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HIGH NET WORTH INDIVIDUALS - FUTURE
DEVELOPMENTS IN TAX RISK MITIGATION

Introduction

In a recent paper entitled ‘Capital Allowances under the Spotlight’
we looked at what the new unit set up by HM Revenue &
Customs (HMRC) to deal with high-net-worth individuals (HNWIs)
might mean in the context of Capital Allowances claims. We
concluded that Capital Allowances claims made by HNWIs are
likely to receive more consistent attention from HMRC, rather
than the inconsistent approach that is currently adopted. In this
paper we consider what future developments in tax risk
mitigation might be employed by HMRC and again how this
might impact on the practicalities of making and agreeing Capital
Allowances claims.

The formation of HMRC’s new unit specifically targeting HNWIs was no
doubt inspired by the perception that this particular group of taxpayers may
be paying something less than the right amount of tax. It is interesting,
however, to note the possible influence of a recent project conducted by the
Centre for Tax Policy and Administration of the Organisation for Economic
Co-operation and Development (OECD). This project, which has been
running since March 2008 by a focus group, resulted in a discussion paper
for public debate between 30 October 2008 and 31 December 2008 focused
on the improvement of ‘co-operative compliance in connection with HNWIs’.

The OECD'’s discussion paper included the following paragraph which
strongly suggests that HMRC may be significantly influenced from the
findings of the OECD project:

The question the focus group wishes to explore is how a tax administration
could be organised to effectively deal with the HNWI taxpayer segment and
be able to engage in co-operative forms of compliance. For instance,
several tax administrations in both OECD member and observer countries
have created dedicated units (either at national or at regional level) with
particular responsibilities (e.g. advising, assessing, auditing or combinations
thereof) relating to the HNWI taxpayer segment (e.g. Australia, Ireland and
France).

As can be inferred from the above, the OECD project may well provide some
useful insights into the future policy of HMRC, so we should consider what
else the discussion paper has to offer. Probably the most interesting
suggestion, made in respect of HNWIs that do not knowingly break the law,
is the suggestion of a voluntary program of co-operative compliance
involving a pre-filing meeting to discuss any areas of uncertainty. Likely
areas of tax uncertainty could well include Capital Allowances claims,
because these involve not only interpretation of the tax rules, but also
valuation issues.
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The OECD paper suggests that the benefit to a HNWI from volunteering for
such a program would be significantly lower compliance costs. The paper
goes on to add the following in respect of the resolution of issues at the pre-
filing meeting:

This would allow the HNWI to settle any tax issues at the earliest opportunity,
reduce compliance costs, provide certainty and leave him or her free to focus on
other matters. As the meeting would take place before the return is filed, the
atmosphere and general interaction could be less confrontational than it might be
at a later stage, as the question of penalties does not yet arise.

If pre-filing meetings are considered to be of significant benefit to both the HNWI
and HMRC, then this could well be a policy that is implemented by HMRC in the
future. If the HNWI were to attend a pre-filing meeting, then he or she would
certainly be accompanied by their tax adviser. Furthermore, if the areas of
uncertainty included Capital Allowances claims, then someone who is able to
comprehensively respond to any queries on the claims must also be in
attendance in order to maximise the benefit of the meeting. If questions arise at
the meeting on the Capital Allowances claims that need to be referred back to a
third party outside of the meeting, then obviously the whole purpose of a pre-
filing meeting is undermined.

It is easy to see that complications could arise if Capital Allowances claims
have been prepared by the tax adviser in conjunction with a quantity surveyor,
or other building consultant, who is not also competent in tax matters. The tax
adviser would be unaware of the detail of the claims and the quantity surveyor
would not understand the tax implications of any queries raised by HMRC at
the meeting. The necessary liaison between tax adviser and quantity surveyor
at the meeting is likely to be awkward and even detrimental to the interests of
the HNWI.

On the other hand, if the Capital Allowances claims were prepared by a
specialist, any questions of detail on the claims raised by HMRC at the pre-filing
meeting could be dealt with by the specialist in the full knowledge of the tax
implications of the answer being provided, together with the necessary legal
support. If the specialist is also known by HMRC to be both reasonable and
professional in their approach, then so much the better.

Furthermore, the implementation of pre-filing meetings will necessitate that the
HNWI considers Capital Allowances much earlier than might otherwise be the
case. It would, therefore, be worthwhile the HNWI implementing a system to
capture in real-time the necessary data for Capital Allowances in order that
early computations are achievable.

In conclusion, therefore, the news that HMRC has set up a specialist unit to
deal with HNWIs may be just the start of future developments in the approach
to tax compliance for this category of taxpayer. If pre-filing meetings are
implemented within a regime of co-operative compliance, then HNWIs will
need to consider how to maximise the benefits from such co-operation. An
early, informed and comprehensive approach to areas of uncertainty, such as
Capital Allowances, will be essential if a successful outcome is to be achieved.

For further advice concerning any of the issues raised in this briefing, please
contact one of our key individuals detailed overpage, or alternatively call our
helpline on 0800 526262. Information on other property tax related topics can
also be found on our website at http://bankingtaxfinance.davislangdon.com.
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Whilst every effort has been made to ensure accuracy at time of publication, dated September 2010, information contained in this document may not be comprehensive or reflect individual circumstances or

may be subject to subsequent revision and legislative changes. Recipients should therefore not act on any information without seeking professional advice.



