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LEGAL NOTE

My original intention was to produce a factual piece of work that
could clearly be seen to reflect the actual cases with which | have
been involved, quoting full details of cases (but not identifying
individuals of course). An extract from the legal advice that | have
received in relation to the script as originally written is as a follows.

“HMRC cannot let somebody say these things without making
a stand. Further the Government and especially the Treasury
could not allow this to go out unanswered.

The age old theory is that providing what you are printing
or saying is true it doesn’t matter. This is of course
rubbish. Even if what is, as here written, is [sic] true you have
to have the wherewithal to fight. You would be looking at a
bill of several £100Ks. Further if the HMRC or HM Govt ask
a host to remove it from a site they will do (or at the least not
oppose an Application to the Ct to require it to do so). My
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advice is do not publish this.....”.

| found this significantly upsetting given the concept of democracy in
the society in which we live. The section in bold | found particularly
untenable given that, in relation to at least some of the cases, | have
clear evidence including recordings of conversations, and copies of
letters. Whilst | absolutely do have the wherewithal for a fight, | lack
the substantial resources alluded to, (any offers of support for a more
forthright approach?). From other legal cases with which | have been
involved, | realise that the potential cost estimates are realistic, and
how very quickly legal costs can build up.

Furthermore this book has been written for a specific constructive
purpose and | do not want it left languishing on the shelf unread.
Instead therefore of publishing the fully factual piece of work I had
originally intended | have conducted something of a rewrite and
pitched the issues somewhat differently. Instead of referring to



specific cases | have decided to use examples of how situations
might have been. | leave it to the reader, with such knowledge of the
Taxation system as he has, to consider whether those examples are
likely to reflect the reality of life as he might expect to see it.



WHY USE MARTYN ARTHUR TO
ASSIST WITH HMRC
INVESTIGATIONS?

Martyn has over forty years experience of
dealing with tax, accountancy and business
issues from every conceivable angle. He
joined the Inland Revenue (HMRC) on
leaving school in 1968 and worked there
and in the wider civil service for some
seventeen years. Latterly in the National
Assembly for Wales, he was extensively
involved in drafting legislation that was
laid before Parliament. This experience
enables him well to be able to interpret
statute and case law. His time in the civil service has resulted in a
thorough understanding of the nature and outlook of HMRC and the
staff that work within it.

On leaving the Civil Service Martyn developed a thriving
accountancy practice. Increasingly, because of his ability and past
experience, the more difficult cases relating to disputes with HMRC
were referred to him by other accountancy practices. His
accountancy practice was sold in house to his staff when he became
the principle deliverer of business mentoring and action planning for
South Glamorgan Training and Enterprise Council.

Martyn “retired” in his early fifties and focused on lecturing in
accountancy and business subjects. He soon became bored however
and returned to the cut and thrust of business life some five years
ago. Since then he has specialised in the resolution of HMRC Tax
Investigations and  associated disputes. Miles Waterman
Accountants, Bexley Heath, have commented:



"In all my years dealing with HMRC enquiries | have never come
across anyone like Martyn, he is truly unique. His tactics? You
just wouldn't dare, but Martyn does dare, and wins!"

Additionally he offers talks and seminars on the topic of Tax
Investigations. These are delivered both through registered
Continuous Professional Development (CPD) seminar providers, and
directly. Both forms of delivery may contribute to professional
verifiable CPD requirements. The ACCA guidance as it relates to the
direct delivery in respect of that organisation is reproduced at
Appendix 1.

Presentations may be concise one hour ones, a half day or a full day.
The presentations are not of the Power Point and “questions at the
end” type. Direct interaction with, and the participation of, the
delegates is invited and welcome from the outset. Delegates are
encouraged to participate with both hypothetical questions and real
life case issues.

Martyn’s contact details at the time of going to press are,
www.martynarthur.com, email martyn@martynarthur.com , or direct
telephone numbers 07773 466093 / 07837 932658. Alternatively you
can write to him C/O Ogmore by Sea Sub Post Office, 83 Main Rd.,
Ogmore by Sea, CF32 OPW. If these contact details have changed at
the time you read this, you will doubtless be able to locate him by
simply typing his name, Martyn Arthur, into any search engine.



http://www.martynarthur.com/
mailto:mfa@martynarthur.com

1. OVERVIEW: THE SYSTEM IN
CONTEXT

The Tax Inspector

The start is probably as good a point as any to consider just who or
what exactly is this entity, the Tax Inspector, who is capable of
striking fear into the hearts of otherwise brave people? Are Tax
Inspectors demigods, human incarnations of the Norse God
Thor, able to strike us down at whim with a bolt of lightning? |
think not! Fortunately the general understanding of the authority /
power situation as regards the Tax Inspector, as frequently expressed
to me by taxpayers and accountants alike, is a complete
misconception which | am pleased to be able to correct here.

1. First and foremost Tax Inspectors are salaried civil servants,
administrators occupying junior management positions
within Her Majesty’s Revenue and Customs (HMRC). The
term “junior management” is not intended to be in any way
derogatory. The civil service, of which HMRC is a part,
operates on the basis of a tiered management structure, in
respect of which the grade of Tax Inspector is very much at
the lower end.

2. The Tax Inspector’s job is simply to assist with the general
administration of the UK Tax System, nothing more.

3. Tax Inspectors specifically do not have any personal powers,
by comparison with, say a Police Officer who has the power
of arrest without a warrant and even the power, in
appropriate circumstances to take a human life.

4. Tax Inspectors have a certain amount of delegated
responsibility to implement certain procedures such as the
implementation of penalty procedures.



5. Tax Inspectors do not have ownership of the cases with
which they assist in their day to day work. If an alternative
administrator takes over the case their importance in relation
to it reduces to nothing.

6. HMRC has recently changed the title of the job description
to remove the term Inspector. Since then | have heard talk of
a loss of status! But what status? HMRC staff, like me, are
ordinary rank and file individuals doing nothing more than
junior managerial tasks.

7. In the process of undertaking his job, part of the function of
the job of a Tax Inspector is to assist in a pragmatic
assessment of the facts with a view to arriving at a factual
assessment of a situation.

