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Latest Rates of Inflation and Interest

The following are the latest rates at February 2025

Retail Price Index: January 2025 391.7
December 2024 392.1
Inflation Rate: December 2024 3.5%
January 2025 3.6%

Indexation factor from March 1982:

Frozen at December 2017 2.501

Interest on overdue tax
Interest on all unpaid tax is charged at the same rate.

The formula is Bank base rate plus 2.5% which gives a rate of 7% which applies from 25%
February 2025.

There is one exception: Quarterly instalments of corporation tax bear interest at 5.5% from
17t February 2025; interest on overpaid instalments will be paid at 4.25%.

It is proposed that from April 2025 the rate will be increased to 4% over bank base rate.

Repayment supplement

Interest on overpaid tax is paid at Bank base rate minus 1% which gives a rate of 3.5%
from 25 February 2025.

Official rate of interest: From 6th April 2023: 2.25%
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Non Doms: Finance Bill

Some amendments to the proposals were tabled at Report Stage on 25 February.
To say they least, they were a little obscure and highly technical. I will spare you
the details, for the moment as there is a real possibility that they will be changed
again before the Bill gets much further.

We were promised a relaxation in the Temporary Repatriation Facility — but no
news about that yet. The changes which have been published relate to offshore
trusts, but nothing which can seriously be described as a relaxation.

HMRC also published a consultation document on the proposed changes to
Business Property Relief and Agricultural Property Relief from April 2026. Unless
you have been on a mission to Mars, you will probably be aware what has been
proposed — a reduction in both reliefs to 50% above the first £1m.

The consultation document does not suggest huge change to the proposals, but it
does include a suggestion that the £1m limit for the 100% relief refreshes after
seven years (rather like the nil rate band). It also includes some interesting ideas
about how the calculation of the ten year and exit charges of relevant settlements
might be improved — and its interaction with BPR and APR. There is a long way
to go on this, and it is to be hoped that something beneficial to the nation
eventually emerges.

More Anon.

Statutory Residence Test: Exceptional Days

It may be remembered that both the FTT and the Upper Tribunal have examined
the meaning of exceptional days for the purpose of the day count under the
Statutory Residence Test. Their analyses of the legal position were different — and
both gave rise to a degree of confusion about the law on the subject.

Now that UK residence is determined mainly by how many days are spent in the
UK (and the multiplicity of different day count limits makes your eyes water),
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what is meant by a day spent in the UK is of considerable importance.

One of the key issues is the possibility of being able to disregard days where you
are in the UK because of exceptional circumstances. The law on the subject is brief.

Paragraph 22(4) of Schedule 45 FA 2013 provides that a day will not be counted as
a day spent in the UK if:

a) The taxpayer would not have been present in the UK at the
end of that day but for exceptional circumstances beyond his
control that prevent him from leaving the UK, and

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

Paragraph 22(5) gives examples of such exceptional circumstances:

a) National or local emergencies such as war, civil unrest or
natural disasters, and

b) A sudden or life-threatening illness or injury

That is all it says. It will be apparent from a plain reading of the legislation that
these rules are extremely difficult to satisfy, not to say impossible for all practical
purposes.

A key issue is that, short of physical restraint, there is little that actually prevents
somebody from leaving the UK. They may not be able to get home, but they can
certainly leave the UK. Plane, train, ferry, tunnel — one of them would nearly
always be working. That is a really tough rule but if the words used are clear and
non technical, how are you going to get past them. There are endless examples of
the courts saying that the law may be strict (and harsh) but the words are clear
and unambiguous. (Er, like here). You can’t just add in words of relaxation
because you feel it is too strict, any more than HMRC can add words of restriction
of their own choosing — although they certainly do so in their Residence Manual.
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It is perhaps unnecessary to agonise over the reasoning of the Tribunals because
we now have the authoritative judgment of the Court of Appeal in the case of A
Taxpayer v HMRC [2025] EWCA Civ 106. However it is important to note that
parts of the HMRC Manual on which they rely, were held by the Tribunals to be
wrong. For example, HMRC’s published view is that the event(s) which
prevented the taxpayer from leaving the UK had to be unforeseeable. Otherwise,
the taxpayer could plan ahead and avoid being prevented from leaving the UK.
The Tribunal held that foreseeability could be relevant, but it was certainly not the
determining factor as suggested by HMRC.

