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Treasury Committee: Evidence Ev 1

Oral evidence

Taken before the Treasury Sub-Committee

on Wednesday 11 January 2006

Members present:

Mr Michael Fallon, in the Chair

Lorely Burt Mr John McFall
Ms Sally Keeble Mr George Mudie
Susan Kramer Mr Mark Todd
Mr Andrew Love

Witnesses: Ms Katie Lane, Social Policy OYcer, Mrs Jackie Fielding, Income Maximization Worker, Selby
CAB, Citizens Advice, Ms Kate Green, Chief Executive, Child Poverty Action Group, and Ms Kate Bell,
Policy and Research OYcer, One Parent Families, gave evidence.

Q1 Chairman: Could I ask one of the Kates to lead arguments, but really we want to see the current
system work and we want to see the current systemoV and identify herself, and the rest of you, for the

shorthand writer. made to work by increased stability being
introduced into that, and we see that by theMs Green: I am Kate Green and I am from the Child

Poverty Action Group. introduction of caps to the amount that can be
recovered from ongoing payments on a weekly basis.Ms Bell: I am Kate Bell. I am from One Parent

Families. So the Pre-Budget Report announcements in
December were very welcome indeed.Ms Lane: Katie Lane from Citizens Advice.

Mrs Fielding: Jackie Fielding from Citizens Advice.
Q4 Chairman: Jackie Fielding, would you like to add
to that? Would you like to see it go back to a systemQ2 Chairman: Thank you very much for coming to
of fixed awards? Or do you think we shouldassist us in our inquiry. Perhaps I could start by
persevere with credits?asking you, very briefly—and you do not all of you
Mrs Fielding: I again believe that if the system washave to answer every question, otherwise we would
administratively working the system you have is abe here a long time—Kate Green, do you think tax
pretty good one. The types of clients I see are peoplecredits have been successful in achieving the
on low incomes who tend to work from day to day orGovernment’s ambition for them?
week to week with their money. A fixed award typeMs Green: I guess I would say that the two principal
system, which I can remember quite well, did notambitions were obviously a reduction in child
help people who were in and out of diVerentpoverty and, secondly, to support the return to work
situations.agenda. They have certainly been helpful in both of
Ms Bell: Could I just add that our organisation hasthose moving in the right direction. We have
been most sympathetic to the idea of returning toobviously seen quite a significant drop in child
fixed awards. We feel that we want the currentpoverty since the introduction of tax credits. We
system to work but we do not know whether it canhave also seen, for example, lone parents—which I
yet. Until we have seen the improvements from theam sure Kate [Bell] will say more about—moving
Pre-Budget Report, we will not know, but we dointo paid work. So I think they have been helpful but
think it is worth still thinking about returning to athey have not been perfect by any means. Whilst, I
system of fixed awards because at the moment theguess, on balance I would say they have tended in the
system has been very unstable and has really aVectedright direction, they perhaps have not been as
the stability of income quite badly.successful as they should have been because of some

of the administrative and design diYculties.
Q5 Chairman: You would want the idea of returning
to fixed awards kept constantly under review, unlessQ3 Chairman: Katie Lane, there are those who have
they can fix the current system.suggested that we should give up on tax credits and
Ms Bell: Exactly.move back to a system of fixed awards, and the

Government, I think, has said it would continue to
listen to those arguments. Do you favour that Q6 Chairman: Do you think there is a cultural

problem in the way that HMRC, having been givenapproach?
Ms Lane: That approach is very understandable this responsibility, are administering it? Do you

think some of this is down to the people who arebecause families need stability. Whilst low income
families have experienced higher incomes, they have running it?

Ms Bell: Initially there was a real culture shock andalso experienced incomes that are more unstable and
at times lower incomes as a result of tax credit I think that probably did contribute to some of the

problems. I think it is also partly the way the ITpayments stopping altogether. We understand those
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system is designed. It seems that HMRC designed a not so much about rises in earnings as about being
system that would work with the IT rather than that the window after the year end, when people are
would work for claimants. The problems in year failing to report their changes. I do not think we have
overpayments are very much an example of that. hard data and I think that is what we would be
They are getting better, hopefully, but that was the looking for.
cause of a lot of the initial problems: they did not Lorely Burt: Thank you very much.
really understand what this money meant to people
and therefore were slower to respond then they

Q9 Mr Mudie: Jackie Fielding, we have had the Pre-otherwise might have been.
Budget Report that brought forward reforms. WhatChairman: Those were the general questions and we
is the CAB’s assessment of the reforms and howare going to get into some of the detail now.
successful they will be, as well as the question of this
timetable of November 2006?

Q7 Lorely Burt: I would like to focus on Mrs Fielding: I would say, firstly, that I am hereoverpayments for a minute. In 2003–04, 1.9 million because I see clients on a day to day basis. As far aspeople were overpaid £2.2 billion. The projections
the overall reforms go, I have looked at them anddo not appear to be improving at all for 2004–05,
can see some positives, which Katie would be able toexcept that we do not know what the figures are yet.
explain to you better, but, from my clients’ point ofThere seems not to be a great deal of analysis being
view, a lot of it is too little too late. I am dealing withdone as to the reasons for the overpayments. Kate
people who go to a cash point on a Thursday nightBell, one of your memoranda said that 47% of your
to get their money out to buy their food for thesample experienced between two and seven changes
weekend and there is none. It may well be that sixof circumstance that would aVect tax credit
weeks down the line we find out there has been anentitlement during one year—which really echoes
overpayment, but it is not explained to the client.the point that you made earlier very strongly. On
The explanation of why an overpayment has5 December, the Paymaster General said that the
happened would be something like: “Possibly aanalysis of overpayments suggested that they result
delay in recouping an overpayment.” I wasfrom a number of factors, including income rises and
mentioning to Kate earlier that I have quite a fewdelays in reporting changes in circumstances. I
clients who get overpaid, and the temptation, youwonder where you think the balance of the
might think, would be to say, “It’s not my fault, it isproblem lies.
their fault,” but actually most of my clients want toMs Bell: It is quite diYcult without any proper
pay back money that they have been overpaid if it isanalysis. What is interesting in the Paymaster
their error, but they do not see why they should payGeneral’s analysis of overpayments is that she does
back money if it is not their error. Recently, withnot include oYcial error, and we do know there has
some of my high profile cases, the whole of thebeen a huge amount of oYcial error. Looking at the
overpayment has been written oV in order to solve afigures, they wrote oV, for example, £24,000 in July
problem that has been going on 18 months, ratherthis year due to oYcial error. I think that is why it is

hard to make an analysis, because there have been so than to get to the bottom of a specific case.
many computer problems, so we have not seen a
steady state of overpayments that would arise just

Q10 Mr Mudie: Will the reforms deal with that? Isthrough operation of the system. In terms of delays
your then objection simply to the fact that it is notof reporting change in circumstance, certainly in our
coming in until November this year?research we found that people were quite good at
Mrs Fielding: Again, on the issue of overpayments,reporting change in circumstance. It was not a lack
the reform suggests that the immediate recovery isof claimant understanding that was the problem in
not going to carry on, and that would obviouslythat case.
help. For me, as a communication issue with clients,
with the Inland Revenue, we would not be dealingQ8 Lorely Burt: I think every member around this with people for instance living oV £30 a week withtable would echo that, because of the number of
two children. In terms of the national view, Katiepeople who come to us with problems who are just
certainly has a better perspective.tearing their hair out. A general question really:
Ms Lane: In terms of the reforms, we are veryHow far do you think we can understand what we
pleased that the limit to the recovery ofneed to do to make tax credit better, if we do not
overpayments in-year, is coming in November. Thatknow what are the causes of the overpayments?
will introduce a lot more stability to people’sMs Green: That is an important issue. I think it is
awards. At the moment, they can have theirdiYcult to predict, for example, the success of some
payments cut overnight. As Jackie was saying,of the changes that have just been announced, the
people turn up to take out their money and they havesuccess of the changes that they can achieve, without
not been informed of any changes. They may get theknowing more about the causes of the diYculties. I
award notice the next day, but that is a bit late. Butthink it is important that HMRC are thinking
we are concerned that it is not coming in untilproactively about the kind of data that ought to be
November. In the meantime, the Revenue must dogathered and reported in relation to how
all they can to promote additional payments and tooverpayments are arising. Whilst we have some
encourage people to get these payments, to makeanecdotal information, as has Kate [Bell], and whilst

we have heard some oYcials say that they think it is sure that they are not left with nothing to live on
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until the end of the financial year when the new year the Treasury, but we think that will need to be
considered a little more carefully because it will notstarts and their payments get topped up back to an
be right for every family.appropriate level.

Ms Green: We are slightly concerned that the
Revenue might start proactively to encourage Q12 Mr Mudie: We would also like to get your views
people to report in-year, between now and when this on how the Pre-Budget Report’s proposals cope
reform comes in this coming autumn, which would with claimants whose income fluctuates, especially
mean that they would be immediately hit with an in- in a case of a claimant whose income goes down and
year recovery when in fact, until these new never rises above that level of the previous year’s
arrangements come in for recovery from November income.
time, we would be saying that they might be better Ms Green: This is a concern for all our organisations
to wait to report at the end of the year and have the and I am sure everyone will jump in. This is one of
recovery taken forward into the next year’s award. the most diYcult things that our organisations find
We are quite concerned about the way in which the themselves explaining, both to claimants and,
Revenue is spinning that information to claimants indeed, to other interested parties, including
between now and the autumn. Members of Parliament. We are pleased obviously
Ms Bell: I think we also know that the limit on in- that the cushion, if you like, for income increases has
year recovery is going to have a real eVect on what been increased to £25,000 in the Pre-Budget Report,
happens to claimants when they have been overpaid, but that will only help people who see an increase in
but we do not know how much impact the reforms income in the current year compared with the
will have on whether claimants are overpaid or not. previous year. For people who may see, in the
That is the kind of unknown issue at the moment. current year, their income start and finish lower than
Ms Lane: It is important to know, in the context of the previous year but nonetheless rise within the

year, there will not be any benefit from that cushionall this, that there is no formal way of informing
at all. Leaving aside whether there could be betterpeople why overpayments have arisen. In the
designs to get round that issue, I think that is ancontext of Jackie saying the people being overpaid
extraordinarily diYcult thing to explain toare happy to pay it back if they are being told why it
claimants. Whilst obviously an increase in thehas arisen and of the element that is their fault, but
cushion is welcome, there is real concern about theeven at the end of the year, at the moment, people are
not insubstantial numbers of families who do havenot being informed as to why they have been
quite fluctuating circumstances, and often they areoverpaid. That is pretty scandalous really, when they
going to be the families who are most vulnerable toare given bills for £4,000, £6,000, often with no
poverty, families who move in and out of relativelyexplanation. We are seeing people in these
unstable work, families who perhaps experiencecircumstances who have tried to get an explanation,
family breakdown or the arrival of new familywho sometimes have written letters and made phone
members. All of those things, of course, tend tocalls. In one case the client went in and the bureau
make you more vulnerable to poverty rather thanwere able to make an arrangement for her to go to
less.the local IREC, and, after going through the

paperwork for an hour and a half with an Inland
Revenue oYcer, it turned out that instead of being Q13 Mr Mudie: In your Treasury group, you come
overpaid £4,000—quite a substantial amount—they together for consultation, has this been raised and
had actually been underpaid for three months. what response has there been?
When errors like that happen, with no standard way Ms Bell: It has been raised and the answer has been,
of informing people by explaining what is “Yes, we know this is diYcult.” The clearest example

is when someone goes on maternity leave, wherehappening, it is scandalous that overpayments
their income is likely to drop and then rise again butcontinue to be recovered with no explanation.
not as much as it was in the previous year. It is an
issue that arises from the annual nature of the

Q11 Mr Mudie: Kate Green, your organisation’s system. This is one of the reasons why occasionally
evidence spoke about underpayment sums being we talk about fixed awards, because this annual
held up within the year and then netted out. Would calculation of income does throw up some problems
you like to say something about that? that are very diYcult to resolve. It is quite hard to
Ms Green: That obviously could be useful to some think of a solution to this problem, and that is what
claimants in reducing the amount of ultimate they say when we raise it in the consultation group.
overpayment that has to be clawed back. But for Mrs Fielding: Could I suggest another area where
other claimants that might not be, in fact, the nature that comes up so often—and I have not yet worked
of their financial need at the time that the out a logical answer—where one member of the
underpayment is identified; particularly, for family becomes ill and you cannot tell whether it is
example, if they have debts to meet or if they have going to be long-term illness, short-term illness, a
perhaps housing arrears, rent arrears to meet, which matter of weeks, a matter of months. If you advise
they may have got themselves into having as a result that client to inform the tax credit, at the moment
of the underpayment. So we are wary, I have to say, they may well get an increase of tax credits, but we
of this assumption that holding back an have worked out that, in most circumstances, if they
underpayment will always be in the interests of the go back to work, they quite often end up with a

massive overpayment. I have yet to work out aclaimant. It is certainly likely to be in the interests of
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logical way. All I do is explain to clients that it payments are going to happen—and that lady has
been living oV £40 a week since 14 October withdepends on the time of year they get ill, how long
two children.they are going to be ill, and—at the time that they get

ill they do not know how long it is going to last. If Ms Lane: To come back to the question you asked
earlier about the cultural nature of things, we find ityou were in a system, which I think a lot of the time
is very hard sometimes to press the urgency of thethe Revenue were maybe used to, where people
issues. What is somebody going to do in thecould aVord to speculate to accumulate . . . I am
meantime, until the computer can sort out thisafraid my clients cannot. Again, you can lose out if
particular problem? We have had other cases thatyou do not inform them of a change of
show that the people are having to be paid by Girocircumstances which benefits your claim; you have
because they have fallen oV the system—whichlimited backdating as well. So you are caught out
generally people are quite happy with as long as themany ways.
Giros turn up on time and as long as they understand
the amount they should be getting—and, again,

Q14 Mr Mudie: We have had various statements, we there are cases where the amounts fluctuate with no
have had the Pre-Budget Report, and that is explanation. The cases seem to be getting more
projecting the future, but there seems to be every complex, but, where they do go wrong, they take an
intention to do something about the problems. In awful long time to resolve, and that is mirrored in
the Citizens Advice Bureaux across the country is our experience of CABs across the country.
there any sign that the numbers of customers are Ms Bell: It is quite diYcult for us to tell, as well,
starting to drop? whether the problems are historic and only being
Mrs Fielding: When it was suggested to me about found out now, again because of the annual nature,
coming today, I would have said to you no, but I was or if there are still new problems arising. So we are
very careful and I had a look at the caseload and, to still getting a lot of complex and diYcult cases on our
be perfectly honest, the numbers of clients coming in advice line but it is quite hard to tell when the

problem arose, and whether, if it had been one yearthrough the door are dropping. There are certain
on, it would not have arisen.things that are still happening which I find incredibly

frustrating. A classic example would be people
whose children leave school in September. Because

Q15 Susan Kramer: Could I continue on this themeSeptember is halfway through the school year, you
of how the system is coping with the fact that peoplelose the child benefit, and that can quite often cause
in the real world have complex and messy lives andproblems. The problems that we do have, however, that does not lend itself very easily to a systemoddly enough, because the Revenue now have a approach. The Paymaster General talked about the

system for dealing with them, actually seem to take most recent reforms as giving claimants clear
longer than they used to, when I used to harp on the responsibility to report changes promptly and more
phone and go on and on and on and finally get to regularly. I certainly—and I suspect colleagues—
somebody who would help. For instance, if you go was rather worried that when we commented on the
to the normal helpline—which is not something I costs of the changes, for example lifting the
can do because I work in Citizens Advice—if you disregard cushion to £25,000, the number that was
then refer the case to the Citizens Advice helpline, quoted at us was very tiny because great savings
the normal helpline are not allowed to help you any were meant to be made, because now people would
more; if the Citizens Advice Bureau helpline are be forced to report much more promptly and fined
helping you and you get referred to the special much more rigorously if they failed to do so. Are you
payments team, the special payments team then take in any way troubled by that? Is that in any way going
priority over the Citizens Advice helpline; and, if you to create another set of problems, so that, instead of
get referred to complaints—I have on occasions had chasing overpayments we are now trying to deal with
a named person—they then take priority over people coping with fines?
everybody else. It is very diYcult. It seems like they Ms Lane: Our main concern about that is the
are trying to work out where the problems are Revenue’s ability to deal with those reports of
coming, and, in the process, clients are missing out changed circumstances and deal with them quickly.
because I am not talking to the right person. If I had I think a lot of our evidence, and it is what Kate said
somebody I could physically talk to, such as a earlier, is that people do report changes. We
caseworker, I would not have a problem with that, frequently get told—and I am sure you do in
but, at the moment, I cannot talk to the special surgeries—that people have reported and yet they
payments team. I could give you today an example have not been taken on board or still we are getting
of a client who was told on 14 October that she was people saying that the helpline is telling them,
entitled to payments of over £80 a week and they “Don’t worry, sort it out at the end of the year.” The
were going to arrange Giro payments because they Revenue need to make sure that their messages are
had lost her oV the system—which I am sure is properly spread throughout the whole of the
something of which you are aware. We are now in organisation—and, particularly on the helpline,
the middle of January, and only yesterday I was what to do, when people do report, to take it down.
told—by yet another person on the helpline—that Can their computer cope with taking down several
we are going to have to wait another ten days changes at once? There are still problems within the
because they still have not managed the payments, system that mean you cannot report more than three

changes at the same time. If you report a change onbut I have no way of finding out when those
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the same day but a couple of hours after the first Q18 Susan Kramer: From what you have said,
would it be fair to say that these kinds of changes,report was reported, it cannot cope with it. There are

still problems that are ongoing, so it is really, really particularly reporting requirements, almost reflect
Revenue’s inability to culturally accept that they andimportant that the Revenue has suYcient resources

to deal with this so that people can be confident that their system are a big part of the cause of the
problem rather than the claimants being a cause ofwhen they do report they will be taken on board.

There are also concerns about the timing of the problem. I am just wondering if culturally they
are just not understanding that that is why thisreporting of changes. The key changes that make a

real diVerence are separating from a relationship or system is so much in diYculty. Do you have any
sense of that?joining a new relationship. Reporting a change

within a month is not always the first thing on your Mrs Fielding: One of the things I am conscious of is
mind when perhaps separating from a long-term that most clients are encouraged to report changes of
partner. We would have high concerns if they really system, changes of their circumstances by telephone.
began to clamp down on the issue of penalties. We Historically—and obviously we normally deal with
would want to watch that very carefully. diYculties—we have often suggested to clients:

“That is only one of the ways. You should also be
able to report by letter.” Unfortunately, I suspect,

Q16 Susan Kramer: Do you think that is going to be although I do not have any proof of this, that letters
a real issue, the cut-back from the three month are randomly accepted. Quite often clients who have
period in which you can report changes like that? had problems in the past—and we are often talking
That is down to one month, particularly in cases of of low income families, who know what it is like to
childcare. get into a minor overpayment situation or to have to
Ms Lane: In childcare, particularly the time of year pay something back—will report something by letter
when that happens is— and then find that their letter has disappeared oV the

system or not even been attached to the system or
appears eight months later, as in one of the cases IQ17 Susan Kramer: In August.
had. The client had informed, and I argued in thatMs Lane: Yes. Often people know how long their
case that that was Inland Revenue’s error, but we arechildcare is going to go up for—for the summer
still in the middle of a discussion. They did what theyholidays—and they know that their increased
were supposed to do and the Inland Revenue didchildcare will only be for six weeks, but the Revenue
what they were supposed to do and somewhere incannot take that into account. When you first phone
between somebody has been overpaid andthem and say, “My childcare costs are going up but
somebody is going to have to pay it back.only for six weeks and then they will stop,” they say,
Ms Lane: I would like to see more recognition of the“No, no, you have to phone us back in six weeks time
challenge that faces the Inland Revenue in doingand report that again.” The system needs to be made
this. We have cases that really show what a challengeas easy for customers as possible and at the moment
that is, of people, as you say, in complexit is not. It is a concern because it is complicated and
circumstances which change and the Revenue areit is not always the first thing on people’s minds.
not able to keep up with the changes, particularly inBecause the system is more generous, giving more
separated families, where a child has lived with onepeople more money also means more debt if
parent and moved to live with another parent. In amistakes are made, so it is really crucial that they are
particular case, used in evidence, it is not changingup to speed in dealing with this.
from week to week; they were three months with oneMs Bell: With childcare you have to report a change parent and when diYculties arose they moved backthat lasts for four consecutive weeks, and therefore but the tax credits did not follow at the same speed.