As a slight but relevant digression, within the conduct of a pragmatic
assessment | see no scope for the use, by Tax Inspectors, of emotive
expressions such as amazement, belief or disbelief, disappointment,
surprise and many others that one meets from time to time.

Note, this is not a technical book with specific technical points, and
the message being made may not always be readily apparent just
from the text. Important points are therefore recorded at appropriate
points in bold italicised text, as is the case below. A summary of
these, in the order made, is included in Appendix 2.

Tax Inspectors are not demigods, human incarnations
of the Norse God Thor able to strike us down at whim
with a bolt of lightning. Within the System that is
HMRC the Tax Inspector is simply a rank and file
individual with no personal power or authority. He is a
junior manager whose job it is to assist with the
administration of the UK Tax System.



Consider, around the end of July annually, final year university
students across the country will have finished their exams and many
will become graduates. Some of those graduates may well become
Trainee Fast Track Tax Inspectors and, following on from this, in a
relatively short period, they will have started to work their own cases
under varying degrees of supervision. Yet just a relatively short time
before they may have been just ordinary students, maybe propping
up the bar of the students union and going to wild end of year parties.
They weren’t creatures to be dreaded then, so what has changed?

The individuals haven’t changed per se; they are still the same
people that they were a relatively short time before! What has
changed is that they have become employed by HMRC in the
position of assisting in the administration of the UK Tax System.
Those individuals who will become the subject of their attention,
generally accountants and taxpayers, will have neither knowledge of
their background nor a detailed understanding of their role in Tax
Investigation work.

When considering and discussing “the” Tax Inspector it is essential
to be clear that we are not considering in any way the Tax Inspector
as a private individual, in his capacity as a human being, going about
his private, not work related daily business. We are considering him
very specifically within the cohesive whole “System” that is HMRC,
and in the context of the manner in which he undertakes his work
within that System. We will consider the way Tax Inspectors
undertake their duties within the System, and how the System overall
influences their performance approach and attitude.

As a starting point, when considering and discussing
“the” Tax Inspector, we are not considering in any
way the Tax Inspector as a private individual, in his
capacity as a human being, going about his private
daily business. We are considering him very
specifically within the cohesive whole “System” that is
HMRC, and in the context of the manner in which he
undertakes his work within that System.



I do not have any formal psychological qualifications and as such it
would be inappropriate for me to endeavour to introduce amateur
psychology. | am however competent to speak about matters
associated with education generally. The book Lord of the Flies, by
William Golding, (ISBN 0 571 06366 7) whilst fictional, is
recognised as a classic and is extremely well acclaimed. Whilst
covering a lot of other ground it provides a fascinating insight into
the interactions, of human beings when in a cohesive system, and
how those individuals interact with and become immersed into that
system. It could maybe be an excellent piece of further reading
should you be so inclined.

Authority and Power

So exactly what authority and power do these Tax Inspectors have?
Regardless that they do not have demigod status as discussed at the
outset, ostensibly they may appear daunting to the layperson. They
almost inevitably attend meeting in pairs at a minimum, are
immaculately dressed, and are polite but firm. They are “well
trained” in the theory of things, and able to quote readily and
copiously from regulations and legislation. Yet we may find it
difficult to understand their approach and perspective to their work
and the subjects thereof, which may frequently differ from ours.
Most importantly we may perceive them as having a significant
degree of authority and power.

How can an ordinary layperson such as you or | possibly challenge
statements, assertions and the like made by such individuals? To
understand this we need to further consider the overall System and
the functionality of the individuals employed in it.

During the process of administering the UK Tax System the
Government Department that is HMRC generally, has a significant
degree of power to undertake a wide range of activities, for example
conducting raids, covert surveillance and a great deal more. A



consideration of those kinds of activities is outside the subject area of
the Tax Investigations into individuals, partnerships and Limited
Companies that this book considers.

This book is about the “routine” day to day Tax Investigations that
are conducted by office based Tax Inspectors. In this respect
HMRC’s powers are not as wide ranging as those involved in the
activities mentioned in the previous paragraph. They are largely
restricted to procedures for obtaining documents, and the instigation
of a narrow band of penalty procedures as set out variously in their
Codes of Practice (COP) guidance leaflets 8, 9, 11, 14 and others.

It is important to understand that the power that HMRC does have is
vested in the Government Department that is HMRC, not the
private individuals who are individual Tax Inspectors, although
there are some minor exceptions to this! In terms of “Tax
Inspectors™, they are primarily authorised to conduct negotiations
with the object of coming to a reasonable agreement as to the
quantity of duties which may have been underpaid, or even overpaid
by the taxpayer in a particular set of circumstances. As we will see
later the principle governing the agreement is not what the Tax
Inspector does or does not believe. It is the situation that is most
likely to accurately represent the facts, based on as factual as
possible a judgement of the circumstances of the case.

Tax Inspectors also have the discretion when to instigate penalty
procedures. Importantly, they are not entitled to the final say in the
guantum of any required adjustments, or whether the payment of
penalties imposed will be enforced. Taxpayers are entitled to appeal
against these and those appeals are the subject of similar types of
appeal procedures as are other statutory matters that are disputed.

It is important to be clear that it is not only the enforcement of a
penalty that can be disputed (on appeal). Even the simple
discretionary decision when to impose a penalty can be disputed! In
fact any incident of the use of discretion by a Tax Inspector can be
disputed; it is simply that the medium for consideration of the
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dispute is different from that of statutory matters, which must go
finally to formal appeal. As such, and completely separately to the
right of appeal against a penalty itself, a personal complaint can be
made against the individual Tax Inspector if it is felt that that
discretion has been inappropriately used. If such a complaint is not
satisfied within the HMRC System (about which | write later) it can
be followed through to the Adjudicator’s Office.

In the context of the Tax Investigations that are the
subject of this book, HMRC’s powers are not wide
ranging and are largely restricted to obtaining
documents and to the instigation of a narrow band of
penalty procedures. It is important to understand that
authority is vested in HMRC, not individual Tax
Inspectors, who simply have the discretion when to
instigate procedures. The proposed quantum of any
suggested adjustment and the instigation of penalties
can be appealed, and the timing of penalties can, if
considered inappropriate, be the subject of complaint.

