




14     

 

 

4 Penalties and criminal investigations 
23. When the Department detects people operating in the hidden economy, it can charge 
interest for late payment and impose a civil penalty of up to 100% of the tax owed. The 
Department can reduce the penalty where the offence is not serious and where the person 
makes a complete and voluntary disclosure of the amount owed and cooperates with the 
Department’s enquiries. It may also decide not to charge interest or impose a penalty 
where only a small amount of tax is involved or the person does not have the funds to pay a 
penalty.26 

24. The Department rarely uses penalties available to their full extent. In 2006–07, it 
imposed penalties totalling 3% of the total tax identified of £161 million. The Department 
also charged interest of around 3% of the total tax identified. It appears that in over half of 
the cases the Department imposed no sanction.27 

25. As a result of the Department’s Review of Powers, Deterrents and Safeguards, a new 
penalty regime is being introduced through the Finance Act 2008. For tax periods from 
April 2008, penalties will be based on the amount of tax understated, the nature of 
behaviour that gives rise to the understatement and the extent of disclosure by the 
taxpayer. Where people have made genuine errors and taken reasonable care, the 
Department will not levy a penalty. In cases where people have not taken reasonable care, 
the Department will impose a penalty of up to 30% of the amount of tax owed. Where 
people have deliberately evaded tax, the Department will impose a penalty of up to 70% 
Where people have deliberately evaded tax and concealed their income, the Department 
will impose a penalty of up to 100%.28 

26. The Department considers criminal investigation of hidden economy cases with a view 
to prosecution, where it believes the tax involved exceeds £10,000 and the case has other 
features, such as being a second offence or involving a professional person who advises on 
tax matters. The number of hidden economy prosecutions has increased but there remains 
very little chance of someone in the hidden economy being prosecuted. In 2006–07, there 
were 69 prosecutions, equivalent to two cases prosecuted for every thousand cases detected. 
In contrast, the Department for Work and Pensions secures 60 prosecutions per thousand 
cases for benefit fraud. In recent years the Department has deployed most of its 2,000 
criminal investigation staff on VAT missing trader fraud because of the large amounts of 
revenue involved. Around 50 investigation staff have tackled hidden economy cases. The 
Department now plans to devote more resources to hidden economy cases, focusing on 
more complex cases.29 

27. The Department abandoned 284 criminal investigation cases in 2006–07, roughly the 
same as the number of cases it opened that year. The Department abandons cases if: 

 
26 Q14; C&AG’s Report, para 4.2 

27 Q14; C&AG’s Report, para 4.3 

28 Qq 14, 91 

29 Qq 16, 27, 68, 85, 93; C&AG’s Report, para 4.9 
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• there is either insufficient evidence to refer the case for prosecution; 

• there is little tax at risk; or 

• further investigation of the case would not be in the public interest. 

Overall the turnover in completing cases appears to be slowing down. The Department 
expects hidden economy criminal investigations to be completed within one year but over 
a third of cases have been open for longer, and 8% for over two years (Figure 3).30 

28. In 2006–07 the average cost of a prosecution was £30,000, exceeding the average 
amount of tax detected of £11,260. The Department estimated that the average cost was 
around three times more than the cost of benefit fraud prosecutions which it considered to 
be generally more straightforward as it is easier to establish the amount defrauded.31 

Figure 3: Criminal Investigations and prosecutions in 2006–07 

688 Cases investigated during 2006-07 
(398 open 1 April 2006, 290 opened 2006-07)

Prosecution completed  
69 (10%)

Abandoned/returned 
to originator 
284 (41%)

Prosecution successful
65 cases (94%)

Ongoing Investigation
335 cases (49%)

No evidence offered/acquitted
4  Cases (6%)

<6 months old 
134 cases (40%)

6-12 months
70 cases (21%)

1-2 Years 
104 cases (31%)

2+ Years 
27 cases (8%)

 
Source: C&AG’s Report, HM Revenue & Customs: Tackling the Hidden Economy (HC 341, Session 2007–08) 

29. Obtaining widespread publicity of successful prosecutions is important for successful 
prosecutions; more people will be deterred from joining the hidden economy. While the 
Department obtains regional media coverage, it has found it difficult to generate national 
media coverage. It recognised the need to do more to increase the deterrent effect.32 

 
30 C&AG’s Report, paras 4.11 and 4.12 

31 Qq 15, 63–64; C&AG’s Report, para 4.10 

32 Qq 15, 114; C&AG’s Report, para 4.10 
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REPORT BY THE COMPTROLLER AND AUDITOR GENERAL

HM REVENUE & CUSTOMS: TACKLING THE HIDDEN ECONOMY (HC 341)

Witnesses: Mr Dave Hartnett CB, Acting Chairman, Mr Mike Norgrove, Director Central Compliance, and
Ms Naomi Ferguson, Director Local Compliance, HM Revenue & Customs, gave evidence.

Q1 Chairman: Good afternoon. Welcome to the
Public Accounts Committee where today we are
considering the Comptroller and Auditor General’s
Report on Tackling the Hidden Economy. We
welcome back to our Committee Dave Hartnett,
who is the Acting Chairman of HM Revenue &
Customs. You have been Acting Chairman for some
time now, have you not?
Mr Hartnett: I have, Chairman, nearly seven
months.

Q2 Chairman: Is it not about time you became the
Chairman?
Mr Hartnett: There is a competition for the
Chairman.

Q3 Chairman: How long is this competition going
to take?
Mr Hartnett: I do not know. It is being organised by
the Cabinet OYce rather than by HMRC.

Q4 Chairman: And is your hat in the ring?
Mr Hartnett: Ah, that is a very unfair question to
ask, if I may say so. That is a secret.

Q5 Chairman: It was not meant unkindly, Mr
Hartnett.
Mr Hartnett: No, I realise that.

Q6 Chairman: We are very fond of you really.
Mr Hartnett: I know.

Q7 Chairman: But you have been Acting Chairman
for some time.
Mr Hartnett: Hopefully doing a decent job as well.

Q8 Chairman: Would you like to introduce your
colleagues?

Mr Hartnett: Of course, Chairman. To my right is
Naomi Ferguson, who is the Director responsible
for our national network of oYces dealing with
compliance, and to my left is Mike Norgrove, who is
the Director responsible for compliance strategy.

Q9 Chairman: Now, Mr Hartnett, you think, do
you, that there are two million people in the hidden
economy? That is what the report tells us. Is that
right? You do not know, obviously, but is that a
rough guesstimate that we can have some
confidence in?
Mr Hartnett: There are up to two million.
Chairman, as you say, it is very hard to have
confidence in a figure.

Q10 Chairman: If that is a figure that we can have
some confidence in why do you only investigate
28,000 of them?
Mr Hartnett: Because we have lots of other areas of
work where we think there is significant risk as well,
and we apply our resource to this.

