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Take Care to Avoid a Penalty

You could be charged a penalty if you don’t take reasonable care with your tax affairs.

HM Revenue & Customs (HMRC) acknowledge that most people do take care to declare
and pay the right amount of tax. They use penalties to stop people who don’t take care from
gaining an unfair advantage.

When does it apply?

HMRC can charge a penalty if your return or other tax document is inaccurate and as a
result you don’t pay enough tax, or if you don’t tell them a tax assessment they have sent to
you is too low.

This penalty system applies to:
e Capital Gains Tax
e Construction Industry Scheme
e Corporation Tax
e Income Tax
e Inheritance Tax
e National Insurance contributions
e PAYE
e Stamp Duties

o VAT
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How does it work?

You will have to pay the additional tax and any interest that is due. If HMRC charge a
penalty it will be a percentage of the additional tax. The penalty rate now depends on the
type of inaccuracy. The more serious the reason for the inaccuracy the higher the penalty
can be. HMRC will not charge a penalty if you took ‘reasonable care’ to get things right but
still made a mistake.

If you send HMRC an incorrect document they will charge a penalty if the inaccuracy:
e is because you failed to take reasonable care — you were careless
e s deliberate — you intentionally send them an incorrect document

e is deliberate and concealed — you intentionally send them an incorrect document
and try to conceal the inaccuracy

What is reasonable care?

‘Reasonable care’ varies according to the person, their circumstances and their abilities. But
HMRC expect everyone to make and keep sufficient records for them to provide a complete
and accurate return, and to update them regularly.

Some of the ways you can show you took reasonable care, and avoid a penalty include:
e keeping accurate records to make sure your tax returns are correct
e checking what the correct position is when you don’t understand something

e telling HMRC promptly about any error you discover in a tax return or document after
you've sent it.

When will HMRC reduce a penalty?

HMRC can reduce a penalty if you tell them about an inaccuracy, especially if this is
unprompted.

A disclosure is unprompted if when you tell them about the inaccuracy you have no reason
to believe they have discovered, or are about to discover it. Everything else is a prompted
disclosure.
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be applied to an

inaccuracy.
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HMRC can reduce a penalty from the maximum if you:
e tell them about any inaccuracies
e help them work out what extra tax is due

e give them access to check your figures

Can HMRC suspend penalties?

HMRC may suspend a penalty for a careless inaccuracy for up to two years. They will set
conditions for you to improve your systems to stop the same mistakes happening again. If at
the end of the suspension period you meet all the conditions, HMRC will cancel the penalty.
They cannot suspend penalties charged because of deliberate inaccuracies.

How will I know if | have a penalty?

HMRC will discuss your tax with you to work out the correct amount. They will talk to you
about any penalty that may be due before they send a penalty notice so you can understand
what has happened and why they are doing this.

How can | appeal against a penalty?

You can choose to have the penalty reviewed within HMRC or can appeal against it to an
independent tribunal. There is a factsheet HMRC 1 available at
www.hmrc.gov.uk/factsheets/hmrcl.pdf
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Third party penalties

HMRC are now able to charge a penalty on a third party. They can only do this if a third
party deliberately withholds information or deliberately supplies false information to a
taxpayer who has to complete a return. HMRC have to demonstrate that the third party
intended to cause the document to be inaccurate.

Exeter Barnstaple Bovey Tracey Holsworthy Honiton Okehampton
Michael House Millennium House The Steam Shop 12 The Square Office 6 4 Fore Street
Castle Street Brannam Crescent Pottery Road Holsworthy East Devon Business Centre Okehampton
Exeter Roundswell Bovey Tracey EX22 6DL Heathpark Way EX20 1AD
EX4 3LQ Business Park TQ13 912 T: 01409 253620 Heathpark Industrial Estate T: 01837 52485
T:01392 211233 Barnstaple T: 01626 200124 Honiton

EX313TD EX14 1SF

T:01271 342233 T:01392 211233

info@simpkinsedwards.co.uk www.simpkinsedwards.co.uk

Please note: The above resource is provided for general information only. No responsibility can be accepted by Simpkins Edwards LLP for
any use made of the information presented, whether acting or refraining from action as a result of the material published. No action
should be taken without consulting a professional adviser.
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