
The Tax Gap 
The New Year finds the world of tax investigations in very familiar 
territory. Although the government prides itself in asserting 
that we have one of the lowest tax gaps in the world, the tax 
gap remains stubbornly high, currently in the region of £36bn 
– around the same level at which it has remained for the past 
ten years. In 2014/15 the amount of tax collected was approx 
£515bn, yet the estimate of the amount that should have been 
collected was £551bn. But it is only fair to observe that the tax 
gap expressed as a percentage of estimated collectable tax has 
fallen from 8.3% to 6.5% over ten years which suggests that the 
amount lost is at least being held in check.

According to Accountancy Age, HMRC’s staff numbers have 
dropped from approximately 100,000 in 2005, when HM 
Customs & Excise merged with Inland Revenue, to 68,000 at the 
end of 2016. So the Department charged with filling the national 
coffers is attempting to reduce the tax gap, while the numbers of 
investigators are declining year on year. 

Over the last decade HMRC has offered a variety of disclosure 
opportunities and incentives to those taxpayers with untaxed 
assets and income hidden offshore and to various trades and 
professions in the UK to come forward and rectify previous 
irregularities in their tax affairs. Notwithstanding the perceived 
success of these initiatives which have brought in £2.5bn, both 
evasion and the hidden economy are estimated, over the six 
years to 2014/15, to have remained fairly static. However, the 
total tax estimated to have been lost is staggering - £28bn as a 
result of evasion and £35bn from the hidden economy. To some 
extent the loss of tax by way of the hidden economy is explicable 
in light of the inevitable erosion in living standards arising from 
the financial crisis in 2008 and its ongoing effects. It is worth 
noting that the estimated tax lost as a result of criminal attacks 
has fallen from £5.9bn in 2009/10 to £4.1bn in 2014/15 mainly 
as a result of HMRC’s actions in tackling carousel fraud and fraud 
involving alcohol and tobacco by organised criminal gangs. To put 
these figures in perspective, Government borrowing in 2015/16 
was approximately £70bn.

Efforts to close the tax gap
HMRC claims to have invested £1.8bn in boosting its compliance 
activities and is intent on compensating for the loss of manpower 
by making it easier for taxpayers to conduct their tax affairs and 
make disclosures on-line. 

International cooperation is also about to bring about significant 
progress. The impending implementation of the OECD inspired 
Common Reporting Standard [CRS] will mean that by 2017/18 
over 100 jurisdictions will be exchanging bank account 
information on a multilateral basis. 

Professional advisers and financial institutions have until 31 
August 2017 to notify clients with offshore investments that under 
the CRS HMRC will receive information about their identity and 
offshore investments. Failure to notify clients in the prescribed 
form will result in a penalty of up to £3,000. 

The European Union is in the process of compiling a blacklist of 
tax havens whose tax regimes are considered to be ‘harmful’. 

HMRC will bring in Requirement to Correct legislation, 
whereby taxpayers have until September 2018 to disclose 
any offshore irregularities. 
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There will be further increased civil penalties and asset 
based penalties in connection with offshore matters. There 
will also be a strict liability criminal offence from April 2017 
for taxpayers who have evaded income or capital gains tax 
over £25,000.

There are also new penalties for advisers who encourage 
or facilitate offshore tax evasion.

HMRC continues to use its CONNECT computer software to 
compare data received from third parties such as banks, 
online sellers and the land registry to look for discrepancies 
in tax returns.

The ability to avoid being named and shamed under the 
Publishing Details of Deliberate Defaulters by achieving the 
maximum available reduction in the penalty e.g. by helping 
HMRC quantify the impact of the error, is no longer available 
where HMRC discover a deliberate offshore tax issue.  

The Commons PAC continues to criticise HMRC for giving 
the super rich preferential treatment, therefore we may see 
some more criminal prosecutions in this area.

Worldwide Disclosure Facility [WDF]
HMRC clearly has not lost its appetite for tackling offshore non-
compliance. So before the effects of automatic exchange of 
information are felt the WDF presents the final opportunity for 
those with undeclared assets or income arising from a source, 
or situated or held in a territory outside the UK, to come forward. 
It should be noted that the terms of facility are more punitive than 
any offered previously. Immunity from criminal investigation will 
not be given and tax, interest and appropriate penalties have to 
be paid in full on agreed ‘time to pay’ terms. 

