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1. Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the HMRC Call for evidence on “Cash, tax evasion and the hidden economy” 
(CFE), released on 25 November 2015. 

 
1.2. AAT is submitting this response on behalf of our membership and from the wider public 

benefit of achieving sound and effective administration of taxes. 
 

1.3. Cash continues to play a key role in society, and there are many valid reasons for cash 
to be used in our economy. For example small, micro and nano businesses are often run 
using cash for wholly legitimate reasons, as illustrated in the examples given in 
paragraph 3.5 (below). 

 
1.4. Furthermore, it should also be noted, as stated in paragraph 3.11 (below), that due to a 

variety of expedient reasons, a small business which trades using the medium of cash 
did not automatically mean that the business is engaged in tax-avoidance. Question 3 
(condoc) asks, “To what extent does cash facilitate tax non-compliance”. At this stage 
AAT would hypothesize that of the total number of businesses using cash only a small 
minority will be tax non-compliant. Therefore AAT will await the results of HMRC’s 
research (1.3, condoc) to see if the hypothesis is correct. AAT is assuming that HMRC 
will be undertaking compliance visits with a random sample of businesses using cash as 
part of this research activity. 

 
1.5. AAT has commented in order to add value or highlight aspects that need to be 

considered further. In responding, AAT has focussed on the operational elements of the 
proposals and has provided opinion on the practicalities in implementing the measures 
outlined. 

 
1.6. The comments reflect the experience of AAT members many of whom represent 

individuals, companies and businesses, such as retailers and other operatives that 
regularly handle cash  

 
 
2. Executive summary 

 
2.1. In the call for evidence on “Cash, tax evasion and the hidden economy” (CFE), the 

government invited responses from individuals, businesses, tax and other representative 
bodies to their call for evidence on the impact that the relative decline in the use of cash 
will have on evasion and the hidden economy, as both consumers and businesses 
increasingly turn to alternative payment methods. 

 
2.2. AAT is happy to comment on the ways in which businesses and consumers use cash 

and non-cash alternatives in transactions and the ways that their use might change in the 
future.  

 
2.3. Whilst for many cash trading has been pursued perfectly legitimately by businesses, 

cash has nonetheless been a traditionally convenient medium by which to evade tax for 
the reasons outlined in 3.9 (below). The trend away from cash therefore diminishes but 
does not eliminate this opportunity. 
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2.4. The increased use of debit, credit cards and online transactions leaves an electronic 
footprint, as explained in 3.45 (below). 

 
2.5. However traders so inclined can bypass this electronic footprint by the use of an offshore 

current account as explained at 3.2 (below). 
 

2.6. Online payments and increased use of digital technology may deter evasion for the 
reason given in 3.50 (below) and make compliance easier for HMRC customers.  

 
2.7. As explained in 3.54 (below) cash is widely used for money laundering of proceeds of 

crime. In 3.55 and 3.56 (below) AAT outlines possible consequences in the trend away 
from the use of cash towards electronic transfers. 

 
 

3. AAT response to the consultation paper on “Cash, tax evasion and the hidden economy” 
 

Question 1: What does the relative decline in cash usage mean for tax non-
compliance in the future? 
 

3.1. AAT considers that the relative decline in cash usage reduces the opportunity for tax 
non-compliance in the future because of the reasons explained in 3.3 and 3.9 (below). 

 
3.2. Nevertheless, in the era of international trade and the highly sophisticated use of 

technology, evaders have used overseas banks to hide income generated abroad. For 
example an internet-trader can instruct a customer to pay electronically into an overseas 
bank account. 

 
3.3. In paragraph 2.3 of a recent HMRC consultation1, HMRC stated that their ability to tackle 

offshore tax evasion will be significantly enhanced by the Common Reporting Standard 
(CRS) to which more than 90 countries have committed to the automatic exchange of 
taxpayer information from 2017, giving HMRC access to greater levels of information 
about offshore accounts held offshore by UK resident taxpayers.”  

