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Figure 14
Characteristics of an effective system to design, manage and
evaluate tax reliefs’

Decision on policy objective

Out of scope of this report2

Design

There s an adequate evidence base
avallable to support decisions over design

The objectives and intended
outcomes are clear

An impact assessment and option
appraisal was undertaken \

/ ) \

| |

e N
Evaluation and feedback Administration and monitoring
A process to evaluate the costs and The costs and benefits are monitored
benefits of the tax expenditure has been and assessed

identified and is undertake
dentifiediandlis undertaken Process for delivering the relief is

Feedback from evaluation informs managed
changes and the knowledge base for The risk 4 and mitigated
design of future tax reliefs @ risks are assessed and mitigate

N

Notes
1 Some elements of this system are only relevant to tax expenditures.

2 The G&AG does not comment on the merits of policy objectives.

Source: National Audit Office summary of HM Treasury guidance on appraisal and evaluation (The Green Book and
The Magenta Book)
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Figure 1
Different objectives of reliefs

HMRC classification

Reliefs to correctly measure income
or profits

Reliefs to ensure the scope of the tax is
as intended

Reliefs to improve the progressivity of tax

Reliefs to create simplicity

Reliefs introduced by
international agreements

Tax expenditures — reliefs to provide
incentives for behaviour for econormic
and social objectives

Notes

Purpose

To make sure that taxable amounts are
corectly recognised, in the right year

To make clear where a group or activity is
not intended to be taxed. Usually this is to
prevent unintended changes in behaviour

Allowances and thresholds to create
different effective rates of tax

Reliefs used to avoid disproportionate
administrative costs

To comply with international obligations
or avoid double taxation

To positively encourage a kind of
behaviour, compensate for market failure
or promote wider objectives

Examples

Companies can deduct losses from previous
years from current profits

Companies must use a set rate of depreciation
for each class of asset

Cabin crew are exempt from air passenger duty

Exemption of intermediaries from Stamp Duty
(e.g. share traders)

Income tax personal allowance
Inheritance tax nil rate band threshold
10 per cent wear and tear allowance for landiords

Exemption of gifts below £250 from
inheritance tax

Double taxation relief
Zero rate VAT for intra-community
trade within the EU

Enterprise Investment Scheme

Income tax exemption for Individual
Savings Account

1 Tax reliefs may have more than one purpose and so could fall under more than one category.
2 HM Revenue & Customs has categorised some but not all reliefs by objectives.

Source: HM Revenue & Customs
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Figure 10

Indexed change in inheritance tax revenue compared with the cost of agricultural property relief and

business property relief

The cost of both agricultural property relief and business property relief has risen faster than overall revenue collected through inheritance tax

Indexed (100 = 1999-00)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13

350
300
250
200
150
100
50
0
@ Agricuitural property 100 121 18 157
© Business property 100 117 o 12
@ Inheritance tax revenue 100 109 115 112
Note

1 Figures are indexed from 1999-00 and adjusted for inflation.

Source: National Audit Office analysis of HM Revenue & Customs data on reliefs
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Figure 19

Tax reliefs increasing by more than 50 per cent since 2008-09

Significant changes in the value of four tax reliefs

® Agricultural property

® Share Incentive Plan
(Income tax and National Insurance)

® Business property

® Exemption of electricity generated
from certain renewable resources

Source: National Audit Office analysis of HM Revenue & Customs data
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Figure 12
Example of complicated transactions in an avoidance scheme

Flow charts of cash in arecent case heard by the Tax Tribunal

12 Arepays SGH

8 SGH loans for £1m loan

£imto A

19 BT distributes
£990,000 (99%) to SU
towards repaying £1m
SGH loan

S —
Bare trustee (BT)
for SU Bare Trust
J

16 A assigns to BT the
£1m loan owed by SU

20 SU repays
£10,000 of
£1m SGH loan

SG Hambros

I —

18 SU repays loan
of £1m due to BT

15 SU uses
£5,000 from
O in his trade

17 SGH loans

Allambie
£imto SU
18GH
loans 4G loans £5,000 Scha(rgS)User 9 Aloans £1m to SU
£5,000 Nsto SU
INsto G