Notification of intent to make a disclosure is to be made 
using HMRC’s Digital Disclosure Service. Taxpayers will 
have 90 days to put flesh on the bones of their disclosure 
and to calculate the final liabilities comprising tax (including 
full disclosure of all previously undisclosed UK tax liabilities), 
interest and penalties. 

Unusually, the disclosure is to be accompanied by a statement 
of the value of assets held outside the UK at any point over the 
last five years, calculated at the date of the disclosure. HMRC 
expect the majority of disclosures to be accepted without an 
in-depth enquiry in which case details of the disclosure will not 
be published due to their voluntary nature. 

In exceptional circumstances clarification of complex issues 
such as residence and domicile, Inheritance Tax, Transfer of 
Assets or settlement legislation can be sought, in which case 
90 days from the date on which the application for clarification 
is finalised will be allowed for submission of the final disclosure. 

Efforts to close the tax gap continued…

Tax Avoidance
The use of APN’s is continuing to deter taxpayers from marketed 
tax avoidance arrangements. However, over the six year period to 
2014/15 avoidance schemes accounted for £16bn of the tax gap. 
In order to strengthen their ability to counter this activity HMRC are 
proposing a number of initiatives.

Consultation has begun on introducing a legal requirement on 
businesses that create or promote certain complex offshore 
financial arrangements to notify HMRC and to provide a list of 
clients using them. HMRC recognise that such arrangements can 
be perfectly legitimate but by the same token they believe they can 
often be used to facilitate evasion. 

HMRC have indicated that the Finance Bill 2017 will introduce 
sanctions aimed at those who make a profit from enabling abusive 

tax arrangements. The new penalty will apply where abusive 
schemes are defeated in the Courts or Tribunal and will comprise 
a 100% fee-based penalty on everyone in the supply chain. It will 
apply where advice is provided after Royal Assent to the Finance Bill 
and details of those penalised will be published. The new legislation 
will also remove the defence of having relied on advice which is not 
impartial as evidence of having taken ‘reasonable care’.

The Finance Bill 2017 will also contain provisions setting up a 
VAT Disclosure Regime similar to the Disclosure of Tax Avoidance 
Schemes rules.

Finally, the UK is working with 50 other jurisdictions to 
develop an initiative for the systematic sharing of beneficial 
ownership information.
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Watt Busfield Tax Investigations LLP
We have been operating since 2012 with ex Big Four and HMRC staff. We specialise in complex, serious or long running investigations
and disclosures. We have a pool of specialist consultants, including a team of accountants based in Sri Lanka for rapid and detailed 
bank statement analysis. We are based in London but happy to travel nationally to meet you. We offer a no obligation, confidential 
conference call or meeting, up to one hour, to discuss your issues and establish whether we can help. We are supervised by the CIOT 
for purposes of the Anti-Money Laundering legislation and covered by the CCAB’s Privilege Reporting Exemption. Please visit our 
website for more information: www.wattbusfield.co.uk
 
For more advice or if you would like to comment, please contact:

Andrew Watt - Partner 
mobile: +44 (0)7770 221 051
 email: andrew@wattbusfield.co.uk

+44 (0)20 7692 8955

25 North Row
London, W1K 6DJ 

www.wattbusfield.co.uk

Rebecca Busfield - Partner 
mobile:  +44 (0)7949 588 943
 email: rebecca@wattbusfield.co.uk
 twitter: @rbusfield

Andrew Watt

Rebecca Busfield

Contractual Disclosure 
Facility [CDF]
Some taxpayers may still prefer to use the Contractual Disclosure 
Facility route under Code of Practice 9, especially those who may be 
more at risk of prosecution, if for instance they are high profile, work 
in the professional or legal sector or have previously made a false 
disclosure to HMRC. HMRC continue to underpin the process with the 
threat of criminal investigation not only of those who make incomplete 
disclosures but also of those who fail to fully engage with it when they 
have the opportunity to do so.