Q11 Chairman: But 28,000 out of two million—your
chances of being caught are virtually nil, are they
not?
Mr Hartnett: I think that is not right because we are
getting better and better at catching people. If you
compare 2003/04 to 2006/07, we have increased the
yield by 13% and we have increased the number of
people coming in from the hidden economy to—

Q12 Chairman: I am sure you have increased your
yield from such a low base. It would be diYcult not
to. Anyway, I will leave that point. You have got this
telephone hotline. It is mentioned in 3.10, is it not,
but why do you not investigate all these cases? It
seems to be very successful. People ring up all the
time.
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Mr Hartnett: People do ring up very regularly
indeed. We have one case of a wife who has phoned
up 68 times about her husband.

Q13 Chairman: I know the feeling, Mr Hartnett!
Mr Hartnett: And we have looked at him every time
and we have not found a basis on which to
investigate. I did not say that just to create mirth,
Chairman. It is to illustrate that we get an awful lot
of information on the hotline and it is really
important for us to risk-assess it properly, not to
trouble people where there is no reason to trouble
them, and so we use a filtration process to deliver
packages for our people to investigate where we
think there is solid evidence.

Q14 Chairman: We have discussed how you
investigate so few of these people. Now let us discuss
for a moment, Mr Hartnett, what happens when you
actually catch them. You could, of course, impose a
penalty of 100% of the tax, could you not, but in fact
on average you only impose 3%, so virtually there is
no chance of being caught and if you are caught you
are going to be asked to pay back 3% of the tax you
owe? It is not much of a deterrent, is it?
Mr Hartnett: The penalty regime is changing. The
old regime had a maximum of 100% irrespective of
the quality of the issue. This will change in the
Finance Act 2008, so that where there is genuine
error, where people have taken reasonable care, the
penalty will normally be nil because people who
have taken reasonable care clearly want to be in the
system. For people who have got things wrong
without taking reasonable care the penalty will be up
to 30%, up to 70% for something that is very
deliberate, and up to 100% where it is deliberate with
concealment.

Q15 Chairman: Let us now look at the prosecutions,
shall we? Our friends in the Department for Work
and Pensions are prosecuting 60 cases per thousand
benefit fraud cases. You are only prosecuting two
cases per thousand hidden economy cases. I am not
suggesting that you should rise to the level of 60 per
thousand but two per thousand is very low, is it not?
This is a tiny chance of being prosecuted if you are
in the hidden economy. These are people
deliberately evading paying tax.
Mr Hartnett: I think there are three important
factors here. The first is that the Department for
Work and Pensions generally know the precise
amount by which they have been defrauded. That
might not be true if there is organised crime involved
but generally they know that so a prosecution can be
much more straightforward. If you are prosecuting
for income or profits where you require lots of
witnesses to quantify the amount, that is a lot
harder, and we have a policy of using prosecution as
a deterrent. But that then gets me to the second issue,
which is that despite having a very talented
communications and marketing team in HMRC we
do find it very diYcult to get media attention for our
prosecutions. We get good attention in the regions
but not much nationally, and that makes it much
harder to have a deterrent eVect. The third element

is this: we have 2,000 staV in our Criminal
Investigation Directorate.1 In the last few years their
principal focus has had to be missing trader fraud
because of the sheer scale of the numbers involved,
and they have done very well with prosecutions there
recently. We have got a much broader spread of need
for criminal investigations.

Q16 Chairman: I was not asking about the publicity.
This is a fact contained in paragraph 4.9 of the
report, two cases per thousand. This is a low
number.
Mr Hartnett: It is a low number and we do have
plans to increase it when we can apply the skilled
resource to it.

Q17 Chairman: You have had various successful
schemes like the OVshore Disclosure Scheme, have
you not? That was quite successful in bringing
people out of darkness into light. What other similar
schemes are you going to use in the future to try and
tackle the hidden economy, particularly at the upper
end of the scale?
Mr Hartnett: We have got several things going on.
We have got more than 20 projects. We are trying to
do the same with builders and decorators and the
like by matching publicly available information,
maybe advertisements in the Yellow Pages or
elsewhere, with our databases. That tends to be at
the lower end. At the upper end of the scheme we
have a project looking at barristers, for example 57
barristers who were in the hidden economy at some
time in recent years.

Q18 Chairman: What, barristers doing legal work in
this country perfectly normally are not paying any
tax at all?
Mr Hartnett: Not paying any tax.

Q19 Chairman: Right at the lower end of the Bar? I
was once an impoverished barrister.
Mr Hartnett: I hope you will not mind if I check.
There are barristers, medical consultants, who have
a job in addition to their remuneration from the
NHS, and something we touched on when I was last
here which is broadly at the upper end, we have a
rich source of information at the minute about
people who have hidden their wealth in Lichtenstein,
so we are ploughing that field as well right now, and
there are many others.

Q20 Mr Dunne: Mr Hartnett, you are at the moment
in the process of looking at your national oYce
network in order to meet your Gershon targets and
so on.
Mr Hartnett: Yes.

Q21 Mr Dunne: I had a meeting this morning, as it
happens, with two of your staV members to discuss
the closures in the Welsh Borders where the oYces in
Shrewsbury, Hereford and Ludlow are all expected

1 Note by witness: 2,000 figure includes operational and
business staV, referred investigation teams dealing with
frontier casework, accountants etc as well as fully trained
investigators.
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to be closed, or at least the personnel relocated,
apart from contact centres. I do not know the precise
breakdown in Hereford and Shrewsbury but in
Ludlow you have the local compliance team which
will cease to operate from Ludlow. What impact will
this have on catching people in the hidden economy
if you are moving your personnel to more centralised
locations where they are further away from the
activity you are trying to stop?
Mr Hartnett: The crucial issue, Mr Dunne, is this:
once upon a time we identified people in the hidden
economy and other individuals or corporates to
investigate by local knowledge. Today that is not
right. Today data matching done by machines is
probably the best source of information we have,
and you can do that data matching anywhere in the
UK, for Ludlow or for anywhere else. We have
increased the yield from investigation work. We are
increasing the skills of our people and we believe that
having this work done in a smaller number of centres
than in the past is more eVective. Maybe I can bring
in Naomi. She is responsible for this.
Ms Ferguson: I very much echo what David has said
about the use of technology to increase the risk
rating of the companies that we look at or the
individuals that we know or who we are looking for.
We can target our resources more eVectively. We are
also creating some diVerent ways of working.
Traditionally we have perhaps gone out with an
individual to investigate a company on its premises.
We will still do that but some of that is not eVective
for us and is quite a burden on the customer and we
believe we can do some of that remotely. We have
been trialling some of that very eVectively.

Q22 Mr Dunne: What proportion of the 28,000 cases
that the Chairman referred to are detected
electronically rather than through other means?
Ms Ferguson: For the majority of that we will use
our technology. These days we would not normally
keep statistics that would allow us to say it is a
certain percentage.

Q23 Mr Dunne: But broadly speaking is the majority
collected in that way or is it in a small number of
cases?
Ms Ferguson: All my cases in the hidden economy
area will come through our Risk and Intelligence
Service which means we will have run them through
that IT kit.

