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andapgaiahs tax combi weshygs invehdigse dbbud ge tGesopregeec h i n
Os bogtnreai ghtcfoorrt watrddHdt eRevenue & whuesnhpimeagct ham t ax
avoi dwntdguedpit al g ax mese deadk fal oliel lai hoen , p rhoacpepsesn itn
exdgt confirm ave ddsrntdabodpbht it axdl @arfbayx Resear ch

UKT he Ex &Ghemaeyxoalt s egHM cRteevide nue’'cd& aCurmsst ams hi s spee

June: it is miarikasliadyhn diet HIMr Revemat e&w8u $ 506 ms
that of TaapReaesarcchorWK wi sh etshgAsnm@Gé@ealc et herTax Re
UK figaesm e einend i r med until evidence to the contr ai
I't is howewéshrhaagtheapgedirrdoesesiudgast more wor Kk i

suppomlaxt Resear ch alWk i fdaghocnep achfio efslt2alxbii § | ii 9 nnot t o
t hat eswriomagi ¢ d®es say mor e evsitdreosnogg dyehsatheow av ai
f i gfuore such tcax naatso ibdoaw caes bty h HtM Rlexiemerd & Cust oms
amounting jtuds3a 4stbend dtdhseen new e vaivdae B cadp §d metwhse t hat

t ax gcaopr pfootrak i mpyledr exceed £7 Marld iroens eaar cphr ecsre ntt
be publishmd ofn 2G0autu

—
(¢]

l ingly, the difference arising between the ne
aXx Researchr eUKadaepmpa bt scobmpaomeganiddse hnlogergipeggl t o
ompaniTe&J telse ttnhactseemp hai es pay tax at an effectiv
ess t lrem sminghbd ptait e d has b eemMRECH fdiaWhesuwr goryi si ng
s tihsa gitagxh d oeexst radogpo | s ma |l | campawni &g : att ha&lymost t he
Xpectedctcaxt dri aHdeR € i d adula|niynlgpeoildciyven di fferentia
etween | acoempamag $makk. i n this area that more w
f this is true t hecnorfpuorttahke rfo apt| edsonm g asnncnbcaunngceesd i n
n tihceoaflgas®mmmelygtet wi |l mean | arge c dnopreensites wi
ffective tax r adpay iing dtvieasrttldié, n asnnda Iwielrl bbusi nes s«
ssueimbportahtcke UKjagpndf i t sueé ax

- o — oo — — o o

Final |l y,cotnhset treerpsolHidili R e v&Cruse tolmisaexv a ddioers not exceel
£3.5 billion @Wofyetame orotadlout aX¥ . Bass et. h alta,x bRaesseeda r cct
averVaaAglTe gap of about tle3v.a’s% otnh ei st anxo tgpabgersdsw eh han £ 7
This rmrepusettfleends t he us esmeft hoabo IIRlgsyelags @ hp dJiKnt s owu
academt ¢c mdthes shadownetXbalabhginfigreom Adowu% t o about

-in the middle of whi cthé otrh et aTxh xeevBagssitohne c(B hdd oas t i |
econdmylhe. HM Revenuei &, Cuxnt dms sclcaism, out si de a
such an estimate and is therefore highly I|ikely

Based this evidence the Tax Research UK claim th
billion at amgn iodeirte d nj tulgpamibfi E€egd mm & shdassuecthhniss
estaitm ar e aljswstciofniseder ed

That s@d ¢ | diogeiss nn o t end tbhriisenfditerdbgs tcen c A duoséi $pins
i nstge ¥ @tso ftchlel qwespgi ons
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1. Why istmaxbedmg ackbhyowH M dRgeevde nue M&EnBBstoms and
2. Why di coHMRC y ualeircaalty their ye?ssti mates so s
3.What is now going to be done to ensure accur a
4 .Gi vtehper obkt €m$ clearly exist in relying upon HI

Treatsastyetmae taxn gquap have aRes@fefiibdé ¢ ifitghrattbar» ns u
proper taxpesetpamedesb the epl ans to close the ta
pl ace?

5.When will adequate resources tolhwaswKlde t he ta
include tkancedndemtg HM Reveho@uodgCuasnmemanaf f i c
rei nsstaactkiaghhdg svtheorswairees s eintithtemalx gap |lioss etdo be

6 . Why WwWascn osi ng t he gtoarxe rgaatpd retthhtei of hosc upsh aonfs t o ¢ U
deficit, andpogti tadenv etnhuieel aabvkz e sbof,o0 mh odwin snagn
public serviwcglessdet husti $seel has been tackl ed

The tax gap debate is by no means over.