General Objections to the Nature of the Conduct
of Tax Investigations

It is clear that the tax System has to be administered, and there can
be no reasonable objection that, within a Self Assessment regime,
there has to be some medium for checking Tax Returns submitted.
We will be considering the detail of the various elements of a Tax
Investigation later. For now however | just want to try and be as clear
as possible exactly what issues I, the numbers of people who have
consulted me over the years and accountants and the public generally
have with Tax Investigations and the manner in which they are
conducted.

So what exactly is it that is so objectionable? I had intended, in this
section, to go through some real life situations but, in the light of
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legal advice received, | have decided to work through a hypothetical
example. It is inevitable that some subjects of Tax Investigations will
be completely innocent, and that there may be significant concern
about the civil procedures to which they have been subjected. As
such | suggest that the hypothetical private individual who is the
subject of our hypothetical Tax Investigation be regarded as someone
who is completely innocent of any wrong doing.

The Opening of the Tax Investigation

The Opening Letter from HMRC

Completely out of the blue the Taxpayer receives a terse letter
accompanied by a detailed explanatory leaflet the first line of one of
which may start, “We will investigate any situation where we
suspect serious tax fraud. The investigation will be undertaken
with or without your voluntary co—operation”. Enough to put
anyone off their early morning tea and toast | think! | dislike
expletives generally but, who the hell does the System that is HMRC
think it is to make statements like this across the board, to people,
some of whom, as in the case of our hypothetical individual, must
inevitably be innocent? It is absolutely ridiculous and completely,
completely unacceptable! Yet for our innocent taxpayer, this is the
start of an ordeal which can last for years.

So from the very outset we have an innocent individual who is
immediately plunged into in a state of complete despair. He is
probably self employed and anyone on this side of the fence will
know the stresses of keeping records and the errors that can creep in.
“What have I done wrong, why am I being targeted?” are almost
inevitable questions, followed by the suspicion or fear that something
terrible really has occurred. | will not get into the scenario of general
speculation about stress, depression, heart attacks and the like, but
the potential consequences for an ordinary individual, of receiving
such a communication must surely be self evident.
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| can certainly attest, in respect of the first six months of 2009 alone,
to circumstances where individuals have been so concerned that they
have telephoned me in tears, visited their accountant late at night at
home in fear having received such a letter, been diagnosed by their
physician as suffering from clinical depression, and lost a substantial
volume of weight. Clearly HMRC must be entitled to instigate
enquiries, or even Tax Investigations, but the whole opening concept
and approach may frequently be unreasonably heavy handed and
inappropriate.

Documents issued by HMRC in relation to Tax
Investigations into potentially innocent taxpayers may
open “we will investigate any situation where we
suspect serious tax fraud. The investigation will be
undertaken with or without your voluntary co—
operation”. Clearly HMRC must be entitled to instigate
enquiries, or even Tax Investigations, but the whole
opening concept and approach may frequently be
considered unreasonably heavy handed and
inappropriate.

In relation to the “recent” Notice 160 Compliance Checks coming
increasingly into use, HMRC have gone even further in their
arrogance! The opening letter now starts with the bland statement
“we have reason to believe that under declarations of VAT have
occurred, and this may have been the result of dishonesty”! Who the
hell do they think they are?

The customer can become completely distraught in a case based on,
for example, nothing more than a couple of hour’s covert
surveillance and a few assumptions.. | am absolutely furious about it!
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Moving on Briefly from the Opening Letter

Moving on from the opening letter the almost inevitable next stage is
the need for the taxpayer to consult a professional adviser who in
turn may have to answer an array of questions imposed on him by
HMRC, and which can extend to several pages. Additionally the
taxpayer will be required to assimilate and submit a variety of
business documents in the short term. Later on he may be required to
submit personal documents not associated with his business. As the
latter are not business records copies may not have been retained and
he may have to pay various institutions to supply further copies.

The direct cost of the foregoing is something that the taxpayer will
have to bear himself. Additional to the direct costs there are also the
incidental time and related costs associated with the disruption to
business life that the taxpayer will be required to bear. Add in the
costs of the professional adviser and even at this early stage those
costs may have accrued potentially to at least several hundred and
possibly thousands of pounds. Yet regardless the innocence of the
taxpayer in this hypothetical example, none of that money will ever
be refunded to him!

All of this takes us only to the end of the opening stage and brings to
my mind Prime Minister Winston Churchill’s famous statement
during World War Two (taken here in a slightly different context)?
“This is not the end. It is not even the beginning of the end. But it is,
perhaps, the end of the beginning”! To the reader, remember please
that the taxpayer, in this hypothetical example, is one who is
completely innocent of any wrongdoing!

The Taxpayer, regardless his innocence, will almost
inevitably incur substantial cost from the very start of
the Tax Investigation, none of which will be repaid to
him, regardless his innocence or quilt.
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The Opening Meeting

The examples | had intended to refer to here have been removed
consequent upon legal advice received. Descriptions relayed to
me by taxpayers who have been involved in such meetings range
from (their words), “extremely stressful”, through “horrendous”
to “I was physically ill after the meeting”.

I have made numbers of attempts to address the question of the first
meetings in a manner that adequately described them, whilst at the
same time avoiding making the kinds of statements that legal advice
has warned about. All of my attempts have met with failure and it
must be left to the reader to ruminate whether it is a lack of writing
skill on my part that has brought this about or whether some other
element, such as the nature of the system, is the cause.

This book, the first episode in a series of books, has been marketed
almost exclusively to individuals and organisations that are likely to
have firsthand experience of Tax Investigations. As such | am able to
say with a very significant degree of certainty, that there is no real
need, in any event, for me to exemplify these meetings.

Thinking on to Episode 2, which will be more widely marketed, I
would be extremely grateful to receive (anonymously if preferred) a
brief account about the conduct of any meetings in which the reader
has been involved, regardless whether they reflect a negative or a
positive account. Subject to legal advice | will incorporate them into
Episode 2 which | hope will follow shortly, although, for the
avoidance of possible doubt, there are no royalties on offer for any
such contributions. Please just take a few minutes to write about
them and email them to me, martyn@martynarthur.com or send by
conventional mail to Martyn F, Arthur , C/O Ogmore By Sea Post
Office, Main Rd CF32 OPW.