Q24 Mr Dunne: Why do you call the department
“Local Compliance” if it is not locally conducted?
Mr Hartnett: That is historic, not very historic. It
goes back three or four years when that was the
approach. We will find a new name when we have
finished changing the organisation.

Q25 Mr Dunne: Chairman, if you will allow me, I
must make a plea for you to consider, as I mentioned
to your oYcers today, retaining oYce premises in
rural locations where I think you will find they are
cheaper to maintain and occupy than in city centre
locations, which is, I fear, what may be happening in
our region.

Mr Hartnett: Mr Dunne, the plea is noted and some
of your colleagues have made similar pleas to us, but
one thing I would say very quickly if I may. It may
seem cheaper. Given what we have to do some of the
larger centres we are developing look as though they
are going to be cheaper overall, better value overall,
and produce more as well but we would be happy to
talk about that on another occasion.

Q26 Mr Dunne: Thank you. Turning to an aspect of
the report which is very much focused on, I am
amused to see ghosts operating in the economy; one
of the thrusts of your investigative work that has
been brought to my attention is to seek to increase
the yield from VAT registered businesses where
there perhaps has not been full recovery. I have had
representations from the trade association
representing leisure centres, SpoRTA, which
represents 120 leisure trusts across the country, most
of which are legacy transfers from local authorities
into independent trusts. At the moment there is
considerable anxiety amongst these groups that you
are seeking to target VAT recovery inappropriately,
and this arises in relation to the supply of services
which are, let us say, a membership subscription
which is mixed, both exempt supply of membership
of a swimming pool or a gymnasium and a standard
rate supply such as membership of a spa. The
attitude that has been taken by the Revenue thus far
is that you should apply full VAT across all such
mixed supply and that is in contrast with all the
advice that the trusts have been receiving. They
submitted a case to you in January through
PricewaterhouseCoopers looking for a decision on
this and have had no response at all nearly six
months later. This is causing considerable anxiety in
this sector because the consequence, if you were to
get your way in this (and there is apparently some
£20 million or so at stake according to your
calculations), would be that if you were to apply
three years’ worth of penalties most of these trusts,
which have no reserves as a rule, would cease to
operate.
Mr Hartnett: Let me say several things. We have
indeed heard from PricewaterhouseCoopers. They
spoke to me. I do not think it is as long ago as
January. The second thing is that I would be very
happy to sit down with SpoRTA if they have
significant representations to make that are not
already made, but I think, Mr Dunne, you touch on
one of the most diYcult areas of VAT. This is not
particularly a SpoRTA issue but it is partial
exemption for a trader or an organisation that is
registered for VAT. It is one of the areas that I think
is both technically diYcult and where, if I may say
so—and this is again not a comment about
SpoRTA—traders sometimes take the benefit of the
doubt. We regard it as one of our major risk areas in
relation to VAT but on the particular issue I would
be very happy, with Mike and/or Naomi, to sit down
and talk to them.
Mr Dunne: I would appreciate that and I will follow
that up if I may, Chairman. These are organisations
which are social enterprises. There is not a question
of any kind of fraud or personal gain coming out of
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this. It is a question of whether they can, for
example, meet the Government’s recently
announced aspirations for swimming for all. If we
do not have any sports facilities we certainly will not
have any swimming.

Q27 Mr Mitchell: How many staV are employed on
this kind of work? You mentioned 2,000 inspectors.
The report says 1,270. How many is the actual
number dealing with this area?
Mr Hartnett: Let me just clarify the 2,000, Mr
Mitchell. The 2,000 are roughly the total number of
staV in our Criminal Investigation Directorate.2 The
work on the hidden economy that is covered in this
NAO report involves about 1,270/1,300 of our
people and we have had 50 staV in our Criminal
Investigation Directorate3 engaged in the work as
well.

Q28 Mr Mitchell: How does that compare with the
numbers which you gave us in the earlier inquiry
investigating the financial aVairs of large
companies?
Mr Hartnett: It is a smaller number.

Q29 Mr Mitchell: Much smaller?
Mr Hartnett: We have about—and I am doing this
from memory so I will correct it if I need to—1,700
people in the Large Business Service. We also have
people in our special civil investigations. We have an
international team working on large companies. I
would say that at least twice as many work on the
aVairs of large companies.

Q30 Mr Mitchell: But the return on those
investigations on large companies must be more
than twice as much as the return on pursuing
piddling VAT matters or barrow jobs in the hidden
economy.
Mr Hartnett: Of course, but the diYcult issue is this:
if we were to abandon work on the hidden
economy—

Q31 Mr Mitchell: I am not saying that, but there is
a need surely for more staV on the bigger projects
and less on this?
Mr Hartnett: Our diYculty is that if we were to
reduce the number here the people who are really
good at their job but who would become available
could not necessarily do big corporate work and,
second, we have to be active in the area of the hidden
economy to protect the integrity of the tax system,
because if there was a perception that we were
inactive or less active then I think the hidden
economy would grow.

Q32 Mr Mitchell: How far are your eVorts co-
ordinated with those in other departments involving
potential fraud, people not paying the minimum

2 Note by witness: 2,000 figure includes operational and
business staV, referred investigation teams dealing with
frontier casework, accountants etc as well as fully trained
investigators.

3 Note by witness: Have had 50 in the past but currently under
that figure.

wage, for instance, people involved in social security
fraud who might well be doing barrow jobs at the
same time? How far do the eVorts of those
departments or agencies co-ordinate with yours?
Mr Hartnett: We do the compliance work in relation
to the national minimum wage, for example, but we
are very joined up indeed with the Department for
Work and Pensions. The head of that department
and I recently agreed to set up a joint rapid reaction
team to deal with, in particular, the eVects of
organised crime in relation to the hidden economy
and in other areas of benefit and tax fraud, so we are
very joined up.
Mr Mitchell: So if I am prosecuted for not paying the
minimum wage in the Mitchell drive-in bar and
brothel—
Chairman: What did he say?

Q33 Mr Mitchell: It is just an idea. We have got an
election coming up. If I was prosecuted for that your
lads would shortly follow.
Mr Hartnett: Yes. Where we prosecute we often do
so jointly with our colleagues in the Department for
Work and Pensions because there is benefit fraud
too.

Q34 Mr Mitchell: I was a little surprised at some of
the figures in the report because I think the English
have got the well-known habit of snitching on each
other. We all hate each other so much we are anxious
to turn in our neighbours for fun and profit, or even
where there is no profit at all. I see that, while that is
a major source of information, and you have
120,000 calls to the tax evasion hotline, and I know
that people doing barrow jobs often snitch on each
other, you are not very good at investigating those.
Mr Hartnett: I think this goes back to what I was
trying to say to the Chairman. I am not sure whether
snitching is a particular English disease or not but
there are undoubtedly callers to our evasion hotline
who think that by simply calling the line, whatever
they say, accurate or inaccurate, they can cause pain
to somebody.

