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Summary
Tax and tax reliefs are plainly different and require different accountability arrangements.
Put simply tax is where you get money in through taxation and a tax relief is where you
make a conscious decision to forgo that income. Some reliefs are structural parts of the
system to ensure a more progressive system or avoid double taxation. But other reliefs,
costing some £100 billion a year, are designed to deliver a policy objective that could be
met instead through spending programmes. HM Treasury and HM Revenue and Customs
(HMRC) do not keep track of those tax reliefs intended to influence behaviour. They do
not adequately report to Parliament or the public on whether reliefs are working as
intended and what they cost and whether they represent good value for money. While
HMRC is accountable for implementing and monitoring all tax reliefs, its statements about
the extent of its responsibilities are inconsistent with its actual practices. HMRC accepts it
has a role to assess, evaluate and monitor reliefs, but is unable or unwilling to define or to
categorise reliefs by their purpose. While HMRC accepts the need for reporting the costs of
tax reliefs, it does not see the merit in assessing the economy, efficiency and effectiveness of
reliefs, or considering their cost effectiveness alongside that of alternative policy
instruments such as spending programmes. HMRC does not generally assess the
effectiveness of reliefs with specific objectives although in a few instances it does consider
their impact on taxpayer behaviour. HMRC’s failure to articulate a set of principles to
guide its management and reporting of tax reliefs is a serious omission which it now needs
to rectify.
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Introduction
Tax reliefs form a distinct part of the tax system. New tax reliefs, and proposed changes to
reliefs, are introduced through the annual Finance Bill, at which time their expected costs
to the Exchequer are published. HM Treasury has lead responsibility for the policy design
of tax reliefs, while HMRC is responsible for managing their implementation. Tax reliefs
add to the complexity of the tax system and they carry risks, such as the possibility of them
being used for tax avoidance. HMRC has the responsibility for ensuring such reliefs are
effectively administered and meet the purpose intended by Parliament.

Conclusions and recommendations
1.

HMRC has not recognised fully its responsibilities for assessing the value for
money of tax reliefs. HMRC’s reporting of tax reliefs does not enable Parliament to
scrutinise them effectively to determine whether they are providing value for money.
At present the focus is primarily on assessing new expenditure reliefs before they are
introduced. The reliefs may be examined by the Treasury Committee and debated
during the passage of the annual consideration of the Finance Bill. But these
arrangements do not safeguard the value for money of reliefs once implemented as
HMRC and HM Treasury provide little or no information by which they can be held
to account for the accuracy of their cost estimates or whether tax reliefs are achieving
their intended objectives. HMRC accepts it is accountable for monitoring, evaluating
and assessing tax reliefs but contends this excludes the issue of the cost of a relief. We
firmly reject this assertion. HMRC has to be accountable to Parliament for the value
for money of tax reliefs. This requires meaningful reporting on their costs and the
extent to which the intended policy objectives are being achieved.
Recommendation: Government may choose to implement particular policy
objectives through tax reliefs. These decisions should be subject to the same
examination of economy, efficiency and effectiveness as its pursuit of policy
objectives through expenditure. HMRC should draw up a set of principles to guide
its management and reporting of tax reliefs which make clear how it will discharge
its responsibility to monitor, evaluate, and assess tax reliefs.

2.

HMRC does not maintain or publish a complete and accurate list of tax reliefs
setting out what each is intended to achieve. HMRC publishes a list of current tax
reliefs each year, showing an estimated cost, but the list is poorly defined, incomplete
and inaccurate. Definitions of what is a tax relief is in itself contentious. The Office of
Tax Simplification has identified 1,140 reliefs, compared to HMRC’s list of 398.
HMRC has identified only 46 reliefs that it considers are tax expenditures, but has
not generally sought to define tax reliefs by their purpose. Yet the NAO estimates
that 196 tax reliefs–about half of those on HMRC’s list–were designed to have a
specific impact on behaviour or to benefit particular groups. Our examination found
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that HMRC does not publish any data on the cost of 42% of these 196 expenditure
reliefs; HMRC does not collect data in 53 cases, and in a further 28 cases cost data is
provided in tax returns but is not collected or published by HMRC. The National
Audit Office also found published costs could significantly exceed forecasts, the most
significant difference being the cost of Entrepreneurs’ relief which exceeded HMRC’s
forecast by £2 billion. HMRC acknowledges it must produce more data and accepts it
can improve the accuracy and consistency of such data.
Recommendation: HMRC should set out how it intends to improve transparency of
the costs of tax reliefs to Parliament. HMRC should publish and maintain an up to
date list of tax reliefs using a definition agreed with the Office of Tax Simplification
that sets out each relief’s purpose and its cost to the Exchequer.
3.

