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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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IHT and Pensions: Update

In the December 2025 Tax Bulletin I explained the rules which were proposed in
the Finance Bill to bring pension entitlements into charge to IHT on 6% April 2027.

The problem was that if the pension fund is subject to 40% IHT and then income
tax at rates up to 45% on drawdown, this would be serious double taxation.

Fortunately, the Finance Bill included a deduction for the IHT against the amount
of the pension income charged to income tax, which had the effect of reducing the
effective tax rate considerably.

However, (and I hope it wasn’t anything to do with me) the Finance Bill was
subsequently amended and the Finance Act 2026 (enacted on 18" March) has
some very different provisions.

Without going through all the changes line by line, I would explain that the final
version means that for deaths under age 75, the IHT deduction works fine, just as
before.

This is because if the pension fund is £1000 and the IHT is £400 there is only £600
left and when that is paid out there is a deduction from the £600 pension income
of the £400 IHT paid. So only the balance of £200 is charged to income tax —
resulting in an extra £40 for a basic rate taxpayer giving a total effective rate of
44% - and an effective rate of 48% and 49% for higher rate taxpayers.

However, on a death after 75 there is now a restriction which denies the credit for
the IHT paid by the pension fund. You can get credit for the IHT if you pay it
personally — but that is not much help. It leaves the pension fund with £1000 to
pay out and not just £600. That results in income tax of £120 (ie total tax of £520
which is 52%), or £240 (total tax £640 which is 64%) or £270 (total tax £670 which is
67%).

Anybody over the age of 75 who has not yet drawn their pension is likly to regard
this as a tad unsatisfactory. Having followed the rules scrupulously for 50 years
in saving for his pension (which is supposed to be a Good Thing) he now finds he
is going to lose two thirds of it because the Treasury has changed the goalposts.
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Residence: Exceptional Circumstances

It is well known that the Statutory Residence Test is heavily dependent on the
number of days spent by an individual in the tax year. However, some days can
be left out of account — and one of those categories is where the individual
remains in the UK because of exceptional circumstances which prevent him from
leaving the country.

The rules relating to exceptional circumstances are extremely strict and it is hardly
an exaggeration to say that the statutory test can rarely, if ever, be satisfied for all
practical purposes.

The legislation is found in Schedule 13(22)(4) FA 2013 as under:

(4)  (a) P would not be present in the UK at the end of that day but for
exceptional circumstances beyond P's control that prevent P from
leaving the UK, and

(b) P intends to leave the UK as soon as those circumstances permit.

(6)  Examples of circumstances that may be “exceptional” are—
(a) national or local emergencies such as war, civil unrest or natural
disasters, and

(b) a sudden or life-threatening illness or injury.

It will be apparent from the above that short of a complete international
meltdown, nobody will be able to claim that they are prevented from leaving the
UK - unless they are in a coma or in prison or something similar. You may not be
able to go where you want to go, but you can always go somewhere — by air, ferry,
tunnel etc from some part of the UK.

The Upper Tribunal has held in the case of A Taxpayer that “prevent” in this
context can be interpreted as including being unable to leave because of some
moral obligation, but the circumstances when that applies are rather limited.
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The Covid restrictions are an example when leaving the country was for a time
impossible — although not for all that long — and HMRC took a flexible view of the
problems which arose at the time.

Fortunately that kind of international crisis is rare — but we may be facing another
one now where people are unexpectedly displaced, or trapped here by reason of
an actual or incipient war zone.

HMRC has not yet made any reference to the problem yet — and to be fair,
although the most awful things are happening, they are not interfering with travel
from the UK to a relevant extent. You can still get flights and ferries from loads of
places to hundreds of foreign destinations. You may not want to go to Bergen, or
the Hook of Holland but nobody is preventing you.

It is to be hoped that HMRC will adopt another light touch. It is bad enough to
have to flee because your home is at high risk of being bombed, without finding
yourself brought into charge to UK tax on your worldwide income through no
fault of your own. The new FIG rules might protect a few —but that would only be
a lucky chance.

The possibility of an unexpected extra UK Tie should also be borne in mind. For
example, a family may return to the UK but the husband may need to travel to
and from the UAE for work which cannot all be done remotely. If his wife and
children are here, they may become UK resident — with no implications for them
perhaps — but it would create a Family Tie for the husband, further limiting the
number of days he can spend in the UK.