it is very diYcult within a month. I just wanted to In fact, when she finally got her tax credits in the
reiterate what Katie was saying about not June—after her son had moved in in the March, and
attributing too many of the problems within the actually he had moved back with his father—in
system at the moment to claimant error. What is September—so three months after that—she was
really important is what the Revenue does when you still getting tax credits, despite phoning the helpline
inform them of a change in circumstance, and that is several times. The bureau tried to help her. Basically,
where we think the delays have come in rather than she was saying, “I don’t need these payments. I do
necessarily reporting. not want an overpayment” and the bureau tried to
Ms Green: I think we are also concerned about help her. That is only talking of September just gone,
climate of punitiveness as opposed to encouraging so we are not talking in the early stages when it was
people to report appropriately. I think it is perhaps not working. That is still now, and that concerns
not credible to start by talking forcefully about complex family circumstances which are quite
fining people who are already in diYcult financial common, and the Revenue do need to gear up for
circumstances, when plainly their view of the system that.
already is that they do not feel very confident in it. Chairman: Could we move on to some of the delivery
We would hope that the Revenue would actually, in aspects now.
fact, be quite careful about the way in which it
applies financial sanctions, because they do not seem
to us to be an appropriate way of building Q19 Mr Todd: The original idea was that this would

be a simple system, administered largely on theconfidence in the system and encouraging people
to report. telephone and by people operating computers. The
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evidence that I think we have all experienced—as responsibility for the diYcult cases—not the
ordinary ones—for instance, through appropriateMPs and you as the people handling cases—is that,

frankly, people’s lives are more complicated than places, like bureaux, like specialist charities, where
members of the Revenue would go out with access tothat. Any system that we devise would have to be

one which relies much more on person to person their own resources and be able to discuss it in a face-
to-face manner, it would happen a lot faster.contact and individual analysis than the original

model. Would you agree?
Ms Green: Yes. Q24 Mr Todd: We have heard that there is going to
Ms Bell: Yes, I think the issue is that it is a complex be an attempt to do some risk analysis: basically
system dealing with people’s complex lives and the trying to identify potentially diYcult cases and
combination of those factors has led to the contacting people beforehand, so that they ensure
problems. So, yes. that they get more accurate information, or the

Revenue and Customs understand more accurately
Q20 Mr Todd: From my own experience, I have a what the issues are likely to be.
women’s refuge in my area and it deals particularly Mrs Fielding: That is solving the problem before you
badly with people who have gone dramatically have even dealt with the one you already have. I
through a change in their circumstances (like that of think they need to sort out the one they have at the
changing location, changing partners, sorting out moment, and then maybe that would be an
where the children are going to go—all those things improvement. I think sort out what you have
which are highly stressed). It often leads to huge already—which theoretically they could do, but I
delays in sorting out credit entitlements at the end of have not seen it happening a great deal.
it, at just the extreme end of the spectrum. Then Ms Green: There is a real problem too with a sort of
there are other people who go through less traumatic resistance almost to exploring the genuine need for
changes in their lives which it also cannot cope with. face-to-face advice. This is, by definition, quite a
Do you think the Revenue and Customs are actually diYcult system for someone to understand, because
up to doing this? it looks back to previous year income and that is not
Ms Lane: They have introduced the diYcult cases really how people think about their current financial
team that is now attached to the helpline. When the circumstances. I think we feel there is always going
helpline cannot resolve a particular case, the idea is to be a need for face-to-face advice. As you will
that they refer that on, and they are more able to deal know from our written evidence, we have suggested
directly with tax credit oYcials in the tax credit oYce that could usefully be in Jobcentre Plus, where a lot
and also phone the client or phone the adviser to of these claimants are going to be going anyway or
help with that. But, unfortunately, we have not seen are used to going.
any real improvement as a result of that, because it
is simply too small as a team, so we do get people Q25 Mr Todd: I think we have noted that. The PCS
phoning the helpline and find the helpline is simply Union have anxieties about job cuts in this service.
unable to update the client or the adviser on what is Do you share the concern that, somewhere, through
happening with their case. a process of quite radical personal change we are

going to get miraculous transformation towards a
Q21 Mr Todd: You have referred back to what better quality service? It does not sound too likely,
Jackie was saying about the number of diVerent but . . .
teams that might be involved in this process. I have Ms Green: It is not impossible, as some of the
been through that myself. Is this not just adding financial institutions, for example, have shown, to
another team? Unless you are going to tell me that reduce your staV numbers and improve your
they have access to the whole picture and are able to customer service over a period of time. You cannot
sort out all the issues on a case, is that not just adding do that quickly and you cannot reduce the numbers
another team? first. You have to improve the service first and you
Mrs Fielding: If the special payments teams were, also have to have a very clear implementation plan
eVectively, what I would call caseworkers, who were for that. I have not seen, either from the Revenue or,
willing to discuss where necessary—and it is not for that matter, if we were talking about it in
always necessary—with either the client, if they are Jobcentre Plus, from Jobcentre Plus, those clear
able to do so, or possibly a specialist like myself or customer service plans.
one of my colleagues, a lot of problems could be Ms Bell: They have had to bring a lot more staV
sorted out much earlier. from other parts of the Revenue in to working on tax

credits because of the problems. I think, going back
to the complexity of people’s lives, that has to someQ22 Mr Todd: They are hard to speak to, are they
extent demonstrated that you cannot deliver it onnot?
the cheap.Mrs Fielding: They will not do it at the moment. I

have not yet been honoured by a telephone call.
Q26 Mr Todd: As people who deal with the helpline
work as it varies and forms at various times, what isQ23 Mr Todd: I have spoken to somebody from a

special payments team. your impression of the morale of the people you deal
with? Because that is going to be a criticalMrs Fielding: You are lucky—but then maybe they

are busy. They are sorting out the cases in a diVerent determinant in how eVectively they are going to be
able to make changes.way. I just think that if somebody could take
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Mrs Fielding: I have been dealing with the benefits in with them to make improvements and we hope the
general for a very long time. My initial view of the new award notices are going to be significantly
helpline, when it first started, was that it was not very better. They are better from an adviser’s point of
much help to me. The CAB helpline which we have view—now, if you are an adviser, you can
is a small team of people—not that I can now use the understand what is going on—but I think if you are
helpline, but clients tell me that on the general a claimant it is still going to be quite diYcult. With
helpline the intention is as good as you can get. the explanatory notes that come with them, there is
Certainly the CAB helpline often know what should definitely—
be happening, often can tell you who should be
doing it and why it should be done and when it

Q29 Mr Todd: Calculations are quite rarelyshould be done, but the reality is it is not happening.
obtained.They are as frustrated as I am. I was saying to Katie
Mrs Fielding: Theoretically, you can ask for them,this morning—and I could name them, but I will not
but I was just saying this morning that I have askedbecause it would not be fair on them—I have had
for them on numerous occasions and not yetsome quite deep conversations with people on the
received one. I think it is like a lot of things, they arehelpline and they have said, “I can see who is doing
technically available but in practice I have not seenthis, I can see whose job it is, and I know what they
them. The award notices, for instance, I think areought to be doing because I used to be on that
slowly improving, and it is about a technique onsection, but it is just not happening. They are as
understanding them. Katie was explaining to me thisfrustrated as I am. I get on quite well with them—I
morning that there is a possibility, when clients getam threatening to visit Liverpool at some point—
their annual award notices—and I have to say, whenbut I think they are as frustrated as we are.
they get them in August, I do not think that is
terribly helpful for something that changed in April,

Q27 Mr Todd: That is my experience. because quite often there has already been three
Ms Lane: In terms of resources, there is an awful lot months of overpayment or whatever—if they had a
of duplication going on at the moment as well. checklist of what they need to check, for them toBecause of people having to deal with four pieces of follow it through that they have checked the thingscorrespondence because the first one was not looked they had to check. I am sure you have all had cases—at properly, there are people having to repeat we still get cases—where people have 12 or 13conversations with diVerent teams because there is

children when in fact they have two or three. It is sillynot somebody dealing with the whole case. Advisers
little things like that.tell me that, particularly in problem cases, where

they are having to have manual payments that are
diVerent for each month, then each month you have Q30 Mr Todd: It is more common to be told they
to go through and speak to a diVerent person and have none at all, actually.
explain and go through the calculation together and Mrs Fielding: Yes. The fact that if you were on
come up with what the figure should be. If she could income support last year it is recorded as a nil
just speak to the same person, then she would not income; and if you have already told them you are
have to take so long doing that. That is why we are working you would have thought it is logical you are
arguing for an increase in the casework team, earning, but, because it is last year’s income that
because at the moment it is almost invisible to the shows up, clients do not recognise the diVerence.
CABs on the ground. There are certain things, if you were aware you could

check, and then it would be obvious which were
your issues.Q28 Mr Todd: Could we turn to the award notices

and how those function or not. I often see people
who bring in almost a suitcase of award notices and

Q31 Mr Todd: One of the other problems, I havesay, “Well, this is what I got; work out what the
found, is getting to a position where clients are madeposition is from this”. Do you think, firstly, the
to annualise the income that they are receiving. Ivolume of award notices is helpful? There is a huge
regularly have had people saying, “I don’tnumber produced. What do you think about,
understand how to work out how much I am goingsecondly, their clarity in explaining what they are
to get in this period that is relevant to this award.”telling the person, and, thirdly, the explanation of
It has changed part the way through the year andthe outcome? I must admit that unless you know a
then you have to work out each monthly income andgreat deal about the system you would not be able to
how much it is going to add up to. It is not a lot ofanalyse the outcome from the figures that are there.
help in doing that kind of thing.because they are broadly a statement of your income
Ms Bell: We hope the award notices are going to beand commitments and then there is a figure.
much clearer about which parts of the year they areMs Bell: In terms of the volume receiving hundreds
referring to when they refer to a relevant incomeof award notices in a row, it just is not helpful. It is
period. That would make a real diVerence. But it isdiYcult because you do need to receive information
a complicated calculation and it is never going to bewhen your award changes. I know one of the six
very easy to understand.steps that was announced in May was to reduce the
Ms Lane: For somebody whose circumstances areduplication of award notices, but so far we have not
complicated, the award notice, the new onehad any progress towards that. In terms of the

content of the award notice, we have been working containing more information, could be up to eight
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pages long, so, whilst it will be much improved, Q34 Mr Todd: That is the last point I would make,
that one of the diYculties is—and this is one of thepeople will still need help in understanding the
frustrations of the staV—that they do not havefigures on them.
access to the whole picture anyway. It is partly, as
you have said, there is someone else working on it
somewhere else and they know what they may beQ32 Mr Todd: Turning to the phone interface, do
doing, but they do not have the full picture of whatyou find that people who ring up and try to get their
they are doing.circumstances updated by phone, which they are
Mrs Fielding: But even a direct call to the call centreencouraged to do, actually have that logged
. . . I have had it myself. I have said, “I spoke to yourreasonably accurately? When it is not very accurate,
colleague X on such and such a day,” and they willis it possible to go back and say, “Well, hold on, that
say, “There’s no record.” I do not doubt I haveis what was said”? Do you find it is possible to
spoken to them.uncover the conversation which took place, which is

often critical to determining whether the award has
been right or wrong? Q35 Mr McFall: One of my constituents was very
Ms Lane: We have found it has been a lot more precise, in that she kept a log of everything over a
diYcult than the Revenue have said to us. The fact three-year period, but she was going on to diVerent
that the telephone calls are recorded is something call centres and they were in diVerent locations and
that is used to reassure people if you are going to diVerent people. They were telling her, for example,
challenge an overpayment that has arisen from not as Mark said, “You have no children.” She said,
taking on board information you have given them. “Yes, I have two children. You have been told I have
But that can take many months to go through and two children. They are going to university next year”
that is why it is really frustrating for claimants. and whatever else, but the reality of the situation was
When they know they have reported something and not reflected in the computer records. That seems

inexplicable to us. Is the problem an IT problem? Isit has not been taken on board, they then have to
it an administrative problem? Is it a combination ofremember the date, the time and really spend a lot of
both? If you do not have the precise information ontime arguing that they really did report it when they
a computer, then the confirmation letter you aresaid they did. Again, that is something that,
going to get sent out is wonky when it comes out adisappointingly, is still ongoing. We had a woman
month or so later. My constituent showed me half awho reported a case before Christmas. Her income
dozen confirmation letters with diVerentchanged but her partner’s did not, so they were still
information on them, all wrong.on a fairly substantial income. Their award last year
Mrs Fielding: Certainly, from my regular contactwas £500 and their new award showed they would
with people who deal with me on almost a dailyget £6,000. She knew it could not be right but, after
basis, there certainly appears to be an IT systemreporting it several times, she was still not able to get
problem. DiVerent people are limited in theit corrected. Eventually, the CAB tried to intervene,
information they can give you. For instance, Katiebut in the meantime said, “Keep this money
mentioned about three changes of circumstances inseparately.” She had to set up a separate account,
a day. I have found it very diYcult to get more thanready for when she would have to pay it back,
one change of circumstance in a day recorded on abecause she simply could not stop the money
client’s case—and, oddly enough, changing a mobilecoming.
phone number is a change of circumstance, so it is
not the sort of stuV that you or I would think to be
important. For instance, the client changed theirQ33 Mr Todd: The access to the phone log you find mobile number and then said, “I have got a thirdas diYcult as we do, I think. child” is an example of a case where the third child

Ms Lane: It is slow—tremendously slow, really. In was not recorded, and so we had to ring back again.
one case where somebody did win in the end, it was It is almost like you have to have a checklist, every
recorded very carefully on the system: “This person time you ring, to say, “Is this, is this, is this . . . .”
asked, ‘Is my award correct?’ We told them it was Fortunately, one of the advantages of multiple
correct.” That is logged in detail on the system—and award notices—and I mean multiple: I have had
it still took nearly two years for the claimant to clients with 30 or 40—is that, because an award
dispute that and get the matter agreed. notice comes out every time, you can tell whether the
Mrs Fielding: The record of the call log is not system has recorded your change. My diYculty then
anywhere near the computer. For instance—and I is that if the client has told me of a change of
know it sounds simplistic—you can ring up the call circumstances and gets an award notice and then
centre, as clients will say they have done, and say, rings up and says, “You still have not recorded it,”
“You have not changed the details, because I have it appears to be my client’s error, not the computer’s
had one extra child” and they will say, “We have no error. It appears to be ultimately my client’s error
record of you calling in with that record.” My clients when it comes to an overpayment. There are
now know to ask the name of the person and to give administrative problems. I used to think it was a lot
the time and to get itemised BT bills; otherwise, we administration, a little bit computer, but I
have found it very diYcult even to prove that the call personally now believe it is a lot computer and a little
was made, because the call record is somewhere bit administration, particularly with this issue of

losing clients. There are two times of year where a lotseparate to the computer system.
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of clients drop oV the system, particularly around that we get. The CAB helpline is not perfect, and
the beginning of October—something to do with then there is the administration level, but a lot of
modern notices. Once they have gone oV the system, people would deal with it themselves if they had the
I was led to believe they could not get them back on sort of trained support that we appear to get.
the system. I am now told that about a quarter go
back but they cannot tell you why, but the others are
all left with manual payments. Somebody mused to Q40 Mr Love: As I was listening to the discussion
me that one of the suggestions at a meeting was to about computers and computer-generated letters, it
change people’s national insurance numbers reminded me of the old classic housing department
because that way you could put them back on the that sent out letters saying, “You are £1.20 in
system with a new national insurance number. The arrears,” which created an enormous problem for
computer is tied into the national insurance number the person who received those letter—usually on a
in some way. regular basis. So I do have considerable sympathy
Ms Bell: I think it is a real issue with the flexibility of for that. I wanted to move you on to overpayment
the computer system and its ability to correct recovery and the controversy that there has been on
mistakes. That is the real problem: once something the so-called “reasonableness test”. As I understand
is in there, it seems to be pretty permanent. One of it, that test states that claimants would not be asked
the things we have recommended is a fundamental to make a repayment of an overpayment if it was
review—or “permanently wrong” possibly. decided that the cause of the overpayment was a

mistake by the Revenue and where it was decided
Q36 Mr Todd: There is data that remains frozen, in that the claimant “could reasonably have thought
spite of all the staV I deal with accepting it is wrong. your award was right.” That is the reasonableness
Ms Bell: Exactly. element of it. I understand why that has been

somewhat controversial, but the suggestion has been
Q37 Mr Todd: Getting it oV the system is a major that we ought to move to a system similar to that in
problem. the rest of the benefits system, where repayment only
Ms Bell: Yes. occurs where there has been a misrepresentation or

a failure to disclose. I would like to ask all of you
Q38 Mr McFall: One of the features of the pension who are involved directly in both: Is the so-called
credit was that the Government encouraged social security test a reasonable test? Is it workable
Members of Parliament to go out into communities in the tax credit situation? I will perhaps start with
with staV members from DWP and others, and you Jackie because she is a practitioner.
would have potential clients coming in and they Mrs Fielding: Unfortunately, because tax credits are
would go to their computer screen and be told annual, I do not know that the same tests could be
whether they did or did not qualify. Given mention applied. I have discussed this with some colleagues.
has been made previously about the job centres, is Something like the housing benefit type
there some recommendation that we could make as reasonableness, which is probably the only other
a committee for face-to-face interviews in places, benefit where you get not the same situation but a
ensuring that the computer is there and computer long-running situation—because housing benefit, as
information can be recorded? Is that an innovation, you probably know, is done as an advance benefit,or would that just muddle things up even further? assuming. In a sense, that is also tax credit.Ms Lane: Increased access to face-to-face advice,

However, my problem with overpayments is more towith oYcials having access to the computer system,
do with the rates of recovery than it is to do with thehas to be a good thing.
decisions on actual recovery. Clients, most of the
time, are happy to pay back if they have been

Q39 Chairman: Before calling Andy Love, could I go overpaid.
back to the helpline and ask each of you, if you were Ms Lane: I think it is diVerent. It is a diVerentin charge of it tomorrow morning, what is the one

system. We would not be arguing that people whothing you would do straight away?
receive random amounts of, say, £5,000—which hasMs Bell: I would try to implement a whole case
happened—into their bank accounts should get toapproach and put much more case management in
keep it. We think that would not necessarily be aplace.
good use of resources. Where we would want to seeMs Green: I would say exactly the same, in fact; that
an independent right of appeal is on whether it iswe need to put more resources at this stage in the
reasonable for someone to know whether theirdevelopment of tax credits at least, into casework
award was correct or not. At the moment, theand into casework staV.
problem now, with no right of appeal, is that theMs Lane: There are two things. One I would say they
Revenue themselves are judge and jury on makingneed to have full access to the information—all the
decisions about what claimants know and do notclient records—rather than partial access to it. The
know. They can pay people and claim it backother thing is just the same, that they need to be able
whenever they like, and that is a real problem for ourto refer on diYcult cases very quickly.
claimants. We would want it a little bit more like theMrs Fielding: Oddly enough, I would say I would
housing benefit test, but I do not think it would beskill up the standard helpline to the level of the CAB
able to be exactly the same, and it would check whathelpline, because most of my clients can deal with

their own problems if they have the level of support is reasonable for each claimant in each situation.
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Q41 Mr Love: Could I ask Kate from One Parent Ms Bell: In future, maybe—and if, as I said,
somebody other than the Revenue is determiningFamilies, because you said you were quite happy
what that balance is. We have no confidencewith that system. I think you were looking for an
whatsoever in the Revenue’s ability to apply that testappeal mechanism, but you were happy with the
fairly, given the current experience. In future, we cansystem. Could you say why you feel that way?
say, “Yes, that is a reasonable balance to makeMs Bell: I think we feel the key problem with this is
between the taxpayer and the claimant,” but so farthat the Revenue decides (a) whether it made a
we do not think it has been made fairly. That, again,mistake, and (b) whether it was reasonable for you
is why we want the independent right of appeal.to have believed it to be correct. You might say that

those two prongs should be there in any test of
whether the overpayment should be recovered, but Q44 Mr Love: I assume that you all agree with that,
we do not think you can trust the Revenue to make since you are nodding your heads. The Government
that decision about its own procedures. That is why has obviously rejected writing oV overpayments in
we think the really critical thing is having a right to those years. What about the years coming up? Is
appeal that to an independent tribunal, and then you there a case to be made, where the Revenue have not
might get some case law established about what been able to justify, that there is a strong prima facie
reasonable means. For example, we do not think case for them writing oV where the overpayment is
that anyone independent looking at the award their mistake?
notices at the moment would say that it was Mrs Fielding: One of the cases that I have quite
reasonable for you to have believed your award was heavily dealt with is arguably where the client should
correct, because you just would not know; but when have known that the error had arisen. It was to do
the Revenue looks at it, they think, “You should with one of the premiums that had been awarded,
have read that.” That is why we think it is the and in fact the wrong premium had been awarded. It
independent right of appeal, as opposed to the is still being maintained that the client should have
nature of the test, that is the really important factor. known that they were not entitled. There is no way

that that client could possibly have known. There
was nothing on the award notice that would haveQ42 Mr Love: Do you think “reasonable” should be told them, “You are getting this because we thinkmore closely defined? I think the fear is that there you have told us this.” Disabled people, both

would be a huge number of appeals because most physically and mentally disabled people, think tax
people out there, certainly the people who come to credits are absolutely brilliant, because they can go
my surgery, think they have been honest, that they to work on a limited number of hours but earn a
have disclosed all of their circumstances, and when reasonable amount of money that does not require
somebody says, “It was unreasonable for you to them to take money in any other way. But, because
think it was right,” they object to that. You would their system is so much more complicated, not all of
have a large number, unless you can define what it is them would necessarily understand why they were
you are talking about, so that people understand. being awarded additional amounts for additional
Ms Bell: The diYculty with tax credits is that there reasons. A reasonableness test for myself would be
are overpayments that can arise when nobody has totally diVerent from a reasonableness test for
done anything wrong and that are recoverable, just possibly one of my physically or mentally disabled
because of the nature of the system. We have got into clients—more often the mentally disabled. The
a bit of confusion about overpayments, where problem with families is that the people to whom this
people think that all overpayments are because of a is happening most of the time are people whose lives
mistake. Because of the nature of the tax credit are incredibly complicated: they are in the sorts of

jobs that have variable hours, that are low paid, thatsystem, that is not the case, so that test would
are not guaranteed; they are in and out ofprobably have to apply to cases where it was a
employment; they have problems with theirmistake. You would have to have it in operation for
childcare. The people who are really being aVecteda while to build up case law. I do not think you could
are the people whom society ought to be helpingdefine reasonableness straight oV, because there are
more, not helping less.going to be exceptional circumstances that would
Ms Green: In terms of the write oV, there are threefall outside that. That is why, again, the right of an
things I would say. First of all, we have advocated aindependent appeal would allow you to do that and
write oV for years 2003–04 and 2004–05, and weto get that case law established.
have done that not just because of issues of
reasonableness and what people have understood,