Tax reliefs add to the complexity of the system and may be exploited as a way of
avoiding tax. HMRC does not effectively monitor changes in the cost of tax reliefs
so is slow in identifying instances where a relief is being exploited for a purpose
Parliament did not intend. Monitoring whether the cost of a policy instrument is in
line with expectations is a basic principle of sound financial management. But
HMRC and HM Treasury often show a lack of curiosity about the cost of tax reliefs.
HMRC has investigated sustained increases in the cost of seafarers’ earnings
deduction to rule out abuse, but has yet to do so for Entrepreneurs’ relief which cost
£2.7 billion in 2013-14. The costs of R&D tax relief increased from around £100
million in 2001 to over £1 billion in 2011-12 whilst the actual amount of business
expenditure on R&D stayed more or less the same. We have seen examples of large
increases in the cost of reliefs as a result of abuse. Spikes in the cost of Share Loss
relief, Business Premises Renovation Allowance, and Film Tax Relief were all caused
by the systematic use of these reliefs for tax avoidance. While HMRC has other
means of detecting avoidance activity, it cannot be confident of the scale of
avoidance activity without knowing and analysing changes in the cost of the relief
over time.
Recommendation: HMRC should regularly monitor variances between its forecasts
of what tax reliefs will cost and what they actually cost. Where costs significantly
exceed forecasts, it should seek positive evidence that the relief is working as
intended and not being targeted for tax avoidance.

4.

HMRC does not systematically evaluate the effectiveness of all tax reliefs intended
to change behaviour. Despite their significant costs, those tax reliefs with specific
policy objectives are subject to much less scrutiny than government spending. We
welcome HMRC’s acceptance that it should be accountable for assessing, monitoring
and evaluating tax reliefs. But HMRC does not systematically and consistently
evaluate the impact of tax reliefs on taxpayers’ behaviour. For example, HMRC is
seeking to evaluate the extent to which R&D tax credits are influencing businesses’
decisions to invest in R&D. However, there are other reliefs, some of which have
existed for many years, such as Agricultural Property Relief, which have not been
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evaluated. HMRC rarely, if ever, assesses whether a tax relief is an economic, efficient
and effective way of meeting its policy objectives.
Recommendation: Where the objective of a relief is to influence the behaviour of
taxpayers, HMRC should regularly evaluate and report on whether it is achieving
the desired impact and is doing so in a cost effective manner.
5.