14 O loans
£5,000 to SU

5 SU pays collateral
of £5,000 cash to G

10 SU pays O 110 pays
£43.84 MOD plus £1m dividend
£999,956.16 oA

Greenleaf irregular payment
7V pays £43.83
interest on LNs to G
3Vissues
£5,000
LNsto G
65U loans
2 G subscribes £5,000 LNsto O Oakthorn

for £5,000 LNs in V

Vanderveer ‘
) 13 Vloans £5,000 to O -

Note
1 LN -loan notes; BT - Bare trustee; SGH - SG Hambros; G - Greenleaf; V — Vanderveer; SU - Scheme User; O — Oakthorn; A - Allambie;
MOD - Manufactured Overseas Dividend.

Source: Tax Tribunal, decision number TC 03314, available at: www.financeandtaxtribunals.gov.uk/Aspx/view.aspx?id=7618, accessed 4 March 2014
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Figure 13

Abuse of reliefs through fraudulent schemes

Criminals have used complex ‘carousel’ arrangements to exploit zero-rating of exports

UK Exporter ‘Broker’

Sells the goods back to the
original EU supplier, goods
classed as zero rated for
VAT purposes. The broker
reclaims the input VAT of
£190,000 from HMRC

UK ‘Buffer’

The Buffer sells the goods for
£950,000 plus £190,000 VAT
to a UK exporter at the end of
the chain, and accounts for

Tax loss = £180,000

EU Supplier

Trader ‘A’ buys goods
worth £1 million from an EU
supplier. The purchases are
zero rated for VAT purposes

UK Trader ‘A’

Trader A sells the goods
to another UK trader

(the ‘Buffer’) for £900,000
plus £180,000 VAT.

VAT correctly The trader disappears,
owing HMRC £180,000

Example

A European Union supplier from another member state sells goods for £1 million to a trader based in the UK
free of VAT.

The trader sells the goods to another trader (‘the buffer’ at a reduced price of £900,000 plus £180,000 VAT.
To avoid the price of goods spiralling up each time the carousel turns, one business in the chain must sell at
aloss. The initial UK trader subsequently goes missing without paying the VAT due.

The buffer accounts for VAT correctly and sells the goods to a trader at the end of the UK chain (‘the broker’)
for £950,000 plus £190,000 VAT.

The broker makes a zero-rated VAT sale back to the original European Union supplier for £970,000 and is
entitled to reclaim the input VAT of £190,000 on the goods purchased from the buffer. HMRC pays the claim
and incurs a cash loss because the missing trader did not pay the VAT due on the sale to the buffer.






OEBPS/Images/10390-001 - Figure 18.png
Figure 18

Coverage and findings of formal HM Revenue & Customs and Treasury evaluations, 2012-13

Relief evaluated

Enterprise
management
incentives (EMI)
(2003, 2008)

ISA review (2007)

Enhanced capital
allowances for
energy saving
technologies
(2008)

Enterprise
investment
scheme (EIS)
and venture
capital trusts
(VCTs) impact
on company
performance
(2003, 2008)

Share Incentive
Plan (SIP) and
Save As You
Earn (SAYE)
(2007, 2008)

Gift aid (2007,
2008, 2009, 2012)

R8D tax credits
(2005, 2010 x2)

Film tax relief
(HM Treasury)
(2011)

Stamp duty land
tax first time
buyers relief (2011)

Regional employer
NICs holiday for
new businesses
2011)

Seed enterprise
investment
scheme (SEIS)
(2013)

Total

Notes

Aim of relief

Share incentive
scheme

Encourage
savings

Green agenda

Individual
investment in
smaller companies

Share incentive
scheme

Support charitable
giving and chartties

Support R&D

Support UK
film industry

Support first
time buyers

Support SMEs?

Corporate

investment —
SMEs?