This now concludes the introduction to the opening stages of the Tax
Investigation. What may follow next in a Tax Investigation is so
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potentially diverse that it does not lend itself to any further brief
references and is discussed in much of the remainder of the book.

Examples of meetings that | had originally intended to
use have been removed consequent upon legal advice
received. | will be grateful to receive both positive and
negative tales of Tax Investigation experiences that
readers have encountered anonymously if preferred).
Please email them to me, martyn@martynarthur.com
or send by conventional mail to Martyn F, Arthur, C/O
Ogmore By Sea Post Office, Main Rd CF32 OPW.


mailto:mfa@martynarthur.com
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2. GENERAL POINTS

The Term Taxpayer

For whatever reason, best known to HMRC, the “taxpayer” as I have
known him for some forty years is now referred to by HMRC
variously as the “Customer”, or “Client”. One reason suggested
during a general conversation with a Tax Inspector is that the public
wish to see HMRC perform on a more personal basis. If this is
indeed the case and HMRC genuinely believes that the change of
title will have the desired effect then they are so unbelievably wide
of the mark as to be completely off the planet! For the moment, for
me, the descriptions “Customer” and “Client” are completely
inappropriate. There are doubtless those who, for reasons relating to
the structure of the English Language, will disagree with me, but
please bear with me and | will offer a contextual explanation of my
stance later.

The use of the terms by HMRC of “clients” or
“customers” for taxpayers is completely inappropriate.

The Title of Tax Inspector

On a further issue of titles, by the time this book reaches print, the
description “Tax Inspector” will have been superseded by descriptive
terminology less “threatening” in nature, such as HMRC staff,
compliance staff or whatever. This is absolutely a step in the right
direction, albeit an incredibly tiny one. At the time of my penning the
book however “Tax Inspector” is still in existence and widely used.
Alternative terms such as “HMRC staff” and variants thereof are too
cumbersome, it’s my book, and I shall continue to describe “them”
as Tax Inspectors.
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The Subject of the Book

This book considers formal Tax Investigations conducted by Civil
Servants, Tax Inspectors employed by HMRC. In practice there are
various types of Tax Investigation (also termed Enquiries) addressing
a variety of duty collection regimes such as Self Assessment (S/A),
Pay As You Earn (PAYE) and Capital Gains Tax (CGT). Whilst
there are certain technical differences between them they can
conveniently, for the purpose of this book, be grouped together under
the umbrella term “Tax Investigation” and treated as if they relate to
Tax Investigations addressed in HMRC’s Codes of Practice 8, 9, 11,
14 and others.

The Target Audience

This book was intended originally, simply to be a useful guide and
reference work for anyone, be they an Accountant, or a Tax
practitioner, or a layperson, who is either self employed, or works in
a similar capacity such as the Director of a Limited Company, having
a degree of personal liability for the tax liabilities of their
organisation. For simplicity, hereafter, | have used the all embracing
term “self employed” when referring to those in the latter category.

It was only as | worked through the subject material that |
increasingly realised that the roots of the issues and adversity stem
not primarily, or even largely, from individual Tax Inspectors per se.
It is an undeniable fact that there are ongoing issues and that they
derive, in part, from interpersonal situations. However a very
significant proportion of the problems, issues and impropriety
associated with Tax Investigations stem from severe flaws in the
overall nature and ethos of structure of The HMRC System under
which they are conducted.

I continue to write primarily from the perspective of assisting the
taxpayer and his accountant. | have however tried hard to present



18

matters in a balanced way and, in so doing, | have tried to put at least
some of the points across in such a way that individuals who are
integrally part of the HMRC System may be enabled to see things
from our perspective.

The following example is a deliberately “trivial” one, intended for
Tax Inspectors to consider. Suppose that in good faith, you (the Tax
Inspector), had purchased a motor vehicle, used it innocently for
several months, and then received a letter from an authority
explaining that there were reasonable concerns that the vehicle had
been used inappropriately in some criminal activity. The letter went
on to say that, to use a commonly heard type of phrase, “the
potential of your involvement in that activity needs to be
considered so that any possible relationship between you and the
suggested activity can be eliminated”.

Consider conversely the receipt of a letter in similar circumstances,
along the lines “we will investigate any situation involving your
vehicle where we suspect serious criminal activity. The
investigation will be undertaken with or without your voluntary
co—operation”

I am completely confident that pretty much any reader who is not a
member of HMRC will be able to fully understand the point being
made here. Tax Inspectors too will be able to understand the
difference between the two letters themselves, but to what extent will
they be able to relate to the synergy of the two examples, and relate
them together to the situation that taxpayers subject to a Tax
Investigation find themselves in? It has been suggested that I am
being optimistic in the extreme, but | hope that the target audience
will extend itself to relevant representatives of HMRC, and perhaps
Her Majesty’s Government itself and that reading this book with an
open mind may in some way enable improvements to come about!

Intended originally for a target audience of tax
professionals and the self employed, this has been
extended somewhat to bring a balanced view of the



19

shortcomings of the system to the attention of those
within HMRC who are in a position to bring about
essential changes in the system.

Technical Issues

The book deliberately does not address, except where contextually
necessary, technical aspects of Tax Investigations which are more
than adequately covered elsewhere in numbers of other publications.
It also studiously seeks to avoid references to legislation and case
law except in the instance where it is necessary in the context of the
subject material.

Human Aspects

Rather than consider technicalities the book focuses substantially on
the human nature of aspects of Tax Investigations, the interactions
between the parties and the issues and the ethos underlying these.
Many readers will be aware that the approach of individual Tax
Inspectors towards their work is different from how “professional”
people will conventionally behave in relation to conventional
business negotiations. There are valid and understandable reasons for
this, and an understanding of those is crucial to understanding how
successfully to achieve our targeted outcome to the Tax
Investigation.

This book focuses on aspects of the “human nature”
side of Tax Investigations and interpersonal
interactions.
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3. THE SYSTEM THAT IS HMRC

Tax Inspector Recruitment Training and Reward

Before we can move on to examine how to work within the System
effectively it is essential to have a thorough understanding of the Tax
Inspector, where is he coming from and why? It can be very difficult
for those of us who are self employed, or even just working in a
competitive commercial environment to understand this. The
following is an extract from HMRC’s recruitment web site in June
2009. It briefly sets out the Career Structure of the Inspector and is,
as can be seen, a very attractive package, particularly perhaps for a
student graduate used to surviving on loans.

http://www.prospects.ac.uk/p/types_of job/tax_Tax Inspector_salary.jsp

“1. Starting pay for recruits joining the Tax Inspector
development programme is £23,929 nationally, £26,010
in London (salary data collected March 07).

