter the amount of taxable income - the notes on
page TFN4 explain how to work this out

e tick the box in column E if the trust or estate wants to claim
Foreign Tax Credit Relief for the item

| e Entering unremittable income

For each item of income (excluding income from land and property

abroad, see page TFN9 of these notes) not remittable to the UK in

the 2020 to 2021 tax year:

® in column A, enter the country in which the item of income
arose and tick the box

e in column B, enter the amount of the unremittable income, in
its foreign currency (delete the £ sign)

¢ in column C, enter, in its foreign currency, the amount of
the foreign tax, if any, paid on the unremittable income
(delete the £ sign)

¢ leave other columns blank

Foreign savings

If the beneficiaries of the trust has an absolute interest in the

trust (including a life tenant) and it’s known that they will make a
claim for the tax year to be taxed only on the amount of their
foreign income and gains that is remitted to the UK, then do not
include these amounts of foreign savings income remitted to the UK
on page TF 2.
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Interest and other income from overseas savings
and investments

| e Filling in the columns |

m Enter the name of the country where the trust’s or

estate’s income arose and in which tax was withheld at source
when the interest was paid and add [I] or [O] as appropriate, to
indicate whether the income was interest or other income (see the
example below).

ACLCERLINE Use a separate row for each country.

If you’ve more than one source of the same type of income from
the same country, for example, more than one savings account
from the same country — you can add them together (unless
exceptionally there’s a different tax treatment).

e Interest from overseas unit trusts and other investment funds

The information you need to put in these columns will be shown on
the trust’s or estate’s unit trust or fund voucher. If you do not have a
tax voucher, ask the unit trust or fund administrator for one. Where
the income of the unit trust or fund is automatically reinvested in
the fund, you may still have to enter the appropriate income arising
to you and any tax deducted. There are some instances where
dividend distributions from offshore funds must be returned as
interest received (see the notes on page TFN5).

o Interest from other overseas sources |

In these columns enter the amounts of interest the trust or estate
received from foreign bank accounts, or from foreign company loan
stocks, or from loans to individuals or other organisations outside
the UK. If the payer of the interest has deducted foreign
withholding tax and accounted for that tax to the overseas tax
authority on the trust’s or estate’s behalf, this will normally be
shown on a certificate of tax paid.

e Other income from overseas savings

Enter in these columns any other income that the trust or estate

received or was entitled to from overseas savings and investments.

Do not include:

* gains on life insurance policies, life annuities and capital
redemption policies (see page TFN6)

¢ income from land and property abroad (see page TFN9)

m Enter in column E the amount in column B minus,

if you are not claiming Foreign Tax Credit Relief for the trust or
estate, any foreign tax included in column C.

If you're claiming Foreign Tax Credit Relief for the trust or estate,
copy the figure in column B to column E, without deducting any
part of the amount in columns C or D, and tick the box in column E.

m Add up the figures in column E and enter the total

in box 4.1.

LIDENEW  Add up the figures in column D and enter the total

in box 4.1A. Only put entries of Special Withholding Tax in this
column if the income arises in one of the territories listed on page
TFN3 of these notes in the section headed Special Withholding Tax.

| Dividends and distributions from overseas sources

Exclude:
e distributions made in the course of the liquidation of a
foreign company
e distributions that constitute a return of the capital interest in
a foreign company
e distributions made by a foreign company in the form of its own
stocks and shares
e stock dividends from foreign companies
e bonus shares from a stock dividend issue made by a
foreign company

Where, however, a distribution was not made in the form of shares
and the trust or estate accepted cash from the foreign company
under an option given to receive cash instead of shares, the cash is
taxable — include it on page TF 1.

If you are not sure whether the distributions received by the trust or
estate fall into any of the above categories, ask us or your tax
adviser for help.

| e Dividends from foreign companies

Include:
e dividends from foreign companies
e dividends from offshore funds constituted as companies

Your dividend voucher will provide the information needed.
There are specific rules relating to the way dividends from
offshore funds which are substantially invested in interest-bearing
assets (commonly known as ‘bond funds’) are treated for tax
purposes. Your fund manager will tell you if the fund is a

‘bond fund’.

Other distributions from overseas sources

If the trust or estate has received a distribution from a foreign
company other than in the form of a cash dividend, enter the
currency value of these assets at the date of distribution, unless the
assets are released on liquidation or represent a return of capital.
For example, if the company has released some of its assets (such
as shares it holds in another company) to its shareholders.

Where a distribution was not made in shares and you've accepted
an option from a foreign company to receive cash instead of shares,
the cash is taxable — include it on page TF 1.

If you are not sure whether the distributions received by the trust
or estate fall into any of the above categories, ask us or your tax
adviser for help.

Foreign savings

Fill in columns A to E, and tick the box in column E if you want to claim Foreign Tax Credit Relief.