Q35 Mr Mitchell: Oh, yes, of course, but you have
120,000 calls and only 2,000 investigations
completed. That is a very small proportion.
Mr Hartnett: Because there are plenty of
investigations in hand. That is the number
completed.

Q36 Mr Mitchell: 5,500 planned. Again, that is not
a high proportion.
Mr Hartnett: It would be fair for us to say that we
have been a bit disappointed with the quality of
some of the calls, which has made it hard for us to
justify starting an investigation. I venture to suggest,
if I may, Mr Mitchell, that you would be pretty fed
up with us if you had a stream of calls from
constituents who said that they knew they had been
shopped by the next door neighbour, there was no
substance to it but we had started an investigation.
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Q37 Mr Mitchell: It is not a question of reporting on
the next door neighbour because you do not tell
them who has reported.
Mr Hartnett: Absolutely, we do not.

Q38 Mr Mitchell: But it must be a fertile source of
information about people evading VAT or doing
barrow jobs.
Mr Hartnett: It is a fertile source and what we have
found is that the figures for 2007/08 are not audited
so are not accurate yet and you will excuse me: I am
not going to oVer anything to you today, we will
write when we have got them audited, but they do
show a much higher level of success in terms of yield
than for 2006/07.

Q39 Mr Mitchell: I see that you are working on
suspicious activity in bank accounts under the
money laundering regulations. That is surely not
what they were intended for. I am not being critical
but that is not what the money laundering legislation
was intended for.
Mr Hartnett: The money laundering legislation
provides suspicious activity reports which go into
the—

Q40 Mr Mitchell: Is that in respect of overseas
transfers or is it any suspicious activity?
Mr Hartnett: Anything like that at all. There can be
huge amounts of money involved and there can be
comparatively small amounts of money involved,
and they come to us through a central point.

Q41 Mr Mitchell: Do they all come to you?
Mr Hartnett: All that look as though they have a
relevance for taxation come to us, but the majority
of them are not necessarily about the hidden
economy. On missing trader fraud that I was talking
about earlier on we get a huge number of suspicious
activity reports where the banks, for example, have
become very good and actually say on suspicious
activity reports sometimes, “This looks like missing
trader fraud”. They are not giving a professional or
an expert opinion but it is a helpful steer. Suspicious
activity reports transcend the whole range of our
work.

Q42 Mr Mitchell: So you get the reports and then
you send investigators in to find out what the tax
liabilities are in all cases?
Mr Hartnett: We risk-assess the issue in all cases.

Q43 Mr Mitchell: I see that you were defeated in
trying to get the same information from accountants
and solicitors. Were you getting information from
accountants and solicitors before that or not?
Mr Hartnett: I think we had received some. I am not
sure that it is right to say—and I say this only to be
perfectly accurate—that HMRC was defeated. I
think lawyers and accountants took the case
generally about the money laundering rules, and one
of the things we were looking forward to was
receiving reports from family lawyers, for example,
about hidden monies that emerge in divorce cases
and the like.

Q44 Mr Mitchell: Before this legislation, of course,
accountants were one of the major factors arranging
money laundering through shell companies and all
that kind of business, so they certainly know it is
going on. I would have thought that they were well
worthy of investigation. Why will you not do an
estimate? We found the same problem, did we not,
on the large companies? We do not know how much
tax is lost through oVshore accounts or whatever.
Why can you not do an estimate in this which is a
much less important area?
Mr Hartnett: I am sorry; I do not understand the
question.

Q45 Mr Mitchell: Why can you not give us figures
estimating the amount of fraud that is going on?
You cannot really know the scale of the problem you
are dealing with unless you provide estimates of the
people who are not paying VAT, fiddling
employment, doing ghost work in the economy.
These are all very bald estimates.
Mr Hartnett: They are the best we can manage with
the hidden economy about which necessarily we
know so little. Our best shot has been that it is
upwards of £1.5 billion a year.

Q46 Mr Mitchell: Finally, I see that the European
Commission is trying to push us to advertising now.
That seems fairly sensible in the sense that when you
have advertised it has produced a quite substantial
return. Are you intending to use that?
Mr Hartnett: We used it, Mr Mitchell, in relation to
the OVshore Disclosure Initiative. I can give you
some figures which are rough and ready but you will
see the point. We were unable to advertise for a long
time in relation to the OVshore Disclosure Initiative,
which had its first point by which people had to do
things on 22 June 2007, and with a relatively short
time to go—two weeks—we had about 10,000
people come forward. After advertising and
correspondence then became more vigorous another
54,000 people came forward in two weeks, and I
think that makes your point on the power of
advertising.

Q47 Mr Bacon: I would like to ask the NAO to
clarify a point on figure 5 on page 19. Am I right to
understand that what the “Hidden Economy
Teams—VAT” bar on the left is saying is that the
return in terms of added revenue was roughly 15
times the cost of the team that did that?
Ms Wheeler: Yes.

Q48 Mr Bacon: Mr Hartnett, there is very clearly a
big variation between the VAT team producing very
high returns and some of the others producing much
lower ones. The hotline is the lowest of all,
presumably because it is about twice the cost and
that presumably takes account of the 68 calls from—
I will not describe her as your lady friend, but you
know what I mean.
Mr Hartnett: I do not know this lady.
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Q49 Mr Bacon: The lady whom you referred to.
That is incorporated into that figure of the yield
being only twice the cost; is that right?
Mr Hartnett: I think that is right, but if you compare
on this bar chart the large bar for VAT and the
smaller bar for income tax and national insurance
next to it, I think that brings out a great truth about
these figures. VAT is on turnover and income tax is
on profit or income, and it is hard to think of a
business where the whole turnover is profit, so that
second bar is going to be much lower.

Q50 Mr Bacon: That brings me to the question I
wanted to ask about this. It refers to this in
paragraph 3.8, that you have got particular groups
who are more likely to be in the hidden economy,
such as hairdressers, trades involved in the home.
Two very obvious trades in the home are cleaning
and gardening. Generally speaking—and we are not
talking about landscapers at the Chelsea Flower
Show—these are people at the very low end of the
income scale. They are just scraping along to some
extent and so although they might be liable for tax
that they are not paying it probably is not a lot,
whereas, shall we say, people running large market
stalls every week are eVectively retailers but out on
the street with an awning over them. They are not
paying any income tax or any VAT at all. Most
people would say that morally it is quite diVerent
even though they are both failing to observe the
obligation to pay some tax. Do you, in the way you
look at this and in the way you pursue them, simply
allocate the resources on the basis of where the yield
will come or do you take into account what one
might call a sort of social factor, that many of the
people at the bottom end of the income scale who are
scraping along are not exactly people whom you
ought to be hot after anyway?
Mr Hartnett: The key is this: we want to apply our
skilled resource to risk. We have to apply it across
the hidden economy, so we will investigate some of
the less wealthy people you describe, but a market
trader, a cleaning organisation, something like this,
that we identify as operating without paying tax is
much more likely to get pretty immediate attention
from us than someone with a much smaller income
that you describe.

