
INVESTIGATIONS 

An interesting case of poor record keeping 
The First-tier Tribunal had to rule on whether HMRC had the 
right to impose its estimates for tax deductible expenses in place 
of those claimed by the taxpayer. The decision turned on the 
quality of record keeping. What was the outcome? 
The case 
Denise Perry (P) was in business as a quantity surveyor. She dutifully reported her income 
and expenses on her self-assessment tax return each year. However, HMRC was suspicious 
of the amount of expenses P claimed. In April 2013 it started an enquiry into her 2011/12 tax 
return and asked P for the records to back up her claims. Her response was to phone HMRC 
and say that because her business had ceased in 2012 she no longer had any records. 
Demand for information 
P’s response wasn’t a smart move. She ought to have known that the law requires you to keep 
records for at least the current and the previous four tax years. Even if she had no records it 
would have been more sensible to have called HMRC and said that it would take her a while 
to provide the information. She could then have reconstructed or created records from the 
information available to her. However, she didn’t and the inevitable consequence was that 
HMRC ramped up its investigation. 
HMRC’s next step 
In this kind of situation HMRC is bound to issue a formal notice (schedule 36 Finance Act 2008) 
asking for “information” or a “document” that will allow it to check the tax return. In the 
absence of proper records it wanted receipts, bank statements, etc. P should have taken this as 
a hint that HMRC wasn’t going to let the matter drop and again could have asked it for time 
to construct the records. Instead, she sent a spreadsheet that did little more that string together 
a batch of figures to match those in her tax return. The amounts were all round sums from 
which HMRC concluded that they were estimates.  

Tip 1. If HMRC asks for documents you’re usually entitled to provide copies, duplicates or 
digital versions. It might later ask to see originals, but this is only likely where it suspects 
fraud.  

Tip 2. Despite what some tax inspectors say, you are allowed to use estimates for your tax 
return. But base them on fact and make them sensible. For example, estimates should only be 
used if you can’t find another way of proving an expense, say, for a cash purchase or one 
which you can’t identify from bank or credit card statements.  
What the tribunal said 
It’s no surprise that the First-tier Tribunal (FTT) came down firmly on the side of HMRC. It 
confirmed HMRC’s much lower estimates of P’s expenses and agreed that they could be 



applied retrospectively for four previous years. P didn’t really give the FTT a choice. She had 
more than one opportunity to create the records she hadn’t bothered with while she was in 
business. 

Trap. HMRC has the whip-hand in tax enquiries. To overturn its figures you must be able to 
prove to HMRC or a tribunal that they are wrong and that your figures are correct.  

Tip. HMRC says that you should record your transactions almost the moment they happen, 
but there isn’t currently any legal requirement for this. Retrospectively created records for tax 
and accounting purposes are not ideal, but are certainly better than no records at all.  

The First-tier Tribunal ruled in favour of HMRC as the taxpayer couldn’t 
or wouldn’t provide records to back up her tax return. The onus is on you 
to prove your figures are right. A key factor in winning a dispute with 
HMRC is to produce proper records, even if you have to create or recreate 
them retrospectively. 
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