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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 following are the latest rates of interest on overdue (and overpaid) tax:

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 7.75% which applies
from 9% January 2026.

There is one exception: Quarterly instalments of corporation tax bear interest at
6.25% from 29t December 2025 and interest on overpaid instalments is 3.50%.

Repayment supplement

Interest on overpaid tax is paid at Bank base rate minus 1% which gives a rate of
2.75% from 9% January 2026

Official rate of interest:
From 6th April 2025: 3.75%
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Spring Statement: Budget

There is going to be a Spring Statement on Tuesday 3¢ March. Apparently, it is
not a Budget — but I don’t suppose that anybody cares what it is called. What
matters is what the Chancellor will actually say. Or rather, what will be revealed
in all the small print when she sits down.

I can’t wait. More anon.

Transactions in Securities

Everybody will be aware of the Transactions in Securities regime which enables
HMRC to combat tax avoidance by issuing a counteraction notice to bring some
receipts into charge to income tax which would otherwise be chargeable to capital
gains tax - or sometimes not chargeable to tax at all.

The provisions are very wide ranging and complicated, evidenced by the fact they
were introduced in 1960 (remember Cleary?.... maybe not) and litigation has been
going on ever since about what the provisions mean. Perhaps the legislation could
have been clearer.

I might make some philosophical points about the resources (public and private)
which have been expended over the last 65 years in arguing about the meaning of
these provisions, and the stifling effect that must have had on economic
development and enterprise ... but maybe I won't bother.

Anyway, one of the uncertainties is the time limit by which HMRC are permitted
to issue such a counteraction notice under section 698 Income Tax Act 2007. There
is a general 4-year rule in section 34 TMA 1970:

“ Subject to the following provisions of this Act, and to any other
provisions of the Taxes Acts allowing a longer period in any particular
class of case, an assessment to income tax ... may be made at any time
not more than 4 years after the end of the year of assessment to which
it relates ...”
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However, within the Transactions in Securities provisions, section 698 included
the following:

(5) Nothing in this section authorises the making of an
assessment later than 6 years after the tax year to which the
income tax advantage relates.

(7)  But no other provision in the Income Tax Acts is to be read
as limiting the powers conferred by this section.

This is virtually identical to the terms of Section 28(12) FA 1960 — although
subsection (5) was amended a bit in 2016.

It is no surprise that HMRC considered that the 6 year limit applied to override
the 4 year limit, and that taxpayers considered that the 4 year time limit took
priority. This has been a particular matter of dispute recently and it is therefore
helpful that the FIT has now addressed the issue head on in Oscroft v HMRC TC
9787.

Without getting into all the weeds, the main arguments of HMRC were that
Parliament could not have intended the 4 year time limit to apply because a
transaction in securities does not involve a loss of tax for self-assessment; the
provisions provide a free-standing power to assess. HMRC also argued that the
history of the provisions showed that the 6 year limit was always intended.

The Tribunal did not agree. They clearly recognised the importance of the issue
and explained in considerable detail why the Transactions in Securities regime is
not self-contained and does not create a new power to assess. It just enables
HMRC’s existing powers of assessment to be extended to the circumstances set
out in the regime. As far as the historical aspect was concerned, the Tribunal
found that the history showed that it was the 4 year time limit (rather than the six
year time limit) which was intended by Parliament.

Accordingly, and on various other grounds, it was held that the procedural
framework in the TMA applied for the purpose of the Transactions in Securities
provisions and the time limit was therefore 4 years.
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Provisions

The Court of Appeal has now heard the case of AD Bly Groundworks and Civil
Engineering Ltd v HMRC [2025] EWCA Civ 1443 which was concerned about
whether a provision for future pension payments was deductible for corporation
tax purposes.

It is generally accepted that the costs of remuneration and benefits of employees
are nearly always deductible from the company’s profits under section 54 CTA
2009 as being incurred wholly and exclusively for the purposes of the trade.
However, this is not necessarily always the case.

The Upper Tribunal did not need to dwell on the usual issue relating to
deductible expenditure, which is the problem of duality of purpose. They
disallowed the deduction on the grounds that the primary purpose of the
company was to reduce their liability to corporation tax, and not to benefit the
employees. The Court of Appeal agreed, and the company’s appeal was
dismissed.

However, there is a puzzling aspect to this case which was not addressed in the
Upper Tribunal or the Court of Appeal and I would very respectfully suggest that
the right conclusion may have been reached for the wrong reasons.

To recap, the issue was whether a provision in the company’s accounts in respect
of liabilities to make future pension payments was deductible for corporation tax
purposes under section 54, that is to say the expense was:

“incurred wholly and exclusively for the purposes of the trade”
However, it was a provision — which is a figure that the accountants considered the

company would probably have to pay sometime in the future. A provision is not
(as seems to have been assumed) synonymous with the incurring of an expense.

Section 54 requires the expense to be “incurred”, and the Tribunal confirmed that
no expense had been incurred. They said:
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“We think that it would have been more accurate for the FTT to have
referred to the incurring of actual expenditure in the accounting
period in which the deduction arose for tax purposes, since in AD
Bly’s case it did incur some of the expenditure albeit in subsequent
accounting periods.”

In other words, the company had not incurred the expenditure in the accounting
period for which it made the claim. It is perhaps relevant to point out that if the
company had incurred an expense and it remained unpaid, that would not have
given rise to a provision — it would have been a creditor.

So, all the arguments in this case about whether the expenditure was wholly and
exclusively for the purposes of the trade must surely have been irrelevant. The
amount claimed by the company was not incurred in that accounting period so
obviously it could not be deductible. The expenditure was actually incurred in a
later accounting period — and it is that later accounting period where the issues of
wholly and exclusively would be relevant.

Residence

It may be thought to be of little current interest to read about the rules for tax
residence prior to 6% April 2013 when the Statutory Residence Test came into force.

However, the old rules are still relevant because issues relating to a person’s
residence for periods prior to 2013/14 do keep cropping up. But more importantly
the abandonment of domicile as a determinant of UK tax has given a whole new
lease of life to the old rules. This is because the introduction of the concept of
Long Term Residence, which brings people into charge to IHT if they have been
resident for 10 out of the last 20 years, means that the old rules will be with us for
ages.

Accordingly, the recent case of Kearney v HMRC TC 9756 which dealt with years
going back to 2004/5 will be essential reading for anybody concerned with this
subject — along with the mountain of other cases on the subject. They are all
necessarily determined by reference to their own facts (so I wont trouble you with
any of those). The FTIT held that Mr Kearney was resident in the UK for the
relevant years.
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However, an interesting feature of the decision was the detailed explanation of
the professional advice he received, what that advice meant (or did not mean) and
whether he followed the advice. This was not relevant to the determination of his
residence, but it was relevant to whether his claim to be non resident meant that
he was careless in the completion of his tax returns giving rise to an insufficiency
of tax. The Tribunal held that he was, and it resulted in a rather serious penalty.

I have mentioned before that taking and following expert professional advice is
usually a good defence to an allegation of carelessness providing it is not
obviously wrong in a manner that the lay taxpayer would or should appreciate.
And of course there must have been full disclosure of all the relevant facts to the
adviser. This is reinforced by the recent HMRC Guidance published on 1
September 2025 designed to assist taxpayers in ensuring that their tax returns are
complete and accurate.

Peter Vaines
Field Court Tax Chambers
28" February 2026
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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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