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Now is not the right time for a formal evaluation of pension tax reliefs, the U.K. government said
in response to a report calling for a “step change” in the administration and understanding of
reliefs.
HM Revenue & Customs does not understand the impact of “any of the largest tax reliefs,
including reliefs on pensions which were forecast to cost £38 billion in 2018-2019,” the House of
Commons Public Accounts Committee said in July. The government “has not made any
assessment of whether that huge cost actually encourages saving for retirement or reduces
dependence on state retirement benefits, or whether it just enables those already saving
comfortably to save more,” the committee argued.
There are “vast amounts of tax forgone” through reliefs, Mel Stride, Treasury Committee chair
and Conservative member of Parliament, said in July, as he launched an inquiry into "tax after
coronavirus." But the committee has said it will consider the role of reliefs in rebuilding the
economy after COVID-19. The inquiry has invited written evidence by December 7.
“Clearly, tax reliefs have an important role in rebuilding the economy and promoting economic
growth and efficiency,” the Institute of Chartered Accountants in England and Wales said in
evidence to the Treasury Committee published on September 28. “Historically, reliefs have
been used successfully to encourage innovation and entrepreneurship. We understand the U.K.
is anticipating record numbers of start-ups and our perception is the current regime of tax reliefs
works well. We suggest better feedback would be helpful for government to review whether
reliefs meet their behavioral intent.”
The Institute of Chartered Accountants of Scotland said the role of tax reliefs in any tax system
needs careful evaluation. “If there is to be a strong stance against tax avoidance, legislators
should not provide incentives for undertaking it, as can happen with the introduction of some
reliefs. Careful consideration needs to be given to proposed new reliefs. It is questionable
whether tax reliefs support the economy, its growth, or its efficiency; after all, a tax relief is not
available unless a business has already made profits,” it added.

Government’s Response
Responding to the Public Accounts Committee report in an HM Treasury minute published on
September 28, the government pointed to five consultations undertaken since 2016 on aspects
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However, the government accepted most of the committee’s recommendations.

Tax Expenditures
The committee had noted that in October 2019, in addition to structural tax reliefs, which define
the scope and structure of a tax, the United Kingdom had 362 “tax expenditures” reflecting
decisions “not to collect taxes due in order to support social or economic objectives.”
HMRC had estimated that 158 of those reliefs could have an aggregate cost of £159 billion a
year, but the cost of the remaining reliefs was unknown. The committee called on HMRC to
establish and publish the criteria it will use to determine which reliefs to evaluate. The
government said it agreed, adding that HMRC will publish the criteria — being developed in
response to a February National Audit Office report — when they have been finalized and
approved by ministers.

Groups and Sectors Benefiting
HMRC will publish “by the end of 2021” more information on the groups and sectors benefiting
from the most significant non-structural reliefs for which the relevant data are available, the
government said. The committee had suggested that HMRC and Treasury are “insufficiently
curious” about the impact of some reliefs on particular groups. But the government noted that,
for some reliefs, there is no requirement for the taxpayer to notify HMRC of their use.
HMRC already publishes statistics about the users of some major tax reliefs, “such as the
sectors and regions of claimants of research and development tax credits, patent box, and
employment allowance,” the government said.

Changing Behavior
The committee’s inquiry concluded that the exchequer departments are “not transparent with
Parliament” about which tax reliefs need to change taxpayer behavior to meet the
government’s objectives. It recommended that HMRC should publish a list of all such reliefs and
their objectives.
The government said it will “explore the best way” to collate and publish the objectives, adding
that many reliefs have been in place for a long time. It will also “aim to ensure that the [tax
impact and information notes] for new tax reliefs and changes to existing reliefs specify where
they are intended to change behavior.”

Cost Variances
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of pension tax reliefs. The government said it will “continue to engage with stakeholders to
understand the regime’s impacts and gather evidence through consultations.” HMRC publishes
annual statistics showing the total costs of pension tax reliefs, based on a combination of data
sources, the government said.
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The government agreed with the recommendation and said HMRC will “expand commentary”
on the variance over time of the costs of “high-priority non-structural” reliefs. In cases in which
it is not feasible to make credible comparisons between published forecasts and the costs of
established reliefs, HMRC will explain why.

Value-for-Money Assessments
The government agreed with the committee that HMRC should publish results of internal as well
as external evaluations. But Treasury will not prepare an annual report setting out the results of
its value-for-money assessments of tax reliefs. Those assessments are “part of the
policymaking process and part of advice to ministers, which is necessarily confidential,” the
government argued, adding that it “commits to consider” the National Audit Office’s
recommendation that it should develop a “robust methodology for assessing the value for
money of different types of tax expenditures.”

Abuse of Reliefs
The committee asked Treasury and HMRC to set out “how they will accelerate their response
when reliefs are costing much more than expected, are subject to abuse, or are not achieving
their objectives.” The government said it already keeps tax reliefs under review and “takes
action where appropriate,” citing changes to reliefs in most finance bills and the recent changes
to capital gains tax entrepreneurs’ relief, now business asset disposal relief, in particular.
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HMRC cannot explain why the cost of some tax reliefs is considerably greater than government
forecasts presented to Parliament, the committee concluded. HMRC should identify all
significant cost variances and set out the reasons for them in a forthcoming report, it said.