1 Cost of evaluations are in 2012-13 prices.

Costofrelief2 Cost of

2012-13 (2m)
65

1,900

Not known

565

495

1,510

1,200

205

150

Not known

Not known

£6,090m

evaluation(s)!
£250,000

£55,000

£200,000

£90,000

£355,000

£278,000

£415,000

Not applicable

£45,000

£35,000

£48,000

£1.8m

Conclusion

2008: A survey of businesses and employees using the
relief with EMI suggested there was good awareness of
EMI but not of all the features. EMI was used to retain staff
and was viewed favourably against other schemes.

The relief could not help people without money to save.
Those who did save use a variety of saving products and
were motivated by financial goals rather than tax savings
from ISAs.

Survey and research findings suggested the scheme had
influenced changes in behaviour, with a possible saving of
3,200KT of CO2 emissions.

2008: Companies that used the schemes benefited from
increased capital investment, employment and sales
compared with other companies. The schemes had little
effect on profitability and productivity.

2008: A survey of organisations and employees using and
not using these schemes suggested they had a positive
effect on employee relations. Impact on productivity

was neutral.

2009: A survey of 4,000 donors and interviews with
12 major donors suggested that 35 per cent of higher
rate donors claimed the relief they were entitied to, those
claiming accounted for nearly 80 per cent of higher-rate
donations. Changing the system would result in winners
and losers.

2010: Analysis of UK companies’ tax returns showed that
a£1 relief stimulated £3 investment but had little effect on
decisions to engage in R&D. Large companies were the
main beneficiaries (90 per cent of the relief by value and
two-thirds of applications).

Analysis of the cost and uptake of the relief showed it had
met its objectives of supporting smaller, limited budget
films and encouraging UK fim production. The current
relief has been less open to abuse than previous versions.

Astudy of factors affecting the housing market suggested
the relief has had no significant impact on affordability and
there was no increase in purchase volumes.

Athird of potentially eligible businesses were aware of the
scheme. The research highlighted that agents could be
used more to promote the scheme.

Interviews undertaken to assess the early operation and
implementation of SEIS. Initial participation appeared to be
relatively low, although this is to be expected given that the
scheme had only been open a few months.

2 Al cost data comes from published HMRC cost data for 2012-13, where available. With the exception of first time buyers where data used is
the nominal cost in 2010-11 and film tax relief, where the cost data comes from HMRC's 2012-13 accounts.

3 SMEs - small and medium enterprises.

Source: National Audit Office analysis of HM Revenue & Customs and HM Treasury research papers
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Figure 17

Example monitoring approaches adopted by specialist units

Unit

Reliefs
administered

Application
process

Guidance and
technical support
provided

Number of
applications for
relief per year

Size of the unit

Number of claims
per staff

Annual staff costs
for unit

Percentage of
claims reviewed

Performance
monitoring and
management

Unit

Work to promote
take-up of reliefs

Evaluation

Research and development (R&D)

Research and development
tax credits

Patent box

Claims are submitted online as part
of yearly tax return submissions

Maximum of two years to file a
claim — amounts can be amended
thereafter (to lesser amounts only)

HMRG internal guidance is
publicly available

HMRGC encourages new claimants
to discuss their R&D in advance,
to encourage correct claims and
ensure that proper records are
kept to support claims

18,000 (although volumes are rising
following the removal of the £10,000
minimum expenditure threshold)

46

391

£2.4 million

A sample of claims is audited

The unit aims to process each tax
credit claim within 28 calendar days

Annual reporting of cost data and
number of claimants

There is a general aim to promote
take-up of the relief but no target

Research and development (R&D)

Estimated 50 per cent of the
unit's time is spent encouraging
take-up. HMRC staff attend trade
events to promote the relief,
sometimes in partnership with
other government agencies

Take-up has increased from 6,000
10 18,000 between 2006 and 2013
while senior staff resources have
fallen by 40 per cent

One recent evaluation was carried
out in 2010 to assess how R&D
spend is used and the impact it
has had

Source: National Audit Office analysis

Film tax relief

Creative industry reliefs: fim tax relief,
relief for animation, relief for high-end
TV production

Claims are submitted online as part
of yearly tax return submissions

Claims are supported by a cultural
certificate, received from the British
Film Institute

Claims are provisional until fim
is finished. Any variance is then
addressed in the final claim