Amount
before tax

Country

tick box if income

A is unremitlablve B
mierestand  USA gy 120
income  Germany  [01 . 60
Germany [01 . 500
Jersey m. 120

Foreign tax Special Amount chargeable
Withholding Tax
tick box to claim
C D E Foreign Tax Credit Rele

e 18 £ 120
£ 9 £ £ 60
e 79 £ ¢« 900
e 0 : 42 ¢ 120

th

NSNS
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| e Dividend tax credits |
Dividends paid after 5 April 2016

Dividends received after 5 April 2016 no longer qualify for a
dividend tax credit.

Trustees do not qualify for the dividend allowance introduced for
individuals from April 2016. This means trustees pay tax on all
dividends depending on the tax band they fall within. For more
information, go to www.gov.uk/trusts-taxes/trusts-and-income-tax

e Remittance basis |

If the beneficiaries of the trust has an absolute interest in the trust
(including a life tenant) and it is known that they will make

a claim to be taxed on the remittance basis, include on page TF 2
(not page TF 1) only amounts of foreign income that have

been ‘remitted’.

Add up all the dividends and distributions from overseas sources
included in column E on page TF 2. Use the ‘Additional information’
box 4.39 on page TF 5 to make the following declaration.

The amount in box 4.4 on page TF 2 includes a total of £ (x)
in dividends and distributions from overseas sources.

| e Filling in the columns |

m Enter the name of the country where the trust’s or

estate’s income arose and in which tax has been withheld at source
when the dividend was paid.

(ACIUDELRIINM Fach share or unit holding in a different

company constitutes a separate source for tax purposes. Enter the
income from each holding on a separate line.

| e Dividends received |

Enter the amounts of the gross dividend received and the
foreign tax paid in the year ended 5 April 2020 as shown on the
agent’s voucher.

| e Income from overseas unit trusts and other investment funds |

The information you need to complete these columns will be shown
on the trust’s or estate’s unit trust or fund voucher. Where the
income of the unit trust or fund is automatically reinvested in the
fund, you may still have to enter the appropriate income arising to
you and any tax deducted. If you do not have a tax voucher ask
the fund administrator for one.

e Other distributions from overseas sources

If you’ve received a distribution from a foreign company other than
in the form of a cash dividend, enter the sterling value of these
assets at the date of distribution, unless the assets are released on
liquidation or represent a return of capital. For example, if the
company has released some of its assets (such as shares it holds in
another company) to its shareholders. If you're in doubt, ask us or
your tax adviser for help.

m Enter in column E the amount in column B minus,

if you are not claiming Foreign Tax Credit Relief for the trust or
estate, any foreign tax included in column C.

If you're claiming Foreign Tax Credit Relief for the trust or estate,
copy the figure in column B to column E, without deducting any
part of the amount in columns C or D, and tick the box in
column E.

m Add up the figures in column E and enter the total

in box 4.2.

LOEFLEN Add up the figures in column D and enter the total in

box 4.2A. Only put entries of Special Withholding Tax in this
column if the income arises in one of the territories listed on page
TFN3 of these notes in the section headed Special Withholding Tax.

LI EELY The amount entered in this box will be used as a

basis for calculating a reduction in Income Tax and different rules
apply depending on the type of trust. To check if your trust
qualifies for the reduction in Income Tax, read the guidance
‘Income from land and property abroad’ on page TFN 9.

Transfer the amount from either box 4.32A or box 4.37B
into box 4.4A.

Box 4.4B A any unused residential property finance costs

from earlier years in box 4.4B. Any balance of the residential
finance costs which is still unrelieved, may be carried forward to
future years of the same property business.

For more information on the residential property finance costs
restriction, go to www.gov.uk/guidance/changes-to-tax-relief-for-
residential-landlords-how-its-worked-out-including-case-studies

For more information about trusts, go to www.gov.uk/trusts-taxes

Other overseas income

| Disposals of holdings in offshore funds |

m Return any income received by the trust or estate

from the offshore fund on page TF 2 in box 4.5 or on page 4 of the
Trust and Estate Tax Return, as appropriate. The voucher or fund
manager will give relevant details about the type of income arising.

The trust or estate may need to make an entry in box 9.24 of

the Trust and Estate Tax Return if it has disposed of an interest in
an offshore fund. The rules relating to this can be quite complex;
HM Revenue and Customs has published guidance in its
Investments Funds Manual at www.gov.uk/government/collections/
hmrc-manuals or ask your tax adviser. The following is only a
general overview.

The term ‘offshore fund’ is defined in UK tax legislation. Broadly,
this type of fund is an investment scheme of which the trustees or
operators are not resident in the UK (for example, unit trusts
operated under Jersey laws and Belgian SICAVs are offshore funds).
Other than ‘open ended’ investment companies, non-resident
companies generally are not offshore funds but check this with the
fund manager or your tax adviser.

In certain circumstances, gains on disposals of holdings in offshore
funds are charged to tax as income instead of being taxed as
capital gains. Where that is not the case, then put any gain or loss
on disposal on the ‘Trust and Estate Capital Gains’ pages (SA905)
and not in box 9.24. If this applies, go to www.gov.uk and search
for ‘SA905’.

| Income from non-resident trusts

m If the trustees have an absolute entitlement to the
income from a non-UK resident trust, enter only the foreign source
income here. Enter UK source income on the tax return as though
the income arose directly to you. For example, enter dividend
income from a UK company in box 9.10 on page 5 of the

Trust and Estate Tax Return. If the trustees have received a
discretionary payment from the non-UK resident trust,

enter all of the income in box 4.5.
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Gains on foreign life insurance policies, life annuities
and capital redemption policies

LOCERXRAIEXM Boxes 4.6 to 4.8 are for gains on foreign life

insurance policies, foreign life annuities and foreign capital
redemption policies.