Q51 Mr Bacon: If you look at paragraph 3.8 it says
you did focus on self-employed people, although the
yield, over the page in paragraph 3.11, is much
higher for small businesses and employers. Why
target the self-employed when the employers, even
relatively small ones, produce much, much better
yields?
Mr Hartnett: Well, the self-employed are small
businesses, and quite often we do not know. Let me
give you one or two examples. Through our data
matching we identified somebody providing a Rolls
Royce hire service. They were not smart new Rolls
Royces, they were older ones, but had not cost a lot.
We are into that individual now for a sum of about
£350,000.

Q52 Mr Bacon: Owed to you?

Mr Hartnett: Owed to the Exchequer. Mr Mitchell
mentioned a trade he might take up one day, but nail
bars are part of the fashion trade and we are finding
those quite astonishing. We are finding an awful lot
of them are not known to us and we have nail bar
investigations involving over a million pounds,4 and
the important thing is here informing our risk
assessment all the time; we are learning more and
more about diVerent sectors. I agree with you,
however; only 14 cases in relation to employer
compliance reviews are insignificant, and that is one
of the reasons, probably the crucial reason in
Naomi’s area, that we have brought together in
single management function the employer
compliance teams working in this area and those
looking at the self-employed and others as well.

Q53 Mr Bacon: You mentioned data matching. In
paragraph 3.17 it is very clear that your work on
data matching is somewhat embryonic. In fact, it
says: “This work is experimental and is at an early
stage of development and subject to further testing”,
and “In time the Department intends to provide an
organisation wide data matching service to detect
people and businesses not complying . . . ”. The
Department for Work and Pensions, it says in the
next sentence, carries out regular bulk data
matching exercises. Why are you so much behind
them? Surely the techniques for data matching, with
huge groups of data of either taxpayers or benefit
recipients or pension recipients, must be very
similar?
Mr Hartnett: To a point they are, but we are looking
at much more complicated techniques to identify
risk. I wanted to say to Mr Dunne earlier on in terms
of data matching that the way to envisage it is as a
great big hopper, and today we can throw much
more into the hopper than we have ever been able to
do in the past, and I am very proud of this on behalf
of HMRC. We are regarded in the world tax
community as probably the most innovative in tax
administration, but it is right to say it is embryonic
because we are putting much more data together
than ever before.

Q54 Mr Bacon: But the hopper analogy surely also
applies to DWP. What is diVerent about them which
enables them to be much better at it in the sense that
already they can do regular bulk matching, which is
what you are not doing?
Mr Hartnett: I think that is right but only to a point.
It is much more straightforward for DWP than it is
for us because we are looking at a whole range of
trades, and at lots of people doing many diVerent
things.

Q55 Mr Bacon: In paragraph 3.9 it says, “Of the
19,800 cases where the Department has produced
intelligent packages, 3,500 had been opened, of
which almost 2,000 had been completed generating
additional tax of £2.6 million”. You have a pretty
big backlog there. How are you going to deal with it?

4 Note by witness: We are investigating a number of nail bars
but at this stage less than a million in tax recovered.
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Mr Hartnett: It is not necessarily a backlog; we will
have risk-assessed these packages and be taking the
ones that look most productive first.
Ms Ferguson: This is not a backlog. Think of this as
stock in hand, work in progress. Obviously the
report was written at a point in time and since then
we will have taken up some of the cases that were
sitting as stock in hand waiting to be taken up, and,
indeed, have taken more up following that, so those
cases will now have been worked, and we have
moved on to other ones.

Q56 Mr Bacon: On page 21, and this is really a
question about how you do your estimates and how
you come up with your figures, the sentence that
caught my eye was where it said: “The continued
slow progress in dealing with cases means that the
Department is likely to raise up to £7 million in
additional tax in 2007-08 compared to its original
estimate of £77 million”. Now, that is an enormous
diVerence. Who comes up with these numbers? That
is out by a quantum of ten?
Mr Hartnett: I agree. We have professional analysts
doing this work for us, but this goes back to one of
Mr Mitchell’s observations: we expected to have a
very rich source of data from accountants and
lawyers, we planned on that basis as the money
laundering rules were brought in, and then the
obligations of accountants and lawyers were
changed from what was first envisaged, and we
thought we would have a very rich seam of very
substantial cases.

Q57 Mr Bacon: This is because of the court case?
Mr Hartnett: Yes.

Q58 Mr Bacon: Lastly in paragraph 3.15, “The
national minimum wage team”—this is the
investigation team—“does not . . . receive feedback
on what has happened to [the cases it has looked at]
or whether the information was useful in following
up cases”. It is hard to think of a way more quickly
to demoralise folk than to ask them to give you
information as an investigation team and then not to
tell them what you have done with it or whether it
was useful. How can you get more feedback?
Mr Hartnett: The only thing I want to say, before
bringing in Naomi, is that our investigators, our
teams, are anything but demoralised.
Ms Ferguson: They would normally get feedback at
the point where we undertake the risk assessment.
What the NAO picked up on, and were right to do
so, is that sometimes we are not very good at tracing
all the way through to the end outcome. It is
something I will pick up with the teams because you
are right, it can certainly help. I know locally
individuals will do it but I think we should think
about how systemically we can provide that
feedback.

Q59 Dr Pugh: Your estimate for the number of
people involved in the hidden economy is 2 million
but we have been trying to get some picture of what
these people are like. Have you any feeling, on that
two million, how many are big problems, in other

words owe a huge amount of taxation, or are the vast
bulk of them small time oVenders, the gardeners, the
hairdressers and so on?
Mr Hartnett: The picture is rather more the second
you paint than the first.

Q60 Dr Pugh: And in percentage terms?
Mr Hartnett: That is very diYcult. It is like guessing
the complete unknown.

Q61 Dr Pugh: Well, suppose I were to say that 80%
of the people you are looking at you think are small
time oVenders rather than big time?
Mr Hartnett: That would be a very fair start.

Q62 Dr Pugh: 69 cases ended up in prosecutions in
2006/7 and it cost on average £30,000 I think per case
per prosecution. Can you give us some idea of what
the breakdown in cost is of that £30,000, if that is the
figure? If it costs you £30,000 to prosecute somebody
and you are only looking at recovering £11,000
taxation, I think these were the figures in the report,
and you clearly will not get all of that back as a result
of prosecution, you could almost make the case
saying it is hardly worth doing apart from its
deterrent eVect on other people, and you may not be
encouraged to do it on those sorts of figures. Of that
£30,000 you are paying to prosecute somebody, in a
sense, what are you paying for? Is that lawyers’ fees?
Mr Norgrove: That includes lawyers’ fees, yes, and
our own staV time is included in that.

Q63 Dr Pugh: How does that compare with a DWP
prosecution, because obviously they can be very
expensive too?
Mr Norgrove: Ours would be considerably more
expensive than theirs.