HMRC internal guidance is
publicly available

350-450 (volumes will increase with
the introduction of more reliefs for
the creative industries)

44

£390,000

Al claims are reviewed

The unit aims to process each tax
credit claim within 28 calendar days

Annual reporting of cost data and
number of claimants

No targets in relation to take-up

Film tax relief

HMRC presents at industry events.
The unit works with the film
industry and their accountants to
promote the relief and ensure it
works properly

One informal evaluation carried
out since 2007 to support state
aid renoification

Small companies enterprise centre
Enterprise Investment Scheme (EIS)

Seed Enterprise Investment
Scheme (SEIS)

Venture capital trusts

Investments in EIS and SEIS companies
have a statutory requirement to be
certified as qualifying by HMRC before
investors are eligible to claim tax relief

If the company application is
successful, individual investors
can then apply for relief

HMRG internal guidance is
publicly available

Companies can contact the unit
to obtain advance assurance on
whether they are likely to comply
with the legislation

7,000-9,000 (67 per cent of claims
get advance approval)

30

217

£1.3 million

Al applications are reviewed

The unit aims to process 95 per cent
of applications within 30 working days

Annual reporting of cost data

No targets in relation to take-up

Small companies enterprise centre

Some promotion work to make
investors aware of schemes
including promotion through
investor-led angel networks

For example, after introducing SEIS,
HMRC sent fiyers to individuals who
were more likely to be interested in this
type of investment. HMRC also works
with the Department for Business,
Innovation & Skills to publicise reliefs
alongside other initiatives to encourage
investment in small companies

Evaluations carried out to support
state aid renotifications

Asunset clause triggered evaluation
and closure of the Corporate Venture
Scheme in 2010
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Figure 11

HM Revenue & Customs spotlight articles highlighting attempted abuse

of tax reliefs

Relief

Business premises renovation allowance is
intended to support the regeneration of deprived
regions of the UK. Business investors can claim a
tax allowance for 100 per cent of costs converting
or renovating empty business premises.

Gift aid enables charities to claim a tax repayment
on donations from individuals at the basic rate.
Higher rate taxpayers can claim relief for higher
rate element.

Property business loss relief allows people to
claim losses arising from agricultural expenses

or capital allowances as a deduction from their

taxable income.

Stamp Duty Land Tax (SDLT) relief for
intermediaries. SDLT is usually payable when
buying or transferring property or land above
a certain value.

Share loss relief allows claimants to offset
losses on disposing shares in a company
against taxable income.

Sideways loss relief allows individuals to
offset losses incurred in trading against their
other tax liabilties.

Source: National Audit Office analysis

Abuse of relief

The schemes use circular loans to increase the
expenditure qualifying for relief. The investors’ risk
is limited as they do not have to repay the loan.

Uses a circular series of payments, which involve
no real gift by the individual. The individual
claims tax relief on the ‘gift’ and the charity
claims for a repayment.

Schemes use a serles of highly artificial transactions
to create artificial losses to reduce taxable income.
Although the land and the business are genuine,
the transactions are not.

An intermediary purchases a property and sells it
to the real purchaser in circumstances where it is
claimed SDLT is not due. For example, a company
buys property through an intermediary company,
which then immediately issues the property to its
shareholders as a dividend. The scheme claims that
the shareholder was not liable for SDLT as it had not
paid anything for the property.

Individuals pay for shares in a company through a
non-refundable loan. Losses are said to arise when
the shares become of negligible value or they are
sold for very litle.

The schemes aim to create a trading loss for
individuals. The schemes are often funded in part
by borrowing and may include a mechanism that
means repayment is guaranteed.
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Figure 15

Management cycle for developing, monitoring and evaluating tax measures

Development

Monitoring and evaluation

undertake costing

consultation

change formalised
in Tax Impact and
Information Note

Objective Decision Legislation Monitor Evaluation

Outiine objectives Determine Draft legislation Specific monitoring Review triggers:

and set out options best option and implement by dedicated

o ovent-prompted
L L product owner and valuaton
general monitoring
N undertaken within e ongoing
Analyst team Professional Details of legislative the tax stream evaluation

e sunset clauses

Monitoring largely
undertaken by HMRC

Evaluations undertaken
at discretion of HMRC
or Treasury

Note

1 Dotted lines indicate discretionary parts of the process.

Feedback to design

Responsibility of development jointly held between HMRC and Treasury

Source: National Audit Office analysis of HM Revenue & Gustoms and HM Treasury governance process
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Figure 2
Tax relief mechanisms

Delivery mechanism

Exemption — exclusion of an otherwise taxable
amount from the tax base.

