HM Revenue and Customs - a new regime
From 1 April 2009 HM Revenue and Customs' ('HMRC')has introduced a new approach to tax risk and penalties, backed up by some changes to information powers to obtain data about taxpayers' affairs. This article summarises the changes and some of the implications for taxpayers.
New compliance checks

HMRC will target specific areas of tax risk rather than undertaking formal enquiries on every case. HMRC is risk profiling taxpayers, and  will then either open full enquiries (even prosecutions) on the more serious risk cases but probably use a letter or telephone call merely checking whether there has been an error on their return for the majority of taxpayers.
Information and inspection powers
The new powers include powers to undertake inspections at business premises, for both direct and indirect tax purposes. There are a number of safeguards for taxpayers, although a number of these are guidance as opposed to legislation.

Record keeping and Time limits for claims and assessments
The new record keeping requirements are broadly similar to the existing legislation and there is scope to request reduced periods for which records need to be retained. New assessing time limits have reduced the number of years HMRC can go back in normal time limit cases, effectively from six to four years. They may only assess six prior years in cases of 'carelessness' but twenty prior years in cases of 'deliberate' understatement. 
The New Penalty Regime

The new penalty regime for incorrect returns began as long ago as 1 April 2008 but only affects returns due to be submitted from 1 April 2009. Staged penalties will apply for defined behaviour patterns.
1) An innocent mistake means no penalty, but an absence of 'reasonable care' can give rise to penalties of up to 30%, deliberate action that has not been concealed of up to 70%, and action that was deliberate and concealed of up to 100%. 
Fraud and neglect no longer remain as terms to determine the level of penalties.

2) All penalties will be multipliers of 'potential lost revenue'. This means that penalties will be taken even if there is no immediate tax effect. For example, this situation might arise where overstated losses are reduced following an enquiry.

3) For each type of behaviour there are minimum penalties and different minimums depending on whether the tax irregularity has been established by the actions of HMRC or an unprompted disclosure by the taxpayer.

4) Guidance indicates that penalties can be mitigated (between the maximum and minimum) based on the new reduction factors:

- telling (up to 30%)

- helping (up to 40%)

- access (up to 30%).
5) There are provisions for the suspension of penalties for careless inaccuracies for up to two years subject to conditions to be specified by HMRC.
6) Corporate penalties for deliberate inaccuracies may be imposed on directors or managers if the inaccuracy is considered to be attributable to them.

Budget 2009
This year's budget introduced yet more compliance powers for HMRC although the majority of these are unlikely to apply to Chamber activities.
Summary

All of the new powers add up to a package that HMRC believes will allow it to approach policing the tax system in a much more flexible way.

If any Chamber members wish to discuss the implications of the new penalty provision, they should contact David Jewkes on 0121 232 5235 or david.jewkes@gtuk.com.