Q43 Mr Love: The Ombudsman recommended for but because that would give the Revenue a bit of
the two years she looked at, 2003–04 and 2004–05, breathing space. If they got those cases out of the
that all overpayments caused by oYcial error ought way, they could start focusing on the future. We
to be written oV. The Government rejected that, have strongly advocated—and indeed been
saying that it would wish to maintain the encouraging MPs to sign up to an EDM to the eVect
reasonableness test. I would expect you all, that there should be an amnesty on recoveries for
representing the claimant, to be in support of that. 2003–04 and for 2004–05. The second point is that I
What is your response to the Government’s view completely support what everybody else has said,
that we have to strike a balance between the claimant that we should have a statutory test and that we will

build up a body of case law as a result around whatand the taxpayer in terms of these overpayments?
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constitutes reasonableness for the future. In the accepted it was reasonable for the person to have
believed their award was correct, so you lose a bigmeantime, thirdly, while the award notices are still

so diYcult to understand, we would advocate that chunk of the oYcial error figures.
possibly the second leg of the current oYcial error
test—in other words, that it was reasonable for the

Q47 Mr Love: But if you add all three of yourclient to have realised—should be abandoned,
organisations together and the prime groups youshould be put to one side, until we have better award
represent and if you all carried out some researchnotices. I think there are a number of stages we could
into this area with all the diVerent people that arebe working through on the way, in the long term, to
making an application in this area, surely you couldrecognising that of course there will have to be some
get a ball park. Nobody is saying it would besort of test that takes account of what the claimant
accurate to within whatever tolerance, but you couldknew.
get a ball park that could challenge the Government
to refute that that was the level of oYcial error at the
present time?Q45 Mr Love: The Government tells us it is carrying

out a review of the code of practice in this Ms Green: That may well be true, and I am sure we
could all look at the data that we have and what weoverpayment area. You have talked about a

statutory test and an appeal mechanism in order to could oVer to the Government by way of advice, but,
in fact, we would say there is a duty on theestablish case law. Is there any other thing that you

would like to see changed in that that would help to Government to be tracking the performance of its
own system and making public the results that it isresolve some of these problems?
uncovering so that organisations like us,Ms Green: Most certainly. One of the things that all
parliamentarians like you, can actually test theof our organisations strongly advocate, indeed
integrity of the system for now and for the future. ICPAG has been advised that it is legally required, is
do not think, with respect, that that is thea pause between identifying an overpayment and
responsibility of the voluntary sector.beginning recovery, a pause which enables the

Revenue to contact the claimant, to give them a Mrs Fielding: There is actually a system in place
already, because one of my slightly more unusualcomprehensible explanation of how the

overpayment has arisen, when it arose and what cases was a client who did not appear to have any
problems at all and then was contacted by a specialrecovery arrangements are going to be put in place

and give the claimant very clear information about department at the Inland Revenue and was told that
they check a proportion of the cases that do notwhat they need to do if they are not happy with, and

want to dispute, that decision. We do not have any appear to have any issues in them. They look at a
certain proportion of cases—I do not know theof that at the moment, and I think all of our

organisations would say very clearly that, whilst we proportion—but in his particular circumstances
they discovered an error, which they, interestinglywelcome the fact that the Paymaster General has

said that she will consider this, it seems to us to be enough, then said was 50% his fault and 50% their
fault and that they would take half of theabsolutely essential that it is considered as a matter

of urgency. overpayment and that he had to pay the other half.
That case actually went up to our MP, who I think
is still working on it, because it was very unusual, but

Q46 Mr Love: I do not know whether you have there is obviously some sort of administrative way of
submitted anything or whether the Government checking. The sorts of clients we tend to see are the
allow you to submit anything to their review, but if people we already know have got a problem; so in a
you have perhaps you could let us have a copy of any sense our figures would not be particularly accurate.
views you have on that. As a last issue (and we have We do not see the happy people. We only see the
a talked about this earlier on), this whole area of the people with the problem.
level of oYcial error, which is very critical in all of Ms Lane: I would just add to that, in terms of people
this, is there any way that we could identify that? The challenging the recovery of overpayment, it is
Government says it is a huge bureaucratic exercise; entirely left up to the claimant to challenge it, and so,
it would cause an enormous administrative burden whilst you say, if it is an error that is made by the
on them when they have got all the other things that Revenue and it is reasonable for the client to think
they need to be doing at the present time. Is there a their award is correct, we will not recover, that is not
simpler way that you are aware of that could give us strictly true. If the claimant does nothing, it will all
at least some idea of the level of oYcial error that is be recovered completely and the claimant will be left
going on at the present time? with less money, and so I think it is really important
Ms Bell: We have thought of doing samples before, that people are told, “You must challenge”,
taking 100 claimants and seeing how many of them otherwise it will be recovered from them
had had an error in their award. When we did our automatically.
research, which was in the summer 2004, 28% of
people had been overpaid and of those 80% was due
to oYcial error, but that was obviously again Q48 Mr Love: Can I just make the point to Kate that

this Committee is a very eVective way for influencingreflecting the early years of the scheme, so it was very
high. It is very diYcult to get to the statistics, because the Government in these areas, and any information

you can provide to us that helps us to do that will bewhen you look at how much they are writing oV due
to oYcial error, again, that is only when they have very gratefully received?
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Ms Green: We have noted that. who they will know, who have got a big increase in
their income and are still getting their tax credits?
There is an issue about the fairness of the tax andQ49 Ms Keeble: In the evidence submitted to us by
benefit system. Do you think it is fair and do youthe Public and Commercial Services Union it argues
think it will encourage confidence?that the £25,000 disregard would lead to unfairness
Ms Bell: If your income falls within the year, you willin terms of the relative need between claimants with
see your tax credits compensated—the £25,000very diVerent income levels. Do you agree with that?
disregard does not stop that happening—and one ofI do not know if you want to respond separately or
the things we have always liked about the responsivecollectively.
system is the tax credit system’s ability to respondMs Green: We are unclear about what the Public and

Commercial Services Union is talking about there quickly to falls in income; but the one thing, which
beyond the issue we discussed earlier around the fact we are talking about briefly earlier, where it is missed
that the £25,000 disregard does not work where your out is if your income falls and then rises again, which
income rises in-year but remains lower than the means that your tax credits will continue but you will
previous year. There may be other issues that the not see as much benefit as if that had happened from
PCS have identified, but we have discussed this one year to the next, as you will if it happened within
particular point in their evidence, which we have not year, but the disregard does not lead to, I do not
seen actually, and we are not very sure of what else think, a situation where your income falls and your
they may be thinking of, although, of course, they tax credits do not compensate it.
may well have other pieces of information that have
not occurred to us.

Q52 Ms Keeble: No, the disregard is for people
Q50 Ms Keeble: I am sorry I was not here earlier— whose income goes up, but my reading of it, and it
I was at another committee meeting—but, for might be just because it is a bit unclear, is that there
example, if a claimant’s income rises from £20,000 to is this issue about an underpayment being carried
£40,000 within a tax year, which is quite possible, forward into a lump sum at the end of the year.
then they will not be required to pay any of the Ms Lane: It is partly your tax credits will
£3,375 tax credits which would have been paid to immediately go up, but if there was any back-dated
them in-year because the income level falls within payment you were due, then you would wait for that
the £25,000 disregard. Do you think that is fair, bit until the end of the year; so there could be a small
given that, if people’s income goes down, they are loss there or a small delayed payment.
not necessarily going to see that reflected in a
payment in-year, they might have to wait until the
year end? Do you think that is a fair way to deal with Q53 Ms Keeble: You do not see that as being an
it: because quite a lot of people would think £40,000 insuperable problem, which clearly the union does?
is quite a reasonable income, whereas obviously, if Ms Lane: I think it is diYcult. I think HMRC will
somebody’s income falls, they can be left very have a huge responsibility to encourage people toshort indeed?

report that change quickly, because there will onlyMs Green: It is possible, of course, to play the
be a real big disadvantage to someone if they delayedsystem—some people can and will do that. It is also
in reporting their change and therefore there wouldpossible, of course, that some people who are not in
have been a lump sum due to them that would beany financial hardship at all are going to be
quite substantial; so it is important that the messagebenefiting further from this increased cushion, but I
gets across that, in order to get your increase in yourthink that there is a more important focus that we
tax credit and all of it at the time you need it, you willare concerned about, which is this issue of
need to report that change quite quickly. There willaddressing the position of people whose income is
be some losses, as Kate said earlier, for people wholower this year than the previous year. I think we
actually need that money to pay oV rent arrears orwould give more concern and priority to addressing
anything else they may have accrued in that time lag,their circumstances at the moment, because
and we would hope the Revenue work really hard toinevitably there is going to be, I guess, some
improve the communication to ensure that as manyroughness and readiness a system that has a
changes as possible are reported very quickly sodisregard built into it.
people do benefit from an increase in their tax credit
payments.Q51 Ms Keeble: Sure, but, as we all know, most

people play the system absolutely straightforwardly,
some people will play it, some people will be

Q54 Ms Keeble: You do not foresee there will be aaccidental beneficiaries of the change in the
problem about people on low incomes having thosedisregard, but some people can lose out quite heavily
debts and having to resolve those, their not havingthrough the new changes if their income goes down
the money and being told, “You will have got to waitin-year and if they have to wait. As we know, most
for the year end”?people who need tax credits operate on real-time
Ms Green: We think potentially that will be aincome, not delayed debts that only get repaid when
problem, and that is why we were saying earlier thatyou get your lump sum at the end of the year. Do you
we are wary of this intention to hold thethink that it is fair for those people who find

themselves in that kind of diYculty to see people underpayment back until the end of the year. That
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will be desirable for some people, because it will help Q55 Chairman: I must protect the time for the other
witnesses, but in doing that I do want to thank thethem to avoid a big overpayment recovery at the

end, but for others, in fact, it is quite likely to four of you for launching your inquiry, for the
evidence you have submitted and also for the furthercompound the hardship that they may have

experienced already from having had an explanation you have given this afternoon. We have
got oV to a very good start. I am most grateful to allunderpayment.
four of you. Thank you very much.

Witnesses: Ms Liz Lathwood, Technical OYcer, Personal Taxes, CIOT, and Mr Robin Williamson,
Technical Director, LITRG, Chartered Institute of Taxation, gave evidence.

Q56 Chairman: Let us resume. Mr Williamson, Ms very unsuccessful because what they were getting
before was a lot more straightforward, and so ILathwood, could you introduce yourselves formally

for the shorthand writer, please? would echo the comments that have been made
previously about problems for the lower paid.Mr Williamson: I am Robin Williamson. I am

Technical Regulator of the Low Incomes Tax
Reform Group, which is part of the Chartered Q58 Chairman: You do not each have to answer
Institute of Taxation. each question, but do either of you go for a return to
Ms Lathwood: I am Liz Lathwood, Technical OYcer fixed awards?
for the Personal Taxes Sub-Committee of the Ms Lathwood: I think it is a very diYcult thing for
Charted Institute of Taxation. HMRC to contemplate, because I think they have

formed this system based on the annual measure of
income. To a certain extent the £25,000 disregardQ57 Chairman: I am sorry to have kept you waiting.
puts them into a fixed award because the majority ofThe previous session over-ran slightly. Do you think
people will be left on their previous year income, andtax credits have been successful?
the advantage of leaving it on their previous yearMr Williamson: I think tax credits have certainly
income but still allowing them to change their awardbeen successful for a large majority of claimants.
for their changes in other circumstances, like theirThe problem, as I see it, is likely to be that it has been
childcare going up or down or the number ofless successful for those claimants to whom it has
children that they are looking after, thatbeen most directed—those who are on low
responsiveness will still be there and will be moreincomes—largely because of the complexity of
clearly seen because of the fact that the income ischanges in circumstances and changes in income and
fixed. It is the income part, which was not responsiveso forth, the eVects which an overpayment is likely
because it was annual. So I think to a certain extentto have on that population. It is a generous system,
Pre-Budget Report changes will give us fixed awardsit is also an uncertain and unpredictable system, and,
from the income side anyway, so I think that isif you are used to budgeting, not so much on an
probably quite a good thing. I cannot see themannual basis but from week to week or from day to
moving to a system which does not have anyday, then the unpredictability can be a great
responsiveness at all because of the thingsdisadvantage. The combination also of low accuracy
mentioned earlier: you are in a situation where youlevels within the system which follows on from that
would be getting childcare where you are no longerunpredictability and low comprehension levels
paying for childcare, et cetera.among the claimants is another problem. I also

question—it is just a question, I am not making any
statement—whether the statistics which show Q59 Lorely Burt: I would like to talk a little bit more
people coming out of poverty actually take into about overpayments. On 5 December the Paymaster
account the eVect of overpayment recovery or do General said that analysis of overpayments
they take into account simply the gross entitlement suggested that they resulted from a number of
of the claimant: because if they do not take into factors, including income rises and delays in
account the cash flow eVects of overpayment reporting changes in circumstances. One of the
recovery on tax credit entitlement, then I suggest reports that we had from One-Parent Families was
they are presenting a misleading picture, or they may that 40% of their sample experienced between two
be presenting a misleading picture, of how poverty and seven changes of circumstance during a typical
levels are being reduced. year. What I wanted to ask you is: we do not seem
Ms Lathwood: I think it depends which segment of to have any figures about how much of this is due to
the population you are looking at. It is not easy to clerical error, exactly how these overpayments have
say they have been successful because of all the arisen. I wondered what your understanding was of
diYculties that there have been. Certainly for the how these problems have arisen.
segment of people that were just entitled to the Mr Williamson: They seem to have left out very
family element, for instance, they used to get that much reference to the causes of overpayments,
through their tax codes and it was quite which, even though they may not be huge per
straightforward—they did not have to fill in lots of volume, are, nonetheless, considerable if having a
forms—and I think for them (there are about two considerable eVect on the people who suVer from

them. Those are the ones which result from HMRCmillion of them) they probably would say it has been
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error or delay. You can get cases where people three months on from the coming into force of that
Act, all same sex couples who are living together willreport all their changes of circumstance and report

all their changes of income and it does not show up have to notify HMRC and, indeed, the DWP that
they are living together if they are tax credits orin their award and they carry on getting the same

amount, and they ring up again and it does not show benefits claimants, but when we get to that point and
beyond it we will probably find there are quite a fewup, and so on, and so you go on. You also get cases

of computer malfunction. I would suggest perhaps people who had never even thought that they might
have to do this. I believe the DWP are going to adopt“clerical error” and “computer malfunction” go

hand in hand. I do not know which is more common, a very much more lenient policy on recovering
overpayments of the Revenue, which is anotherbut certainly in the early years we saw quite a lot of

computer malfunction. That is still going on—it is story, but that is just one further cause of
overpayments which might come along. You cannot true to say that the computer is now working

absolutely perfectly, because we still see errors—and categorise that as a change in circumstance, but it is a
change in circumstance that is brought about by thein some cases the errors which date back to 2003/4

have taken quite along time to correct. There is one coming into force of the statute, the circumstances of
the people themselves have not changed. Then youcase where the final award notice for 2003/4 was not

issued until August 2005, because it took that length have got another group of people coming into the
tax credit system towards the end of 2006, income-of time to correct those errors; so people are still

suVering the eVects. based jobseekers’ allowance, income support,
claimants who are claiming for their children
through those systems will then have to claim forQ60 Lorely Burt: If you had to make an estimate of
their children through child tax credit, and here isthe proportion of overpayments which resulted from
another group of claimants who will have toerror, either human error or computer error, what
familiarise themselves with the problems of thewould you say that would be, very roughly?
system. The Revenue will have to familiariseMr Williamson: It is very diYcult to say without
themselves with the particular problems of thatseeing the figures—
claimant group. If we are going to wait for all the
causes of overpayment to be identified, I think we

Q61 Lorely Burt: That is the problem. We are not could probably wait a very long time. We have got
getting to see any! to make a start somewhere.
Mr Williamson: —or carrying out an analysis of the
statistics. Maybe somebody like the National Audit

Q63 Lorely Burt: I think what I was getting at was,OYce should undertake a study and get to the
because we do not know what proportion ofbottom of it, looking at it from a point of view which
overpayments arise because of the diVerent reasonsfavours neither the Revenue’s side nor the claimant’s
that we know exist, it seems very diYcult to imagineside but looks even-handedly at both.
how we are actually going to facilitate thoseMs Lathwood: There are lots of reasons for
improvements to the system. Would you agreeoverpayment, claimants delaying notifying a change
with that?is one. Because of the annual measure of income it is
Ms Lathwood: I think it would be good to have aentirely possible for a claimant to notify a change of
better analysis, and I think one of the problems weincome on the day it happens, or even before it
have at the moment is that 2003/4 was probably thehappens, but still be in an overpayment situation; it
year where there were most errors, so actuallyis also possible that there is a Revenue error. All
analysing those figures is not going to be thatthose things are in the mix, and I think the problem
helpful, it would be much better to have a moreis that when somebody gets an overpayment on their
recent set, but I do think that the change in theaward notice it is probably a mixture of lots of
disregard will make a big diVerence: because of thisthings, and that is possibly why it is quite diYcult to
fact that you could be in an overpayment situationanalyse them. It seems to me the only way to do that
through no fault of your own, that is going tois for somebody to be interrogating the reasons. We
disappear for by far the majority of claimants, socome back to this thing that was mentioned by my
that is going to be a good thing, because you willcolleagues earlier, that if people were given an
then be able to see the other reasons forexplanation, or the Revenue had to explain to people
overpayments. Otherwise, yes, I agree with you, ithow their overpayment had arisen, then there would
would be better to have an analysis.have to be something behind it to provide that
Lorely Burt: I must say from what Mr Williamsoninformation.
said, it is a scary prospect, is it not, with all of these
other people adding to the queues of people who areQ62 Lorely Burt: Indeed, and that is something
already suVering under the system? How many waswhich came across very strongly from the previous
it? About 1.9 million people have been in anwitnesses that we had. Do you think that it is
overpayment situation, and so next year could bepossible to reform the system if we do not know why
even more!all of these overpayments are actually arising?

Mr Williamson: I think it is likely that there will be
yet more causes of overpayments coming up in the Q64 Mr Todd: Do you think that the original model

of how this was supposed to work can functionnext few years. We have already got, for example, a
statutory change, the Civil Partnerships Act coming relying on telephone contact and a computer system

to deliver virtually all the work?into force. We have not yet got to the point where,
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Ms Lathwood: Certainly the CIOT were very Q69 Mr Todd: We have got eYciency saving targets
on HMRC, as with other parts of government, at theconcerned when we responded to the first
moment. They are supposed to be saving aconsultation document, partly about the complexity
significant number of jobs.of the system and the fact that HMRC, or the
Mr Williamson: We are already seeing some changesRevenue as it was then, thought that people would
being rolled out with the inquiry centres, one ofbe able to notify all these changes on time and that
which is that they seem to be moving towards anthey would all be processed on time; so I think we did
appointment system; so that if you are the sort ofhave quite strong reservations about the complexity
person who likes to drop in and get their problemof the system and how HMRC would be able to
sorted out there and then, that might no longer bedeliver it when it was first introduced.
possible.

Q65 Mr Todd: How would you change the model of
Q70 Mr Todd: People with problems do normallyservice delivery?
like to do exactly that. They do not want to make anMs Lathwood: I think that the biggest problem is the
appointment for a week’s time. They want to try andcomplexity actually, particularly for people with low resolve it straight away, I think?

incomes whose circumstances change a lot. It does Mr Williamson: If that is the kind of eYciency saving
seem to me that an awful lot of the problems that we that is going to be put in place—
have arise from that complexity. I do not know how
to change it or to simplify it, but I think it does need

Q71 Mr Todd: Yes. The award notices are prolific,to be simplified.
and, as the previous evidence session backed up,
often prompted by tiny individual changes in a claim

Q66 Mr Todd: So you simplify as opposed to loading and then multiplied as you add an extra bit on. Is
additional resources into making it more there a strong argument for looking again at how
individually centered, if you like, to deal with the those are structured?
particular requirements of client groups? Ms Lathwood: Like others, we have been working
Ms Lathwood: I suppose if you could focus it into with HRMC to try to improve the clarity of the
client groups, if there were ones who were award notice.
particularly in need, yes, you could consider that as
another option, but it does seem to me that a lot of

Q72 Mr Todd: Do you take some of the blame forthe problems that we have arise from the complexity
what has happened?of the system. Ms Lathwood: Sadly we expressed in our evidence

Mr Williamson: I was quite impressed, in fact, some concerns that we have about what the final
recently dealing with a fairly high profile complaint product might achieve. As long as you have got all
on behalf of somebody, at the sheer quality of these changes required to be notified, changes in
service, one to one service, which I, as an adviser, childcare, changes in the hours that you work, then
then got from the individuals in the Tax Credit OYce you are going to have this multiplicity of award
who were dealing with the complaint. It would be notices coming out. It is diYcult to see how you can
lovely if all six million claimants could actually deal reduce the number of award notices going out unless
with the people in the Tax Credit OYce at that sort you did something about the number of changes that
of level, if everybody had an adviser who was there people have to notify.
within the Revenue structure somewhere, not
necessarily in the Tax Credits OYce but maybe in an

Q73 Mr Todd: You would have to reduce, if you like,inquiry centre or in the Jobseeker Plus oYce, who
the richness of data to get a smaller number ofwas suYciently conversant with the system that they
notices, and also, presumably, you have got acould provide that kind of advice one to one; but so
balance to strike between providing a lot oflong as we have got system complexity we have and
information about how the award is calculated andso long as HMRC do not have the resources to put
therefore confusing someone quite seriously?into that, then maybe some other arm of government
Ms Lathwood: Indeed.in the Treasury should be looking at more resources

to put into other advice organisations.
Q74 Mr Todd: And providing virtually no
information, which means that they must rely, quite

Q67 Mr Todd: Do you view with concern the often, on a third party to explain what this
prospect of significant job cuts in this area? document means.
Mr Williamson: Certainly. Ms Lathwood: Yes.