The Tax Gap and Tax Research UK

Tax Research has undertaken &'xtlenndseievde, woerwk hoanv et he

work on this issue, and the work of Richard Murp
been recogniasedybwsHMeTmg pivot al in the devel op
UK'!

That work initially concen#ttriad eap ppaorl eerlty pany mehret s
to HM Revenue & Customs by the | asrugee swa sc ofriprosrtat i
publ iish &® 06

This work was updated and enhanced considerably
Billions in 2008 which extended the estimate of
compafdhes esti madanowd Hyxcammwanies in this report
i ndi vsiodnuea l£s1 3 bn per annum.

I n March 2010 the scope of the work was extended

|l ost as apagmaht ahdnesar itcawxs alnat & rpary mearxt eovfasi or
addressed in a report produced for PCS, the wunio
Customs staff. Tax |l ost to nonpayment was esti ma
di sclosures to SelHowts eCommiCiotmereo nvehi | st evasion w
I n the meantime the pressure arising as a resul:¢t
various estimates of the tax gap cul mmomeéing in
accurate estimates for many components of the ta
business, and an est'iAmastuemmoar yt hoef otvheorsad |e sttaixmagtaep:

Appendix 1 to this report. Jgap esmotumbset csuffig@shbi
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Ot her estimates by Tax Research LLP over time ha
tax gap. Feebeuxamglsg2( anen of the direct cost of
published, esthenafl&g5thiaftl icomsstupme s oamenuhmat hi gher
estimate of the same fi'g'ifbeby HMuRavenssu&sCas t
further in this paper.

What i s t?he Tax Gap

Tax Research agrees withax héapopd odviogd dey i nhe il
Services of HM Revédnue & Customs in 2005

Tax Gap T

Theoretical liability: enmpliance with letter of lay ———>

«—————— Thearefical liahility: complianca with letter ana spirit of law ——————

Tax- |

Voluntary Compliance:
ZL8 : General Non-compliance: : !
L an_d e pP:rmd_ FTMN, Frauc, Neglect, Error, Avaidance pA‘annmg, i
(indudes ceterrent and correction Nerroavment. Late pavment reliefsand
difects, effect of enabling activities, stc.) PR i EE P allowances |

Y

Voluntary | Ceompliance/ -

paymen: | Enforcement Net Tax Gap
o tax dus Yield
in earlier Collected in

pericds period

Y

ol
-

Gross Tax Gap

:}3 HM Revenue

&%/ & Customs
Thi s cpoanpseird eer$sM Raesv ednou e, t & aGu dtaxmsavoi dance i s part
perception is based on the factax hptavoilougtarg b
tax compliance which is defined as seeking to pa

pl ace at the right time where right means that t
undertaken coineiamrd fwornrm itmewlpil@ah they are repo

The tax gap is defined as, congsnagtoentcowiptometnh e : a
1. Tax lost to tax avoidance, which is defined nh
delaverdeception (which would be tax evasion

| aw;
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2. Tax |l ost to tax evasion, wipiaymeing toHe tialxleesg all
by making a false decl arati ont iomrg nion dleecd alr ap @
if the perpetrator is caught;

3.Nonpayonfenttax decl atatet papemedtebtri saffered by
Revenue & Customs.

The first of these iIis also defined as avoidance
second aeddeéehimedaby t-bemplisageaer al non

Comparing the HMRC and Tax Research UK

The HM Revenue & Customs and Tax Research UK est
The following table esempaneest bei hgo batskeel KHMRO e s

interpretation of the data they have published r
because the table in question does not add up, h
HM Revenue Tax Resw®ae Di ffere
view £'Db £’ bn £’ bn
Tax evasi 33. 70. 36.

(bal ancin
case of H

Unpaid ta 1. 28. 26.
Tax avoid 4 25, 20 .
Tot al 40 . 123 8 3.

|l s the HM Revenue & Customs estimate o

Recent diacusament jnapd subsequent evidence from
Osborne has | ed to considerable doubt about the
of the tax gap arising. I't is argueld yhemerd hat t
credi ble based on evidenceMiawviasnimrndled ,e ndcees wift & heel
Revenue & Customs estimate.