Q64 Dr Pugh: Twice? Three times?
Mr Norgrove: I could not hazard a guess but our
cases are considerably more complex and take
longer, so I would say it is a factor of at least three
but I would be guessing.
Mr Hartnett: If I could come in, there is a figure here
for DWP prosecution as an indication but ours
would be higher because a comparable figure would
not be just a hidden economy figure, it would be all-
our prosecution work, and some of our cases are
some of the biggest and most complicated cases in
the country.

Q65 Dr Pugh: In terms of the cases you take to
completion as opposed to those you prosecute over,
have you compared them head to head with DWP?
Are they proportionately again more expensive?
Mr Hartnett: I am not quite sure what you mean.

Q66 Dr Pugh: Well, DWP will close an investigation
at a certain point and it will then have cost so much;
you will close an investigation at a certain point and
it will cost so much; so I am wondering what the
head-to-head comparison looks like?
Mr Hartnett: Cost yield for us is much higher.
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Q67 Dr Pugh: When you prosecute, or make a
decision to go for prosecution, what kind of
threshold needs to be crossed? Do you need to be
looking at a substantial sum for recovery, or do you
just simply need to know there is an oVence there
and there is no other way of resolving it?
Mr Hartnett: Can I return to the previous question?
When I say cost yield is much higher I mean that our
yield for cost is higher; I do not mean the cost is
higher.

Q68 Dr Pugh: Of course, yes.
Mr Hartnett: We look at number of things. We have
a very clear criminal investigation policy,5 which is
on our website, which ranges from the nature of the
oVence through to the role of the individual. A judge
or a lawyer involved in tax is much more likely to be
referred for6 prosecution by us for tax fraud than
someone who is not in that sort of special position,
but we do look at monetary levels as well. I was
saying to the Chairman earlier on that some of our
criminal prosecution work is quite complicated and
that complication does not necessarily depend on
the amount of money involved, so we have set
ourselves a sort of working threshold of £10,000 to
consider criminal investigation but we will come
below that where it is appropriate because we have
to provide deterrence across the whole system.

Q69 Dr Pugh: Going on to the subject of data
matching which has been raised already, you can
only do that within a database and, clearly, it is a
question of what is in your database, or, to put it a
diVerent way, it depends on what your database is
linked to. Are you linked up to any other databases?
For example, the DWP one?
Mr Hartnett: We provide datasets to DWP; they
provide datasets to us.

Q70 Dr Pugh: On individuals?
Mr Hartnett: No, on groups, but our basic database
is all taxpayers, all payers of national insurance, all
claimants of tax credits. When we are doing data
matching we try to put all our databases for
individuals into the hopper, if I can keep describing
it as that, with third party information as well, to see
what links come out.

Q71 Dr Pugh: I want to follow up a point made by
Mr Dunne about the abolition of local tax oYces.
One thing local tax oYces will have is local
knowledge, and you obviously are putting your
money on some data matching exercise and quite
clearly, if you do all your eVort in that direction, that
will be hopefully where you pick up the
prosecutions, or whether the case is for further
investigation, but clearly it is not an either/or, is it?
You can do both. You can have local knowledge

5 Note by witness: We have a criminal investigation rather
than prosecution policy as HMRC are no longer a
prosecuting authority.

6 Note by witness: We have a criminal investigation rather
than prosecution policy as HMRC are no longer a
prosecuting authority.

where you will find out about that nail bar that does
not appear to be paying any taxation, and you will
also be able to do the data matching as well?
Mr Hartnett: Well, to a point --

Q72 Dr Pugh: Well, the nail bar is not going to be on
your database but it may well be recognised by the
local tax oYce.
Mr Hartnett: That is the key issue, and we are much
more likely—and more eVectively and more
cheaply—to pick up the nail bar by analysing the
Yellow Pages or other advertising material and
finding electronically that the nail bar is not on our
database, than by waiting for one of our people to
walk past it.

Q73 Dr Pugh: So do you get many referrals from the
local oYce?
Mr Hartnett: Nothing like as much. We used to be
dependent on that for cases and dependent on
information, perhaps, from the banks as well. Today
we are matching electronically, we might match a
thousand nail bars or try and match a thousand nail
bars to our databases in five minutes, or something
like that.

Q74 Dr Pugh: We will look for some evidence of that
in the fullness of time. I once went to the police
headquarters in Liverpool where they were
concerned with migrant workers and the agencies
that employed them, and they found the most
successful way of tracking where things were going
wrong was to look at people’s tax aVairs, but
whereas in this establishment I looked at, you had
the police sitting there with their computers, DWP
sitting there with their computers and Customs
people, Inland Revenue were not playing at all and
were standing aloof from the whole process,
although they could be extraordinarily useful to it.
Has that attitude changed?
Mr Hartnett: With great respect it was not an
attitude. Parliament has set us very strict rules of
confidentiality and we cannot simply pass
information across unless there is a statutory
gateway or some other authority. We want to co-
operate with others. The gangmasters’ licensing
work, which is where a lot of these immigrants work,
we are a big collaborator in now, and we are allowed
to do that and it is very successful.

Q75 Dr Pugh: If somebody comes to you to work on
your house and they say: “I can do it for a lot less if
you pay me cash in hand”, and they explain to you
very clearly that their reasons are they do not wish
to pay tax, is the customer committing any kind of
oVence?
Mr Hartnett: I cannot think of a statutory tax
oVence that the customer is committing. I am not a
lawyer, but I imagine a lawyer might be able to make
a case for it being a conspiracy.

Q76 Dr Pugh: Lastly, there are certain areas, the
entertainment industry, building sites, landlords and
so on, which obviously are key evasion type areas
and we are all very familiar with them. Do you have
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dedicated teams that specialise within specific areas
that know, say, the entertainment industry pretty
well?
Mr Hartnett: Yes, we do. We have specialist teams
dealing with television, dealing with footballers,
dealing with all sorts of other entertainers. We have
a specialist scheme for the construction industry,
and we have people who are absolute experts in
dealing with compliance risk in the construction
industry.

Q77 Mr Davidson: Can I clarify this, please? How
much is £2 billion in the estimated cost worth in
terms of a penny in income tax? Is that tuppence? A
penny? A ha’penny? How much is raised by a penny
on income tax?
Mr Hartnett: I do not think I know the answer, as I
sit here.

Q78 Mr Davidson: That is reassuring, because the
NAO assured me you would!
Mr Hartnett: I am embarrassed.

Q79 Mr Davidson: I am sure you can tell us, just to
try and relate to it what the price is. On the question
of publicity, you mentioned earlier on 57 barristers
and a number of medical consultants and, indeed, if
you were able to tell us that they were all Oxbridge
public schoolboys then that would confirm all my
prejudices at one time, but are you producing lists of
the 57 barristers? Can you send us lists, for example,
of these people who have committed such an
oVence?
Mr Hartnett: We have our own lists but I am back to
where I was with Dr Pugh earlier on, that we cannot
publish those because people are entitled to
confidentiality.

Q80 Mr Davidson: Why?
Mr Hartnett: Because we have strict confidentiality
rules.