Deduction (also referred to as allowance) -
an amount to be deducted when computing
a taxable profit or gain.

Credit (also known as ‘offset’) — an amount by
which the tax liabilty is reduced. Some credits
allow a payment to the taxpayer if the amount
of relief exceeds the tax liabilty.

Rate reliefs — a reduced rate of tax applicable to
all or part of the tax base.

Tax-free threshold — a specified portion of the
tax base on which no tax is payable.

Deferral — a temporal delay in payment of a
tax liabilty.

Modification for administrative simplicity -~ a
special arrangement that modifies payment or
compliance requirements for a specified group
of taxpayers.

Note

Example

Principal private residence relief exempts the gain
on disposal of a taxpayer's main place of residence
from capital gains tax.

Under income tax, corporation tax and capital
gains tax, relief is allowed for losses (where
expenditure exceeds revenue) on particular
activities and transactions.

Under UK corporation tax, credit Is available for up
10 £24.74 for every £100 of qualifying research and
development (R&D) expenditure for loss-making
companies.

Certain goods are subject to reduced rates of VAT,
and some are zero-rated.

Personal allowance of £9,440 —in 2013-14  before
income tax is payable.

Companies use rollover reliefto defer corporation
tax from sales of certain assets where they reinvest
in a replacement asset.

Income tax rules allow a deemed 5 per cent
flat-rate deduction for the cost of personal
service intermediaries.

1 Variations of these mechanisms exist but are not listed here. Some reliefs use combinations of

these mechanisms.

Source: Tax Administration Research Centre analysis for the National Audit Office
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Figure 16
Tax information and impact notes are less onerous than
impact assessments

Elements included Spending Pre-2011 Post-2011 tax
programme impact tax impact information and
assessments assessments impact notes
Identification of the problem 4 4 4
Outiine policy objective 4 4 4
Options appraisal 4 4 7
Net Present Value calculated 4 4 ~3

for the preferred option

Key assumptions, sensitivities 4 4 7
and risks
Comparison with 4 4 7

EU requirements

Consideration of 4 4 7
environmental impacts

Statement of policy review 4 4 ~

Notes
 Taxinformation and impact notes were introduced in March 2011 to consider a wider range of impacts of tax policy
changes than the previous impact assessment regime.

2~ denotes partial application.
3 Caloulation of exchequer and economic impact is undertaken, but no net present value calculation.

Source: National Audit Office analysis of documents
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Figure 13 continued
Abuse of reliefs through fraudulent schemes

Criminals have generated fraudulent gift aid payments using similar principles

Fraudster disappears
with money

Fake charity set up to
facilitate the fraud

Giftaid fraud
Tax loss = £12,500

Gift aid repayment
of £12,500

Gift aid claims are made
using false donations

Payment of gift aid
to the fake charity

Charity claims it has received gift
aided donations totalling £50,000

Example

Fake charity set up. The fraudsters establish a charity within the UK and register with the appropriate
regulator. They may use stolen personal information to avoid detection. Alternatively they may hijack a
dormant charity.

Gift aid claims are fabricated. The fraudulent charity submits a gift aid claim. In reality the charity has
received no donations. Charities have to provide a list of donors. The fraudsters may use stolen personal
information so that the donations appear to be from legitimate taxpayers.

Payment of gift aid. If HMRC does not identify the fraudulent activity, the charity will receive a cash
repayment. This will be worth 25 per cent of the total value of donations they claim to have received.

Fraudster disappears with money. Having received the cash payment the fraudster disappears with
the money.

Source: National Audit Office analysis