Departments’ budgets are set without taking into account the cost to the
Exchequer of relevant tax reliefs. Unlike the practice in some other countries,
decisions to increase or reduce a department’s funding do not take into account the
impact on expenditure of the revenue foregone through tax reliefs that operate in the
department’s area of responsibility. For example, Parliament votes on funding for
arts organizations without taking into account the effectiveness of tax reliefs
intended to stimulate more theatre and film productions, which is simply another
way of funding the arts. Clear and accurate data on the costs of reliefs are essential to
help Parliament consider the value for money of reliefs and whether their costs
reflect its priorities in providing financial support to different areas and services.
Recommendation: The cost of spending and expenditure on tax reliefs should be
considered alongside one another in setting annual departmental budgets so that
the true level of financial support to each area of public policy is transparent.
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1 Accountability to Parliament and the
public for tax reliefs
1. On the basis of a report by the Comptroller and Auditor General, we took evidence from
HM Revenue and Customs (HMRC) and HM Treasury (the Departments) on their
management of tax reliefs. Our examination focused on tax reliefs with social and
behavioural objectives, sometimes referred to as tax expenditures, which cost some £100
billion a year and require additional monitoring and reporting to Parliament. This inquiry
follows up some of the issues we identified in our previous examination of tax reliefs in
April 2014. 1
2. Tax reliefs add to the complexity of the tax system and increase the potential for
aggressive tax avoidance. They therefore need to be very carefully managed. HM Treasury
has lead responsibility for the policy design of tax reliefs, while HMRC is responsible for
managing their implementation. New tax reliefs, and proposed changes to reliefs, are
introduced through the annual Finance Bill, at which time their expected costs to the
Exchequer are published. Tax reliefs carry risks, such as the possibility of their being used
for tax avoidance, which HMRC needs to manage. HMRC may use its experience of
implementing tax reliefs to recommend that a relief should be redesigned as part of its
responsibility to maintain the integrity of the tax system.2
3. Tax reliefs perform a variety of different functions within the tax system. Some reliefs are
structural parts of the system to ensure a more progressive system or to avoid double
taxation. But other reliefs are designed to provide targeted support to a group of taxpayers
or industry or to encourage a particular behaviour towards a policy objective that could be
met instead through a spending programme.3 HM Treasury maintained that the
accountability arrangements for tax and spending should be different as the two are not the
same. HM Treasury referred to the long-standing accountability arrangements for taxation
to Parliament through the Finance Bill and for tax policy to be considered by the Treasury
Committee which would include tax reliefs. HM Treasury refused to accept that tax and
tax reliefs were different even though one involves receiving money through taxation and
the other involves a conscious decision to spend money by providing a relief from taxation
thereby forgoing income that would otherwise be received. HM Treasury’s only response
appeared to be that tax and tax reliefs were both part of the same tax system. 4
4. The Departments told us that defining tax reliefs was not simple. HMRC did not believe
it was possible to clearly distinguish between different types of tax relief or how they are
managed. However, HMRC acknowledged there was an international concept of tax
expenditure as a form of tax relief which it told us it tried to follow in its own publications.

1

C&AG’s Report, The effective management of tax reliefs, Session 2014-15, HC 785, 21 November 2014

2

Qq 1, 2; C&AG’s Report, Tax reliefs, Session 2013–14, HC 1256, 7 April 2014, para 1.1

3

C&AG’s Report, 7 April 2014, para 1

4

Qq 2, 10-17
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Every year HMRC publishes a list of the 92 principal tax reliefs (those that cost more than
£50 million a year) showing: those that have the characteristics of tax expenditures (which
it described to us as reliefs to help or encourage particular types of individuals, activities, or
products); those that have mixed characteristics; and those that do not have characteristics
of a tax expenditure. HMRC also publishes a list of 87 minor tax reliefs (those with costs of
less than £50 million a year) and 219 tax reliefs where costs are not known which it does
not categorise by characteristic. 5
5. HMRC’s published list contains 398 tax reliefs, significantly fewer than the 1,140 reliefs
identified by the Office of Tax Simplification. HMRC attributed the difference to difficulty
in defining what a tax relief was and the fact that the Office of Tax Simplification counted
every element as a separate relief. HMRC considered that defining tax reliefs was “a term of
art rather than a term of science” but noted that it had a regular dialogue with the Office of
Tax Simplification and stated that it would review whether changes should be made to its
list of reliefs.6
6. The cost is not known for 42% of tax reliefs with discernible objectives on HMRC’s
published list and for many reliefs cost data were inaccurate. The National Audit Office
estimated that half of the reliefs–196 of the 398—had a discernible social or economic
objective. Of these, 53 were reliefs for which no data were collected. In a further 28 cases
cost data for the relief concerned were provided in tax returns, but were not used or
published in any way. The National Audit Office noted that the data HMRC publishes on
the costs of reliefs were estimates which were not sufficient to provide reliable information
to Parliament or the public. In some cases HMRC added the caveat that the estimates were
‘particularly tentative and subject to a wide margin of error’. Data are first published as an
end of year forecast three months before the completion of the tax year, and should be
corrected with the actual cost of the relief when available. However, the National Audit
Office found the published estimates for four reliefs (Entrepreneurs’ relief, Seafarers’
Earnings Deduction, Enterprise Management Incentives and Business Premises
Renovation Allowance) were significantly different from the actual costs and represent
substantial amounts of public expenditure. The most significant difference was an
understatement of the cost of Entrepreneurs’ relief by £510 million in 2011-12. In no
instances had the published statistics been restated, although HMRC had published
amended cost data on Enterprise Management Incentives elsewhere.7
7. The Department told us that it publishes over 600 pages of national statistics on tax
administration and the quality was often very good. The Department intended to look
carefully at the information it publishes on tax reliefs. It thought it could improve the
quality of information, particularly in the annual publication on reliefs. In particular
HMRC agreed to look at whether its “cost not known” category could be challenged.
HMRC did not think it would be proportionate to collect detailed costs on all taxes as in
some cases the information may not be relevant, or it may be too costly to acquire. The
5