2. After four years, at the end of the training programme,
you can expect to move into a pay band commencing at
£42,586 nationally, £47,735 in London.

3. Even while gaining experience and confidence on the
programme, trainees can enjoy pay rises and promotions.

4, HM Revenue & Customs (HMRC) do not operate a long-
hours culture.... flexible working hours are widely
available.

5. Part-time, job share and term-time only working are

potentially available to everyone, as are special leave and
career breaks. HMRC offer generous maternity, adoption
and paternity leave, and are fair-minded about other


http://www.prospects.ac.uk/p/types_of_job/tax_inspector_salary.jsp
http://www.hmrc.gov.uk/
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needs and requests.
6. Work is mostly carried out in district tax offices.

7. There may be confrontational situations, which can be
stressful [I make no comment about this, save that |
wonder how many self employed wished that their job
description provided for just the odd confrontational
situation].”

Coupled with salary increments based on performance this is
potentially a very attractive package for a recent university graduate,
particularly so for the keen trainee potentially able to secure a
promotion whilst still gaining experience and before even the
completion of training. I am frequently asked whether the salary of
Tax Inspectors is directly related to the financial value of the
settlements they achieve. Do they for example receive a percentage
cut? My understanding is very specifically no that they do not. Their
salaries are however directly linked to “performance” generally, as
might be defined in the general structure of any junior managerial
role, and as might be expected by junior managers in similar
employment situations.

For reasons best known to HMRC itself | have not been able to
locate much data on the current terms and conditions and service of
civil servants generally. However, in my time, the annual holiday
entitlement was of the order of thirty working days along with bank
holidays in England and Wales of eight working days. I also worked
a System of flexible hours that gave me a significant degree of
control over how my working day was organised and provided the
potential for additional days away from the office. It was feasible to
gain a further eighteen days absence from the office annually on the
flexible hours scheme by working (relatively) long hours on the days
in work, thus accruing the necessary monthly hours of attendance in
less days. My understanding is that the current conditions of
employment are not significantly different.
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Adding these possible absence figures together, and given a five day
working week, the Tax Inspector is potentially able to achieve a paid
absence from the office annually of some ten weeks or more. As we
have seen from the job description above there is a collection of
other allowable absences from work, including a generous sick leave
entitlement not mentioned there. In addition there is the other
unidentified benefit of a “fair- minded” approach to other needs and
requests.

I do not propose to say any more about the terms of employment and
I will leave the Reader to ruminate how all this compares with the lot
of the ordinary self employed.

A Tax Inspector’s annual salary in London can
approach £50,000. With the ability to arrange the
working day within a system of flexible working hours,
some thirty days annual paid leave and paid bank
holiday absences, the Tax Inspector may be able to
achieve some ten weeks or more paid absence from the
office annually. His salary is not directly related to the
financial value of Tax Settlements achieved.

This then sets the scene, at least in part. We have our Tax Inspector
possibly working his way through training. This training will be
provided, at least to a very great extent, by seniors in his peer group
System who will themselves have gone through an almost identical
training process. As you will begin to see shortly many of the issues
associated with Tax Investigations stem from what | consider to be
failings in the System that must inevitably be passed on to successive
generations of trainees by similarly trained trainers as an ongoing
process.

What follows below is an extract from the training section of the
http://www.prospects.ac.uk/p/types of job/print/tax_inspector.jsp
web site.



http://www.prospects.ac.uk/p/types_of_job/print/tax_inspector.jsp
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“The [training] programme starts with a six-week core
module, followed by modules covering technical tax issues
and communication. It is a mixture of practical work
experience in teams, formal study days, tutor-led sessions,
self-study, exams and practical assessments with regular
reviews and appraisals. Trainees are allocated mentors as well
as supervisors. The programme leads to an internal
qualification...”.

Note that there is absolutely no reference to interaction with or
experience of the reality of industry in the big outside world, and this
isolation from the reality of the working life forms part of a theme
that underlies many problems that we will discuss.

Tax Inspector training is largely theoretical, offers
little experience of the world outside the Civil Service
and is delivered largely by HMRC staff who
themselves may have been trained in a similar fashion
to the new trainee.

The Mindset of the Tax Inspector

Having briefly discussed this within the Overview let us now return
to and look more closely at the concept of the individual Tax
Inspector functioning within the System. Remembering always that
we are talking not about the individual in the context of his private
life and how he performs socially. Remember also that even having
discussed the fact that his power and authority is limited, this is not
necessarily how the Tax Inspector, or the taxpayer, perceives the
“power” situation. | have explained this “junior management”
concept to countless taxpayers over the years. This “third party”
knowledge of reality, as passed on by me, does little to assist an
individual in overcoming his understanding of a situation and to allay
his inherent fear of the unknown.
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I frequently hear the phrase (about HMRC staff) that “they wouldn’t
last five minutes in the real world”, but what exactly does this mean?
On the self employed side of the fence, be we shopkeepers, company
directors, accountants or whatever we do not have a System to
support us, into which we can be absorbed and which, in turn,
supports and assists us. We survive or fail pretty much entirely as a
result of our own endeavours. Conversely, the System that is HMRC
carefully looks after and supports and nurtures its employees, and
makes available a huge variety of resources to help those employees.
What is the point here?

Essentially, the Tax Inspector doesn’t exist in the real commercial
world. This isn’t a criticism, simply a statement of how the System
works. Expressed very simply here and returned to later - we need
those taxpayers, who are our customers and clients, and upon whom
we depend for an income. To the Tax Inspector they are simply cases
to be worked.

Whilst the rewards for the Tax Inspector from his employment may
be regarded by some as substantial, his working life is far from
glamorous. It is primarily desk bound with no "real” contact with or
experience of the outside commercial world. Life within the Tax
Inspector’s working environment is compartmentalised and follows a
cyclical daily process of working through an allocated caseload. Like
all civil service junior managers he will be subject to some form of
supervision from line management and the degree and intensity of
this will vary from situation to situation.