HMRC also argued that you have to be in the UK when the relevant event
occurred. If you come to the UK, for example for medical treatment — no deal.
The Tribunal held this was wrong. It is necessary to look at the position at the end
of each day and see whether or not the taxpayer is prevented from leaving the UK.

Another example is that staying in the UK to be at the at the bedside of a sick
relative. This is only considered an exceptional circumstance by HMRC in the
case of a limited group of persons set out in their guidance. That is not right
either.

The case of A Taxpayer concerned a taxpayer who claimed exceptional days
because she was prevented from leaving the UK because she had (unexpectedly)
to care for her alcoholic sister who was in a seriously bad way, and to protect her
sister’s infant children. There was no problem about her being able to leave the
UK; the transport services were operating and she had access to a private aircraft.
The question was whether the term “prevent” could include moral or similar
obligations which did not amount to physical restraint. The Court of Appeal held
(agreeing with the FTT) that it certainly could include these wider circumstances.
They said that it was possible to distinguish between cases where a person is
compelled or obliged to stay (and therefore be prevented from leaving), and cases
where it is merely more convenient or preferable for them to stay in the UK.

The circumstances also have to be exceptional. HMRC argued that illness and
death are not exceptional - they are commonplace. (I suppose everybody gets ill
sometimes, and everybody eventually dies - although only once — but that does
seem a bit of a harsh view). The Court of Appeal considered that such a view
made nonsense of the legislation. They held that it is necessary:
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“to look at all the relevant circumstances and ask whether those
circumstances taken as a whole prevented [the taxpayer] from
leaving, and whether those circumstances taken as a whole, were
exceptional”

The Court of Appeal concluded that the taxpayer was prevented from leaving the
UK by the circumstances, and that the circumstances were exceptional with the
result that the relevant days were able to be disregarded under paragraph 22.

The judgment of the Court of Appeal is welcome as it provides an interpretation
of paragraph 22 which is both reasonable and based on a degree of common sense
which they felt properly reflected the intention of Parliament. It is a pity that it
had to get to the Court of Appeal before this conclusion could be reached — and it
is noteworthy that every one of the taxpayers 5 grounds of appeal were upheld.

I may be dreaming, but it would be real public service if HMRC (assisted by the
professional bodies) were to revise their Guidance on this subject so that we are all
able to work on a sensible framework for those difficult provisions. We surely
should not have to wait for the meaning of each paragraph to be decided by the
Court of Appeal when it has taken 12 years for the meaning of this one paragraph
to be determined.

Deductible Expenditure

The recent case of Scottish Power Ltd and others v HMRC [2025] EWCA Civ 3 was
concerned with the deductibility of payments by the company for corporation tax
purposes.

A tax deduction for expenditure is always important — and indeed fundamental to
how our tax system works — so any case on the subject is of keen interest.

The payments in question in Scottish Power were payments made by way of
redress to consumers pursuant to a settlement agreement with the regulator who
alleged some naughtiness on the part of the company.
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HMRC took the view (and so did the Tribunals) that the payments were not
deductible on the authority of CIR v Alexander von Glehn [1920] 2 KB 533 which
held that statutory fines or penalties are not deductible on public policy grounds,
even where they are incurred in the course of the trade.

The company argued that the payments were not statutory fines or penalties;
indeed quite the reverse. Because the payments were made the regulator did not
impose any penalty. HMRC said that if the company had not made the payments,
they would have had to pay a penalty, the payments had the same essential
character as the liability they replaced and should be disallowed but the Court of
Appeal did not agree:

“No authority was cited to support any general proposition that the
deductibility of a payment should be determined by reference to the
nature of a payment which it replaces. Rather, it is necessary to
consider when the payment actually made is deductible....”