Q68 Mr Todd: You do not think that is really Q75 Mr Todd: Striking that balance is quite hard?
feasible in the short-term? Ms Lathwood: Yes.
Mr Williamson: I am very much hoping that it will Mr Williamson: I would have thought it is probably
not happen to the Tax Credit OYce, but you never better, even for a practised adviser, to see an award
know with mergers what the knock on eVect is going notice which set out more information rather than

less.to be.
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Q76 Mr Todd: So you tend to favour a greater you do not go over three months. The problem for
people who do not have children is if you are startingamount of calculation information on the award

notice so that the person at least has a start as to how work, unless you are coming oV benefits—so if you
are just starting work you have not been on benefitsthis was arrived at?

Ms Lathwood: I think certainly they need more than before—there is nowhere on the claim form that you
can put the date you started work. Say you startthey are getting at present if they are going to be

asked: was it reasonable for you to know that you work in January but you do not apply for tax credits
until February, the computer will just give you taxwere getting a premium element of something that is

not absolutely clear on the front of the award notice. credits from February. It will not backdate to
January because it does not know when you started.I think it is important for a claimant to realise what

it is they are getting. Actually the calculations The only way that a claimant is going to get the
backdating due to them we think is for the claimunderneath it are quite also complicated. I think

they would be too much if they were on the award form to say that quite clearly: “Please write down the
date you started work” At the moment it seems to benotice, and I think the plan is for those to be

available, and that is what we are concerned about, up to the claimant to know that they have not got the
backdating and phone the helpline and say, “Pleasethat they will be available for people who want to see

how the thing has actually been worked out so that can I have it?”, and that seems to us unfair, and so
that is why we put it into the evidence.they know how they have got to the bottom line.

Q77 Mr Todd: We have certainly had the comment Q81 Mr Todd: Thank you; that makes that clear.
that they are not freely available; they are extremely The records of phone calls and then ensuring the
hard to obtain. accuracy of that communication—I think you may
Ms Lathwood: No, I am talking about under the new have been in on that part of the conversation
award notice. earlier—do you have diYculty on behalf of those

you represent in obtaining information about the
Q78 Mr Todd: The helpline. We have had comments information provided to ensure it is accurate?
already that there are a series of helplines serving Ms Lathwood: I cannot say that I have had any
diVerent groups and diVerent functions within feedback to say that people have had problems with
HMRC. Do you think that it is optimal at the it, but it is possible that they have not used it as much
moment or are there substantial changes that you as some of the others have. I do not know.
would suggest in the way in which the helpline Mr Williamson: It is certainly a good thing that
operates? telephone conversations with claimants are being
Ms Lathwood: Certainly CIOT members find recorded. It did not happen under the Working
working with the helpline very frustrating, because Families Tax Credit, which led to all sorts of
they cannot speak to the same person and often the evidential problems.
person at the end of the helpline cannot deal with the
complexity of the case, and, whilst there is a special

Q82 Mr Mudie: Going back to the Chairman’s firstintermediaries line for the voluntary sector, there is
question, the system was designed to tackle childnot a similar line for people who are representing tax
poverty and help to make work pay. It seems fromcredit claimants who are acting as agents—
all the evidence that it is exactly those individuals.accountants or tax advisers—so they are dependent
Some are being helped, a great number are beingentirely on the helpline and they do find it very
helped, but a great number are being harmed by thefrustrating because of the quality of advice they are
way the system works. Have you looked at how thebeing given on that line and the consistency of being
money is distributed between income groups? Is thisable to speak to the same person.
big system that is being designed actually helping
those or is it being stopped from helping thoseQ79 Mr Todd: What is your perception of the morale
because there are too many applications coming inof the people you deal with?
because they have gone to too many income groups?Ms Lathwood: I personally do not use the helpline,
It is too wide a system?so it is diYcult for me to comment on that. CIOT
Mr Williamson: It could be the case that people onmembers have said to me that they are doing the best
the family element, for example, should not bejob they can in the circumstances. That is the sort of
within the tax credit system at all because theirmessage that I get.
award is fairly fixed and they would only come into
the tax credit system if their income dropped

Q80 Mr Todd: In your evidence a comment was substantially. I know there are particular reasons
made about the transparency of the rules on why the tax credit system extends that far up the
backdating of awards. Do you want to add income scale, which I have not ever really thought to
something to that? question, but it certainly has surprised many people.
Ms Lathwood: Yes, that was in our evidence. We
have discovered that the way the claim form works
is that, if a claimant puts down the date of the birth Q83 Mr Mudie: To a degree it would be open to an

MP to claim benefit, and that surprised most of us.of a child, for instance, and that is what has entitled
them to tax credits, the computer system A system that is designed to tackle child poverty—

certainly MPs do not fall into that bracket. Is theautomatically backdates the claim by the required
number of weeks or days, whatever it is, providing scheme too wide?
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Ms Lathwood: The support that is available through their tax credits can stop. It seems manifestly unfair
the childcare element certainly pushes the income to be encouraging them to do something which is
scales right up, because the amounts of tax credit actually to their disadvantage; so we would very
you can get on childcare are very substantial, so you much like them to bring the in-year recovery rates
can be earning £40, £50,000, even more than that, now and not wait.
going forward into future years, and be getting more
than the family element, so it is a very broad

Q90 Mr Mudie: Is there any reason why theyspectrum.
cannot?
Ms Lathwood: As I understand it, it is because of theQ84 Mr Mudie: There is a whole number of
fact that they want to do it via the computer systemapplications. You get the impression of the
and that takes a long time to do, but in fact there isdepartment flooded out, cannot cope, but if we
another way they can do it because there are thesetailored this, targeted it more, would that not help to
top-up payments that they pay at the moment. Thedeal with some of the problems?
trouble is, at the moment, they do not pay themMr Williamson: If you freed up some of the resource
when people’s income has gone up by two and a halfthat was used at the top end, I am not sure how much
thousand, so a lot of people do not qualify. If theyresource that is.
could remove that from COP26 when they review it,
that would mean that everybody could get them andQ85 Mr Mudie: We do not know. That is the
everybody would be encouraged to notify,problem, is not it?
providing, of course, they tell everybody that theMr Williamson: Indeed.
top-up payments are available, because they are only
in COP26, which, sadly, not everybody reads. They

Q86 Mr Mudie: The response to the Ombudsman on are too busy reading their award notices!
statutory tests and overpayments, the Government’s Mr Williamson: Another thing that would beresponse is this is being dealt with with a review of interesting to know is why they cannot do an annualCOP26. That was six months ago. Is this a fix in the interim, as they did with the suspension ofreasonable time, in your experience in the tax field,

overpayments.between waiting for a review on a code of practice—
six months? Taxation matters take a lot of time, but
this seems to me to be a long time? Q91 Mr Mudie: Mr Barber thought that was very
Mr Williamson: Yes, it does seem to take a long time. much impossible, and then he did moves to that
I wish it did not take so long. It is particularly eVect a month later. Was there anything missing
frustrating. from the Pre-Budget Report reforms that you would

have wished to see included?
Q87 Mr Mudie: Is there a reason for it taking so Mr Williamson: I think the £25,000 was certainly
long—that is the point—in your experience? more than we were expecting the disregard to go up
Mr Williamson: Probably the sheer size of the by and quite a smart move, for the reasons which Liz
department. was saying earlier, that it eVectively removes some of

the disadvantages of it not being a fixed award while
Q88 Mr Mudie: If the room was there, would we still retaining the responsiveness lower down. It only
be waiting six months later for an outcome or a does that for income. I would have preferred the Pre-
review on a code of practice? Budget Report reforms to have been fewer in
Mr Williamson: I wish I could say. I think it is number than to have left out the reduction of the
probably the size of the department and the number notification period from three months to one month,
of people which these documents have to go to and which I think will be a big problem and unworkable
the length and the complexity of the documents and in many cases.
the number of issues which have to be taken into Ms Lathwood: I would echo that and also the fact
account with each level of checking, and maybe that people will have to notify changes in their hours,
when you sit down and think about all the levels that which I think could be problematic for people who
it has to go through. are working fluctuating hours. It is actually quite

diYcult. I think there are seven diVerent examples in
Q89 Mr Mudie: You are a very reasonable man, Mr the TC600 of how to work out your hours if they are
Williamson. Are you going to be so reasonable at the flexible and for people having to manage, “Have I
November 6 date for these reforms in the Pre-Budget gone over 16 hours?”, and then the problem that if
Report? Is there any real reason for it being pushed you are part of a couple and you are looking after
so far ahead? You take the decision in December. children you have got between you to be working 30
Why operate them—what—eleven months later? hours, and you can just see people having problems
Ms Lathwood: I think the decision to delay the with that if they are required to notify these changes
change in recovery of overpayments in year is a great within a month. We are concerned about that.
shame, because HMRC want people to contact them
and tell them that their income has gone up so that

Q92 Ms Keeble: If they have to report their changethey can get the provisional payments for the next
in hours, is that then reflected in their payments oryear correct, so it is important that they get that
does the change in payments just come into eVect ifinformation before April, but, in fact, if people do

that, it is to their disadvantage because it means that it breaches the £25,000 rule?
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Ms Lathwood: No, the change in hours alters the if, because of the £25,000 disregard, you still have
got this huge trap that people get caught in becauseelements of tax credits that you get. You have to be

working 16 hours to get tax credit, so if you drop of problems around managing the childcare
payments, and perhaps the fact that enoughbelow 16 you have to tell them, and if you are

working more than 16 but less than 30— attention has not focused on that?
Ms Lathwood: The only suggestion we made when
we first wrote about it, and I know this was notQ93 Ms Keeble: Sure.
supported by some of the other low income groupsMs Lathwood: And you only get childcare if you are
who felt it would not be responsive enough, was thatworking the required number of hours.
instead of having to notify things all the time in-yearMs Keeble: I understand. What I just wanted to ask
and keep having to change them and the creditsyou about was the childcare element, which used to
going up and down and all the rest of it, that you didbe called the childcare tax credit but I think it is just
a rough guess of what your childcare would be, keptnow the childcare element; is that right?
a record, and then reconciled it at the year end in theMr Love: Nobody noticed!
same way as your income is reconciled at the year
end. Tax credits are based initially on previous yearQ94 Ms Keeble: It was incredibly popular in my
income and then reconciled to current year income.constituency, and it was really important because it
We did not see why a similar thing could not be doneis the only time any government has actually
for childcare to sort of spread it all out really ratherrecognised the actual cost of childcare. It really
than having things jumping up and down quite asmade it possible for women to seriously pay for
much as they were.childcare and go out to work. Do you think that it

has been a properly understood claim and do you
think that this was a most eVective way of paying for Q96 Ms Keeble: Do you think that should still
childcare, which is absolutely crucial if women are happen, and also then allow for some smoothing
going to be able to work and to be able to work their over holidays, which I have to say is a huge problem?
way out of poverty? Ms Lathwood: Yes. The other thing we felt was that
Ms Lathwood: Certainly the generosity of the maybe at the end year end, if you have a problem
childcare elements is to be applauded, I think. I do with an under or overpayment it could be spread
not think the CIOT have ever looked at the best way forward into next year’s childcare, so that there
to do it, but we certainly were concerned and have would be a balancing oV instead of it always
written to the Government about the way in which aVecting the credits that you were getting. Whether
people have to manage their childcare in the tax it is still a good idea I think needs to be re-examined
credits arena, because they have to notify these in the light of the £25,000 rule, when that comes in,
changes—childcare goes up and down; school because that does aVect it as well, but certainly it is
holidays come and go; child minders come and go; something that we would like to talk to the
jobs change—and the requirement to notify changes Government again about, I think.
in childcare of £10 a week or more within a certain Ms Keeble: Would it be possible to ask them, if they
time and to be able to calculate all that, and they have got some further thoughts on this, to put in a
have to do averaging now, they have to work out recommendation, because the childcare element of
their costs for the last 52 weeks and average it, and tax credits is the one that seems to escape an awful
if their costs are going to change they have to try and lot of notice, including political notice, I have to say,
look forward 52 weeks, which is a very hard thing to whereas for women going out to work, if a childcare
do, to look forward and estimate what your element does not work it is a disaster, and if you getchildcare costs are going to be, and to be continually an overpayment it would be a big overpayment, andhaving to do this quite complex computation seemed it might be really helpful if they could put someto us burdensome really. That was our concern with recommendations forward. Would that bethe childcare, that the actual mechanics of it in the

acceptable, Chair?1
tax credit system was quite diYcult, and, of course,

Chairman: Yes, of course. I am sure they have heardit was worse when we had these income fluctuation
that invitation. If they have anything extra tochanges as well, because when your childcare
contribute on that point it would be very welcome.changes it is often your income that is changing at

the same time; so if you are notifying a change in
your income and if that aVects the whole award, it is Q97 Mr Love: Could I take you again on to
very diYcult to predict what you are actually going overpayment recovery and the reasonableness test.
to be getting, which is, of course, what you need to Could I ask Liz on behalf of her group. I quote your
know. We felt, particularly when income changes comments, the group’s comments, that “The
were aVecting it as much as they were, that it was reasonableness test has been operated in too rigid
very diYcult. Whether it will get any better with the and objective a way. It should have regard to the
£25,000 remains to be seen perhaps. capacities of the individual claimant to understand

their award.” That could be interpreted as
Q95 Ms Keeble: Also, because the childcare elements supporting stupidity. I am sure that is not what you
are actually very generous it can mean that you get intended. Tell me what you did intend by that
very huge overpayments because of this. Would you comment?
have any recommendations to put forward: because
there is no point ending a third of the overpayments 1 Ev 103
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Ms Lathwood: I am sorry; I do not think it was our presumably inculcate a better perception of what
they should be taking into account when they arecomment.

Mr Williamson: It might have been one of ours. applying the reasonableness test, that they should be
taking into account, for example, that a lot of theirMs Lathwood: That is Robin.
claimants maybe have a reading age of 11, say, and
that it is simply not reasonable for them to be able toQ98 Mr Love: I am sorry. I apologise.
understand a lot of this stuV.Mr Williamson: The problem with the way in which

the reasonableness test has been applied, as we have
been hearing from our colleagues before, is that it is Q100 Mr Love: Can I ask you about the code of
a very objective reasonableness test and it is a very practice? We talked about it earlier on and you made
high standard of understanding that is imposed some comments. Perhaps I could start with Liz and
upon people. What is reasonable for somebody who ask: what other things would you like to see
understands the tax credit system, or who is capable incorporated in the code of practice to try and
of understanding it, is a very diVerent thing from improve the situation in terms of overpayment
what is reasonable for somebody who simply cannot recovery?
cope with a form, let alone the volume of paper work Ms Lathwood: I think the big issue must be the
that this particular system churns out, and this is diVerence in cross-year recovery and in-year
really the flaw within the reasonableness test as it is recovery, because that is definitely working to
at the moment, particularly where it rests solely on claimants’ disadvantage at the moment, so we would
Revenue discretion to implement it. I know where it like to see that brought in more quickly. We also feel
has come from. It is already in the tax system in a that the reasonableness test needs an independent
thing called “Extra Statutory Concession A19”, review, because at the moment there is nothing for
where they will write oV arrears of tax after a certain you to appeal against if HMRC decide that it was
period if the Revenue have had the information from reasonable for you to know and we think that that is
you but done nothing with it and if it was reasonable wrong. I think those are probably the two main
for you to think that your tax aVairs were in order; things.
and occasionally there are these disagreements over Mr Williamson: I would agree with those certainly.
what was reasonable which then go on to the An overpayment is an overpayment as far as the
adjudicator and get resolved that way. If the claimants are concerned. It makes no diVerence
problem is actually taking money from you, as it is whether it is an end of year overpayment or an in-
under Extra Statutory Concession A19, or not year overpayment, it is money which they are not
taking it from you, that is a diVerent kettle of fish getting, and, looked at from the claimants’
altogether from taking money from a low income perspective, why is there this diVerence in treatmentgroup which uses that money to live on and which, between the two? May I say something about theperhaps, had every reason to think that the money streamline procedure which has been operating overthey were getting was correct. It was only recently, the last few months? We do not know exactly whenfor example, and the Revenue have publicly

it started. We understand that it has finished now.acknowledged, that if they get wrong advice from
We do not know quite when it finished, but the eVectthe helpline, it is reasonable for them to have
seems to have been, according to answers given tothought that their award is correct. It is a case here
various parliamentary questions, that a great manywhere you have got the Revenue acting as judge and
more people have been let through under thejury in their own cause. If you do not agree with
streamlined procedure than were let through underthem that it was reasonable for you to expect your
the COP26 processes, and we think it is vital from aaward to be right, then there is no way in which you
fairness point of view that everybody who wascan go that will get the problem dealt with quickly,
rejected under COP26 previously but whoseexcept possibly the High Court by way of judicial
overpayments are still being collected should havereview, but that is a nonsense if you are on the sort
that opportunity of having the streamlined testof income levels and in the circumstances which
applied to them so that they at least have the samemost tax credit claimants are.
chance as those who might have applied a little bit
later on and got the streamlined procedure applied

Q99 Mr Love: The group has also talked about to them. Otherwise where is this business of acting
regular independent audit. The others that we had fairly as between diVerent groups of tax credit
before us earlier were talking about establishing case claimants?
law for individuals. An independent audit would
assist in giving an overall picture. How would that

Q101 Mr Love: There are issues about thehelp the individual, and what did you intend by
streamlined process. Nobody knows what the“independent”? Who should be the independent
streamline process actually entails. There is a lot ofauditor?
talk about write-oV in the streamlined process.Mr Williamson: Somebody like the National Audit
Clearly it is more advantageous for people thanOYce perhaps, somebody who is reporting not
going through the process they are currently goingnecessarily to government but to Parliament, to the
through, but outside that we do not really knowtax payer in a more general sense. The independent
what has been applied. How would you comment onaudit probably would not help the individual who
the lack of transparency in that particular part ofwas caught within the reasonableness test trap, but

by being implemented over time it would the system?
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Mr Williamson: It just adds really to the unfairness across a case recently where there was an anomaly
between the interface of the childcare element andissue. If, for example, they are changing a practice,

what HMRC tend to do if they change one of their the rules for people going abroad: because once you
are abroad for a certain period, if you are a couple,practices and it is thought to be to the tax-payers’

disadvantage, they say what they are doing, why then you cease to be a couple for tax credit purposes
and your entitlement comes to an end. If this meansthey are doing it and the date from which they are

doing it and that claims or cases which arise from a that one of you is going abroad, for example to sort
out some family problem and as a result you areparticular time will be dealt with under the new way

and cases which are still on-going will be dealt with leaving work, then that might have an eVect on the
childcare entitlement, if you are couple, because thenunder the old way. At least they are transparent, but

not to be transparent simply adds to a feeling of both of you are not working. When the member of
the couple who has gone abroad has been abroad forunfairness.
eight weeks or 12 weeks, or whatever it is, and the
member who is still in the UK then becomes a singleQ102 Mr Love: Can I ask you both a much more claimant, because that is how the rules operate, thengeneral question, and probably an unfair question as you are entitled to claim the childcare, but at thewell. It is commenting on this issue of complexity. time you need it, perhaps when you have droppedNormally, and I call it the benefit system, but I one income and your partner has gone abroad andinclude task credits within that. There is a trade-oV you want to carry on working, you are not entitledbetween focusing the benefit very specifically on the to it because the rules say you are still a couple. Thatgroups you want to benefit from it and complexity. we did raise, but that has not been resolved yet.The more complex it is the more focused it will be. If Whether it is because it is too diYcult to change theyou try to make it less complex you will have much regulations because any change to the regulationless of a focus; it will be a much more blunt involves a change to the computer system and theinstrument. Do you think that is a trade-oV that we computer system will not cope with it, I do notought to be considering seriously at the moment, know, but that is an example of how an overthat we will not hit the groups as well as we are complex system can also create its own unfairnesshitting them at the moment, that we will have less and why we also would support a move to a simplercomplexity and it will be easier to understand? system even if it was blunter.Ms Lathwood: I think some of the problem is what

we were saying earlier about the range of income Q103 Chairman: We are virtually out of time. I want
that people are claiming tax credits in, and so you to ask you one other thing. The consultation group I
have got something that is very complex because it is think you are both members of, how is that working?
trying to target certain groups, but actually quite a Mr Williamson: It worked very badly to begin with.
lot of those groups are not being targeted anyway
because they do not qualify but they are still in the Q104 Chairman: Is it working now?
system. In other words, you have got six million Mr Williamson: Very much better now over the last
claimants in a system which is complex, but in fact year or so.
for two million of them it need not be because they
need not be in the system anyway. I think while we Q105 Chairman: How often are you meeting?
have got this huge system we do need to try and Mr Williamson: Every two months. The general
simplify it; but if we were maybe to split the system consultation group meets every two months, and
up and say, “Let us target that group”, we could tacked on to that is a consultation group which
have something that was more targeted for that focuses on compliance, which also started oV badly
group. I think our problem is that we are trying to but is now working much better.
do an awful lot with one system and I think at the
moment the complexity is making things worse Q106 Chairman: Is it your perception that HMRC
because of the number of award notices, the number are listening to you, the consultation group?
of changes. People will worry about whether they Mr Williamson: Certainly.
have to notify change which carries a penalty when Ms Lathwood: I think they are listening a lot more
in fact it might make no diVerence to their award at now than they were.
all because they are just not in that bracket of tax
credits; so I think that is partly the problem at the Q107 Chairman: It has improved?

