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U.K. Corporate Tax Rate to Rise to 25 Percent by 2023

The United Kingdom will increase its corporation tax rate by 6

percentage points in 2023 for large companies but will introduce a

temporary “super deduction” to spur investment in the meantime,

the country’s �nance minister announced.

In his March 3 budget speech, Chancellor of the Exchequer Rishi Sunak announced a raft of

extended pandemic-related support measures, including business rates reliefs and the coronavirus

job retention scheme. Because businesses are receiving more than £100 billion in pandemic-

related support, “it is fair and necessary to ask them to contribute to our recovery,” he said.

To that end, Sunak said that the 19 percent corporation tax rate will rise to 25 percent for large

businesses starting in April 2023, when the U.K. economy is expected to recover, according to the

O�ce for Budget Responsibility. Despite the increase, the United Kingdom will continue to have the

lowest corporation tax rate in the G-7, he added.

According to the full budget document, also published March 3, the 25 percent rate will apply only

to pro�ts exceeding £250,000, while the 19 percent rate will stay in place for pro�ts below £50,000.

Businesses with pro�ts of less than £250,000 will be granted relief so they are able to pay less than

the headline rate, the document adds.

The 25 percent U.K. diverted pro�ts tax will also increase in April 2023, to 31 percent, “so that it

remains an e�ective deterrent against diverting pro�ts out of the U.K.,” according to the document.

The government will review the 8 percent bank surcharge in light of the planned corporation tax

increase, as “the implied overall tax rate for banks would be too high,” Sunak said. The surcharge,

which took e�ect in 2016, applies to banking sector pro�ts exceeding £25 million.

Meanwhile, businesses will be able to carry back losses up to £2 million for three years instead of

one, according to Sunak, who added that companies could claim extra tax refunds of up to

£760,000. HM Treasury will also start consulting on research and development reliefs to ensure

they are still competitive, he said.

https://www.taxnotes.com/document-list/contributors-authors/johnston-stephanie-soong?subscribed=1
https://www.taxnotes.com/document-list/contributors-authors/johnston-stephanie-soong?subscribed=1
mailto:stephanie.johnston@taxanalysts.org?subject=Comment%20about%20Doc%202021-8693
https://www.taxnotes.com/lr/resolve//3k547
https://www.taxnotes.com/lr/resolve//3k550
https://www.taxnotes.com/lr/resolve//2dd0r
https://www.taxnotes.com/lr/resolve//38wqs
https://www.taxnotes.com/lr/resolve//2b4mc
https://www.taxnotes.com/lr/resolve//h0qv
https://www.taxnotes.com/lr/resolve//h2xz
https://www.taxnotes.com/lr/resolve//h2xw
https://www.taxnotes.com/lr/resolve//3k56g


3/4/2021 U.K. Corporate Tax Rate to Rise to 25 Percent by 2023

https://www.taxnotes.com/tax-notes-today-international/budgets/uk-corporate-tax-rate-rise-25-percent-2023/2021/03/04/3k561 2/4

Above all, the government hopes to stimulate investment with a new super deduction that would

allow companies to reduce their taxable pro�ts by 130 percent of the cost of qualifying

investments, Sunak said.

According to the budget document, the super deduction would be available from April 1, 2021,

through March 31, 2023, for companies investing in new plant and machinery, allowing them to

reduce their taxes by up to 25 pence for every pound invested. “Investing companies will also

bene�t from a 50 percent �rst-year allowance for qualifying special rate (including long life) assets,”

the document adds.

“We’ve never tried this before in our country,” Sunak said. “And, worth £25 billion during the two

years it is in place, this will be the biggest business tax cut in modern British history.”

Sunak also announced the locations of eight free ports, which are secure zones within a country

where di�erent customs rules apply. The free ports will give businesses more generous tax reliefs,

simpler customs processes, and additional government support to encourage investment, trade,

and jobs, the budget document says.

Free ports will be set up in East Midlands Airport, Felixstowe and Harwich, Humber, Liverpool City

Region, Plymouth, Solent, Thames, and Teesside, according to Sunak. The government will also

work constructively with the administrations in Northern Ireland, Scotland, and Wales regarding

free ports, Sunak added.

The income tax personal allowance and higher rate threshold will remain at April 2021 levels until

April 2026 as the government regains its footing on public �nances, according to Sunak.

HM Treasury will publish a �nance bill on March 11.

A ‘Super’ Move?

The super deduction announcement was certainly a surprise, according to Heather Self of Blick

Rothenberg. “The clear intention is to stimulate major projects — in many cases, this will be a

timing di�erence only, but there is now a big incentive for companies to get money spent sooner

rather than later, if they can a�ord it,” Self said.

However, big retailers and property companies won’t be as happy, Self said. “They will be hit by the

rise in the rate to 25 percent from 2023 and will have less to claim on the super deduction,” she
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added. “And landlords cannot carry back losses — unlike trading companies, who will be able to get

a refund for taxes paid in the last couple of years. So there is quite a sectoral shift in this.”

The government has put forth the super deduction as a “radical new idea” that would allow

businesses to take advantage of low interest rates, but “it also has the — perhaps intended —

e�ect of discouraging businesses from delaying any capital investments until the corporation tax

rates increase, when capital allowances will become more valuable,” said Sarah Gabbai of

McDermott Will & Emery UK LLP.

“Whatever the case, these measures will no doubt be a welcome move for business, particularly for

capital-intensive businesses that have su�ered heavy losses during the COVID-19

pandemic,” Gabbai added.

Rhiannon Kinghall Were of Macfarlanes LLP noted the reliefs built into the corporation tax rate

increase plan for companies with pro�ts below £50,000 and those with pro�ts between £50,000 to

£250,000. “This is likely to add complexity to the system and will no doubt present the O�ce of Tax

Simpli�cation with an opportunity for recommendations in the future,” she said.

It comes as little surprise that the super deduction will only be e�ective during the years when the

corporation tax rate is at 19 percent, according to Kinghall Were. “The full force of the increased

corporation tax rate will be felt in 2023, and when you factor in the base-broadening exercise over

the last decade, it is likely the U.K. will have a higher e�ective tax rate,” she added.

Ray McCann of Joseph Hage Aaronson LLP expressed doubt about Sunak’s planned corporation tax

increase. “If he was going to increase the rate, he would have smoothed it,” McCann said. “The

proposed increase is huge so as we get closer to 2023 and the election, he will [pull] another rabbit

out of his hat and �nd he does not need it because [the United Kingdom is] doing so well.” Unless a

snap election is called, the next U.K. general election will occur on May 2, 2024.

McCann pointed to Treasury’s recent announcement that it would publish several tax documents

and consultations on March 23. “That will give a good insight to what the future will hold,” he said.
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