 
3.4. It should be noted however that if the information provided is only in respect of receipts 

of bank interest then a determined evader will still be able to operate an overseas bank 
account which is not an interest bearing account and thus would be under HMRC’s 
radar.  

 
3.5. AAT would emphasise that many small businesses are run using cash for wholly 

legitimate reasons, for example, in order to reduce costs by avoiding bank charges and 
these businesses are not necessarily tax evaders.  

 
3.6. While certain traders use new technology to evade tax their action will not cancel out the 

potential for a reduction in the tax gap. It is AAT’s view that the vast majority of micro 
businesses are unlikely to be sophisticated enough for technological evasion.  

 
3.7. Practical experience of AAT’s Members in Practice (MIPs) indicates that in many 

instances the understatement of takings by a small business is due to the recording of 
actual cash in the till, net of any miscellaneous business expenses paid out of the till. 
Therefore, while there is an omission of sales receipts there may also be a 
compensatory omission of business expenses, which suggests that many 
understatements of tax are due to inadequate accounting systems.  

 
3.8. There is a notable trend for most small businesses (e.g. B&Bs or garage owners) to now 

receive their payments by electronic means. As a consequence of the fact that funds 
appear automatically in a business’s bank account the level of omissions, innocent or 
otherwise, from returns has and will therefore continue to decrease.   

 
                                                      
1 Tackling offshore evasion: Strengthening civil deterrents for offshore evaders 
 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/445537/Tackling_offshore_tax_evasion_-_strengthening_civil_deterrents_for_evaders.pdf
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Question 2: What evidence is available about the use of cash to conceal 
transactions within the hidden economy?  

 
3.9. AAT notes that HMRC has a long history in countering concealment of transactions 

within the hidden economy. This includes methods such as cash flow tests, capital 
statements and business economic modelling. In 1.2 (CFE) they explain their experience 
which shows “that cash can play a role in facilitating evasion (that is, where individuals or 
businesses deliberately and illegally do not declare and account for the taxes they owe), 
and the hidden economy (where businesses fail to register for tax, or individuals fail to 
declare a source of income).” 

 
3.10. Any accountant with experience in representing clients in settlements of Civil 

Investigation of Fraud or other evasion would readily acknowledge that the majority of 
undeclared income will be in the form of cash. AAT does not comment on Serious 
Organised Fraud which may operate other means to conceal transactions. 

 
Question 3: To what extent does cash facilitate tax non-compliance?  

 
3.11. It is difficult to be definitive in responding to this question, cash can clearly facilitate tax 

non-compliance (innocent or otherwise) in a number of different ways, for example a 
trader may choose not to record a proportion of cash receipts or in contrast overlook 
recording a part, or a whole of days takings, in the business records. 
 

3.12. As acknowledged in 3.9 and 3.10 (above), the majority of undeclared income is taken in 
cash. Unrecorded cash receipts can be used either for personal and family cash 
expenditure, or to acquire assets or to make cash business purchases “off book”, the 
consequent cash sales not being recorded. 

 
3.13. Also, cash facilitates trading at market stalls or car boot sales without notifying 

chargeability.  
 

3.14. However, AAT would point out that not all non-declaration of income by a cash trader is 
deliberate, i.e. it might arise through a failure to keep contemporaneous records 

 
Question 4: What evidence is there that the relative trend away from cash to other 
payment methods will or will not continue? 

 
3.15. Recently published studies on the use of cash, and articles from the British Retail 

Consortium2 and the Bank of England3 provide authoritative evidence of the trend away 
from cash. This evidence has led to the conclusion at 1.6 (CFE) that “overall, the trends 
indicate that the use of cash by both consumers and businesses is in relative decline, as 
they increasingly turn to alternative payment methods.”  