Q81 Mr Davidson: But they have committed an
oVence?
Mr Hartnett: Yes.

Q82 Mr Davidson: It is similar to a butcher, say,
selling duV sausages or a landlord selling a pint that
is short. So people who cheat their income tax have
anonymity?
Mr Hartnett: Everybody is entitled to confidentiality
about their taxation aVairs unless that
confidentiality is lifted by statute or publicity for the
prosecution or something like that.

Q83 Mr Davidson: So these 57 upholders of the law,
who have been breaking it by cheating on their tax,
are guaranteed anonymity?
Mr Hartnett: Unless we refer them for prosecution.7

Q84 Mr Davidson: How many of them will you
prosecute?

7 Note by witness: HMRC are not a prosecuting authority

Mr Hartnett: I do not know at the moment.

Q85 Mr Davidson: What sort of decision would be
taken? What is the process by which you decide
whether or not to prosecute?
Mr Hartnett: Well, we would look very carefully at
whether any were involved in delivery of the tax
system, were advising on tax. We are more likely to
prosecute when someone is doing that; we look at
the amounts of money involved; we look at whether
it was a first oVence and at whether there were any
aggravating features. If someone, for example, was
charging their fees out under a false name we would
take that very seriously indeed.

Q86 Mr Davidson: Can you let us know how many
were prosecuted of those 57?
Mr Hartnett: Of course.8

Q87 Mr Davidson: It just strikes me as being unfair
here. If one of my constituents was caught, say,
stealing £5 from a post oYce, they would
undoubtedly be prosecuted and there would be
consequences of publicity, yet if a barrister steals
several hundred by avoiding his tax, then there is no
publicity and he is allowed to carry on regardless. It
does seem a trifle unfair, does it not?
Mr Hartnett: I can understand where you are
coming from but we cannot prosecute everybody.
We do that selectively.

Q88 Mr Davidson: Moving on to medical
consultants, I think you said these are people
working in the private sector on the side and not
declaring their income. Can you tell us the hospitals
they have been working for? Is there a pattern?
Mr Hartnett: Same answer, I am afraid. That is
taxpayer confidential information.

Q89 Mr Davidson: But I am not asking about the
particular taxpayer. Is there a pattern whereby a
particular hospital, a private hospital, has a whole
string of consultants?
Mr Hartnett: Not that we are aware of.

Q90 Mr Davidson: So, as far as you are aware, there
is no deliberate path? It is down to the dishonesty of
particular individuals?
Mr Hartnett: Were we to discern a deliberate pattern
we would take a very serious view of that, and we
have not so far.

Q91 Mr Davidson: It seems as if this is an oVence,
particularly in the upper areas, where people can get
away without any stain on their character and there
is virtually no penalty at all. What would be the level
of charge levied on the barristers?
Mr Hartnett: As I was explaining earlier on, it
depends whether they had taken reasonable care and
made a mistake; it depends whether they were not
taking reasonable care. It is hard to think they had
taken reasonable care and failed to tell us about

8 Ev 12.
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themselves. It would then depend on whether it was
deliberate and whether there was some concealment,
so it could be anything up to 100%.

Q92 Mr Davidson: Can I turn to the question of
oVshore jurisdictions and the issue of the amnesty
and so on? Can you clarify whether people that you
catch after the amnesty will be worse oV than if they
had come forward as part of the amnesty?
Mr Hartnett: Let me be a little picky, first, if I may;
we have not had an amnesty. We charged a lower
penalty than we would otherwise have done and, if
people have not come forward and we now detect
them, we are looking for a much larger penalty and
are investigating, with a view to referring for
prosecution some who have failed to come forward
as well.

Q93 Mr Davidson: But you are only prosecuting
some? I hear the same sort of caveats apply. I am just
trying to assess whether or not on the balance of risk
it is worth somebody thinking, “Well, they won’t
catch me and if they do catch me the penalties are so
low it is worth a chance”. What evidence can you put
forward that would convince me you are applying a
regime which would frighten people into coming
forward rather than continuing? You are making a
cold-blooded calculation as to whether it is a risk
worth taking.
Mr Hartnett: Let me make two points. In our
experience a relatively small number of people
consciously take the risk. Some do and some pay
huge penalties, some go to gaol for taking the risk,
but tax administration in the United Kingdom is
dependent on others besides HMRC, it is dependent
on accountants and lawyers, for example, and
certainly the accountants and lawyers I have dealt
with over the years are pretty vigorous in advising
clients not to take the risk, because although we are
selective in our referrals for prosecution9 we do
prosecute, and I think the total number of
prosecutions we are involved in each year is
something around 1,000.10

Mr Norgrove: In total, yes.

Q94 Mr Davidson: Can I clarify this point about not
taking the risk? Presumably all of those who had
their oVshore accounts, the sole purpose of which
was to avoid tax, as I understand it, were well aware
they were taking the risk that they would be caught
at some stage or another?
Mr Hartnett: Not at all, no. Of the 64,000-ish who
came forward to tell us they may have an issue,
something like 45/46,000 then came forward with a
disclosure, we are looking at the gap between that at
the minute, and of those who came forward, a
number of thousands, had no tax to pay either
because the amounts involved were small or there
were other reasons why there was no tax to pay. So
I think it is wrong to say that everyone—and I am
not sure you were saying this—with an oVshore
bank account is fiddling their tax.

9 Note by witness: HMRC are not a prosecuting authority.
10 Note by witness: This includes tax credit prosecutions.

Q95 Mr Davidson: Can I clarify the question of the
amounts involved being small? I think there was a
£2,500 cut-oV point. If you had had that amount of
income in the United Kingdom you would have been
taxed on it, would you not?
Mr Hartnett: People came forward with £25, Mr
Davidson, despite the cut-oV. People were worried
about being caught.

Q96 Mr Davidson: Even on £25 there actually would
have been something to pay?
Mr Hartnett: Depending. We found some older
people who had nothing to pay.

Q97 Mr Davidson: No other income? Right. Can I
just ask about the co-operation you have had from
British Overseas Territories? Are you satisfied that
all of those are providing as much assistance as
they ought?
Mr Hartnett: I think that, compared with a few years
ago, we get excellent co-operation.

Q98 Mr Davidson: And you have no issues with
jurisdictions such as Jersey, Guernsey, the Cayman
Islands, and so on? Anything you ask for, you
receive?
Mr Hartnett: We have more trouble with
Liechtenstein today than we have with British
Overseas Territories.

Q99 Mr Davidson: I understand that, but we have
more pull perhaps with Overseas Territories than we
do with Liechtenstein. Can I ask about money
laundering and so on? If somebody is caught with
money and a criminal record and so on, the money
would be confiscated but, in those circumstances,
how do you investigate their tax aVairs? My
understanding is if somebody is prosecuted you then
have the opportunity to go back several years, but if
they say nothing at all and just give the money up
then you do not have the opportunity to go back six
years or so. Is that correct?
Mr Hartnett: That is news to me, I have to say. There
are cases, they go back a few years but I think they
bring the point out, where people caught fiddling
their taxes have burnt the cash, the cash no longer
exists, but we have still taxed them on the best
estimate of what they have destroyed, and,
depending on the precise circumstance of the
situation you describe, if it was income from trade
we would want to tax it whether someone had
received it or not.