If during the year any of the following applied in connection with

a foreign life insurance policy, life annuity or capital redemption

policy held by the trust or estate then there may be a gain to

include in boxes 4.6 to 4.8:

e cash or other benefits were received from the policy or life
annuity by part-withdrawal or on a surrender, maturity or death

¢ the whole or part of the policy or life annuity was sold

¢ aloan was made to the personal representatives or trustees or,
at their direction, to someone else, either by the insurer or by
arrangement with the insurer

¢ the policy or life annuity was a Personal Portfolio Bond in the
year (even if the insurer has not paid cash or other benefits
during the year in connection with that bond)

‘Gains’ in relation to foreign life insurance policies, life annuities and
capital redemption policies are chargeable event gains which are
sometimes referred to as ‘chargeable gains’. They're taxable as
income not capital gains so capital losses and the annual exempt
amount cannot be set against them. This means that chargeable
event gains must not be included on the ‘Trust and Estate Capital
Gains’ pages.

In many cases, the foreign insurer will send you a chargeable event
certificate including the date and nature of the chargeable event,
the amount of the gain and whether basic rate tax is treated as
having been paid. For policies taken out before 6 April 2000,
information may be limited to the date and nature of the event
and benefits payable.

The purpose of these notes is to help you decide whether there’s a
gain, whether it needs to be entered on the ‘Trust and Estate
Foreign’ pages and, if so, what to include.

You can find more information about what are foreign insurance
policies and contracts or Personal Portfolio Bonds both below and
in Helpsheet 321, ‘Gains on foreign life insurance policies’.

Is the policy a ‘foreign policy’?

A foreign policy is normally one issued by an insurer from outside
the UK.

A UK insurer may also issue a foreign policy as part of its

‘Overseas Life Assurance Business’. This is a type of policy sold by a
UK insurer to a person who, at the time it was taken out, was
residing outside the UK. Gains from this type of policy are treated
as gains from a foreign policy if the policy was taken out on or after
17 March 1998. However, gains from Overseas Life Assurance
Business policies which were taken out before 17 March 1998 are
treated as arising from UK policies — enter details of these gains in
boxes 9.14 to 9.16 of the Trust and Estate Tax Return. If you think
that a gain might have been made on an Overseas Life Assurance
Business policy taken out before 17 March 1998, contact your
insurer to confirm the position.

General guidance for trustees and personal representatives

Not all payments from, or assignments of, foreign policies or other
contracts give rise to gains. In particular (but not exclusively) there’s
likely to be no gain where:

* a payment has been received from a ‘qualifying’ life insurance
policy (most foreign policies are not qualifying policies but there’s
more guidance on this in Helpsheet 321, ‘Gains on foreign life
insurance policies’)

e a payment has been received from a policy for which a single
premium was paid and the payment received is 5% or less of
the premium

e a payment has been received from a pension annuity

Helpsheet 321, ‘Gains on foreign life insurance policies’ contains
more information and general guidance about how gains are taxed.
The helpsheet also explains how the rules apply to a trust created
by more than one person and says more about ‘enhancements’.

Does the gain need to be included on the Trust and Estate Return?

A gain may be taxable on some person other than the trustees or
the personal representatives. To determine whether you need to
include a gain on the ‘Trust and Estate Foreign’ pages go to the
section below headed ‘Personal representatives’ or the section
headed ‘Trustees’ as appropriate.

Personal representatives

Many policies and life annuities terminate as a result of the death of
their beneficial owner. If so, the gain is treated as income of the
deceased taxpayer arising immediately before death. Such a gain
arising on death is also treated as income of the deceased taxpayer
if the policy is held in a trust that the deceased created or
contributed to. This is also the case where the policy which is held
in trust continues to run after death and is surrendered or matures
after death but before the start of the next tax year on the
following 6 April. It is not income of the estate or the trustees.

But, where the foreign life insurance policy, foreign life annuity

or foreign capital redemption policy continues to run after death,
and is not held in trust, the gain treated as arising in connection
with the continuing policy or annuity is treated as income of the
estate when it’s surrendered or sold.

Most gains on foreign policies are not treated as having been taxed
at the basic rate. Enter details of these gains in box 4.6. There’s
guidance below and in Helpsheet 321, ‘Gains on foreign life
insurance policies’ about when exceptionally a gain on a foreign
policy is treated as having had basic rate tax paid.

Trustees

If the rights under a policy or life annuity are held in trust, any gain
is usually treated as income of the person who created the trust,
not of the trust itself. If this is the case, send a copy of any
certificate reporting the chargeable event gain to that person.

If the trust is a charity then any gain is treated as income of the
trustees of the charity a