Mr Williamson: We are still suVering, of course,moment.
Mr Williamson: Also the fact that complexity can from delays in getting things done, but I dare say

HMRC is as frustrated about those as we are.itself create unfairnesses if the targeting is inaccurate
in some way. An example is some of the interfaces Chairman: We are going to leave it there. Thank you

both very much.between the various elements of tax credit. We came
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Members present:

Mr Michael Fallon, in the Chair

Lorely Burt Mr George Mudie
Ms Sally Keeble Mr Brooks Newmark
Mr John McFall Peter Viggers

Witnesses: Mr Kevin Higgins, Head of Policy and Research, Advice to Northern Ireland, Ms Caryl
Williamson, Regional Co-ordinator for Advice and Information, Age Concern Northern Ireland, Ms
Siobhan Harding, Information and Policy OYcer, Citizens Advice Northern Ireland, and Ms Andrea Bedell,
Senior Adviser, Ballymena Citizens Advice Bureau, gave evidence.

Q108 Chairman: Can I welcome you to the circumstances is a good thing and can work well for
people who do not have a lot of changes inCommittee. Thank you very much for coming along

particularly from Northern Ireland. Could you each circumstances or where their circumstances remain
very much the same over a period of time. It is forintroduce yourselves formally for the benefit of the

shorthand writer, please? those people who have lots of changes in
circumstances and varying degrees of childcare orMr Higgins: My name is Kevin Higgins. I am Head

of Policy with Advice Northern Ireland. who are in and out of low paid work where the
system does not work as well. It is thoseMs Williamson: My name is Caryl Williamson, I am

Regional Co-ordinator for Advice and Information administration problems that have taken away from
the policy objectives of the system to tackle povertywith Age Concern Northern Ireland.

Ms Harding: I am Siobhan Harding, Information and make work pay.
and Policy OYcer with Citizens Advice Northern
Ireland. Q111 Chairman: When the Government came to
Ms Bedell: I am Andrea Bedell. I am an advice announce its first reform back in May 2005, the
session supervisor from Ballymena Citizens Advice Paymaster General said she wanted to work with the
Bureau. voluntary sector in improving the system. Has that

included Northern Ireland specifically? Has HMRC
been in touch with you about improving the system?Q109 Chairman: Thank you very much for coming
Ms Harding: In actual fact, what we have seen into assist us with our inquiry. Do not all four of you
Northern Ireland is a reduction in the servicefeel you have to answer every question because we
provided by HMRC to CAB.have got quite a lot to get through and there are

other witnesses appearing after you, so if you could
Q112 Chairman: A reduction?try and take it in turns or answer the areas you think
Ms Harding: A reduction in the service. From Aprilyou are best qualified to answer. If I could start with
2005 the customer services facility that used to exista very general question. The Government’s
in Belfast was removed to Preston. That hasintention was that tax credits would help tackle
removed a lot of key local contacts that we were ablepoverty, obviously. You have high levels of poverty
to build up in Northern Ireland to answer thein Northern Ireland and to some extent higher costs
complex or more involved cases. That has beenof living. Generally, how eVective do you think the
removed since April. Also, we have seen removed thetax credit system has been there?
facility for us to meet with HMRC representatives inMr Higgins: I suppose I would have to say there is
Northern Ireland to talk about issues face-to-face.no doubt that [it] has delivered en masse £16 billion
That whole area of local communication has beenworth of benefits to approximately six million
removed from Northern Ireland.households, but I have to question is it an

understandable and comprehensible system for the
people that it is mostly aimed at supporting. Q113 Chairman: When did that happen?
Certainly we would question the impact of Ms Bedell: It was when Revenue merged with
overpayments on vulnerable and low income Customs in April and there was a complete reshuZe
households. Finally, we would have to question the of their systems.
opportunity lost in government of going down the
road of this current system and what diYculties Q114 Chairman: Are you aware of the Tax Credits
could have been alleviated by taking some other Consultation Group?
option towards this sort of support. Ms Harding: Yes.

Q115 Chairman: Are any of you part of that?Q110 Chairman: Any other general comments?
Ms Harding: Yes. In principle we believe that the tax Ms Harding: No, we are not. There used to be an

Inland Revenue Regional Consultation Panel heldcredit system is a good system providing it does not
have the administration problems that have beset in Belfast but that was removed some years ago.

Now our only way of feeding into that consultationthe system since its introduction. The fact that there
is flexibility in awards that respond to changes in panel is by sending our social policy evidence to the
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Social Policy OYcers in National Citizens Advice average with the GB average, but what I would say
is that the overpayment issue has taken away fromwho then bring that with all of their own social

policy evidence to that meeting. That is not an ideal the issue of take-up of tax credits. I do think that is
an area that needs to be explored that advice centressituation obviously.
and others have not been able to properly explore
because we have been inundated by theQ116 Chairman: Are you aware of any Northern
overpayments issue, as you say. We have a smallIreland representative on the consultation group or
project [funded by HMRC] going at the moment toanybody who comes from Northern Ireland on the
do with problems of take-up amongst ethnicgroup?
minority communities in Northern Ireland and onMs Harding: I am not aware of any.
the face of it—is it only early days—it is highlightingMr Higgins: It is my understanding that the
that there are under-claiming issues to do with thatconsultation group has issued an invitation to the
particular section of the community. I am sure thereAdvice Services Alliance in Northern Ireland to
are issues from other sections as well.invite somebody to attend those meetings but as yet,

for whatever reason, that invitation has not been
taken up. Whatever the reason may be, there is no Q119 Lorely Burt: I know that Northern Ireland

does receive a diVerent consideration in terms of aNorthern Ireland representation on that
consultation forum. lot of the subsidy that you get. It is an apples and

pears situation, I know, there are some advantagesChairman: That is something we shall probably
return to. and some disadvantages. Just taking up this non

take-up issue, do you think it has had a
disproportionate eVect? Do you think the inequalityQ117 Lorely Burt: Could I ask Mr Higgins, you ran
is being increased? What is your feeling about it?an e-consultation of your members about the impact
Ms Williamson: I do think that a lot of people,of tax credits. I just wondered what the main findings
because it is a small region, are aware of theof that consultation were.
problems with tax credit. Certainly one of the thingsMr Higgins: We ran that e-consultation more or less
that was highlighted very strongly in thefrom the month of February last year and it ran to
consultation was that people are backing away fromMarch 2005. Basically we were more or less
applying because they have had anecdotal evidenceoverwhelmed with the number of messages that were
from family members of debt. Yes, the problem isposted on to the forum. When we finished the forum
that so many people genuinely try to work with theat the start of March we tried to sift that and turn it
system and the system—into a manageable report. What came out of that

was very clearly, first of all, the emotional impact
that the overpayments issue is having on people. To Q120 Lorely Burt: The benefits are not making up

for the fact that they are not getting the tax creditsquote one thing from that: “Please, please, please,
someone help me. I cannot sleep at night worrying they are entitled to?

Ms Williamson: The system absolutely defeatedabout this”. The emotional impacts very clearly
came through. As to definitive issues, there were them. That was one thing that came through very

strongly in the consultation, the despair of peoplecommunication issues between HMRC and
claimants, operational issues, the likes of technical trying to do their best with the system and the system

being beyond their comprehension, beyond theirproblems and IT problems, and the strategic issues
to do with overpayments being inherent in the control, and they have ended up suVering because

of it.system and problems with recovery and people not
feeling empowered enough to dispute the recovery Ms Harding: I think we have seen that in our

evidence as well. People are being put oV by storiesprocess.
that they have heard of the problems that have been
experienced and so on.Q118 Lorely Burt: I am sure there is not a Member

around this table who has not had a similar type of
situation. We have all been besieged by our own Q121 Lorely Burt: What would you say to those

people who have been put oV? Would you encourageconstituents who are in this terrible situation. I do sit
on the Northern Ireland Grand Committee so I them to at least give it a go? Do you feel that the

situation will improve?know a bit about the situation over there. You point
out in your representations about—poverty is Ms Bedell: We have to encourage them to give it a

go because no other benefit pays for children anyprobably the wrong word—the deprivation that
occurs in Northern Ireland. Do you think that the more, so anybody who has children has to go

through the tax credits system, they have absolutelyimpact of tax credits and all of these problems that
you have outlined has had a disproportionate eVect no choice, which can be really hard and take quite a

lot of encouragement. If there is a problem with theirin Northern Ireland because of these social
problems? tax credit claim they cannot even access a crisis loan

if it is just Child Tax Credit they are claimingMr Higgins: It is interesting—I was looking at the
statistics earlier in the week—if you compare the through the tax credits because the Social Security

Agency no longer issues a crisis loan if it is just atake-up statistics to the likes of, say, the North East
of England, taking into account the diVerential in payment for your child that is missing from the tax

credit, whereas when the benefit system used to paypopulation size, the figures are at a similar level. I
suppose in general terms take-up seems to be on for your children if there was part of it missing for
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your child you could get a crisis loan. People cannot reasonableness “does not appear to be applied
consistently by HMRC staV”. What evidence do youaccess that system now, so there is real poverty

being created. have for this?
Mr Higgins: First of all, we wrote under the
Freedom of Information Act to the Revenue, as itQ122 Lorely Burt: Can I move on to ask you about
was then in January/February last year and askedthe Pre-Budget Report. What eVect do you think the
about the issue of people disputing recovery and thechanges which were announced in the Pre-Budget
outcomes of that. Interestingly, we were told that itReport will have?
is not possible to extract data from the tax creditMs Harding: The increase in the annual income
computer system about numbers of claimantsdisregard to £25,000 will obviously cut down on the
overpaid tax credits in Northern Ireland but theynumber of overpayments there are but that does not
were able to tell me that over 3,600 claimants hadtake away from the fact that there are a lot of
looked to have their overpayment looked at againoverpayments out there which are as a result of
and, as a result of that, 39 cases were remitted inHMRC error or where changes in circumstances
terms of Child Tax Credit and 15 were remitted inhave been reported and those have not been actioned
terms of Working Tax Credit. A total of 50 casesleading to an overpayment. There are issues around
were remitted out of 3,600 who applied. I think thatthat, although in some cases it will reduce the level
clearly gives you a sense of the numbers of peopleof overpayments.
who are gaining by that reasonableness test. I think
in the past the Revenue said they were trying to get

Q123 Lorely Burt: If this does not work, if the Pre- a balance between compassion and compliance but
Budget Report changes prove ineVective, what do I think that evidence shows up that I for one, and
you think about going back to the old system that we vulnerable people for others, would not want to be
had of a fixed system which goes for a whole year? relying on the compassionate Revenue staV, we want
Mr Higgins: On that issue I feel that HMRC and to be relying on a rights-based legislative format for
Government should have a goal of the right payment disputing recovery of payments.
to the right people at the right time. I think people, Ms Bedell: From the practitioner point of view,
particularly vulnerable people on low incomes, having dealt with many tax credit overpayment
should be able to feel certain that the amount they cases, there was a particular computer error known
are getting is right now and should not have to be as the Red A computer error. It was known as that
paid back at a later date. Therefore, thought has to because it aVected hundreds of thousands of
be given to introducing more certainty into the payments, there was a bug in the system in June 2004
system. which caused the miscalculation of hundreds of
Ms Bedell: Can I say on the subject of the Pre- thousands of award notices, to the best of our
Budget reforms that were announced and that knowledge, and with this particular overpayment
increase in the £25,000 income disregard, whilst it clients were sent out a special letter advising them of
might do away with some of the overpayment the mistake and the overpayment with a red A in the
situations that are arising, I can still see a great need top left-hand corner, so that was why they were
for clients to come to our service because our called Red A overpayments. Having fought many of
concern about the £25,000 disregard is in the first those cases for clients who disputed the
year that your income goes up by that much, you are overpayment and the recovery of it, every single case
going to continue on the same level of tax credits and was dealt with diVerently. Although they were
then have a lower income in the second year and you caused by exactly the same computer error at exactly
are going to have a massive drop. Many of these are the same time and the reason for the overpayment
low income clients who may have made financial was the same, whether the overpayment should have
commitments based on the level of tax credits they been remitted or not surely the decision should have
are receiving and suddenly there will be a drop in been the same. Every case was dealt with diVerently.
their payments in the second year when the income Some were remitted fully at stage one of the process,
disregard no longer applies and where will that leave others had gone all the way up to the adjudicator
them? There is a very interesting paper published by because they had gone through every stage of the
Ferret Information Systems which explores the four stages of the Inland Revenue decision saying,
eVect of the £25,000 income disregard and possible “No, it is fully recoverable. It was not reasonable for
impact on clients. We are concerned about that. you to think your award was correct”. We can
Ms Williamson: This brings us back to the key issue produce case evidence of that if you need it.
about communication and the incredibly poor
standard of communication in customer service and

Q125 Mr Newmark: So clearly the lack ofa total lack of understanding of the client group,
consistency in the application is still a big issue thatunfortunately, and their appreciation of being able
needs to be dealt with?to work with a rigid and inflexible system which has
Ms Bedell: Absolutely. It is basically a lottery whenbeen poorly explained to them.
we fill in a TC846 for someone as to what decision
will come back.Q124 Mr Newmark: Where a claimant alleges that

an overpayment has arisen through an error on the
part of HMRC, claimants generally have to prove Q126 Mr Newmark: You also say that disputing the

recovery of an overpayment is currently an undulythat it was reasonable for them to believe that the
award was correct. You have said that this test of lengthy process as well as confusing, it takes quite a
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while. If a claimant was able to appeal an HMRC which was unfortunate because the week before the
helpline had told us that her overpayment had beendecision to recover an overpayment, would this not

prolong the process even further? remitted already according to their system and they
told her she should get a letter any day telling her theMs Bedell: No. With other Social Security benefits

the process is you receive the decision, you then overpayment had been remitted but instead she got
a letter telling her the recovery would be suspendedappeal that decision and normally the department

you are appealing it with does a reconsideration first while it was investigated. Obviously from the award
notices and how complicated they are it is veryof all and if they do not change their decision they

refer it on to the appeals service for you. You are diYcult to tell whether the suspension has occurred
or not. This client then got another letter just lasttalking about one month to appeal from the original

decision. Once you put in an appeal it is usually week again telling her recovery of the overpayment
has been suspended. She is a little bit confused nowabout three months when you get a date of an appeal

hearing. With tax credits you are looking at a six because she has received two of these letters and does
not understand why the second one came out. Afterstage process. I know it does not seem like that

according to the COP26 but the first stage is filling two more phone calls to the helpline they are still
telling us that the overpayment has been fullyin the TC846, a request to reconsider recovery of the

overpayment, you get a decision from the remitted and that decision was taken on 6
November.overpayments team and you then have to write to

the overpayments team to disagree with that
decision, which is the second stage. You get another Q131 Peter Viggers: So your assessment would be
decision and go into the complaints process where that the improvement which was announced in May
you complain to customer services and you get 2005 has had very little impact at this stage. Is that
another decision. You complain to the directors the judgment of you all?
team and you get another decision. Then you go to Ms Bedell: Absolutely.
the adjudicator. If you are still not happy you can go Ms Harding: Yes.
to the Parliamentary Ombudsman. Mr Higgins: I think from a general point of view, as

far as we understand it, that suspension only
Q127 Mr Newmark: It is a very lengthy process. operates until the outcome of the first decision on
Ms Bedell: Absolutely. Eighteen months to get to the disputing recovery of the overpayment. If that first
adjudicator. decision remains that they are still going to seek

recovery of the overpayment then recovery will start
again. There might be those amongst us who wouldQ128 Mr Newmark: I suspect it creates a lot of

anxiety for these families and a lot of stress. say the client may get very quick decisions made on
that first tier but they may not be to the benefit of theMs Bedell: Absolutely.
claimant in all cases, in which case you have got a
suspension of recovery which is re-introduced quiteQ129 Mr Newmark: These are people who already
quickly again after that first decision.lead stressful lives anyway.

Ms Bedell: Absolutely, very, very stressful.
Q132 Peter Viggers: I have to move on I am afraid.
Comments on the helpline: there seems to be generalQ130 Peter Viggers: The Paymaster General tried to

ameliorate the situation in respect of overpayments agreement that the helpline is not working very
satisfactorily. Would you like to comment as to thein the statement in May 2005 by saying that—there

are some caveats there—“In cases of genuine allocation of responsibility on IT, on the one hand,
and administrative errors and problems on thehardship where the recovery of overpayment is

disputed, recovery can be suspended while the other?
Ms Harding: Certainly we believe it is a combinationdispute is resolved.” How satisfactorily are measures

now working to suspend recovery of overpayments of both of those things, IT problems and
administration problems. We are still getting peoplewhile a dispute is being considered?

Ms Harding: We welcomed that decision and had saying to us that they cannot get through to
somebody on the helpline and they have to come inbeen asking for that for some time but as yet,

because it has only been introduced relatively to ask us to contact the helpline on their behalf
because they are having so many diYculties gettingrecently, we have yet to see how it is working in

practice because decisions are taking quite a long through. We are also seeing inaccurate and
inadequate advice from some helpline staV memberstime to get through.

Ms Bedell: The suspension of recovery only started to claimants. All of those sorts of things are causing
greater problems for claimants on the ground.in November, so cases where a request to reconsider

recovery of an overpayment went in before Ms Bedell: This is why one of our recommendations
is we are asking for direct contact for welfare rightsNovember are not necessarily being suspended, it is

only the ones that were received after that. If we put organisations. I know we have an advisers’ helpline,
and certainly the advisers on the advisers’ helplinein a request to reconsider recovery in September we

might not have heard back yet about the suspension are able to do more than the advisers on the public
helpline, but still not enough. We really need directof recovery. In the cases where we have heard back,

in one particular case a client received a letter in contact and, as I think has already been suggested to
you, a caseworker system where a caseworker seesNovember telling her that suspension of recovery

would occur while they were investigating their case, the case through from beginning to end and we can



3288762002 Page Type [O] 06-06-06 02:15:47 Pag Table: COENEW PPSysB Unit: PAG3

Treasury Committee: Evidence Ev 25

18 January 2006 Mr Kevin Higgins, Ms Caryl Williamson, Ms Siobhan Harding and Ms Andrea Bedell

talk to an actual caseworker to see the client’s case peculiarity of overpayments is inherent in this
current system and, therefore, it is a question forthrough. I think that would eliminate a lot of the
debate as to whether the current system can beproblems.
changed or amended as regards the announcement
made by the Paymaster General to try to keep the

Q133 Peter Viggers: The Ombudsman has said by current system and tinker with it, if you like, or
default the HMRC is operating an expanding whether some more root and branch fundamental
caseworker system itself. Do you feel that there change is required.
needs to be an intermediary other than from
HMRC? Q136 Ms Keeble: I wanted to ask something about
Ms Bedell: Absolutely. We are looking for funding. the childcare element again which has been really
People are coming to places like ourselves after they important because it seems to be the one time that
have already tried the helpline on several occasions. the actual cost of childcare is properly reflected
They may have been to a local Inland Revenue or through the benefit system. It might be that it has
HMRC contact centre and then they are coming to changed since but certainly my understanding of it is
us. By the nature of the way we work we will see their if you have got Working Tax Credit and you qualify
case through from beginning to end, whereas every for childcare payments then the actual payments you
time they phone the helpline it is a diVerent person get for childcare are based on the cost of childcare,
who does a little bit more on their case but that is all not means-tested against your income, so you could
they do, just a little bit that day, and the next time get quite a small element of Working Tax Credit but
they ring they are talking to someone else. the childcare element would be large because

childcare is expensive. When people come with
overpayments, really big sums have not been so

Q134 Peter Viggers: It has been suggested that much due to a miscalculation about the Working
provision of childcare support through Working Tax Credit, it is the childcare element that has been
Tax Credit is unduly complicated and perhaps not a real, real problem because it can mount up very
very workable. Could I have your comment on quickly. When you said just now about protection of
that, please? the childcare element, do you think there should be
Ms Bedell: It would be very useful to have the some restrictions around clawing back
childcare element protected from any reduction in overpayments of the childcare elements because they
tax credit payments. At the moment claimants are are so large and, particularly since they go to lone
unsure exactly how much of their tax credit payment parents, of course, above all those are the people
is related to the childcare payment. They have heard who really cannot cope with being asked to pay back
the publicity, “We will pay up to 70% of your large amounts of money?
childcare costs”, but because they do not know the Ms Bedell: Certainly I think it would help if the
intricacies of the calculation they do not how much childcare element had some sort of special
of that has been down-rated by the size of their protection in the system so that no matter what
income. Claimants who are on a low income budget overpayment occurred, or no matter what in-year
weekly and budget to the penny, so even the slightest adjustment was needed to payments, the amount
fluctuation in their tax credit payment can totally being paid for childcare remained static so it would
throw oV their ability to pay their child minder. Even be the rest of the tax credit payment that got aVected
a reduction of £5 in their tax credit payment can have by any adjustments but you knew you could at least

pay your child minder every week. That would givea drastic eVect on their household budget. The
people some certainty about remaining in work,protection of the amount that is paid towards
especially lone parents.childcare against any reduction in payment would

greatly help.