ThMi nitsdaekl es Tax Research LLP

On June 16 a debate took place in Westminster Ha
government Exchequer Secretary David Gauke MP ad
i ssue. His full comments concerning Tax Research
wi || be notedThr BRbsastbheobtdKt esthismames umfpai d t ax

avoidance.

ThMi ni'sst eerrr or s of f act

ThMi nidgitde,r unfortunately get a great many of his

Publi shed June 2010
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Some errors he made were simpl e misstxatRenemtrsc ho f

LLP and the Tax Justice Network are essentially
made: the only involvement the Tax Justice Netwo
PCS’ publication of twas,r WMaweewe 20t irreg@loy tf, umwdhae
involvement in the TUC work and | i keMiinsiestneaone i n
made a claim that had no substance: much of his

Second, tnhbddt s i ssahiad of Tax Research UK’'s estimate |

That estimate includes the use of | egitimate
encourage certain activities, such as capital
research eaemd dewelcopmi ts to encourage innova
regarded as the use of | egal structures and a
intended by Parliament when enacting the | egi
taxoadance the use of allowances for purposes
The fact that the estimate was in fact £t2hbat of t
bilddtoinmate made by Tax Research UK apbpme, £a4a68dbi l
none of that did in an way relate to mates such
i gnor e.
ThMi ni’sst eerwn position in this issue is even harde

debate he had said:

Tax avoi dandcd oi scoensttriimhaattee uado®dd bhe] 8%n al t a

gap. It is worth making that point at the beg
this debate today have not fallen into this t
taxp,gawhi ch is a considerable figure, and tax
but is only part of the £40 billion figure. )
Government are determined to reduce it as far
Ratrheoddly, the figure for £7 billion cannot be t
Revenue & Customs estimate reproduced in Appendi
t hatMitnhiesa yesr t a x—tahveo il deagnacl & ouvsaen coefs tianzx wadys not pl a
government is part of the Tax Gap. That is exact

of the Tax Research UK estimate without any furt
known sourceiseamstiamctehd o be an error.

The third err ovti nad'fsstfextcdt evind mti nr ¢ lh&®t es t o unpaid
in the next section of this paper.

ThMi ni'sst eerrr or with regard to unpaid t:

Addressing Tax Resehr £EB8UKI bl eenhi m unpaid tax o
t hMi nisdied on 16 June:

That is a snapshot figure of all tax owed to
represent the actual |l-pagment o AhemdEkohbEhuenx
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HMRC is eventually paid, sometimes within day
outstanding are in staged repayment plans, s
support service. Only the tax ambactwual tlems of
the Exchequer from debt. That is therefore tbh

tax gap, whODO8htax ghap £DOUres was not £28 bil

Unf ortunaMiehimifsercltahiem was. f Aax uRésgai oboUKeditd
the sum in question: it was a figure reported as
to the Public Accounts Committee and included by
2009ntitled “HNMuRetemeuel mpdoving the Processing
Tax, Corporation Tax, Stdimp Whityh Liatndi SFaxotaemd (Th

I n 20090,8 t otal taxes and duties collected and
billioanl owe®.00Hhe £436 billion included £28
Depart ment has made a provision for bad and o
tot al , and £3.3 billion more than in the preyv

However that mustofbet paatevinddermee ctomd exdammi ttee r
their report. Evidence given by Ms Strathie, Per
evenue & Customs, to the PAC included the follo

Much of our debt ky maod wwatdhionthhe tioght d ax

billion there is £100 billion which is paid I
Ho w, however, she know this is not c¢clear. As the
Weaknesses in the Department’s exbytagg ansdt €
valamed from calcul ating a t axphepar tsmdmtt aHasde
deferred its plan to invebBéecanmsea obwodlkeét mpmarnr
True debt seems, therefore unli kewags ttohdef ikguwimwe :

tax paid | ate in March 2009 and using the defini
of the tax gap this sum is fairly to be consider

The only real surprillse isptédaéent hemgsjumsti s23 o0dayna
weaknesses in the systems that the PAC noted the
chance that it is £3 billion seems higkhweul i ke
Customs estimate of £1.8bn published in December
mu st therefore be considered unreliabl e, or si mp

ThMi ni'sst eerrrors with regard to tax avoli

Graphic evidence i nt hsautp ptohret tooft atlh et alxUQy acpl awim h r «
be very agpraviaded way the budgefYunénthéesCbadgell
s a’i d

Some of the richest people in this country hea
clhea for them.
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That isamadti f asrems from the avoidance acti vi
bet ween the rate of capital gains tax and the

These practices are costing other taxpayers

Thitsi mate of takeaCbhédeembt k by Dneesepdast ccho nBpoaxr i son wi
HMRC estimate oftbatembet h&TwCérd Repanddx Mur phy
Research UK.