 
3.16. Six indicators are listed at 2.5 (CFE) as potentially impacting on future trends of cash 

usage: public’s attitude, socio-economic and geopolitical developments, government 
intervention, retailer and commercial bank preferences, alternative ways to pay and 
alternative currencies.  

 
3.17. The increasing influence of these factors as evidence of the continuing usage away from 

cash to other payments can be seen in the following trends: 
 

3.17.1. the increasing use of internet banking to transfer money (example of public’s 
attitude, socio-economic and geopolitical developments) 

3.17.2. discouragement by HMRC and other government bodies to transfer money by 
cash (government intervention) 

                                                      
2 http://www.brc.org.uk/brc_news_detail.asp?id=2636 
3 http://www.bankofengland.co.uk/publications/Documents/quarterlybulletin/2015/q301.pdf 
 

http://www.brc.org.uk/brc_news_detail.asp?id=2636
http://www.bankofengland.co.uk/publications/Documents/quarterlybulletin/2015/q301.pdf
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3.17.3. increased convenience of, and encouragement of the public to use, credit cards 
and internet banking for online purchases (retailer and commercial bank 
preferences). 

 
3.18. AAT agrees with the observation at 2.6 (CFE) that “the move away from cash to date 

appears to have been driven by widespread use of debit and credit cards, as well as new 
innovative technologies such as payment via mobile phones, contactless and digital 
wallets and there is potential for further disruptive technologies to change the payments 
landscape.”  

 
3.19. AAT considers that bitcoin is one example of an alternative currency and, while there 

may be current concerns on the stability of these for the general public, bitcoin (or similar 
other methods yet to be developed in a continuing inventive technological environment) 
may be an alternative means of currency in hidden economy transactions such as the 
example in 3.36 (below).  

 
3.20. The Bank of England recently reported in their Q3 Quarterly Bulletin4 that 52% of the 

volume of payments for goods and services from retailers, online or by telephone, are 
made in cash which represents a gradual, relative decline in cash usage. (1.7, CFE) 

 
3.21. Payments UK data indicates that technological developments have reduced physical 

exchanges of money, with only 10% paid for with cash in 2014 and for consumer and 
business payments combined, non-cash payments overtook cash payments in July last 
year and it is expected that in 2016, the total volume of non-cash payments by 
consumers alone will exceed the volume of cash payments for the first time. (1.8, CFE). 

 
3.22. Changes in society’s behaviours, such as, the increasing trend of purchasing groceries 

by internet for home delivery have also led to a further reduction in the use of cash.  
 

3.23. While cash has always been a relatively swift method of payment, the increasing use of 
Oyster cards and other ‘contactless’ means of payment has resulted in smaller 
transactions that would have been in the past be transacted by cash are now processed 
electronically.  

 
3.24. The UK Cards Association says that £633.8m was spent in Britain via contactless cards 

in August 2015, a rise of 2.3 on the previous month and 219.4% on the previous year5.  
 

3.25. As observed at 1.9 (CFE), that although cash “remains the dominant method of 
payment”, the 53% of transactions made in cash has declined by 3% over the last year 
and 10% over the last 5 years.  

 
3.26. AAT considers that, while the trend away from cash will continue into the future, there will 

always be a need for cash, for example: 
 

3.26.1. many people use cash to top up their Oyster cards 
3.26.2. children form a large proportion of the population that is likely to continue using 

cash as a medium to pay for goods and services.  
3.26.3. parents are unlikely to want to give their children access to a credit or debit 

card for personal safety reasons. 
 

3.27. AAT considers that the relative trend away from cash to other payment methods may not 
necessarily continue at an equal rate, for example, there may come a time where an 
increase in internet banking and credit card fraud or ‘hacking’ into suppliers’ databases 
might make some people cautious and continue to prefer cash. 