As we have seen from the job description even the stress factors of
working life are described as that “he may be subjected to some
stressful experiences”. The Tax Inspector inevitably has little
experience of the day to day types of traumas to which the self
employed are subject on an ongoing basis. This is neither in any way
a criticism of the individual person nor even the System in which he
is ensconced. It is simply a reflection of the situation.
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A further and very important point to note is that in the conduct of
his work the Tax Inspector doesn’t deal with people, as individuals,
as such. He is a case worker, in an office environment, working a
selection of cases allocated to him. Apart from technical ones he may
make no distinction between living persons, human beings, and non
living legal persons in the form of Limited Companies. He does not
interact, at a personal level, with the subject of Tax Investigations
and has neither a need, nor a means of relating to, the personal
consequences to the individual of what he does.

He may pay lip service (a term not meant unkindly) to the fact that
there are very real individual consequences of what he does, but this
is nothing more than common courtesy. He is simply working a case
and this again is not a criticism. Where the objection starts to cut in
is often the manner in which the individual chooses to work the case.

It is for the foregoing reasons that | take the offence to which I have
previously referred at the use by HMRC of the term “customers”, or
“clients”. Regardless the strict dictionary definition of the terms, in
reality our customers and clients are people with whom we interact,
and with whom there is, between them and us, a mutual ongoing
inter dependency on one another. Within HMRC taxpayers aren’t
customers at all, as noted they are simply cases to be worked.

Accountants, for example, by virtue of the very thing they do are
closely involved with people. They often work for the same
individuals over a period of time and develop understandings of their
circumstances. In particular they understand the consequences of the
Tax Investigation on the individual client.

The Tax Inspector is a case worker, ensconced in a
particular working environment, working cases as
opposed to having a working relationship with
individuals. This is not a criticism of the individual
Tax Inspector who has little if any control of the
definition of his working environment. It does however
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enable us to understand why the behaviour of
individuals may seem strange to us.

Differences and Issues at the Interface between
Taxpayers, Accountants and HMRC

And it is here, at this interface between different perspectives and
approaches that the roots of adversity lay, and where the cause of
many of the adverse interactions between Tax Inspectors and the self
employed originate. Right and fair minded members of society must
inevitably disapprove of theft, which of course is what tax fraud is.
The tax man isn’t fair game as was the perception of many
historically, and money misappropriated from the treasury simply
impinges on the well being of the remainder of the general public
who have to pay more tax as a consequence. It is generally
recognised that all members of society should pay their share of tax,
the amount properly due, and that those in arrears with their tax
liabilities must “catch up”.

The situation however is not black and white and is FAR from being
straightforward. | have come across many situations where, had it not
been for specialist intervention (an observation not intended vainly)
the taxpayer might have paid substantially more than he was liable to
pay, not because he had defrauded the System, but because he was
unable to prove that he had not done so.

In such circumstances the perception of the “truth” is not necessarily
what occurred but what can be demonstrated as having occurred. We
address the issue of proof in some detail later. One significant issue
that |1 have with HMRC is that they tend to require absolute proof
whilst being fully aware that peripheral evidence such as a sworn
affidavit may well be acceptable. We return later to issues of
conflicting responsibilities within the overall remit of HMRC.
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Additionally we live in a humanitarian society. Yes, people have to
pay their dues, but in this respect also the situation is again far from
straightforward. The consequences for individuals and their families
of catching up with arrears (regardless the reasons why they arose in
the first place) can be devastating. The rights and wrongs of the
System could well be the fruitful subject of a large and totally
separate book and | do not dwell on them here. At this point | am
simply looking briefly at the interface between that Tax Inspector’s
perspective and that of others.

At the interface between Tax Inspectors and others,
the mindset between the two is likely to be very
different.

The lifestyle of many of the self employed revolves, inevitably and
to a very great extent, around work related concepts. The need to get
new work in and keep existing customers happy and loyal, getting
paid for work done and the like is fundamental to their lives. They
are subject to significant pressures which derive directly from a need
to survive financially. The success of what they do is fundamental to
their lifestyle and how much money (if any, literally) is available to
spend.

The Tax Inspector’s situation however is entirely different. Having
been accepted into the HMRC fold and having served some sort of
probationary period he becomes established in his work situation
and, unless he does something way off the planet he is pretty much
guaranteed a job for life. Furthermore not only does the Tax
Inspector potentially have a job for life but he also has a guaranteed
income, albeit that the quantum of that income may vary in
accordance with his work performance. Whilst the finite amount of
that income is not guaranteed, it is certainly going to be there long
term, subject again only to the caveat that he must not step
significantly out of line. In the background, for the future, the
inevitable prospect of a substantial public sector pension is always
there.
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At this point | wonder whether the Reader may be reflecting as to
why Tax Inspectors are always so well dressed, polite and politically
correct. It is what is expected of them by virtue of the nature of their
employment. Remember however that when you meet a Tax
Inspector who is conducting a review of a case, you are not engaging
in a mutually reciprocal professional business relationship.

The concept for example of a business person after attending a
meeting with us the previous day, and then issuing a letter along the
lines “thank you for your kind hospitality at yesterday’s meeting; you
owe us £1,000,000.....!” is pretty much alien to us. It simply isn’t
how things are (usually) done in the world of commerce, although
there are of course exceptions. Many, many actions of Tax Inspectors
are completely incongruous, like for example shaking hands and
similar civil niceties. Would you shake hands with a detective
investigating you, a prosecutor prosecuting you, or a debt collector
taking your assets? Of course not!

The lifestyle of the self employed revolves to a very
great extent around work related concepts, for
example the need to get new work in and keep existing
customers happy and loyal. The Tax Inspector
however is working a case, not engaging in a mutually
reciprocal business relationship.

Of course by the same token life out here in the real competitive
world is equally an unknown factor to the Tax Inspector. He has
absolutely no experience of the kinds of pressures - financial and
otherwise - to which we are subject, nor is he able even to come
close to appreciating them. The following example comes to mind
which, whilst I suspect it will bring a wry grin to the Readers’ face
nonetheless emphasises how significant the lack of experience of
reality is, in considering the actualities of situations.