The HMRC estimate of Decembdan@2é&€0OPosayscomatt ant

i nsurance and capital gains tax amounts to £1.1
than £1 billion it seems,thatthbeHNMREntEebLDE mMBEQg
avoidantetdecer t hlree t axes, of which the qdmall est
representing £2.5b#A0ofast appocleldectoed22®b200Dr t h
relate to Calponal NManaes Thxwellad eseem, i ancwimeé h awx
i nsurance at all/l if the December 2009 HMRC estim
unl i kel y.

The Missing Bfidalltieaanrs mandda htahhatreport it was sugge
Capit allaxGaaivnosi dance could take place in two ways.
and the second arose by shifting inconseo ftrhoam hi g
the overall rate of tax withias ma«bwidtehd bceoiunpgl es a

practices the ChancelTlher Malslsiedead Btad leidm nihies fsopameea
£0.5bn andogsthef£fdadlbmr elsn ionahherd wao rtdost,ali tof £1.1 b
arising f-oofmad e dofaxmomreytheaxnacEtll ybiasl itohne Chance
confirmed has occurred.

There appear two possible explanations for these
relyingly oon htelaw i TUC’ i mwicesritkdeMa Revengle B&i €8st oms ¢
i
i

wrong, in which case he needs to offer explanat:i
estimate is right and accords with official esti
2009 is verg.seriously wron

Thi, s howeavserf,urt her consequenceg¢as!|l eeme—oTEHEhetEtl kg

Chancell or would not have produced nNetmar Kdabliy si
very obvious ibBamdsclxhibpmne HMRCe has &dmwmi mi edt er h
already implied by saying it was at |l east £7bn w
£4. 7bn.

I n the absence of evidence to the contrary the d

preaempa on similar bases to that confirmed to be ¢
presumed to be true. These suggest a tax gap on
£13 billion a year and s usgegreisotusHM Rienvdeenruees t& nCautset

The corporate tax avoidance gap
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The issue with regard to corporate tax avoidance
tax avwhameciet i s very obvi ouse stthiama ttaoenysH M eR eavbd n
i naccur ate.

Thankafnalplpy o pH MRC ed wggesitalndeti & amoragopr poahbhéenpt i
sector, with | arge companies avoiding at | east £
billion in corporat,i chnowehvaetr , They TdComdt i hatrkei | ki
more than three times the HM Revenue & Customs e

The TUC estimate, prepared by Tax Research UK, i
gap i n corCoorpaottiaoxn ¢tmasx .t he appearance, especiall
earning companies in the UK, of being the flatte:
these companies was 30%.Thee RUOO 8t ax syosme tirh@ghwe eids
approaching thihertadperaat ¢ ok bbregbpgani dyThiver ti me.
assumption ifasismphccdental tlhe corporate accountin
rules of the International Accounting Standards
accounting” take pl acearmmamxanefei ti fi & arxe cad il wevd neceers
by a company inh ithepliobabhati onasl vAdawtumwiilhg St a
reverse over time and so the tax rate should eve
The | ogi c huesreadt gdooeeds ,ovlat hl ¢ Aat ascmamitafnigh i on

The ensipsatyemetnt cpa®edrhitei ct prat reaté hwawsehvaetr , T a X

Research UK found for drmet Ta&JilCe @Odieryg fountdeddhyatpd
there was a steady fal/l in the effective tax rat
period from!''20BDstgraphbhe6illustrates the findings

FTSE 50 Tax rates

35.0

30.0 SA —

—e— Declared taxrate

—=— Currenttaxrate to pre-goodwill
20.0 profit
Difference

25.0

—Linear (Declared tax rate)

Percentag

15.0

= Linear (Currenttax rate to pre-
goodwill profit)

—Linear (Difference)

10.0

5.0

0.0

T T T T T T
2000 2001 2002 2003 2004 2005 2006

Year
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As i mportant as thadyffadiegioftbertakatatestvas,
extra piquancy, demonstrating the tihreepeasedgawnd I
actual tax rates implicit in the TUC report:

The Tax Gap - Top 50 companies Difference between tax at 30% and current
tax declared

14,000

12,000 V4

10,000 ///
8,000 —e— The Tax Gap - Top 50 companies
// ——Linear (The Tax Gap - Top 50
6,000 /\ companies)
4,000 %\
07/ v
2,000

/

Year

O T T T T T T
2000 2001 2002 2003 2004 2005 2006

Cmillion

Enormous amouappapremtt bbxe iwvnegr epai debyahtdeatt eomphh
the fact that some of their activities were over
that the companies sampled represented a signifi
corporatiaoppdgtadExti2h i on of tax was estimated.

This has been subject t o s ugbes etghuaetn tt hceh ail mhpeancgte ,w ai:
Mi nicslteeirmed, due to the claiming of allowances |
addressed at t hoe sta meas trhoet daavtaai Iltaoblde. To some e
better data is now published by HM Revenlu'd & Cus

The data in question does show profits Hefore an
by companies in the UK, categorised by broad ind
take place. The foll owingO8aptherkasttdafaravhael
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Industry Number of cases Income Average| Taxrate Tax
with trading profits | chargeable Income a payable
and other income to tax| Chargeable

£'m total £ £'m total

Energy, water supply 4 005 23638 5,806 233 25 8% 7,051
Hotelz and catering 35,500 2,332 65,690 25.8% 601
Tranzport and communication 37 652 4,015 106,661 25.5% 1,024
Metal goods and engineering 49,379 8,187 165,799 25.0% 2044
Other =ervices 89,850 G 004 66,822 24 1% 1,445
Diztribution and repairz 127,833 22254 174,087 24 1% 53,367
Conzstruction 112,204 11,081 98 847 23.6% 2822
Agriculture, forestry, fighing 16,212 979 60,387 235% 230
Banking, finance and ingurance 40,989 61,003 1,488,277 21.5% 13,104
Businezs zervices 537,545 55,126 102,551 18.8% 10,388
Other manufacturing 42,924 14 470 337,107 14.2% 2,048
Owerzeas activitiez 233 55 253,219 11.59% T
Extraction, metal mfg, chemicalz 11,840 8458 714 358 11.2% 551
Mot clazzified 113,456 8288 73,025 10.2% 845
All industries 1219666 2255905 225905 21.1% 4773
Small companies 504807 a3820 92639 19.2% 16135
Large companies 314359 142085 451265 22 2% 31506

The data haisn bteheen eadd g do f ttahxe radbteer apasipaadc e s i n
sector. The sample base is all UK companies payi
enormously tellingly f-gusthé&Oe3% mdt &K ofegli ax ee e
to pay oot pw&r asviha crhe sva ll tl be an issue fd&r further

te that income chargeable to tax is after capi
i's no sector paid tax atofm@%compahi es Bhmabkl s
alified for the small companipgofi &tse odthamor por
00, 00y0e a@rn itnh egAu etsrtainosni t i onal r £a3t 0e0 ,a0pQpthiitelodi @odn. 5p r
creasing the oateebédhemof 0B t o 30%

hao —+ =
5 W Cc T O

Thsmhl compani es’'ntr atne tihd si rapemistyeni & oa ntdhldest atnlad y s i
two |ines of thewtakl ass8meldl ¢ oa lingédbd ire svdhheire talwver
profits wWELBO|] eBlBesdacompani s r@maiedodn 18®&v &foagd ht
remar<&iamil yar to the anticipated tax rate of 20%.

Large companies on the other hand paid an averag
dominated by very | arge companiesa,n $e&tdlsj ast banki
21.5%. And this, it musrt tbleeisrt rceaspietds Fnemes! lad waenmc ea
l onger an eabasteadath e btul e saritdsh idso ensu st —nbecatnbk it es s ed
someavax daammert db eu pphiecakee Vi h igauhrvehsy, t hey smayowsel iy st
undertshetteax gap wivtoh dmremgar d to t ax

Of course it would be unreasonable to think the
there asrmealsome mpandlelte i vzt eiggerdi é n i n gquestion. E
Published June 2010