 
3.28. Nevertheless AAT considers that there is a ‘generation’ point in that general experience 

tends to show that younger generations are likely to prefer electronic means of payment. 
                                                      
4 http://www.bankofengland.co.uk/publications/Documents/quarterlybulletin/2015/q301.pdf 
5 Reported in “Accounting Technician” magazine, Jan/Feb2016 edition 
 

http://www.bankofengland.co.uk/publications/Documents/quarterlybulletin/2015/q301.pdf
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Question 5: Considering the rapidly changing payment landscape, what 
challenges and opportunities does further innovation raise for 5a: HMRC’s 
compliance activities? 5b: HMRC’s customers? 

 
3.29. In 5a (3.30 – 3.45, below) AAT considers the rapidly changing payment landscape and 

continuing innovation raises both challenges and opportunities for HMRC’s compliance 
activities. 

 
5a: HMRC’s compliance activities  

 
3.30. AAT considers that the currently rapid changing payment landscape produces the 

following challenges for HMRC. 
 

3.31. AAT outlined in 3.9 (above) how over the past century HMRC has developed their 
investigative challenge on cash diversions and any continued decline in the use of cash 
will reduce this opportunity for evaders as explained in 3.41 (below). 

 
3.32. Although sales through credit and debit cards or mobile payment methods will be evident 

in any examination of a business bank account, online payments may not leave a 
footprint similar to an auditable paper trail in a sales ledger or cash sales book. Many 
electronic audit trails cannot be deleted but some electronic systems transactions can be 
deleted or amended in order to understate proceeds. 

 
3.33. Online payments may not leave a footprint similar to an auditable paper trail, for example 

a trader dealing in international trade, or even with UK sales, may direct payment from 
customers to be made to an offshore current bank account and proceeds obtained in 
cash in the UK through an ATM. 

 
3.34. As set out in 3.3 (above), the automatic exchange of taxpayer information from 2017 may 

not give information on current bank accounts which do not bear interest. Although 
HMRC may be able to request certain specific information on open investigations, it is 
understood that ‘fishing for detail’ will be outside the terms of the international exchange. 

 
3.35. AAT considers that developments such as bitcoin and other such future innovations will 

make HMRC’s compliance work more difficult to trace transactions where there is a 
reduced digital footprint. 

 
3.36. There are also internet sources such as the so called dark web6 or deep web which use 

special software to avoid identification by search engines. Such facilities present an 
obvious challenge to compliance. 

 
3.37. HMRC are already encouraging customers to pay electronically, saving administrative 

costs, and HMRC will be expected to develop this by taking advantage of the changing 
payment landscape. 

 
3.38. Paragraph 1.2 (CFE) identifies regular examples of the hidden economy “where 

businesses fail to register for tax, or individuals fail to declare a source of income”. 
Sometimes tax is the last thing on the mind of someone starting up a cash business, for 
example trading from eBay, a market stall or car boot sales, especially if they have never 
been asked to complete a tax return. In these circumstances prevention of tax evasion 
arising in the first place may, through guidance and education, be more effective than 
compliance activities.  

 
3.39. The following is an example of reducing the environment for evasion through failure to 

take reasonable care.  
 

                                                      
6 https://en.wikipedia.org/wiki/Dark_web 
 

https://en.wikipedia.org/wiki/Dark_web


7 

HMRC’s proposed use of new digital technology in the form of the digital tax account 
announced in the March 2015 publication ‘Making tax easier: The end of the tax return.’ 
explains that  “the digital tax accounts will bring together in one place all the information 
that taxpayers need to understand their tax position — just like an online bank account. 
HMRC will automatically use the information it holds, along with new data from third 
parties, to populate the digital accounts. Their accounting software will be able to feed 
data straight into their digital tax account, so most businesses will simply log-in to check 
their details with no need to send an annual return.” 

 
3.40. AAT considers that HMRC’s plans to develop a digital profile of customers and 

technological progress makes it possible to populate digital accounts with new data from 
third parties. The proposed use of a digital personal profile will enable HMRC to build up 
individual knowledge of customers’ businesses and income streams – an obvious aid to 
compliance. 