There is a clear difficulty of proximity with the HMRC approach because there are
many circumstances where a penalty would arise if a payment is not made. A
simple example — probably too simple, but it illustrates the point — would be that
if a company did not pay over to HMRC the PAYE deducted from its employees,
there will be a statutory penalty. Does that mean the payment of the PAYE on the
due date should be disallowed because by doing so they avoided the penalty?
And if not why not?

Maybe the underlying public policy issues on which Alexander von Glehn was
decided are so important that the Supreme Court will be called upon to determine
the limits of this analysis.
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Interpretation: Ramsay Doctrine

Over the years we have come to learn that the Ramsay doctrine is a principle of
statutory interpretation of general application - not a special principle limited to
tax cases.

It is a principle of “purposive interpretation” where the statute must be
interpreted to give effect to the purpose or intention of the legislation. We know
this because the Supreme Court has said so many times.

In this context I was interested to read the case of RBC v HMRC [2025] UKSC 2 in
which the Supreme Court provided guidance on the interpretation of the double
tax treaty with Canada — and in reality, double tax treaties generally. However,
for the moment I am focusing on their examination of the Ramsay principle of
purposive interpretation. This may sound a bit boring ... but wait and see.

Lord Briggs explained that it was necessary to apply the Ramsay principle of
purposive interpretation, to ascertain the purpose of the legislation and to
interpret the legislation in accordance with that purpose. This sounds familiar —
indeed this has become almost holy writ — with a very long list of cases having
been decided exactly on this basis.

Lord Briggs said that:

“House of Lords emphatically confirmed in Barclays Mercantile at para
33, [that] it involves no special principle limited to tax avoidance cases.
On the contrary the effect of the Ramsay principle was to “[rescue] tax
law from being ‘some island of literal interpretation” and [bring] it
within generally applicable principles” (per Lord Steyn in McGuckian v
Inland Revenue Commissioners [1997] 1 WLR 991, 999). The purposive
approach to the taxing provision is a perfectly general rule of statutory
construction,”

He also referred to the well known passage from Collector of Stamp Revenue v
Arrowtown Assets Ltd [2003]

“the driving principle in the Ramsay line of cases continues to involve
a general rule of statutory construction and an unblinkered approach
to the analysis of the facts. The ultimate question is whether the
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relevant statutory provisions, construed purposively, were intended to
apply to the transaction, viewed realistically.”

So what'’s the problem? Surely we know all this.

The problem is that the other four Supreme Court Justices did not agree. They
took the view that the Ramsay principle did not have any application to the facts
of this case.

It is difficult to grasp what this means. I would have (mistakenly) thought that
the Ramsay principle applies to the facts of every case. It is not a principle of
interpretation of the facts; it is a principle of interpretation of the law, which must
then be applied to the facts.

Completely contrary to the judgment of Lord Briggs (which was clearly wrong
because he was in the minority) the Supreme Court referred to the Ramsay
principle as:

“the tendency of the courts to neutralise the effect of tax
avoidance schemes by looking at the reality of a transaction to see
whether it is a transaction which ought to be caught by a
particular taxing provision”.

I would go so far as to say that this is revolutionary. In stark contrast to earlier
Supreme Court decisions, they have now decided that the Ramsay principle is in
fact limited to tax cases and does not have general application.

What makes their Lordships view even more difficult to understand is that this
case was all about taxing provisions.

As the most recent decision of the Supreme Court on this issue, it presumably has
greater authority, maybe even overruling its earlier analysis of the Ramsay

doctrine.

I wonder how helpful that will prove to be when a taxpayer is faced with a
Ramsay challenge by HMRC in future.

It was also interesting to read Lady Rose’s statement that:
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“Where an exception is made to the principle that every person,
legal or natural, is a separate taxable entity with its own tax
residence, the circumstances are carefully defined by the
legislation without a general appeal to economic interests or to

1”7

reality or to “what is actually going on””.

That sounds pretty revolutionary too.

Peter Vaines
Field Court Tax Chambers
28 February 2025
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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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