Why HM Revenue & Customs have got | EEEEENE-RN

explain why some | arge companies, such as those
industries pay tax at such | ow ragiemeoned hewhi WK
companies in constructirpmot aakté o2znd .1 4 % i krel ayv d roa e.,
b as etdhaivsi danta@ax gap in the cerpmdidtatgx plexitmed @AW dc

al |l owanacMisnhaslteeirm@dhe gap al so relates to-those c
notcliuded in this analysis.
Whet her the gap is as a result £12 billion is, o

approadtlatdt dsnethe ope@ nteopa@rutglse s obinon t haty must be
more wor k. Beompiahi €8 e ithhaot shet sw resaywarayad ¥ ¢ 8 e d
£300,ha@WO)pai d tax at 28% on aver apdy( wreiemh tagikween
acconargteasonable) bhenhémewbtakddhavet hbaene nt hEa7t bi | |
shown to have actually been paid.

Thfiisguriendmbachaet eTUC esti mate t o Ase rhotgehd, etghuias liys i
tentatggest iooan viearsypdshort anal ysis oft rtomgl dgat a.

suggest that the HM Rewermpdeasit gl usdnoaess ersito mat e o
underesti matiegwfet handcitwuadlodsaat sanhaawer mdnygue
far thel mofatnwihi clharigse whoymp a niaevse rmedgyeotsd x 88t | esrs  t |
the rat g ceoxnpfeg croma dhrgca ldneonstta lelxya ct | yt hiihhseswhe®d@ f i ndi n
small companies pay their tax at rates above tho

The suggestion avhoaitd asnhceee s sbune g cfeactimiiadaatraent | y

publi shed by HMsiRe vtehneuree f& rCu swthoanthley giampa g psr o perail at ¢
than they estimate and indicative of the need to
apporpri ate taxcorypsreaiteori hhehe UK is to be creat

ThMi ni'sst eerrr or with regard to tax evasi
On the audsatxi ervasiMRs abayviddie Gdaeghkat e on June 16

For exampl e, Tax Research LhER esvtismanesmtt &t7@®I
That figure is obtained by applying the perce
are two main problems with that. First, diff e
According to independextampéseeatbhle lbhypetrla¢e i OBGAL
shows that t ax -ase@aamens tshuacth waist hphaoyl d t ax at s
tax gaps than other types. To apply the VAT g
otherwise at soutrttee tgax agdyp, olweasusad etshe VAT
higher.

Secondly, an el ement of double counting is in
apparent from the numbers used by Tax Researc
due to har awdi dtax debt. Applying that percer
additional amounts for both avoidance and t ax
doubl e counting of | osses fr-pmymbatavoidance

The seoaotndspoibyviwomfusdyurntgea édTah g s Redaialeahl &JKt o it t
HMRC. The fact that HM Revenue & Customs is not
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enough basis to properly assesbBut axotcoddaresvad.i
The issue here relates to the tax gap and in thi

I n thiseétaneeshould be made tdocHivheRdv pruibd | & h@us ti
December 2009 which éaéalus awiinly tihe MAThgadpof Thi s

The aim is to measure the tot al | evel of VAT
with actual VAT receipts. The difference betwv

Nowhere in the metthtatdotlaox yp aiock sl dtte siasy i ncl uded

December 2009 HMRC report says that t-awhidcehbt has
was DO®08Since Tax Research LLP based atxheiarp esti n
rasi published by HM Bepemied&sEGuenhomeaosvet his ca

i mpact on their findings and no |ikelihood of do
respect of ungpyi Mihteaiss ,e Tthhicearsa fdare antdthet otwo o n g

wholly i mmateri al to assessment of tax evasion
Second, the minster says tax avoiTdhainsc ehass tioncheud
accept o sadblodvewpgr, as appendi x 1lramakelby cHMaRe Vv @@
& Customs to this possibility in their published

t hati miphaest i mmat er imlt h&vp diedgpeesisomasl t hat VAT pl at
much Imomiet edhaxtedimetti nrg t .AAsdistis&dutniltiakxeelsy t o have

i mpact on the amount of tax recovered or form a

why a figure for ior lpadlnecthebledmresitsiemdtyesdehi rd p
the t.ax gap

The key questions is, then, whether it is reason
rate of 1,8a7T®Wufl at edA Borvear selvlie nd iMieendirssa, e xtetsat Tihe |
the case, sabattihrad asxucrhotaed ati o could not apply t
where error rates are | ow.