Before the latest hostilities started, the HMRC Manuals indicated at RFIG22250
that they would accept days as exceptional if an individual returns to the UK on
the basis of FCO advice to avoid all travel to the relevant region. However, he
must leave as soon as practicable when the FCO advice is downgraded— and he
will always remain subject to the 60-day limit for exceptional days. Quite how
this will apply to the present situation is unclear — especially as the current FCO
advice is not to avoid all travel, but to avoid “all but essential travel” to those
places. Maybe they are meant to be the same.
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Residence: Further Implications

There are other dangers to consider for people caught up in the conflict and
returning to the safety of the UK, to the enormous relief of their families.

If they had been non resident for less than three years, the much more restrictive
day count table would apply, so they would become resident with many fewer
days than they might have imagined — or planned for.

If the individual inadvertently becomes resident, but had not been non resident
for more than 5 years, they would be a Temporary Non Resident so that some of
their income and capital gains made during their period of non residence could be
brought into charge to tax in the year that they resume residence.

There is also a BIG trap. If they have (or if they acquire) a home in the UK, they
could find that just 30 days in the UK is enough to make them resident under the

second Automatic UK Residence Test. This applies where:

» you have a home in the UK for period of 91 consecutive days all or part of
which fall in the tax year and at least 30 of these 91 days fall in the tax year;

e you are present in that UK home for at least 30 days during the year, and

* You had no overseas home, or if you did, you were present in it for fewer
than 30 days in the tax year.

I hate to be a bearer of bad news, but it really is important to be aware of these
risks and not assume that everything will be OK.

Tax Advisers: Sanctionable Conduct

The Finance Act 2026 contains various powers for HMRC to take some pretty
draconian action against tax advisers who promote tax schemes. There are also
some new powers which go way beyond tax schemes and refer to “Sanctionable
Conduct”.
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HMRC published a guidance note on 16" March explaining that if they suspect an
adviser of sanctionable conduct, HMRC can demand the advisers working papers,
audit files and other documents used to prepare the client’s accounts. If HMRC
find any inaccuracy in the files they can charge a penalty of £3000 per inaccuracy.

They can also issue a “conduct notice” with further penalties of eye watering
amounts.

Sanctionable conduct is where the tax advisor deliberately contributes to non-
compliance intending to cause a loss of tax. The examples they give are:

- Claiming a tax repayment for a client who is not entitled to it.
- Submitting an incorrect return on behalf of a client.

This is very alarming because it can be a very small step from innocent conduct to
sanctionable conduct. If you submit a tax return on behalf of a client, you
obviously do so deliberately; it is not very often that you will be able to claim that
your dog hit the send button by accident. If the tax return is incorrect, the only
thing that can save you from a possible £1m penalty for a single error is that you
did not intend to cause a loss of tax. But if the tax return was incorrect, but you
thought it was right (and the tax payable shown in the tax return was therefore
less than it turned out to be), then you did intend to cause the tax to be reduced —
and you have ticked all the boxes for sanctionable conduct.

If the penalty is more than £7500, HMRC must publish your details — like your
name and address, your business and sufficient other information to identify you
clearly. Which is probably career ending.

How are you feeling about that? Maybe you never make a mistake and maybe
HMRC never disagrees with anything you say. (If so please give me a call. I have
a job for you.)

It is not clear how this guidance note dovetails with the guidance note issued on
1st September about the completion of tax returns where there are matters of
possibly uncertainty. I fear that it will not dovetail at all because that guidance
merely set out the view of HMRC in various different circumstances. These new
provisions are statutory, which are bound to take priority over guidance.
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Corporate Redomiciliation

It may be remembered (or maybe not) that in 2021, proposals were floated for the
UK to introduce some redomiciliation rules so that foreign companies can change
their place of registration to the UK, and with it the governing law of the company.
This would be very welcome and would correspond to the rules in many other
countries.

Sounded like a good plan.

In 2024 the government said that they were going to consult on the subject... in
due course.

Still sounded like a good plan.

Well, on 25th March 2026 they announced a consultation!

I think this is progress. But I won’t hold my breath.

Peter Vaines
Field Court Tax Chambers
31st March 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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