Consider the case of a small corner shop type business where the Tax
Inspector was “concerned” about the relationship between wages and
turnover, the former being somewhat lower than might be expected
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by reference to the size of latter. The shop was open from 8.00 am to
10.00 pm seven days weekly — a total of 98 hours. The staff worked a
limited number of hours weekly leaving the proprietor working the
bulk of the time, fitting in also cash and carry visits, trips to the bank
and the various other necessary tasks.

Lead wholly by his theoretical training the Tax Inspector “found it
difficult to believe” that a proprietor would work such long hours.
The Tax Inspector’s assertion was that it was inevitable that the
proprietor had employed other staff, who were being paid in cash
from suppressed sales, and who were not being the subject of PAYE
deductions. The proprietor was challenged to prove that this was not
occurring.

We of course know the alternative reality of the situation faced by
the proprietor. The business, like many similar ones, was struggling
and in the harsh reality of life the proprietor was required to put in
the hours or face closing down. But how can anyone prove a
“negative” situation such as this?

The failure of HMRC to adequately train its staff in
the reality of working life can lead Tax Inspectors to
views, conclusions and opinions that are substantially
at odds with reality.

Tax Inspector Behaviour Regulation and
Complaints

In relation to HMRC we need first to make a clear distinction
between events that are statutory and appealable through an appeals
procedure and actions taken at the volition of individuals, and for
which they are responsible. In considering complaints we are looking
specifically at the latter, the manner in which Tax Inspectors conduct
themselves personally in the performance of their day to day duties.
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I am no longer a party animal but many years ago, in my early
working life things were different. There was a long established
tradition within the culture of office workers generally that the last
working day before Christmas was a day for winding down. Work
stopped about midday to give way to the inevitable activities
associated with alcohol and pub and the much looked forward to
Christmas party.

I remember one particular such last working day when, like everyone
else | was looking forward to the forthcoming activities when the
District Inspector (DI) summoned me to his office. It was with a
feeling of foreboding that | attended the summons where he
expressed his extreme regret that | would need to miss the festivities.
A “Member of Parliament” (MP) complaint had been received in
respect of HMRC’s treatment of a member of the public. As a
complaint this required immediate attention. The processing and
action had to be started on that day so that the rigid timescale
allocated for such issues could be adhered to. How, however does
that compare with the lie of the land these days?

Over time there have been very significant changes in management
styles and structures generally, not just within HMRC but in the Civil
Service generally and indeed throughout the UK and globally.
Structures have become less regimented and complaints systems
generally have increasingly tended to look inwards to deal with
complaints internally. If the issues | raised here were to derive from
complaints stemming from me alone it might well be considered that
I am a discontented individual with some axe to grind, but they do
not derive from me alone!

| frequently deal with cases which have been passed to me by other
accountants who are not content with the actions of particular Tax
Inspectors. | have worked on those cases and in respect of some of
them encountered similar problems to the previous accountant. Over
the years | have raised significant numbers of complaints over a wide
range of issues, and those issues have frequently been such that other
professionals too have been concerned about them.
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Yet not on one single occasion has a complaint been upheld or, as far
as | can establish from responses received, resulted in action being
taken to rectify the future situation. There appear to be only two
possible conclusions to this scenario. The first is that | along with all
the other professionals who have been discontent with situations got
it wrong on every occasion, whilst HMRC got it right every single
time. Alternatively there is something inherently wrong with the
complaints procedure. At one point | had managed to convince
myself that the fault must inevitably lie with me, but | have since
recovered from that depressed situation.

I have raised significant numbers of complaints over
time in respect of a wide range of issues. Many of
these have been referred to me by other accountants
because they had been discontent with the action of
individual Tax Inspectors. Not a single one of those
complaints has been upheld! Did HMRC get it right
every time, whilst we got it wrong every time?

Regardless whether the complaints were justified or not, what further
avenue, if any, is available to me in order to have the matter further
considered if | disagree with the outcome?

e There is certainly the option of a further review, or perhaps
reviews within HMRC at another tier, but is there any reason
to assume that the response to that will be any different? We
have already considered that those administering the training
system have themselves gone through the same in-house
training procedure. Inevitably therefore, the same will apply
to those administering the Complaints process and many if
not all of those, will have been similarly trained to the
subjects of any complaint. It must follow therefore that those
administering the complaints procedure will have
perspectives and outlooks in relation to the performance of
work that will be similar to those individuals whose actions
have been the subject of complaint.
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o If the foregoing does not produce a satisfactory response
there is the potential to complain to the Adjudicator’s Office.
The last letter | saw from that office, just a few days before
this book went to press was dated 28 July 2008. The
following is a quote from that letter. “We are currently
working through a backlog and are unable to respond to
written or telephone requests for updates.” The letter is
dated some eighteen months ago and, my understanding
from its recipient, is that a reply has still not been received
from that office!

There are a couple of exceptions to the foregoing internal complaints
procedure but these relate to separate matters which are potentially
very serious and possibly criminal, and which may be considered by
the Independent Police Complaints Commission (IPCC).

HMRC is the most prolific revenue generating entity
in the country, an organisation with a massive degree
of discretion as to the treatment of taxpayers generally.
Is it right that it administers its own complaints system
(aside from very serious ones referred to the
Independent Police Complaints Commission), and is
responsible for the censure or otherwise of its staff?
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4.1SSUES WITH HMRC

The General Treatment of Tax Fraud

Tax issues almost never result in a Criminal Prosecution by HMRC,
although there are some exceptions and the reader may recall two
high profile cases involving an entertainer and a sportsperson that hit
the headlines some years ago. Given the rarity of prosecutions they
are not discussed as a subject in this Book. The vast majority of cases
are concluded by a Contractual Civil Settlement, which follows on
automatically at the conclusion of any Tax Investigation leading to a
need for an upwards adjustment of the taxpayer’s liability. A
contractual civil settlement provides that the taxpayer will enter into
an agreement with HMRC to repay tax undercharged, along with
interest and such penalties as are appropriate. The settlement might
provide for the payment of all the duties in one lump sum, payment
by instalments over time, or a combination of both.

The investigation of tax offences rarely results in a
criminal prosecution and is generally concluded by a
contractual civil settlement.