Unf ort unMitneilsgkelerlse a f undament al error in stating
true that once wages areel ydetchlaatr ePdA YoBy wa |clo nipeadnuyc ei
decl aamad i oompuetcariroamg. That ignomeans$ hthatft agai dh
simply neveasdesuouthrged modblgrsdamedrhetrted oRAYERTre su
100% takatabn error rate irrespective of the eff
The question is therefore whether the existence
gap on wages is likelwndoafobhptwaasgaparod spotaént
what Mit miecsltaeirms .

Explaining how the VAT gap gives clear indicatio
worth doing. 1t is important in theleoatewhithbh u
maj or taxes hit revenue gengeamadi ggvempremant ohasp s
charities, self emplToayeseddpagplen ahdaswoi acpme st a

account might help explain that:
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Il ncome / egpewn|Tax charged

l ncome / sal es|VAT charged to cust

Over heads PAYE (made up of in
i nsurance) on wages

VAT recl ai med on ex

Profit Corporation tax if
income tax if not

lits i mportant to note that revenue fl ows down th
to be generated to ensure wages (and the tax on
again giving rise to tax due.
The VAT gtapastudfgecsx¥sect ed VAT SiisncreotVApTaiid teov eHiMRu
on consumption this suggest in turn that 13.7% o
has not been reported for tax purposes.

that case it i s tLR tchoantt etnitd osnalods Taixv irreg erairsc
so not declared to HMRC when accounts are prep
od reason for @&siyd¢ nigesthias: VAhehenopskodhbirngnader a
mpy' s records is to ensure that the sale recor
coondetdhe busi ness’ VAT returns.kndaowrmetwhasi onnor d s,
ways gives rise to incomemanypcsasessd oint i i weg o
cobmeitsg prepared or déchated for tax purposes

The | atter case is, perhaps the best place to st
that i f someone runs a Dbtuaskien easlsl whheerieha rstchol peast oiindc ¢
none of it om ian VATs ¢ te aufr hmacety otwhnd s decl are any t
payments they make. Thessewdadedpayrmertid |wi loluti rod
They wihlerefore be part of the tax evasion gap.
Al ternatively, if the illicit cash is not used t
straight through to the bottom |Iine i.e. i1t wil
commi ttART ftheud®. should al so be subject +bouti ncome
this is unlikely).

I n ot her words, if there is VAT fraud at the top
through that profit acneds sl ogsisv ehwcrctobuenrte gaanfdd ai ino tihnec ¢
on wagrat ammal or ntsax aemwcasi on on profcomspaovi athi om(g
tax as well. This is the inevitable consequence
epure VAT fraud took place.

[ i s i mpor thaena mda op antott eer nt hrageccuorrsd si fp aar tb uosfi nietsss i n
suppresses part of its top |line sales records to
Published June 2010 IIIIIII!H
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wages are pdiRIAME icsasnhot aonperated, or i f wages al
is seriawsloy derddearnd t he direct tax fraud takes i
(and that -bst ndowves mgil Ve ri se tooc edeidrse cotf ttahxe ecvraisne
that should not be ignored) in every case atop |
ThMi niist ewrong to deny this.

And of cMiwrissaretrbée stugtgleestprtchimal emrengl d tlekseisn ess 9 ens :

why those business should suppress income to sav
i s an argument omomakie. sMorul sdh ctieheek sthadowrgauen o my -
not extend to the sdanfttesentofowmerre ibrihksesand
of ficials, a problem litt]eaadkwlowtlkedaglsobadnwhi
gap

To put it another waydblken nevatpibdyy abmthers VAT D
sezof the “shadow” economy. I n TBax ukneaserad thihos UK’ s
i 53.-T%He average for the VAdngapubiveus7i yeaxsrapao
suggestion is, as a trhees utlott,alt hgarto stsh idsib igercotp otratxi otnl
collected is |l ost as a result of the impact of t
|l ate egomdmeont of taxes decl ared t o bper odpuoer thiuotn nooft
t healt ogross VAT that sho.ulAls hiasv esohheevern oanlod vues,c b a d f
from the other, inevitably.

The question to then ask is whether this is plau
always | aden witihplthdadopr byl eémfimat i pemo not wish

However, an | MF estimat-@00®d mistutggalIsy sr ggladt it lhg tsd
OECD states might be in the band 14 to 15% of GD

ow internal (but now pUblOtshteead) imemad uare timi sacias
confirms that this might be the | ower end of the
t hat | bwewe veard, what t his coantf itrhnes sihsa dtohwa te caonn oensy
represent 13.7% of all economic activity within
reasonabl e. It follows that an estimate of this
reasonabl e.