 
3.41. As explained above, the use of cash makes it easier to evade tax and 2.2 (CFE) 

acknowledges that any continued decline in the use of cash will have an impact on the 
opportunity for deliberate non-compliance, and consequentially on HMRC's compliance 
work. Increasing proportions of sales through credit and debit cards or mobile payment 
methods are more likely to be visible as HMRC receives data on the total values of these 
transactions through use of its data gathering powers. 

 
3.42. In AAT’s opinion, continued innovation facilitates HMRC’s compliance programme in the 

better selection of compliance enquiries through the risk assessing computer ‘Connect’ 
which can cross-match over a billion pieces of data. This facilitates the bulk data referred 
to at 2.2 (CFE) to better target compliance interventions towards businesses that are not 
declaring all of their electronic sales. 

 
3.43. Further to 3.42 (above), AAT acknowledges the work of HMRC in respect of ‘Merchant 

Acquirer’. 
 

3.44. AAT considers that digital innovation enables HMRC to settle many basic enquiries 
online, thus more administrative cost savings. 

 
3.45. Cash transfers do not in themselves leave a record, which relies on the separate record 

system of the trader. On the other hand electronic banking transfers do leave an 
electronic footprint which will be evident from bank statements. Electronic records of 
payments will also be obtainable from payment providers.  

 
5b: HMRC’s customers  

 
3.46. Essentially, this will be the obverse of 5a and AAT outlines below the challenges and 

opportunities that further innovation raises for taxpayers.  
 

3.47. Further innovation in the payment landscape raises challenges or barriers for customers 
to become involved in tax evasion and in the hidden economy resulting from the decline 
in cash usage because of the circumstances explained in 3.9 and 3.10 (above) being 
less available.  

 
3.48. The increased use of sales through credit and debit cards or mobile payment methods 

and other digital and online transactions make tax evasion more difficult and more likely 
to be visible on HMRC data gathering powers. 

 
3.49. As regards opportunities for taxpayers, digital accounts will give small businesses 

greater certainty and control over their tax position. 
 

3.50. HMRC is exploiting new digital technologies to create even better services that are built 
around its customers’ needs. By early 2016, all of the UK’s five million small businesses 
and the first ten million individuals will have access to their own digital tax account. Over 
time, these will fundamentally transform the way in which taxpayers interact with the tax 
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system. Everyone can expect a very different experience from the one they receive today 
— it will be simple, personalised and secure, offering an increasing range of integrated 
services. The accounts will bring together in one place all the information that taxpayers 
need to understand their tax position — just like an online bank account7.  

 
3.51. It is AAT’s opinion that HMRC’s proposed digital profile will facilitate compliance for the 

customer though HMRC’s prepopulated online forms. 
 

3.52. AAT can see that further innovation creates opportunities for evasion for the non-
compliant, because online payment may not leave a footprint similar to an auditable 
paper trail. Receipts for services may be made electronically to offshore bank accounts. 
Money may be withdrawn from an overseas bank account at any ATM in the UK. 

 
3.53. AAT regards continued innovation to be beneficial for the busy taxpayer whereby they 

may pay most of their taxes electronically, saving administrative costs. Digital innovation 
enables customers to settle many basic enquiries online, thus more administrative cost 
savings. 

 
Question 6: What do changes in the use of cash mean for money laundering?   

 
3.54. AAT is a supervisory authority to monitor the compliance of members in practice with the 

Money Laundering Regulations 2007 and provides advice to members in money 
laundering procedures and controls and notes the conclusion in 2.7 (CFE) concerning 
overlaps between non-compliance and money laundering whereby “tax and wider forms 
of non-compliance, such as money laundering (where criminals and their associates 
disguise the proceeds of crime, by making them appear to be from a legitimate source). 
Technological advances are resulting in new money laundering techniques, however a 
recent Europol report suggests that cash remains an important tool, used for example to 
break digital audit trails.”  