Q137 Ms Keeble: There are a couple of other issues
about that. People will get generous childcareQ135 Peter Viggers: Just one round-up question, if payments but often they have to balance it out

I may. Members of Parliament may be in a diYcult because the childcare element does not always reflect
situation because all we see is people who suVer grief holidays, which is a real problem. If it is recouped
through the tax credit system and you perhaps have they find they are hit over what they have spent
a rather broader audience than the people who self- during the holidays as well as what they spend for
select to come to MPs’ constituency surgeries to their ordinary week and they have to balance stuV
complain. Is it your considered view that the tax out. Do you think that needs revisiting?
credit system which does allow money, as it were, on Ms Bedell: There is a level of financial literacy
current and even future earnings, is better than a required for any tax credit claim that clients just do
system which is firmly rooted in the past as the not have. We all know the figures about levels of
previous system was? Do you think this is an literacy, but I am sure levels of numeracy are much
improvement? lower—I have not seen statistics—because people
Mr Higgins: I suppose it has to be said that under the can read and write but to add up and do
previous incarnations of the current system, for mathematics is a lot more complicated. A lot of our
example Family Credit, there were no such outcries time in bureau is spent simply with clients helping
about overpayments, as far as we understand it, them to estimate their annual income. If you say to

somebody, “If you phone the helpline now and givecoming into advice centres. It has to be said this
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them an estimate of your annual income”, clients do reporting of change in circumstances there are
enough there. I think there is enough compliance innot understand what that means. We literally have
the system already.to get clients’ payslips and show them how after

three months’ pay you can multiply it by four to
Q139 Ms Keeble: In the written evidence there is aestimate your annual income. Those are the clients
proposal from Citizens Advice that there should bethis benefit is targeted at and yet the way tax credit
a contract with the voluntary sector for face-to-faceis administered assumes a level of financial literacy
advice for members of the public. Do you think thatthat is not there. Self-employed clients are frequently
is where the problem is? Is the problem with thereferred to us by their accountants. Accountants
advice or with the calculations?send people to CABs to have their tax credits looked Ms Harding: I think there is an element of both. The

at as accountants do not understand the claiming fact that we are seeing an increasing number of
system. claimants coming to us for advice on tax credits is

testament to the fact they are not getting the
information they need through the helpline and theyQ138 Ms Keeble: If we were to say something about
are coming to us to have the system explained toprotection of childcare because of the impact it has
them in a way that they can easily understand. Thereon overpayments, if there was a proposal to protect
is definitely a need for that kind of frontline adviceit, one of the other aspects of a generous childcare from a trusted third party that is seen to bepayment is that it is liable to fraud and certainly in independent.

the early days there were a number of children who Chairman: Thank you very much. I should have
had been registered for nurseries and then did not thanked you earlier for your submissions. We have
appear. I am sure everybody has heard of that. If you not covered all of the areas that you covered in your
protect that childcare element, what do you do submissions but we will be going through all of those
about the prospect of fraud or do you think there are before we come to draft our report. I think you have
enough protections in place already? illustrated very well today in the answers you have
Ms Bedell: I think so. I think we are of the view given just how much improvements are needed to
there are enough and with the Pre-Budget the system, particularly in the way it is delivered.

Thank you for coming here today.recommendations and what is going to happen in the

Witnesses: Ms Jean Jesty, President and Chairman of the Technical Committee, Association of Taxation
Technicians, and Ms Jane Moore, Technical Manager, Institute of Chartered Accountants in England and
Wales, gave evidence.

Q140 Chairman: Could I welcome you to the Sub- happy you are at filling in forms. There is no doubt
that the money, assuming you get the right amount,Committee. Could you introduce yourselves
is much better than under the previous system.formally for the shorthand writer, please?
Ms Jesty: I would agree with that. I think we have toMs Jesty: I am Jean Jesty, President of the
point out that most of the clients we see can aVordAssociation of Taxation Technicians and Chairman
professional advice and, therefore, although manyof the Technical Committee.
are certainly illiterate in terms of government formsMs Moore: I am Jane Moore. I am a Technical
they are not quite in the same category as some of theManager at the Institute of Chartered Accountants
ones who go direct to the voluntary sector.in England & Wales.

Q141 Chairman: I think you have appeared before
us before?

Q144 Chairman: If these reforms do not work, theMs Moore: Yes.
Chancellor said he would be prepared to look again
at a system of fixed awards based on last year’s

Q142 Chairman: Welcome back. entitlement. Do either of you think we should go
back to that or should we persevere in getting theMs Moore: I have appeared in your constituency
system right?as well.
Ms Jesty: I think one ought to persevere. The system
in itself is a good concept and having gone this far I

Q143 Chairman: You did. You are both involved in would be very surprised if it would be possible to go
advising clients on tax credit issues. How successful back to a fixed award system.
do you think tax credits have been in achieving what Ms Moore: We are moving towards a fixed system in
the Government wants to achieve? eVect with the £25,000 disregard, so for some people
Ms Moore: I would say they have been quite it will be fixed with respect to their incomes anyway
successful for a lot of people. As was mentioned unless they go down. I think the responsiveness to
earlier, we only tend to see the things where there are income going down plus the responsiveness to
problems, we do not see the ones that are trotting change in circumstances is a good thing. The annual
along quite happily. It depends who you are, how basis is better than the previous system of WFTC et

cetera, which was based on a snapshot of the periodmany changes in circumstances you have and how
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before you claimed and could give you an amount Ms Moore: My feeling reading The Times report is
that there must be some inside work going on therewhich was predictable but perhaps not quite what

you needed. to lift individuals’ details wholesale and use them for
fraudulent claims. Obviously we are not in a position
to say what may or may not have gone on. I would

Q145 Chairman: In your own written evidence, you have thought with things like the £25,000 disregard
suggest one result of the Pre-Budget Report reforms and the possibility of manipulating in the kind of
will be that claimants will have to have a lot more way we are talking about, the notional income
contact directly with HMRC. Is that going to provisions ought to be used to pick up people who
increase the costs of administering the system? are deliberately doing that. I would be interested to
Ms Moore: It is diYcult for me to comment on the know whether HMRC are now putting in firmer
costs for HMRC of administering the system but checks to spot patterns of people trying to do that so
there is going to be more contact in that there are they use the notional income provisions to stop it.
more things that have to be notified. There is going
to be more initiative from HMRC to encourage
people to notify of things they are not even obliged Q150 Peter Viggers: The two obvious examples are
to. More contact would presumably mean more cost alternating the years in which you make
for HMRC, yes. contributions by way of Gift Aid and then the

amount you draw by way of pension, which are
clearly capable of being manipulated. To whatQ146 Peter Viggers: In your representation, Ms extent does the end-of-year renewal processMoore, you recommended that the £25,000 should currently cause overpayments?apply to awards for 2005–06. Ms Moore: There have been problems with thingsMs Moore: I was not necessarily recommending that like the renewal packs going out late and provisionalit should apply, I was suggesting that when we get to payments running on and people building upthe next renewals round in the summer of this year overpayments. I think it is a significant cause ofpeople who will have read about the £25,000 may problems because people do tend to leave it a littleperhaps be expecting that their awards for 2005–06 bit late sometimes.will be fixed with that disregard applying, and of

course it will not, it will only apply for 2006–07
awards onwards. I think possibly there is a public Q151 Ms Keeble: I suppose it is obvious but with the
expectation problem there that people will not change in the rules so that you have to renew by the
understand what this £25,000 is that has not really end of August, do you think that is practical given
aVected them yet. the way people inevitably lead their lives, that the

end of August is not a good time to ask people to do
anything?Q147 Peter Viggers: With the £25,000 disregard, is
Ms Moore: I have thought about that. I am not surethere another opportunity for individuals who
I feel very strongly that it should not be broughtchoose to behave this way to establish a low pattern
forward a month but I am not convinced it is goingof income and then jump to a significantly higher
to achieve all that much. I think more could bepattern and not be penalised?
achieved by getting the packs out promptly andMs Jesty: There is certainly scope for it. Given that
educating people to renew earlier. I also think forit is there in the legislation there will always be
some of our members who have clients who arepeople who will seek to take advantage of what is in
under self-assessment, there is a lot to be said for thethe legislation. I see no way around that.
30 September deadline tying in with the first date
when the Revenue want tax returns back. I think
that makes it easier for people to grasp the deadlinesQ148 Peter Viggers: In what way is the system
and understand what is coming up rather thangenerally liable to fraud in your experience?
having an August one and then a September one ifMs Jesty: I think it depends on what you consider to
they are in that position.be fraud. I would say there is a distinction between

fraud and manipulating the system, which would be
called avoidance, which would be perfectly legal in

Q152 Ms Keeble: Can I just ask one further questionterms of what the system allows. Fraud is what we
which relates to Peter Viggers’ question about fraudread about in newspapers of people making false
and manipulation, which is probably a much biggerclaims.
issue. Previously when people worked more regular
employment patterns, people would have a job and
that would be it, it would be a known quantity,Q149 Peter Viggers: Indeed. Lawyers know the

diVerence between avoidance, which is legal, and whereas now quite often people make up packages
of employment with a number of diVerent jobs orevasion, which is not. I was talking about this kind

of fraud where millions of pounds have been taken they vary their hours and juggle them quite carefully.
One of the things I wondered was whether thefrom the system. The system was apparently

designed with fraud avoidance in mind. I wonder if present system incentivises people to work as much
as they can or whether it says to people, “Make upyou are able to give us any indication, based on your

own reading of newspapers and your comments on your income package so that you juggle the hours
you work to the tax credits you can get so you getyour experience of the system, of the manner in

which fraud operates. something that works properly for you”. I do not
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think that is what the tax system and benefit system Ms Moore: I think that might be wiser.1

is supposed to do. I wonder what your comment is
on that. Q156 Lorely Burt: I would like to ask your views on
Ms Jesty: I think you would have to be extremely the tighter reporting deadlines and what eVect you
sophisticated to be able to manipulate your work think those are going to have. Jane, you say in the
patterns to that extent to maximise your credits. context of increased responsibilities to report the

changes, the penalty regime should be applied with
a light touch. What approach would you say HMRC
currently applies to applying penalties?Q153 Ms Keeble: I do not think you do particularly.
Ms Moore: Generally there has been a fairly lightI have certainly had constituents tell me that in a
touch. I am thinking more about the things you aresense it is fair enough, they will work a few hours, get
going to have to report now that have not had to betax credits for a bit and get the childcare element and
reported before, such as drops in working hoursit makes up quite a good package. That is fine as far
which are hard to work out, particularly with flexibleas it goes but if what you are trying to do is
work patterns. There is not any very good guidanceencourage people to maximise their employment
out there for people to know how to work out theiropportunities and perhaps think of moving from
average work. If they are going to have to report itpart-time to full-time work, it can act as a
within one month rather than three, a month maydisincentive. I think people are very sophisticated
not be enough for them to even know if their patternabout the way they work and the way they juggle
of work has changed permanently, so therefore theythings, obviously for perfectly understandable
should not be penalised. The same applies to peoplereasons.
who have a new relationship, for example, or aMs Moore: It is one to think about in a way. I agree, relationship break-up. A month is not long. YouI think people would have to be quite sophisticated cannot really say to your new bloke who has just

to do that. Particularly if you are looking at the moved in, “Okay, you have got one month to tell me
average over the year income measure, you would if this is permanent”. People do not live their lives
have to do quite well to juggle it to aVect your tax like that.
credits for the whole year.

Q157 Lorely Burt: I wonder if I could ask you, Jean,
do you think HMRC is justified in concentrating on

Q154 Ms Keeble: What I am saying is that if you getting claimants to report only those changes to
decide you are going to work for a certain number of which penalties apply, whereas you suggest that
hours or you can have three diVerent part-time jobs, delays in the reporting of other changes may also
which is perfectly possible, you could do six hours result in overpayment?
here, ten hours here and five hours here—I forget the Ms Jesty: By the very nature of things it would be
exact hours you need—that will give you a certain surprising if the Revenue did not concentrate on
income and then you can get your tax credit and revenue raising matters. The whole question of time
your childcare element and you will have quite a limits for reporting is a diYcult one because the more
good package and that encourages a particular you have to report and the sooner, the more likely it
pattern of employment, whereas for the person who is to be incorrect and, therefore, will have to be
perhaps retrained to do a really good job the stability revisited. I have strayed from your original point.
would go and they would lose their tax credits. I find
it particularly with women who might be thinking

Q158 Lorely Burt: What I am thinking about is weabout retraining to become teachers or retraining to
have heard from previous evidence sessions that youmove to classroom assistants and then become
can only make a small number of changes in any oneteachers, that kind of thing. Do you think that is a day, so if your phone number is changed as well asdisincentive? other circumstances then that might just cause a

Ms Moore: I see what you mean but if you are going problem in the whole system and you have got to
to have a threshold with hours to qualify for things start all over again. Have you got any experience
or not qualify, surely there are always going to be of that?
people who organise their aVairs around the Ms Jesty: The diYculty seems to be to get through
borderline. The alternative is to have a complete in the first place. If you have to stop at three and redo
gradient from nought hours up to however many it the next day something will crop up and it is quite
hours you work. It has been suggested that there are likely to slip your mind.
problems with the 16 hour cut-oV for people who
want to get back into work who are disabled or ill

Q159 Lorely Burt: Indeed. Can I move on towho cannot manage 16 hours but could manage 14.
recovering overpayments? The OmbudsmanI cannot give you a completely considered answer to
recommended that consideration should be given tothat really because I have not thought about it.
writing oV all overpayments caused by oYcial error
during 2003–04 and 2004–05. Do you know of any
way that these overpayments could be identified

Q155 Chairman: If you want to reflect on it and you without placing an undue burden on HMRC?
come up with a more considered answer, do feed it
into us. 1 Ev 155
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Ms Moore: There is not very much information to be need a judicial review function to enable them to
had about the causes of overpayments and I suspect consider aspects of administrative justice. Can you
in most cases there is a mixture of things, partly define what you mean by “maladministration” and
oYcial error, computer error, which is oYcial error, what recourse do claimants currently have in such
a whole host of things. It is hard to pinpoint and cases of maladministration?
categorise them. I would like to see more Ms Moore: Obviously at the moment if you have an
information on that I must say. As to writing oV item that you can appeal against then you can appeal
everything caused by oYcial error and ignoring the and it will go up to the tribunal. If you have a
reasonable test, that is probably a bridge too far in problem about the way in which the Revenue have
using public funds because we have come across followed their own code of practice or whatever it is,
plenty of cases where people have quite substantial you can go to the Ombudsman or adjudicator, or
overpayments and they know they are wrong and you could go to judicial review at the High Court
are not too fussed about paying it back provided which is obviously out of the question for just about
they know that it is correct. It seems unfair to those all tax credit claimants. More and more
who have already struggled to pay oV an administrative justice things like this are cropping
overpayment or have borrowed to do so if people up because increasingly HMRC’s guidance is in
now are going to have the balance of overpayments leaflets of codes of practice and so on rather thanwritten oV. codified. We would like to see judicial review but at

a lower and cheaper level, if you like, so available at
Q160 Lorely Burt: Finally, if I could ask Jean, you tribunal level. It seems to us, particularly since the
say: “it behoves HMRC to ensure that claimants are tribunals are being reformed at the moment, which
fully aware of the possibility that an overpayment is another area that I work on, this would be a good
may still arise even if they fully notify all changes at time to see whether the judicial review function
the earliest possible time.” Given the fact that the could be put into the first or second tier of the
disregard threshold is going up to £25,000, what tribunals and brought down from the High Court.
circumstances do you think now exist where
overpayments could still be incurred even if changes
are notified as early as possible? Q163 Mr Newmark: With respect to futureMs Jesty: If you were to estimate a reduction in your

solutions, families may still be entitled to the familyincome and that estimation was excessive. Also,
element of Child Tax Credits at incomes of £58,000provisional claims by the self-employed; many self-
a year. What would be the pros and cons ofemployed can only do provisional claims, especially
removing the family element of Child Tax Creditif they have a 31 March year end, so until you get to
and adding it to Child Benefit?the following January when you have to self-certify
Ms Jesty: That would take somewhere in the regionit that will still be inherent in the system. The £25,000
of two million claimants out of the system which hasdisregard will certainly make a big diVerence.
to be a benefit, I would have thought. If you considerMs Moore: I would say that childcare is going to be
that the first child element of Child Benefit is £17 athe big thing, and even more so next year when the
week and for subsequent children £11, the maximumpercentage goes up to 80% because people get the
you are getting on the family element is £10.45.calculation wrong and it is quite sensitive; for a small
Although you would be widening the populationerror you can have quite a big overpayment. I think
who would be entitled to the family element if youthat might be an issue even if income is not.
added it to Child Benefit, it might be possible to
tweak the figures. It is actually less than the normalQ161 Mr Newmark: This is to Jane, I think. With
Child Benefit for the second child.respect to the reasonable test and the right of appeal,

what information would you like to see made
available to claimants about disputing the decision

Q164 Mr Newmark: With respect to theto recover an overpayment and in what form should
administrative burden on the Tax Credit OYce, is itthis information be provided?
possible to estimate what diVerence removing theMs Moore: I think people need clearer information
family element of Child Tax Credit would make onabout how to dispute. There is the form TC846 at the
this?moment, as I am sure you know, but it is a little bit
Ms Jesty: I have to say I would not like to hazard aunclear about what you use that for. For example,
guess, but I would have thought removing aif you appeal that does not necessarily constitute a

dispute which will get your overpayment suspended. substantial number of people from the system would
I think that the TC846 is being revised, as you free up in IT terms, if nothing else, benefits for those
probably know, HMRC are working on it, and it who did remain in.
may be better when that is finished. People do not
particularly want to be bothered with terms like
“appeal dispute, suspension, oYcial error”, they Q165 Mr Newmark: Do you agree with the
want a clear process in non-jargon. organisations, such as One Parent Families, that

removing the childcare element from the Working
Tax Credit would be beneficial? If a childcare taxQ162 Mr Newmark: My second question to you is
element is left within the tax credit system, are theyou have argued that some overpayments are caused

by maladministration and that tribunals, therefore, rules capable of being simplified?
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Ms Moore: Just the childcare element? Q170 Mr Newmark: It is the general theme of
sharing of information but with respect to this issue.
Ms Jesty: I think one of the problems is that there

Q166 Mr Newmark: Yes. are still diVerent computer systems within HMRC
Ms Moore: At least it should be open for wider dealing with diVerent areas. It still requires a manual
discussion. I would like to see it also joined up more input to get from one system to the next. One would
with some of the other government childcare policies have hoped that with intranet it should be possible
because there were a lot of issues about childcare, to send information from one area of the
such as the fact that there is not much support for the Department to another, but it would probably have
self-employed through the tax system and so on. I to be inputted twice on to a diVerent system.
am not sure I know exactly the answer to that but it

Q171 Mr Newmark: Which leads to the possibility ofis something we would like to see explored more
clerical error which would probably necessitate quitethan it is at the moment.
a lot of investment in information systems if one wasMs Jesty: There are wider policy issues surrounding
heading in that direction.childcare. There are diVerent ways of delivering
Ms Jesty: I think it would require considerablesupport for childcare and certainly I think they
investment in a system that would do that.ought to be explored.
Ms Moore: It is vital that it should join up because
it does not seem acceptable to me that people are

Q167 Mr Newmark: With respect to the told, “Oh no, you have to tell the Tax Credit OYce
simplification, if childcare is left within the tax credit as well as these other places”, and they could even
are there some thoughts you have on simplifying the risk a penalty for not notifying the Tax Credit OYce
system at all or not? of something when they think they have filled in a

form and sent it somewhere else and that is all theyMs Moore: Calculation, I think. If you look at the
need to do.leaflet there are six diVerent ways you can calculate

childcare. As the people said in the earlier session,
Q172 Mr Newmark: You recommend that a longeryou have to be quite numerate in order to do it. The
period of backdating should be allowed to reduceexamples in the booklet choose nice, tidy situations
the number of protective claims which claimantswhere people have predictable childcare costs for the
need to make. Why are such protective claimscoming year and this is not realistic, and I am sure
necessary? How long a period of backdating shouldthis is what people get wrong.
be allowed?
Ms Jesty: They are necessary because even if your
income is such that you would not even qualify forQ168 Mr Newmark: It is really too complex in many
the family element, if your income subsequently fallsways for those people?
and you become eligible but only know about itMs Moore: It is, yes.
towards the end of the tax year you can only go back
three months, therefore the advice is that anyone

Q169 Mr Newmark: What scale of undertaking should put in a claim because if they subsequently
would be required of HMRC if it were to enable find that they are eligible it will be backdated to the
information provided by claimants and taxpayers to date of the claim even though they would have had
be shared across the whole of HMRC? Are you a nil award up to then. This is particularly relevant
aware whether the Department is considering such to the self-employed where it can fluctuate wildly. I
an undertaking? would think that you should be allowed to backdate
Ms Moore: These are issues such as if you notify one to the beginning of the tax year.

Chairman: Thank you both very much.part of HMRC that should be good enough?

Witness: Mr Mike Brewer, Programme Director, Direct Tax and Welfare, Institute for Fiscal Studies, gave
evidence.