I n t hats scuansee tthoata t he VAT gap ratio applies to di
the only rpattiioonn atlo ansasksiemb sTtoa nasisauAoey dabwerrt 6i%g arse H
Revenue & Cus+iosmso untasvied ed otnhee p | fa uosui tbcl oemeesx paencdt eids |
therefore highly wunlikely to be a correct figure

Concl usi ons

As a restuindohgshebe following are | ikely:

1. The total tax gapnldapant dxe giasr dl itkoe luyn ptaoi dbe at

'Seer for example, this paper which suggested 12. 7 %.
http://www. dur.ac.uk/john.ashworth/ EPCS/ Papers/ Schnei

Publ i shed June 2010



Why HM Revenue & Customs have got | EEEEENE-RN

I n

2
3

.The tax @apm wiot h axe mpd/ioviidhutail&ksel y t o pe at | ea
.The tax gap with regmpdnitessiagnibivibedminicye dexce
HM Revenue & CufBoMmsbebtiomatbubfmay be | ess t
£12 billion, although muslBumore work is requi
.The tax gap with regaeaend eatsax £dWadbiohiion Ipick
.The total tax @a&p paitssa rhpeori enftofrile?iOtiibkdegldga rt o b e
predicted in the report wMat2Z®hO by Tax Resear

otdHer woris maintained that the Tax Research

more accumhadsfe HMaRevenuvaes &eCiudemwmmasd byr ddeent col

Despat ch Bocxeolbly oE hEhe&Edhwmar

That then |l eads to the following questions:
1. Why i stmaxbgedamg ackbhyowH M dRgeevde nue M&EnBBstoOoms and
2. Why di cdoHMRC y uobeircuslty their ye?sti mates so s
3.What is now going to be done to ensure accur 8
4 .Gi vtehper obt bms clearly exist in relying upon HI

It
20

Re
Wi
as

Re
di

Re
me
S i

Re
on
de
ac

Treatsastyetmiae taxn gquap have aRes@fefiibé ¢ ifitghrattbar ns u
proper taxpeetpamedidesb the epl ans to close the ta
pl ace?

5. When wil|l adequate resources t ol hwasawkIlde t he t a
include tkancedndemtg HM Reveho@udodgCuasnmemanadf fic
rei nsstactkiaghdg svtheorsvairees s eintithtemalx gap |lioss etdo be

6 . Why WwWascn osi ng t he gtoarxe rgaatpt retthhhei of hosc upsh aonfs t o ¢ U
def aodt gi venpotth & lesvieznaui eb dabvl e sfa,o0 mh odwiti sBnagn
public services be justified?

mi ght , frienpaelaltyicenglo enme omdadh e oinre t he R@Jarrcehport

10, si ncewhadpet watliln ernetmaiinn t he | i ght of these fi

commendation 1: The basis for estimating tax a

dely recognised in society and which correctly
t hose nag uussees snoalkeil y of artificial arrangement

commendation 2: HM Revenue & Customs should be

rect taxes on a “top down” basis, as they do f

commendation 3: H M Revsea uteh &t Ctulsd iormse xsihotuil g r

thodol ogy for calculating the taxegapmbhobe thee

ze of that estimate.

commendation 4: HM Revenue & Customs should re
attaixon produced by the former I nland Revenue wl

mi se, the | ack of which make objective apprais

hi eve.
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Tax Rese

Recommendation 5: HM Revenue f& tCou sttaocnksl

tax evasion.

Recommendati on 6: HM Revenue & Customs must
consideration of potential tax yield, and
those on Ifowear nliemwesl.s o

Recommendation 7: More staff should be engaged
pl ace.

Recommendati on 8: More staff should be engaged
be pursued for collectteoabbhWould be | owered
Recommendation 9: The cost of additional

as unemployment falls below 1 million be
whol e of engaging them.
Recommendati omf fliOce Thleodwrceal programme being
should not just be stopped, it should be

co

mmunity.

't i s beutihedfti r andlogpdoel mwgpiud d hi ghl i ght the true
provide the data needed to appraise progress
achieving that goal

Publ i shed June 2010

es htoauxl da veoni

mak e

st affi
based

reverse



Why HM Revenue & Customs have go0t NN E-EN

Appendi x 1

HM Revenue & Customs esti ma&tmbeof 2100 T
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