Q100 Mr Davidson: And in what circumstances do
you have the opportunity to go back in previous
years?
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Mr Hartnett: For direct taxes11, if there is—and this
is about to change—negligence or fraud, we can go
back twenty years. That is about to change so that
for negligence we can go back six years, but for fraud
we can still go back for twenty.

Q101 Mr Davidson: So that in any situation where
somebody was, maybe, caught with a large bundle of
cash, if it was forfeited under the criminal legislation
and so on that would give you the opportunity to go
back twenty years, would it?
Mr Hartnett: Yes, provided we can find a source to
tax it. If someone simply had a big bundle of cash,
the big bundle of cash could come from a bank
robbery, we would not be seeking to tax that if we
knew that is what it was, but if they were a trader we
would want to tax it.

Q102 Mr Mitchell: In paragraph 5.4, the Australian
Taxation OYce is targeting people and using data
matching techniques to identify people in cash-
based businesses who lead a wealthy lifestyle, such as
owning luxury cars and boats which appear
unsupported by the income declared. Why do you
not do that?
Mr Hartnett: We do.

Q103 Mr Mitchell: On what sort of scale?
Mr Hartnett: We are constantly looking for
information about the registration of yachts and
smaller boats; our compliance people might wander
around a harbour and take a note of all the larger
sized boats and trace them, and, if I may put it
somewhat colourfully, into the hopper it goes so that
we can match it. Helicopters, planes—

Q104 Mr Mitchell: So does your information come
from the snitching line—
Mr Hartnett: No, not for this.

Q105 Mr Mitchell: —or does it come from
inspection?
Mr Hartnett: We will seek to obtain information
mainly from harbour masters, from buying
commercially available data—all sorts of things
like that.

Q106 Mr Mitchell: So if my constituents ring up and
tell you I am leading an extravagant lifestyle on
MPs’ pay—

11 Note by witness: Currently the regimes are diVerent for
direct and indirect tax. In both cases if there is fraud we can
go back 20 years. If we have negligence, we can go back 20
years in direct tax cases. If we do not have negligence or
fraud in a direct tax case then we can go back 6 years. In
indirect taxes there aren’t negligence penalties, only
penalties for error. With the new aligned time limits, which
we expect to come into after 1 April 2010, we will be
normally be able to go back 4 years for direct tax and VAT.
Where tax is lost due to a failure to take reasonable care for
direct tax, we will be able to go back 6 years rather than the
current 20. Where tax is lost deliberately, or due to a failure
to notify HMRC of liability to tax or use of a disclosable
avoidance scheme, we will continue to be able to go back 20
years for direct taxes and VAT .

Mr Hartnett: I am going to believe them!

Q107 Mr Bacon: You just mentioned tax inspectors
wandering around harbours, which conjures up a
marvellous image. Will they be looking like a
caricature of the Man from the Ministry, or are they
wandering around in sailing gear, or are they in
bowler hats?
Mr Hartnett: We do not do bowler hats and
umbrellas any more, and I hope they are relaxed and
doing a good job and doing it really professionally.

Q108 Mr Bacon: You did not answer my question.
Mr Hartnett: Well, I do not think they will be
dressed as matelots with striped shirts! They would
stand out.

Q109 Mr Davidson: Coming back to the question of
the court case you mentioned where the
responsibilities of lawyers and accountants were
changed. Have you sought a change in legislation
that would put you back to the situation where you
thought you were?
Mr Hartnett: Mr Davidson, the court case was not
with us, it was a court case brought by the
professional bodies, and I think reversing it would
take us into the very diYcult area of legal
professional privilege, and whilst we do get involved
in issues around the issue of professional privilege I
think it is owned by the Ministry of Justice so it
would have to start there. Maybe it is another
Department but I think that is where it is.

Q110 Mr Davidson: That was a “no”, then?
Mr Hartnett: That was a helpful no.

Q111 Mr Davidson: I just want to be clear.
Mr Hartnett: We cannot go back in there. It was not
us, and I do not think we have an option to take a
case in this area.

Q112 Mr Davidson: No, sorry, I am not saying take
the case. It is a question of whether or not there are
powers that you would like that you have not got
that you have asked the system to consider giving
you. That is what I am seeking to clarify.
Mr Hartnett: We are in the middle of the
Government legislating modern powers for HMRC.
The two old Departments had quite diVerent
powers; we are neither levelling up or down. We
have consultation with all sorts of people. We are
trying to provide a new suite of powers, but dealing
with that issue is not part of it.

Q113 Chairman: Mr Hartnett, has a builder or
tradesman ever said to you: “This will cost you so
much, Guv, but if you gave me cash I can do it
cheaper”?
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Mr Hartnett: The last time it happened I paid by
cheque.

Q114 Chairman: But in the real world we know this
goes on all the time. Do you have an opinion on this?
Do you think that above a de minimis level we should
be required to pay by cheque or by card for such
services?
Mr Hartnett: Can I just go at a slight tangent for a
second to be helpful? The former Commissioner of
the Internal Revenue Services in the United States
believed fervently that, over a threshold of maybe
$5,000, anyone paying cash for services, whatever
the circumstances, professional or private, should
deduct tax and account for it to the IRS. Now, that
feels to me like a pretty horrific prospect in terms of
compliance costs for citizens and the like. I am firmly
in the camp that believes we need to get better at

Supplementary memorandum from HM Revenue and Customs

In question 17, the Chairman was discussing particular schemes used by the Department to tackle the
hidden economy. Mr Hartnett gave the example of 57 Barristers who were in the Hidden Economy at some
time in recent years.

Questions 84–86 (Mr Davidson): asked what action the Department would take in these cases. In particular,
he asked for a note detailing how many of the 57 have been prosecuted.

The project that identified 57 barristers as failing to notify has not, at this time, led to any prosecutions
although the 36 cases that have been settled so far under civil proceedings have generated yield from tax/
national insurance, interest and penalties amounting to some £605,000 The remaining cases are ongoing.
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detection, deterrence and at raising awareness, and
some of our help lines and hotlines are going in that
direction. That would be my personal opinion of the
way forward.

Q115 Mr Bacon: Mr Hartnett, I hate to miss an
opportunity to ask you about how the settlement
with EDS is going? The quarterly payments?
Mr Hartnett: I have had meetings in the last two or
three weeks with both EDS and our lawyers. It
continues, Mr Bacon, I am afraid, not to go as well
as we had hoped. I think EDS probably feel they are
not winning the contracts that they planned to win,
but both I in the past and Mr Gray have said that our
patience is not infinite, and that is where we stand at
the minute.
Chairman: Thank you, Mr Hartnett. That concludes
our hearing.
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