Q173 Chairman: Mr Brewer, welcome to the now going to happen in the autumn this year. Given
Committee. Thank you for coming along this their performance so far, however, can we be
afternoon. Could you identify yourself formally for confident that that will be done smoothly?
the shorthand writer, please? Mr Brewer: I have not discussed this with HMRC,
Mr Brewer: I am Mike Brewer, Programme Director but the fact that this date has been continually put
of the Direct Tax and Welfare sector at the Institute back since the introduction of tax credits makes me
for Fiscal Studies. very doubtful that it will happen at all. This

changeover should have happened on 5 April 2003
and it has been put back ever since. Every time weQ174 Chairman: Thank you very much for your
have a Budget or Pre-Budget Report, it gets put backsubmission. You go back to basics in your
by another six months or a year, to a point where Isubmission. You set out the Government’s four
begin to doubt personally—although not based onobjectives in tax credits. Interestingly, you suggest
conversation with HMRC—whether this will everthat they have failed to achieve greater income
happen at all. You can understand that, if thesecurity because they have still not abolished the

child allowance in means-tested benefits. That is Government feels there are problems with tax credits
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at the moment, it might be worried about extending package of reforms is only going to reduce
overpayments by a third. That means there are antax credits to the very poorest families in the

country. awful lot of families who are still going to experience
overpayments, presumably due to changes in
circumstances other than income. So although theQ175 Chairman: But you have no evidence that they
Revenue may have done as much as it can to reducewill scrap it altogether?
overpayments caused by income rises, there will stillMr Brewer: I have no evidence of it at all, no. This
be—we do not know the exact numbers—is based on perhaps an overly cynical view of what is
presumably over a million families, over £1 billion ofgoing on; but, no, I have no evidence that it will be
public spending, in overpayments. So overpaymentspostponed indefinitely.
have not gone away at all. Therefore, one may not
expect that all your constituents writing to you willQ176 Chairman: How many times has it been
immediately stop writing to you—becausepostponed now?
overpayments are still going to happen.Mr Brewer: It is always a year ahead, it seems to me.

Q177 Chairman: So three or four? Q182 Lorely Burt: Developing that theme of the
Mr Brewer: It is three or four times. reforms announced in the Pre-Budget Report and

overpayments, do you think that we have a
suYciently detailed understanding of the causes ofQ178 Chairman: We are nearly at the end of the third
tax credit overpayments to enable us to makeyear now. Do you think the system is repairable?
eVective reform?Mr Brewer: I think that the changes announced in
Mr Brewer: If you mean “we”, those people outsidethe Pre-Budget Report are about as much as the
HMRC, then I would say no. We have very littleGovernment could do to make overpayments a
information about the causes of overpayments; wetolerable part of the tax credits system, without the
just have the statistical summary based on 2003–04,Government doing something drastic to tax credits;
which describes who experienced overpayments andin other words, without going back on some of the
what their income was, but it does not tell you whyprinciples that it had in mind when it introduced tax
the overpayments occurred. The Revenue say that itcredits. If it has not got it right now, then it never will
is very diYcult to identify why an overpaymentget it right in my view, short of abandoning some of
occurs, and I think that there is some truth in that.its original principles. By increasing the income
Overpayments may well occur for a number ofdisregard from £2,500 to £25,000 there are now so
factors and if you solve one of them, the family canfew families who will see an overpayment because
still experience an overpayment. There is very littletheir income rises. You cannot do more to reduce
information out there to enable those of us outsideoverpayments because of income changes than that.
government to come to informed views on this.

Q179 Chairman: Do you think there will come a
logical point at which they should decide whether or Q183 Lorely Burt: You say that you worry about
not to persevere? Given that they are still working on how much research the people in HMRC have
data from 2003–04, and so on, they may not be there actually done. What is your thought? What would
yet; but do you think there will be a point of no you, if you were HMRC, want to see to be able to
return, if you like? make these eVective evaluations?
Mr Brewer: Do you mean a point at which you Mr Brewer: I think that what I was trying to say was
should just scrap it all and go back to what you had? that, when the Government was designing tax

credits, there just was not a good source of data out
Q180 Chairman: A point at which, if you were going there about families’ annual income and how it
to scrap it, you would have to scrap it then. changes over time. The Revenue know a lot about
Mr Brewer: If the reforms announced in the Pre- individual taxpayers’ annual income and how it
Budget Report do not work, then I cannot see changes over time, but they do not know which
anything else the Government could do to make tax taxpayers are living with which other taxpayers,
credits more palatable to members of the public whether or not they have children, and so on. As
currently receiving it, other than scrapping it. I know researchers, we often use data from large household
that it is too early to say whether the changes will do surveys, which do go and ask families about their
enough— circumstances and about their income, but not often

about their annual income. Even when those surveys
go back to the same families year after year, they stillQ181 Chairman: When can we judge that, do you

think? only ask about your monthly or weekly income and
not your annual income. In the Revenue’s defence,Mr Brewer: The reforms will not be fully

implemented for another couple of years yet, so we therefore, there was not a good source of data for
them to design the initial policy, when they werehave to wait for two years, plus a few more, to go

through an annual cycle; so we are perhaps looking thinking about this in 2001–02. Basically, that
remains the case even now, except the Revenue nowat four years. We know that the increase in the

income disregard is so large that almost no families have data from one or two years of operation of tax
credits. I am not criticising the Revenue’swill now see an overpayment because of income

rises, but it surprised me—I am sure it is true but it performance since tax credits were introduced;
indeed, nor am I criticising what they did before taxsurprised me—that the Revenue think that their
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credits were introduced. It is, if you like, a fault of estimates on the public finances—or they aVect the
writing-oV of overpayments. In the long run, thethe research community, which did not have the

research resources available to us or to the civil increase in the income disregard has to be the most
important factor, because it genuinely increasesservants before tax credits came along to be able to

monitor how the income of families changes over families’ entitlement to tax credits.
time.

Q187 Lorely Burt: They are not saying how much
Q184 Lorely Burt: Okay, we will let them oV then! that is likely to be in the long run.
The Pre-Budget Report package is expected to cost Mr Brewer: No, they are not saying and, when asked
the Government £100 million in 2006–07. Then it is by myself, and probably by MPs, the Revenue say
supposed to save £250 million in 2007–08. Other that they cannot estimate the cost of that particular
measures are expected to produce savings to oVset measure reliably enough. It seems a little odd that
the cost of the increase in the disregard. How the Revenue can estimate the total cost of several
confident are you that these savings will be diVerent elements but that it cannot tell us what the
forthcoming? individual cost of each element is.
Mr Brewer: It is extremely diYcult for us to
understand the costings of these changes. They are Q188 Lorely Burt: They can estimate what the cost
complicated changes, aVecting a complicated of introducing it is going to be and they can estimate
system. I think that the Revenue oYcials told the full what the savings are going to be, but not onwards.
Committee just after the Pre-Budget Report that the Mr Brewer: It is true that—and there are seven or
eVects are complicated and will change in the long eight packages in the Pre-Budget Report—the
run, because overpayments can take years and years measures interact with each other, and so the cost of
to collect. So it is diYcult to look at the figures and one is not independent of the other; but still the
say, “These are wrong” and “These are right”. Revenue must have spelt that out in their advice to
Clearly, some of the measures will save the ministers, and I think that they should therefore be
Government money, particularly because the able to present it to the public in the same way.
Government is writing oV so many overpayments at
the moment. Anything it can do to reduce the

Q189 Mr Newmark: I am still not clear. Whatamount of money it pays out incorrectly and then
evidence have you seen that the Government is ablewrites oV will save it money. On the other hand, the
to achieve this £250 million savings? I am wonderingincrease in the income disregard is genuinely
where you feel this confidence is coming from, on theincreasing families’ entitlements and genuinely costs
evidence of the past couple of years at least.money. When you look at the package as a whole,
Mr Brewer: Do you mean do I have confidence in thetherefore, you have some complicated cash-flow
Government’s ability to deliver the savings?eVects—there is money coming in or coming out

sooner or later; you have some genuine revenue-
Q190 Mr Newmark: Yes, from 2007 through toraising eVects, because they will be able to write oV
2009.fewer overpayments; but you have the genuinely
Mr Brewer: It is possible that the Government’scostly measure of increasing the income disregard. I
estimates are relying on families complying morehave no evidence on which to judge the Revenue’s
with the Revenue than they are doing now. There areestimates, but—
changes in the Pre-Budget Report which require
families to report more changes more quickly. ThatQ185 Lorely Burt: But you think that the £250
should save the Government money, if it reducesmillion savings will probably mainly constitute
overpayments which are then written oV. If familiessavings on the mess-ups that they have done in
do not report more things more quickly, then theyoverpayments, rather than from any other direction?
will not save any money.Mr Brewer: I have not thought about it in detail, but

it seems to me it must be from overpayments that
Q191 Mr Newmark: In your judgment, which waythey are not going to write oV in the future; so that
do you think things are likely to go, based on theis saving them money. Of course, if they were
evidence you have seen so far on the behaviour ofcollecting all their overpayments now, these
people?measures would not save them any money; but
Mr Brewer: You are pushing me, but I think I wantbecause they are writing oV more overpayments
to be led. If you look at—than they thought they would have to, then it will

save them money.
Q192 Mr Newmark: I hope I am not leading you. I
am probing you.Q186 Lorely Burt: Have you got any thoughts about

the long run? You say that you think in the long run Mr Brewer: I have no evidence that the Revenue are
being overly optimistic when they estimate theirthe eVects are going to be unclear. What factors do

you think long-run costs will depend on? costs. We simply do not know how they have arrived
at their estimates of the total cost. We do know thatMr Brewer: I suspect in the long run the key element

of the package is the increase in the income in each Budget since 2003 the Revenue have had to
increase their estimate of spending on tax credits fordisregard. As I say, most of the other measures either

just aVect cash flow—which do appear as pluses and one reason or another. So their record to date has
been to underestimate the total cost of tax credits.minuses in the way the Government publishes the
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For example, in Budget 2004 and 2005 they and if this present system of reforms does not work
then it will be necessary to go back to a diVerentincreased their estimate of the underlying cost of

tax credits. system.
Mr Brewer: It is very diYcult to see what else could
be done, whilst maintaining the principle of an

Q193 Mr Newmark: To savings? With respect to the annual cumulative system of tax credits, where your
other side of the equation, have they overestimated? payments now depend on your income now. It is
Mr Brewer: We have no past evidence. They have very diYcult to see how you could preserve that
not introduced savings in the past, so we have no principle but do any more reforms to reduce the
explicit evidence. problem of overpayments.

Q194 Peter Viggers: You were present in the room Q197 Peter Viggers: Can we just look back? What
and you will have heard the thrust of questioning were the disadvantages of the Working Families Tax
earlier, where two of us were asking about the risk Credit of fixed awards? Are there any that could not
that the Government has, by introducing the have been addressed within the Working Families
£25,000 disregard, thrown open a whole new stable Tax Credit framework, and would that be one way
door of possible manipulation. Would you agree ahead?
that the opportunity for individuals to manipulate Mr Brewer: The Government identified quite a few
tax credits has been very considerably increased, and problems with WFTC. One of them was a genuine
that it would not be a diYcult thing to do, within one, that there was a problem of non-take up.
the law? Although this problem was going away over time,
Mr Brewer: Certainly within the law. I must admit even in the last year of the Working Families’ Tax
that I am not clear that it has increased—I cannot Credit there was about a billion pounds of money
remember the phrase you used—I was going to say going unclaimed by relatively low-income families
the scope for gaming the system. Is that roughly with children. A second problem was that of
what you meant? That people could manipulate unresponsiveness. I am not clear how big a problem
their circumstances legally to inflate their tax credit this really was, but the problem of unresponsiveness
award? was particularly about childcare costs. You have

already asked questions about childcare earlier
today, and anything with childcare is very diYcult;

Q195 Peter Viggers: We are amateurs and you are a but people did criticise the old system of supporting
professional. We were just pondering whether it childcare under WFTC, where your award was fixed
might be possible for an individual to establish a low for six months. If you happened to fill in your award
pattern of income and then to establish a much during term-time you then did not get any extra
higher pattern of income, less than £25,000, within money for childcare during the school holidays, and
the ensuing months, thus getting the maximum tax claimants found that very unfair. Obviously, vice
credits without penalty. versa, if you claimed in the holiday you would get an
Mr Brewer: If claimants are able to shuZe income awful lot of tax credits for childcare you were not
between tax years, if you like, then, yes, there is using in term-time. So people did complain therefore
scope for them to take advantage of this. To some about unresponsiveness, particularly about
extent that applies to income tax anyway, with a childcare costs. The Government also argued that
progressive income tax system. If you think you the system was quite onerous for claimants. They
might be a higher rate taxpayer one year, it is in your had to fill in two forms a year which were relatively
interest to shuZe some income around so that you long and, when they filled in the form, they had to
are just a basic rate taxpayer if you have fluctuating provide lots of evidence on their past payslips,
income. The scope for—I will use my phrase— evidence of their childcare costs, if they were using
gaming the system in the current system of tax that, and in some cases an employer’s signature that
credits is, of course, much less than under the they were working the number of hours they said
Working Families’ Tax Credit, because in the they were. So high compliance costs, non-take up,
Working Families’ Tax Credit there were periods of and inflexibility were the arguments put forward by
time where the Revenue was not looking at your the Government.
income and periods where it was. At least under the
current system of tax credits the Revenue is always

Q198 Peter Viggers: It has been suggested—we havelooking at your income, if you like, because tax
put the question to other witnesses and I would becredits are based on annual income. I expect the
grateful for your answer—that one could remove theGovernment would say the scope for manipulating
family element of Child Tax Credit and add it toyour circumstances to inflate your award is very
Child Benefit. What is your view on that?much less, even after the increase in disregard, than
Mr Brewer: Not much diVerent from the previousit was under the WFTC.
witnesses. It would clearly cost money if you had to
pay this extra amount to the richest 10% of families

Q196 Peter Viggers: I think that you have dealt with with children who currently have it taken away from
another point I wished to raise in response to them. So you would have to pay the money to those
questions from the Chairman. To paraphrase you if families with incomes above £58,000, and they are
I may, you think that the Government has rather not currently getting anything at the moment. You

would significantly reduce the number of familiespushed the envelope on tax credits as far as it will go,
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who have to fill in tax credit awards. However, you man’s tax allowance? The thinking about it was that
that was completely outdated. If you change the taxmight not do much to reduce the problem of

overpayments because, for families who are getting structure and you put that element on to the child
benefits—which is a universal benefit—you are thenonly the family element, their award does not really

change with their income. You may just be taking restoring a universal benefit which had outlived its
date, and that would not be a sensible move in termsout those families from the tax credit system who do

not mind tax credits, because they are relatively well- of trying to make a more progressive tax system.
Does that follow?oV and changes in their circumstances do not aVect

their entitlement. The gain then might be that you Mr Brewer: There is not much diVerence in practice
between Child Benefit and the family element of therelease resources within HMRC to concentrate on

those families who do have problems with tax Child Tax Credit. The only diVerence is the richest
10% do not get the family element of the Child Taxcredits.
Credit.

Q199 Ms Keeble: You said before that the increase in
Q203 Ms Keeble: That was the point of changing itthe income disregard to £25,000 virtually ruled out
in the first place, was it not?anyone getting an overpayment due to an increase in
Mr Brewer: From the married man’s allowance?pay, but that accounted for only a third of the

overpayments. Looking at the other causes for
overpayments, is it the case that the childcare Q204 Ms Keeble: Yes.
element is the other big cause of overpayments? If so, Mr Brewer: I am sorry, I have not understood your
do you agree with the previous witnesses who said question.
that they thought that that should also be protected,
or that should be protected in some way from Q205 Ms Keeble: Part of the thinking around the
clawback? changes that came in when the tax credit system was
Mr Brewer: As I was saying earlier, the statistics the introduced was that the married man’s allowance
Revenue publish do not tell us exactly what are the really had died a death, and you had to sort it out so
main causes of overpayments. You may be aware of that you actually targeted your tax at those who
the research from One Parent Families, where they needed it. The Child Benefit remained a flat rate for
looked at lone parents who had very big historic reasons largely, and because it is a very
overpayments, and a disproportionately high highly regarded, highly valued payment. If you then
number of those had problems with their childcare added to that, however, then you would again be
award. It makes perfect sense to me, because producing a more regressive tax system that did not
entitlements to the childcare tax credit, or whatever direct the most resources to those in greatest need,
it is called, can be very high and the rules are which is what the tax credit system is all about. Does
relatively complicated. It would not at all surprise that follow?
me therefore if childcare payments were a Mr Brewer: It makes sense as an argument.
disproportionate cause of overpayments. Ultimately, you have to decide to what extent you

want to income-test your support for children and to
Q200 Ms Keeble: If you protected both the income what extent you want it to be universal. I would not
element and the childcare element, would you not be call a payment which goes out to families on £58,000
virtually changing the whole nature of the tax credit well-targeted at those in need.
system, because there would be so little flexibility
then that it would be like a flat-rate payment? Q206 Ms Keeble: So you think that it should be
Mr Brewer: The proposal is that the childcare tax changed anyway?
award should be protected from overpayment Mr Brewer: No, I am not sure that I accept the logic
recovery, I suppose. Is that what the proposal is? that . . . . It is true that the family element of the

Child Tax Credit is a bit more progressive than the
Q201 Ms Keeble: Yes. married couple’s allowance, because it does avoid
Mr Brewer: Yes, there would certainly be problems paying paid to the richest 10%. On the other hand,
with that. As people have said earlier, because the it goes up the income distribution a lot further than
childcare tax credit is worth so much there is actually traditional means-tested benefits. So, yes, the child
going to be scope for fraud there, as well as tax credit did remove a payment from the richest
unintentional error, because families do not have to 10% of families with children and I am sure that it is
supply evidence when they claim the childcare tax plausible to argue that they do not need the money
credit. I expect the Revenue would worry about for their children; but £58,000 is a very high annual
compliance if they were to be even more generous income cut-oV, when compared to the rest of the
with the childcare tax credit than they currently are. benefits system—which is ultimately where tax
Of course, some families who are getting their credits come from.
childcare tax credit will only have 25% of their tax
credit award reduced when their overpayment is Q207 Mr Newmark: This is with respect to other
being recovered. proposals to reduce overpayments. You say that

overpayments can arise because there is no
mechanism to allow tax credits to reactQ202 Ms Keeble: There is one further element. Is the

family element of the tax credit a sort of subsidy? Am automatically to changes in circumstances and there
are often delays in awards being adjusted. If HMRCI right in thinking it was a substitute for the married
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was able to share information across the and a “heavier burden . . . than was reasonable”
department, would a mechanism to adjust tax credit placed on customers to spot these. Is there not a case
awards then automatically be possible? for a one-oV write-oV of overpayments from the first
Mr Brewer: I think I was trying to compare the two years only?
operation of tax credits to the operation of income Mr Brewer: From what I understand, the
tax, which we all know and love, and also because Ombudsman was recommending that overpayments
the Government keeps trying to persuade us that tax caused by oYcial error should be written oV.
credits are a genuine part of the tax system. Obviously the case for writing oV those
Employers can operate PAYE—can deduct your overpayments is much stronger than the case for
income tax at source—relatively easily, because they writing oV other overpayments. I was thinking in my
do not need to know much information; they just chapter in the IFS 2006 Green Budget about the
need to know your annual income and what tax code policy of writing oV all overpayments or, in eVect,
to put you on, and there are relatively few tax codes not having any overpayments in the tax credit
now that we have a nice, simple income tax system. system. When deciding whether or not to have a one-
However, tax credits depend upon so many more oV policy, you would have to think about the burden
things than does income tax: hours of work; number on the Revenue in identifying these cases, and
of children; childcare costs; your partner and your whether they could they do this cheaply. You would
partner’s income. It is possible that HMRC could also have to worry about whether the writing-oV of
improve its information-sharing ability, so that it overpayments was fair to those families who did
can more quickly pick up these things, but I cannot comply accurately and in a timely way with the
see how it would ever be monitoring all of those Revenue’s request for information. I know that
factors. Ultimately, individuals have to tell the overpayments can arise even if you do comply
Revenue who they are living with and what childcare perfectly with information, but often they are more
costs they have. Perhaps the cohabitation thing the likely to arise if you do not do what the Revenue
Revenue can capture, but not hours of work or suggested you should do. So writing oV
childcare costs. The Revenue do not need to know overpayments might be thought of as being unfair to
that for any other part of the tax system, so those families who did report all the changes of
information-sharing within the Revenue will not circumstances when they were encouraged to do so.
solve all the problems. There is also the risk that a one-oV overpayment will

set a precedent for future years, no matter how
Q208 Mr Newmark: Would you say that is a flaw in strenuously the Government insist that it is just a
the system? Does it lead people to circumvent the one-oV measure.
system? Does it lead to abuse?
Mr Brewer: The fact that tax credits depend upon all

Q212 Chairman: Finally, from me, just a couple ofthese things is no diVerent from the Working
points about the role of the Institute in this. Are youFamilies’ Tax Credit. However, what is diVerent is
involved in the consultation group?that when people apply for tax credits now they do
Mr Brewer: No, we are not.not have to provide as much evidence as under

Working Families Tax Credit. That is making
fraud easier. Q213 Chairman: Is the Institute involved, I mean.

Mr Brewer: No, it is not. I presume this is because
Q209 Mr Newmark: The Ombudsman points out we have no links with families who are actually
that the business model for tax credits was designed receiving tax credits. We just think about the
on a basis of minimal clerical intervention but that broader design and policy issues; we are not involved
HMRC has found itself operating in an “expanding in advising individual families. We did respond to
caseworker system” to deal with complaints, appeals the consultation document in 2001–02, but we have
and disputes. What sort of business model for not been involved in detailed discussion since. That
administering tax credits do you think HMRC does not particularly disappoint me, because Ishould be looking at? understand that those discussions are mostly aboutMr Brewer: I do not think I can provide a sensible

administrative and operational things, and I haveanswer to that. I am afraid I am not an expert in tax
less expertise in those areas than I do in the biggeradministration—apologies.
design issues.