Q 20; C&AG’s report, 7 April 2014, para 1.5

6

Qq 76-78

7

Q65, C&AG’s Report, 7 April 2014, para 15,1.6,Figure 2
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Department noted that its digitisation of services during the next five years should provide
opportunities to generate more information through automation.8
8. We asked who was accountable for the value for money of those reliefs designed to
encourage a particular behaviour towards a policy objective that could be met instead
through a spending programme. HMRC accepted it had responsibility for implementing
all tax reliefs. It told us that some reliefs looked and acted a bit more like expenditure than
others, but that HMRC needed to assess, evaluate and monitor all reliefs, and it should be
held to account for that.9
9. We put it to the Departments that tax reliefs with social or economic objectives and
spending could be different instruments for delivering similar policy objectives. Both are a
cost to the taxpayer and therefore accountability to Parliament was necessary to provide
assurance that delivery of the policy, by whichever means, had been value for money. We
asked HMRC about its responsibility to assess whether a tax relief’s achievement of a policy
objective has been economic, efficient and effective. HMRC accepted that it was
accountable for the value for money of its implementation of a policy, but said that the
extent of its responsibility for assessing economy, efficiency and effectiveness would
depend on the policy objective that had been set.10

8

Qq 24, 34, 39, 41, 52-53

9

Qq 1, 2

10

Qq 2, 25, 27, 29
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2 Monitoring and reporting the cost
and impact of tax reliefs
10. HMRC told us that there were various influences on the costs of tax reliefs that meant
that simply thinking that an increase in cost was either a sign of abuse or a sign of a lack of
accountability was problematic. HMRC believed it should be held accountable for
watching these things and providing advice but considered that tax reliefs should not be
seen as the same as spending. HMRC accepted that it should make enquiries into
unexpected increases in the costs of tax reliefs and noted that changes in cost had driven it
to investigate whether there was abuse in Seafarers’ Earnings Deduction. HMRC
considered that its risk approach worked successfully but accepted it should be more
systematic in using cost data to monitor tax reliefs.11
11. The National Audit Office found that there was a difference of around £2 billion
between HMRC’s forecasts of the costs of Entrepreneurs’ relief after adjusting for the
changes to the scope of the relief and the actual cost. HMRC told us that a significant
element of the cost variation was as a result of multiple changes in the scope of the relief.
HM Treasury told us that this was a highly uncertain area. There was no quantified
measure of how much investment there should be or how many people should be
impacted.12
12. We asked HMRC whether, given the significant sums involved, Entrepreneurs’ relief
was value for money. HMRC told us it had no evidence to suggest that there was systematic
abuse of Entrepreneurs’ relief and no evidence to suggest that Parliament’s intentions were
not being achieved. We asked whether HMRC could provide positive assurance that there
was no systematic abuse. HMRC offered to seek more positive assurance.13
13. The National Audit Office reported that HMRC had detected large scale abuse of Share
Loss Relief in 2006-07 but did not monitor changes in the use of the relief until 2013. In
2006-07 the cost of share loss relief claims against income tax rose from £385 million to
£1,206 million, but this was not calculated by HMRC until 2013 and was not published
until the details were included in the National Audit Office’s report. We asked the
Departments why they had not published this cost data sooner. HMRC told us it had not
done so because it did not think it was sufficiently accurate to publish. HMRC noted that it
knew the value of the share losses on which relief was claimed, but could not estimate the
amount of tax relief that flowed from that because there were so many variables it would
have to look on a case-by-case basis to calculate the amount involved. In response to our
concern that such technical issues needed to be resolved to provide proper accountability
to Parliament for the relief, HMRC noted that they were now monitoring Share Loss Relief
more closely as it was now subject to an annual cap introduced in 2011 to limit the amount