 
3.55. AAT believes that cash is an easy medium for illegal transfers. For instance criminals 

can enter into non-traceable transactions using cash. However, difficulties arise when a 
criminal wishes to lodge large sums of cash to a bank or professional who will be 
required to follow anti-money laundering regulations. There may also be restrictions in 
transferring cash between controlled territorial borders. 

 
3.56. Online banking may enable a criminal to transfer money from offshore territories without 

official oversight, although, there will always be an auditable footprint for the investigative 
authorities to uncover.  

 
3.57. In the future the use of bitcoin may assist money laundering and to a certain extent 

replace cash as a feature in money laundering.  
 

3.58. AAT believes that the reduction in the use of cash may reduce the “accidentally or 
casually” fraudulent trader who is unlikely to switch to bitcoin because it is not currently a 
hard currency8.  

 
3.59. AAT’s opinion is that the relative trend away from cash to other payment methods is 

unlikely to affect the people who are intent on evading taxes. International AML detection 
may shine light on cases of UK tax evasion. 

 
 
  

                                                      
7 Making tax easier: The end of the tax return HMRC March 2015  
8 http://dictionary.cambridge.org/dictionary/english/hard-currency 

https://www.gov.uk/government/publications/making-tax-easier


9 

4. Conclusion 
 

4.1. AAT concludes that while technological developments have reduced physical exchanges 
of cash to the extent that in 2016 it is expected that the total volume of non-cash 
payments by consumers alone will exceed the volume of cash payments for the first time 
(3.21, above). The new online and digital means of exchange will present both HMRC 
and their customers with new opportunities and challenges as outlined in paragraphs 
3.31 to 3.53 (above). 

 
4.2. In 3.9 (above) it was explained how cash has been a traditionally convenient and easy 

medium by which to evade tax for the reasons outlined and that the trend away from 
cash therefore diminishes but does not eliminate this opportunity. 

 
4.3. Paragraph 3.41 (above) explained that while the increased use of debit, credit cards and 

online transactions leaves an electronic footprint, it is still possible for unscrupulous 
traders to bypass this electronic footprint by the use of an offshore current account as 
explained at paragraph 3.2 (above). Therefore, the decline in the use of cash may lead to 
a reduction in tax non-compliance and similarly the increase in the use of electronic 
transactions may increase tax non-compliance in ways yet to be conceived. 

 
4.4. 3.42 (above) sets out how online payments and increased use of digital technology may 

deter evasion for the reason given in that paragraph and make compliance easier for 
HMRC customers.  

 
4.5. 3.54 (above) give some reasons why cash is widely used for money laundering of the 

proceeds of crime and considered possible consequences in the trend away from the 
use of cash towards electronic transfers in 3.55 and 3.56 (above).  

 
4.6. AAT emphasised at 1.4(above) that not all cash businesses are involved in wilful tax 

evasion because often the non-compliance stems from things like poor record keeping 
and given the decline in the use of cash this may, considered alone, result in better 
record keeping.  

 
 

5. About AAT 
 

5.1. AAT is a professional accountancy body with over 49,700 full and fellow members9 and 
85,500 student and affiliate members worldwide. Of the full and fellow members, there 
are over 4,200 members in practice who provide accountancy and taxation services to 
individuals, not-for-profit organisations and the full range of business types. 

 
5.2. AAT is a registered charity whose objectives are to advance public education and 

promote the study of the practice, theory and techniques of accountancy and the 
prevention of crime and promotion of the sound administration of the law. 

 
 
6. Further information 
 

If you have any questions or would like to discuss any of the points in more detail then please 
contact AAT at: 

 
email: consultation@aat.org.uk and aat@palmerco.co.uk 
telephone: 020 7397 3088  

 
Aleem Islan 
Association of Accounting Technicians 
140 Aldersgate Street 
London EC1A 4HY  

                                                      
9 Figures correct as at 31 Dec 2015 
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