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Why HMRC's tax gap still makes no sense
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| admit | have not the time or energy this afternoon to spend a lot of time on HMRC's
new tax gap data.

I've already explained that the mysterious decline in this tax gap over the last three
years - the majority of which is explained by revisions to tbe basis of calculation - does

not look credible - but let me offer just a little commentary now on some of the figures
in this year's data, which looks like this:

Table 1.1: Tax gaps for HMRC administered taxes - 2009-10 (revised) and 2010-11 (£ billion)

Tax Component Point estimates Percentage
(£ billion)'2# tax gap?
200810 2010-11  2009-10 2010-11
revised revised

Indirect taxes®

Value Added Tax (VAT) 86 96 10.8% 10.1%
Spirits duty 01 02 a3 5%
Beer duty 04 04 9% 10%
Cigarette duty 1.2 1.0 1% 9%
Hand rolled tobacco duty 05 0.5 42% 38%
Great Britain diesel duty 05 0.1 3% 1%
Great Britain petrol duty® N/A N/A N/A N/A
Narthern Ireland diesel duty’ 0.1 0.1 12% 25%
Narthern Ireland petrol duty®” N/A 0.0 N/A 13%
Other indirect taxes® 1.0 1.0 6% 5%
Total indirect taxes 123 129 9.0% 8.4%
Direct taxes

Income Tax, National Individuals in Self Assessment 45 44

Insurance Contributions,

Caplital Gains Tax Business taxpayers 42 40
Non-business taxpayers 04 04
Large partnerships in Self Assessment” o7 08
Small and medium employers (PAYE)"™ 09 08
Large employers (PAYE) 20 21
Avoidance 19 21
Non-declaration of income and capital gains by 039 1.0
individuals not in Self Assessment
Ghosts" 13 13
Moonlighters'? 1.8 19
Total 14.1 144 5.6% 5.5%
Corporation Tax Businesses managed by the Large Business Service 11 14
Avoidance 09 11
Technical issues 03 03
Large and Complex businesses 13 1.2
Small and medium-sized businesses 14 14
Total 38 4.1 9.6% B.B%
Other direct taxes Inheritance tax 02 02
Stamp duties™ 05 0.6
Stamp duty land tax 02 03
Shares stamp duty 03 03
Petroleum revenue Rage 1/2 0.02 0.03
Total 0.8 0.8 6.5% 4.6%
Total direct taxes 18.7 19.3 6.2% 5.9%

Total tax gap 31 32 11% 6.7%
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So let's just make a few observations on why these look implausible.

First, because HMRC choose to ignore it none of the tax avoidance by Google, Amazon,
Apples, Starbucks, Facebook and others is in here: that's done with official sanction so
it's not going to be counted even though the world at large can see what's happening. If
you want the clearest example of why the numbers are wrong, this is it.

Second, throughout the report you get the feeling that many of the falls in the tax gap
are not because of any real change. No, they're because less is being done by HMRC to
tackle the tax gap. So, for example it is said with regard to corporation tax:

The number of LBS Corporation Tax avoidance risks and technical risks subject to
litigation has decreased by around 16 per cent between 2007-08 and 2008-09, from
342 to 288.

Why did the number of cases fall? I'd suggest because there simply aren't resources to
chase them, not because the cases aren't there. In fact, they admit they are, saying of
the above:

The effect on the tax gap is offset by an increase in average tax under consideration
(TuC) per risk from £8.2 million to £9.5 million.

That, in itself is an amazingly small number (do they really mean million?) but the
message is clear: the case work is not being done and the tax gap is not being
measured as a result.

Third, let's consider the likelihood that tax avoidance by people on PAYE costs just £400
million a year. You mean all those bankers on all that pay only avoid £400 million? Oh
please, pull the other one. Or just simply note the number of aggressive tax avoidance
schemes being litigated, some involving billions, and realise this is not credible.

Fourth, let's note that this tax gap loses records nothing at all resulting from the maybe
1 million or more personal service companies in use in the UK at the moment, even
though they have been subject to much scandal of late. HMRC does not recognise this
as tax avoidance so the several billion lost due to avoided employer and employee NIC
and tax lost due to income shifting to partners and spouses all misses this estimate.
Amazingly, despite the political scandal attached.

And just for now let's note that HMRC officially think that although maybe 35% of all
companies asked to make a tax return in the UK each year fail to do so none of this

results in tax evasion. Which is, respectfully, just plain daft.

To put it another way, these numbers are manipulated to show a wholly distorted view.
For a better one, see here,
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