11

Qq 9, 45, 62

12

Qq 60-68; C&AG’s Report, paras 2.11-2.14, Figure 8

13

Qq 64, 68-71
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of income tax relief any individual person can claim. HMRC expected the cap to have a
major effect on whether the relief was used as a vehicle for tax avoidance.14
14. We asked HMRC whether it should be checking that a tax relief designed to change
behaviour produced the desired result. HMRC told us it had undertaken behavioural
research in relation to Research & Development (R&D) relief, Entrepeneurs’ relief and
Business Premises Renovation Allowance. It said that with Business Premises Renovation
Allowance, which had the objective of encouraging the renovation of unused commercial
buildings in disadvantaged areas, it had seen abusive features and had responded by
tightening up the relevant legislation. HMRC accepted that it should be looking at whether
reliefs work. In this case the issue had been identified by tracking behaviour rather than by
tracking costs.15
15. The National Audit Office found that the costs of R&D relief had increased from £100
million in 2001 to £1,060 million in 2011-12 while the actual amount of business
expenditure on R&D had stayed more or less static. We asked HMRC about the
effectiveness of this relief and whether it was meeting Parliament’s intentions. HM
Treasury postulated that without the relief, R&D expenditure by businesses might have
gone down. However, HMRC said that some of its evidence suggested it was a relief
claimed by businesses’ tax departments and it was not featuring in their internal business
cases to decide whether to invest in R&D. It said the decision to create an “above-the-line”
relief is precisely intended to make sure that businesses take the relief into account when
making decisions about how much to spend on R&D. HMRC told us it was important that
research be done to determine whether recent policy changes had led to R&D relief having
a greater behavioural effect than in the past. Accordingly, HMRC had commissioned two
evaluation projects to look at R&D tax credit. One of them was looking specifically at
decision making within small businesses, and how that was affected by R&D tax credits.16
16. Unlike the practice in some other countries, decisions to increase or reduce a
department’s funding do not take into account the revenue foregone through tax reliefs
that operate in the department’s area of responsibility. For example, Parliament votes on
funding for the Arts Council without taking into account the effectiveness of those tax
reliefs intended to stimulate more culture and media productions. These include the Film
Tax Relief, the High-end TV tax relief, the Orchestra Tax Relief, the Video Games tax
relief, and the Children’s Television tax relief, HMRC told us that film tax relief alone had
cost £225 million in 2013-14. Clear and accurate data on the costs of reliefs are essential to
help Parliament consider the value for money of reliefs and whether their costs reflect its
priorities in providing financial support to different parts of the economy. We asked the
Departments whether tax reliefs and expenditure should be considered together in this way
to increase transparency and accountability. HM Treasury told us it believed accountability
was in place to Parliament and the Treasury Committee. Whilst we recognised that
Parliament has an opportunity to debate changes to tax reliefs in finance bills, we did not
14

Qq 46-49; C&AG’s report, 7 April 2014, para 19

15

Q44

16

Qq 90-96; C&AG’s Report, Online Appendix 4 Dashboards
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agree that this is sufficient to provide adequate accountability after tax reliefs have been
introduced.17

17

Q3-8,21-23, 54-56; C&AG’s Report, 7 April 2014, para 15
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Formal Minutes
Monday 23 March 2015
Members present:
Mrs Margaret Hodge, in the Chair
Mr Richard Bacon
Mr David Burrowes
Stephen Hammond
Chris Heaton Harris
Meg Hillier

Stewart Jackson
Dame Anne McGuire
Austin Mitchell
Nick Smith

Draft Report (The effective management of tax reliefs), proposed by the Chair, brought up and read.
Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 16 read and agreed to.
Conclusions and recommendations agreed to.
Summary agreed to.
Resolved, That the Report be the Forty-ninth Report of the Committee to the House.
Ordered, That the Chair make the Report to the House.
Ordered, That embargoed copies of the Report be made available, in accordance with the provisions of
Standing Order No. 134.
[Adjourned.

16

The effective management of tax reliefs

Witnesses
The following witnesses gave evidence. Transcripts can be viewed on the Committee’s
inquiry page at www.parliament.uk/pac.

Wednesday 14 January 2015
Jim Harra, Director General, Business Tax; Lin Homer, Chief Executive and
Permanent Secretary, HMRC; and Indra Morris, Director General, Tax and
Welfare, HM Treasury

Question number

Q1-111

Published written evidence
The following written evidence was received and can be viewed on the Committee’s
inquiry web page at www.parliament.uk/pac. TAX numbers are generated by the evidence
processing system and so may not be complete.
1
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2

HM Revenue & Customs (tax0002)
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