HMRC: Situations and Adversity

Adversity is very specifically not my preferred option. It is stressful
for all concerned and | endeavour always to take things forward, at
all times, in a manner of sensible cooperation and compromise.
Unfortunately this is not always possible and significant parts of this
book, as the reader has already seen are about dealing with adversity,
and how to cope with situations where our perspective differs from
that of the Tax Inspector.

These differences in perspective manifest themselves in a variety of
ways. For example where requests made by HMRC are perceived as
unreasonable, or where the taxpayer is potentially going to be faced
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with an alleged liability which he potentially does not “owe”, but is
apparently unable to disprove. A common example is a situation
where funds have been lodged with a private bank account. The Tax
Inspector has required evidence in the form of the third party’s bank
account from which they were originally drawn, but that document is
not available to the taxpayer.

This is the “Dark Side” of the System where the accountant or
taxpayer believe that things are going wrong, but there is no apparent
means of dealing with the issues that have arisen. It is a simple
statement of fact that all involved in Tax Investigations, are human
beings subject to the same frailties and weaknesses as fellow
members of the human race.

What is inevitable, in any situation where at the interface there are
individuals with totally different perspectives, is that human nature
will cut in and that the individual with the perceived upper hand will
frequently win out over the other “weaker” individual or individuals.

This section of the text has been omitted as a consequence of
legal advice received.

Significant parts of this book are about dealing with
adversity and how to cope with situations where our
perspective differs from that of the Tax Inspector.
Actual examples that might have exemplified this have
been omitted as a consequence of legal advice.

HMRC’s Internal Disputes

We discussed under a previous section, “The Tax Inspector’s
Mindset” that the roots of diversity and the many ongoing adverse
interactions between Tax Inspectors, the self employed and their
professional representatives stem from their different perspectives,
approaches and mindsets. The first iteration of the book was one
which was very critical of the Tax Inspector in this respect and
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contained examples which were withdrawn as a consequence of legal
advice received. As | have worked through the book | have
increasingly realised that the fault lies primarily with the System, as
opposed to the individuals who work in it, and this final version of
the book is presented in a changed format from that originally
intended.

Lest the reader become concerned that I have become “pro” HMRC
let me reassure you that this is not the case and the next section looks
specifically, and in detail, at how to deal with issues relating to Tax
Inspectors regardless whether responsibility for those issues lies with
the underlying System of HMRC. For the moment however, | am
perusing my quest for a balanced presentation, and taking a look at
the underlying issues.

The following description and criticism of the Self Assessment
System is a sweeping generalisation aimed at highlighting just one
underlying theme. An attempt to address it fully would need to cover
far more areas than | as a private individual could possibly address in
a modest book such as this. However, the underlying problem is that
the whole structure of conduct of the Self Assessment System by
HMRC, in so far as it relates to the control of tax abuse, is
grotesquely underfunded and completely incorrectly structured. As a
consequence the operational remit of individual Tax Inspectors and
the System they help administer is intrinsically and inherently beset
throughout with contradictions to the significant disadvantage of
taxpayers generally.

I am not going to do anything more than simply scratch the surface
of the subject here, and | am certain that there are many more
capable people than me juggling the need for change against the
finance available, in the powerhouse of the Treasury. Nonetheless,
like other accountants | see and have to contend with the inequity on
a day to day basis and, as | believe | mentioned somewhere else
previously, it’s my book, and, as such, | am going to have my say!
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Rather than work through pages of text on page after page | am
going to use the relatively simple example that follows as an
introduction to the concept that | wish to illustrate. It is a real life
example and the real cash consequence for the business, the amount
the business may have to pay HMRC, is of the order of £1/4m.

The situation was one where the taxpayer had been running a
business in a loss making situation, and those losses had been offset
against other income over time. The business had been running for
some eleven years, having claimed relief in similar circumstances in
each year. Having decided to raise the Tax Investigation the Tax
Inspector conducted a meeting with the taxpayer which lasted
approximately twenty minutes. It is clear from the notes of that
meeting that little insight into the actual business structure, its aims
and purposes was obtained.

The Tax Inspector may have had some, or even a significant
knowledge, of the overall nature of the industry, and from that
knowledge | accept it was guestionable whether the losses claimed
were allowable. Decisions however cannot, or at least should not be
made on the basis of what happens elsewhere. On the basis,
essentially, of this information alone however, the Tax Inspector
issued his decision letter that the Tax Relief granted historically was
to be withdrawn.

When [ say decision letter HMRC has argued that they hadn’t issued
a “formal” decision letter. They had “simply” told the taxpayer how
much had been over allowed, that he had been criminally negligent,
and even the penalty he was going to pay. Yet again | shall leave it to
the reader to deliberate what exactly constitutes a “decision” letter,
and the extent to which the taxpayer is expected to know the
difference between the different types of standard letter that HMRC
chooses to use.

It is poignant and significant in the extreme that | have been able
(hopefully) to adequately describe, in just a few lines, the
considerations given by a Tax Inspector, to an issue with a financial
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consequence of £1/4m! Of even more concern is how very simple it
is to describe such an achingly large flaw in the system. | knew and
still know little about the industry but, by spending just a couple of
hours talking through the machinations of the business, and the
proprietor’s hopes and aspirations, | was able to see that there was a
reasoned prospect that he might indeed qualify for the relief that had
been granted.

The details of the specific case are completely irrelevant. The issues
we discuss here very specifically are nothing to do with whether the
tax relief is due or not. The issue is the actuality of the situation and
the manner in which individual HMRC Tax Inspectors work within
the system.

Working within the requirements and parameters of
the System, Tax Inspectors may fail to give appropriate
consideration to all the factors of the case as we may
perceive them.

Human Aspects Considered

Having said early on that the book is about human nature, not
technicalities, the case in the previous paragraph provides an
excellent opportunity to explore specifically the human aspects of a
situation. In the first instance the formal appeal procedure is
technically available, but there were other separate aspects to the Tax
Investigation, and the formal appeal procedure was a very long way
away. The main accountant himself was a completely competent well
experienced individual so what was the problem? The facts were as
follows.

o The Tax Inspector had issued his decision letter disallowing
the relief.

e The decision was based on his “understanding” of the facts,
which was in effect his understanding of the industry.