Q210 Mr Newmark: I thought that the Institute of
Fiscal Studies had answers to everything! Q214 Chairman: It was also said to us last week that
Mr Brewer: Even we have our limits! it is very diYcult for people outside HMRC or the

Treasury to get in and analyse the various groups
aVected by the overpayments, or whatever. Are youQ211 Mr Newmark: My next question has to do with
able to do that through the IFS? Do you think therewriting oV overpayments. You say that the proposal
is an issue there? Do you think the HMRC could beto write oV overpayments would be expensive and
more open about letting academic or institutes likewould provide claimants with an incentive to play
you start now, in year three, to get a handle on whothe system, which we have heard about earlier, once
all these various diVerent groups are, and whetherthey knew overpayments would not be recovered.
there are overpayments, for example, bearing on aOn the other hand, the Ombudsman referred to

widespread processing errors in the first two years, particular income group more heavily than others?
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Mr Brewer: I think that it would be a very good thing information Revenue publishes as a matter of
course. To answer your main question, however, itif HMRC were more open with its own data. We do

not have any more access to the data than any other would certainly be helpful to those outside
government.research institute or member of the public. As I said

earlier, apart from the administrative data that
HMRC holds, there really is not another good data Q215 Chairman: Is the diYculty really
source that one can use to try to think about possible confidentiality if the data is aggregated, or is it
changes to tax credits policy. You need to have because this data is used for policy work and cannot
HMRC’s own administrative data. So it would be released?
certainly be a great help to those outside government Mr Brewer: I am not an expert in the legal issues. I
who are interested in policymaking to have access to do know that the Department of Work and Pensions
such data, if confidentiality issues can be resolved. It is now able to release its own administrative data
has also been a complaint at the IFS over the last five that is based on people’s claims of benefit.2 That did
years that the Revenue publishes very little statistics require legislation of some kind. I cannot see a
based on its own data. They is publish their own principled reason why the Revenue cannot do the
summaries of their own data, which you would same, although there may be diVerent legal issues,
expect the Revenue to do, but what they don’t do is because it is taxpayers’ data rather than related to
make that data open to everybody, so that anyone benefit claims; but there should not be because, in
could produce their own summary. When the principle, data on people’s tax credits is no diVerent
Government was first consulting on tax credits, I from data on the amount of benefits you are getting.
remember that our former director was very cross at Chairman: Thank you very much.
how little numbers were in the consultation

2 Footnote by witness: The Work and Pensions Longitudinaldocument about how many families might be
study, which combines information on benefit receipt heldaVected by overpayments, underpayments, and how
by the DWP with information on whether someone has beenthe change in the taper would change eVective recorded as being in work with HMRC. More details are

marginal deduction rates. We have therefore been available at: http://www.dwp.gov.uk/asd/longitudinal—
study/ic—longitudinal—study.aspcritical for a number of years about how little
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Witness: Rt Hon Frank Field, a Member of the House, gave evidence.

Q216 Chairman: Mr Field, welcome to the Sub- Pensions, made available to outside bodies and
academics and so on. Is one of the reasons you fearCommittee. Could you formally introduce yourself

for the benefit of our shorthand writer, please? this will be the next CSA that the Revenue is just
being secretive about information or they think it isMr Field: Thank you. My name is Frank Field, I am

Member of Parliament for Birkenhead. Thank you corrupt or possibly not robust enough to use?
Mr Field: I think next week you have the Paymasterfor inviting me to give oral evidence.
General back and I hope one of the questions she
will want to answer is whether she personally has theQ217 Chairman: Thank you for that evidence. One
information provided by the Department to answerthing that struck me straight away from your
your questions and the questions that others of usevidence was when you referred to the lack of
have raised in our evidence. The worst possibleinformation on the number of awards that have been
scenario is that she cannot answer the questions and,reduced. You said: “there is no better illustration
therefore, in a sense we are operating in a policy fog.between the Treasury’s rhetoric and the reality of tax
We know the broad outlines of the numbers ofcredit administration than the fact that the Revenue
overpayments and underpayments but we do notdoes not have information on the numbers of awards
know the reasons for those over andthat have been reduced in order to recover an
underpayments, and yet the Paymaster General,overpayment.” Could you expand on that for us?
rightly I think, has brought forward two series ofMr Field: I will, Chairman. I think one of the
major reforms to the system. I do not know, and I docharacteristics of this scheme is the lack of
not think you know, whether she did that just on theinformation we have about how it is working. One of
basis of her own advice surgery, the sorts of peoplethe side-eVects from the submissions that have been
who are coming in, or whether she has guessed thatmade to you, I hope, and I have been following the
because it is reasonable or whether there is thisevidence that you have had, is that the Treasury is
information available which none of us at thegoing to come back and answer some of the points
moment can see.that we raise because we cannot answer questions

that the Committee is naturally interested in in some
instances because the information simply is not Q219 Chairman: My colleagues will probably pick
available. I am not sure whether that is because the that up. Turning to the reforms that she has
programme that runs the computer cannot give the announced, you indicate that HMRC has failed to
information or whether, at this stage, the Treasury make progress on the reforms announced back in
does not want to disclose that information. The May. Is that still your view? Why do you think they
worry I have is that if one is not very careful we have failed?
might be inventing another CSA. In the CSA the Mr Field: There were six reforms that were
Government has had to admit that the new announced in May. May I just go through them
computer that we put in produced information quickly and comment on them? On the first one, the
which, for the first two years, they withdrew because Government would ensure that in each case of
it was rubbish. They hope the information they have genuine hardship there would not be a recovery of
produced for the last 12 months is accurate. overpayment if there was a dispute until that dispute
Ministers are having to make decisions about the had been resolved. As I understand the current
future of the CSA on data that has been produced system, if you wish to dispute the decision that the
from the system and two-thirds of the data has been Revenue has made you do need to first of all know
withdrawn because it is not reliable. I think there is about and ask for, and then fill in, form TC846. I
a real danger in anybody advocating reform without think that is quite a steep barrier for lots of our
the relevant information. Indeed, one of the things I constituents to know about the form, to get it and to
want to press on the Committee is not to make too fill it in. Secondly, the Government gave an
many more changes given what has already undertaking to reduce the unnecessary duplication
happened. of awards. I had somebody in my last surgery who

had three awards on the same day, dated the same
day but arriving on diVerent days in diVerent posts.Q218 Chairman: One of the points made to us last

week was that there is more statistical information The third one was to identify families most at risk,
and here the Treasury has tried in doing someavailable in other departments, for example your old

department, the Department for Work and surveys but it seems to me one move they could make
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would be in those instances where claimants have Her name and address has been taken out. It shows
the diYculties of this cumulative impact of arrears inalready disputed previous tax credits that they do

actually check the current tax credit claim with that it is dealing with 2004–05, although reading it
you would think there were two constituents in 2004-previous claims, because some of the errors that

occurred for my constituents were the Revenue 05, they have got two diVerent paragraphs on that,
and then it relates to the previous tax credit year andthought they had children who had disabilities when

they did not and that kept reccurring despite them how they are trying to sort that one out. One of the
major impressions that I hope I leave with you istelling the Revenue, “I don’t”. One way of stopping

that going into a third year would have been to with the best will in the world we got into a huge
mess on the Child Support Agency because we, asactually check the claim through on the phone with

the claimant in the second year, and that is not politicians, wanted to keep putting our sticky fingers
in it and changing it and there is a huge danger thathappening. You have had comments from the CAB

on the fifth objective, which was working with the we may do the same with tax credits. I think the
Parliamentary Commissioner has posed, I am notvoluntary sector. The sixth reform was to improve

the quality of the helpline. While some of these cases sure whether it was before your Committee or
somewhere else, that there are inherent faults in theare diYcult for MPs to understand, let alone our

constituents, there is a tendency to say, “Your system which, if we are going to have a tax credit
system, our constituents are going to have to liveproblem is being referred to one of the specialist

teams”. I have one constituent who has been told with. There is no end of the rainbow here of
somebody coming before you and saying, “I havethat her dispute has been referred 21 times to the

specialist team and she and other constituents feel got the wonder reform scheme” because there is not
a reform scheme that is going to deal with thethat staV under huge pressure now use this as a way

of fobbing them oV on the phone. Far from the problems which are inherent in the system.
phone service becoming a real entry into solving the
diYculties, staV under pressure just say, “That is Q222 Susan Kramer: Under her recommendation 11
going to a specialist team”. She had the wit to ask the Ombudsman recommended, in eVect, a right of
how many times had it gone otherwise she would appeal to an independent tribunal where these
never have known there have been 21 referrals to disputes moved onwards based on a statutory test
specialist teams on her single dispute. If you look at for the recovery of excess. Do you think that would
those, there is still much work to be done to deliver have an administrative benefit to the system if there
on that programme, particularly as the second set of was an awareness that in the end this could go to an
measures the Paymaster General brought forward independent body rather than spending its entire life
told you that only a third of the diYculties with tax contained within the system?
credits would actually be eliminated by those later Mr Field: It might give us less work to do, Chairman,
measures, so two-thirds of them remain and, if there was an appeal. Again, I sound a note of
therefore, at the heart of the reform programme warning about that. In a sense it appeals to us to
must be the earlier main measures. have independent appeal tribunals but I see a real

danger of trying to develop the tax credit system into
a social work agency. The aim of the tax creditQ220 Susan Kramer: Obviously we are looking at

the administration of tax credits rather than system is to keep the process as simple as possible.
The more stages where we think that somehow staVunderlying policy, but I have heard you speak out

very warmly in support of the Parliamentary and have got to answer the inquiries, then having a
review and then having an appeal, it sounds neat onHealth Service Ombudsman and the

recommendations that she made last year. From an paper but we are trying to keep a major reform on
the road and I think there is a real danger of derailingadministrative perspective, one of the

recommendations that she made was the write-oV of that major reform by putting even more weight on
an administrative system which was not designed toall excess overpayments caused by oYcial error in

2003–04 and 2004–05. Do you see that as an essential take that weight.
to clearing the ground to be able to get to grips with
the current system? In other words, if we continue to Q223 Susan Kramer: HMRC, as you were saying a
try to unravel the past are we never going to be able moment ago, is attempting to improve the clarity of
to move forward on this one? award notices and from April claimants will receive
Mr Field: As I understand it, that is the “a two-page summary that explains the most
Government’s position to do so. The diYculty is important aspects of their award and tells them what
convincing them that the error is on their side rather information on their award needs to be checked”. Is
than on the claimant’s side. that going to be suYcient, in your view, considering

the constituents you have talked to, provided there
is a detailed calculation on request so they can goQ221 Susan Kramer: So would you be in support of a

much more blanket mechanism for dealing with the back and get that?
Mr Field: I think the detailed calculation should bepast rather than trying to analyse on a claim-by-

claim basis whether or not it was caused by oYcial provided for everybody. What we do not know is
whether the IT is such that it could deliver that. Ierror?

Mr Field: Chairman, I have brought, which may I have brought this form, not that I am sure any of you
need it. When we look at what our constituents goleave with you, a letter I received yesterday from the

last letter that I wrote in July about a constituent. through, that is the claim form, and we know lots of
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them have diYculty in compiling information like about the running of the system, if I say they should
have the money but keep proposing reforms that thethat, and then they get a document like this telling
system cannot deliver.them how to complete it. This is mega stuV.

Currently they then get this claim form saying how
it is set out but it does not do that at all, it tells my Q225 Susan Kramer: Can I ask you one last
constituent about all her previous overpayments and question. You said just now that you were getting
how they are going to claw it back. They are very fewer constituents coming to you. Is this because
precise on that. They do not say the specific you think it is now working for more people? Is it

possible that some people have been so discouragedinformation they have taken into account. For
they are not making the claim they should make, orexample, if they had computed the tax credit because
are people getting notices requiring repayment andshe had got children with disabilities, if that was
simply giving up and paying it because the system isdown there on the side she would immediately know
so overwhelming? We have always been morethe award was wrong. Then when the award comes
worried about the people who did not contact usthrough there is another one of these huge
than the people who did.documents telling people how it is worked out. I
Mr Field: I have no idea of the numbers who havethink it is quite diYcult for us as MPs to go through
decided not to claim because of their treatment inall of this, let alone our constituents. Again, I come
previous years. I will let you know after Friday,back to the worry that we come up with such
saying that the numbers with tax credits queries hascomplicated reforms that the process gets into even
fallen, whether the trend has reversed at my surgerymore diYculties. If the IT could provide the
on Friday evening.equivalent of a wage slip setting out the main

components, that would help enormously in that
Q226 Mr Mudie: You have mentioned a wage-typeimmediately our constituents would know
slip if it could be produced. In your evidence yousomething was wrong even if they did not quite
suggest TC647 is produced but is not sent unless it isknow how the calculation was wrong. It may be that
requested. Surely it is not the computer, it is thethe IT cannot do that. It would be very interesting to
matter of a decision to issue that, is it not?know whether it could.
Mr Field: You are absolutely right, George. It is stillChairman: We will ask.
quite a complicated form, I just wonder whether it
might be simplified even further.

Q224 Susan Kramer: You mentioned a moment ago
Q227 Mr Mudie: But it would give the informationthe problem of the number of award notices that
you require?people get and one is diVerent from the other and
Mr Field: Yes, but there is nothing at the momentwhatever else. Are you seeing any improvement in
that automatically triggers it. You have to knowthat? Is that getting better or are we still where we
about it, or your Member of Parliament has to knowwere?
about it, to actually request it.Mr Field: It is getting better in that fewer people are

approaching me as their Member of Parliament. The
Q228 Lorely Burt: I would like to continue on theissues they raise are the same ones they have raised
theme of customer service, if I may. Talking aboutin the past. What we do not know is to what extent
the reduction in the number of constituents who arewill the big changes before Christmas about the
coming to you, we took evidence from the CAB andearnings changes make a real diVerence to the ones
others from Northern Ireland last week and theycoming to us. My feeling of those that have come is
were saying people had heard anecdotal evidence ofthe tax credit has been computed incorrectly
the diYculty of going through this and wholebecause, as you know, this system was designed to
swathes of people were being put oV from applyingminimise the number of human beings involved so for tax credits altogether, which is extremelythe forms that our constituents fill in are read by worrying. You said that the tax credit system should

computers and you have only got to put lines in the not be a social work agency, however some of the
wrong place. For example, the person who for the other people who have given evidence to us have
third year had diYculties claiming she does not have suggested that it would be better if there were more
a child with disabilities put a line through that area face-to-face meetings between the people who are
meaning it is not relevant and the computer read it processing the awards and making the decisions and
diVerently from what she meant. The system is based the applicants. I just wondered if you have got any
on minimising the input of human beings to this and thoughts on that, particularly in view of the fact that
the real diYculties are that we start unstitching it all there are six million households that it aVects now.
because of the diYculties our constituents are in. At Would you see that as a possible way forward?
the end of the day, this is a benefit which has given Mr Field: The Government is committed to reducing
huge amounts of monies generally speaking to the numbers working in the public sector. If we are
people on lower income and I see no way of going to say that there should be an increase in face-
improving it radically without that money being to-face contact I think we should suggest to the
stopped. If I had to choose, I would choose that the Government where they might save the staV
money continues rather than being the person who elsewhere so they could be deployed in this. I am also
advocates my constituents lose out. I would be wary of the fact that I do not believe even if we had

a whole army of people answering these queries weirresponsible, knowing what I do and try and know
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would overcome the diYculties which I think are Q231 Mr Newmark: On top of that, looking at the
systems themselves, do you think the IT systemsinherent in the scheme because, on the one side,
need a fundamental review?while we call it a tax credit scheme it is actually a
Mr Field: Again, I am not in a position to answerbenefit. Taxation in this country is based on
that question. If you look at the commitment theindividual assessment, this is based on family income
Paymaster General gave about trying to preventand family needs. I think we have a very hard choice
recovery until a dispute has been decided, since sheto make at the end of the day. Are we so disconsolate
gave evidence to you at the beginning you then hadat the administrative problems that we think the
the Revenue along and the Revenue introduced asystem should be scrapped? You will gather from my
totally new stage that I had never heard of before. Ievidence I do not think that, but I also think the area
understood from what the Paymaster General saidfor reform is quite limited. When you go through the
that staV would manually try and trip the system tosignificant numbers of introductions of tax credits
prevent the overpayments being clawed backand their abolitions since 1999 I think a period of
immediately. When the Revenue came before youstability is required, first of all to see how well the
they were developing an intermediate stage whichtwo big tranches of reform last year work and,
would be partly automatic and partly manual. As Isecondly, to try and press the Revenue for
understand it, there is then the promise to try andinformation so that we can better understand what
deliver to all our constituents an automatic way ofare the causes of the disputes our constituents have
preventing the computer clawing back, although thewith them, and we are denied that information
date for the introduction of that is disappearing intocurrently.
the distance. If one just looks at that one change,
which I think is a very important one, that is one
which is worth concentrating on and we know aboutQ229 Lorely Burt: You say that Tax Credit OYce
rather than trying to double-guess information thestaV generally are not “competent enough to
Treasury either do not have or will not give us.support claimants through what is an exceedingly

complicated process”. How do you think that lack of
competence can be addressed? Q232 Mr Newmark: You suggested that there
Mr Field: I think it is two-fold. One is the pressure should be no recovery—I think you alluded to this
they are under to answer queries. Secondly, there are earlier—“until the claimant and his or her adviser
these specialist teams and when you are under has had the chance to appeal against the
pressure, as I said earlier, there is always the overpayment and the Revenue has assessed recovery
tendency to say, “That had better go to the specialist under its own guidelines”. Would delaying recovery
team”. By having specialist teams, in a sense it de- for, say, 30 days and providing better information
skills the people who are on the phone because not about the reasons for overpayment and how
all of us are bushy-tailed and literally learn recovery can be challenged be an adequate solution,
everything about our jobs. If you think there is in your view?
another group of people who might deal with an Mr Field: The first of the six promises the House was

given by the Paymaster General was to deliver that.inquiry, the tendency must be—it is human nature—
I do think it is reasonable to expect that people in afor some people to say, “I will pass it over to the
reasonable but clearly defined time limit register anyclever boys and girls who are in the specialist team”.
dispute and it does not drag on for months andI do think if we are having a phone service we want
months and months. As you say, I think a month isto try and get a phone service that can answer
a reasonable time for people both to realise there isqueries and not refer them to somebody else.
a problem and seek advice.Lorely Burt: Your comment earlier about the 21

referrals back as a way of trying to oZoad the
problem because people are working under pressure, Q233 Mr Newmark: You recommended that tax
I can see that. credit staV “should be empowered to check a current

year’s application form with a previous year’s form
where there is a major diVerence in the size of the tax

Q230 Mr Newmark: I am going to focus on the credit being awarded”. How satisfactory are current
administrative problems. I see a double-whammy procedures to reduce rates of fraud and error? On
here with information. Does HMRC have the what evidence is this based?
management information it needs to enable it to Mr Field: There are two issues here. I was not
administer the tax credit system eVectively? suggesting that because people’s claims are diVerent
Compounding that problem of lack of information, that is in any way suggesting fraud. Many of our
are the IT systems themselves, the management constituents’ circumstances change so dramatically
information systems themselves, adequate to handle we would expect their tax credits to change. It is just
what is necessary to deliver to people who actually that if there is a significant change and we are trying
need these benefits? to eliminate errors, one human way of doing that
Mr Field: Chairman, I have been following your would be for the staV to check. There is a separate
proceedings as you would expect me to and these question about fraud. I have to say that when I was
questions have been asked of previous witnesses. in what is now the DWP I failed. I wanted us to
The truthful answer, although some of your undertake a special inquiry into the main means of
witnesses did answer, is we have not got the fraud of Family Credit so that the Chancellor would

have that information when he was designing thisinformation to answer those questions.
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benefit, so we did the maximum amount that we a computer system which minimises human
involvement in delivering a tax credit or a benefit.could to realise what the clever Dicks were up to and

make it diYcult for them to do that on this benefit. There is a trade-oV here. You had evidence last
[week I] think where the Institute of Fiscal StudiesOne of the ways has been to try and limit identity

fraud. The DWP has given a commitment that it is said that they thought the Government were now at
the limit of the reforms that they could make to thetrying to clean the National Insurance number

system. One of the most alarming pieces of evidence structure of the benefit without dire consequences.
The Paymaster General has put most of the eVort onthat I have had from constituents, but also given

before your Committee, is oYcials are issuing the size of people’s wage packets. Because we do not
have the data on why people overall, as opposed totemporary National Insurance numbers and they

cannot tell us how many temporary ones they have our individual constituents, have diYculties in this,
we cannot say whether she has behaved as rationallyissued. That means there are all these spare numbers

now coming back into the system which can be used as we might. We must assume that she was given the
data where she thought that this is the one singlein future for fraudulent applications. One of the

anti-fraud mechanisms which all departments ought move that would make the biggest change to messing
our constituents about by their wages moving, as weto operate is regularly to check which of its staV are

claiming benefits and whether they are entitled to know for many people on low wages their wages do
change from week to week and from month tothem.
month. As a politician, I think we have to face this
very, very hard choice in that we think theQ234 Susan Kramer: Can I stay on this theme for a
redistribution of money from this system is sosecond and ask you your opinion about what we
important that we are going to have to defend an IThave been terming the reasonable test rather than
system which cannot deliver the individual serviceusing the conventional test that benefits have been
that we would like, but on balance we think this is sousing, this “could you have reasonably known?” We
much better for our constituents generally, thoughhave had mixed responses to that. What is your view
we sympathise with those poor constituents who getabout what would be reasonable in the
caught up in the tangle and we do our best tocircumstances?
disengage them.Mr Field: You are absolutely right because what my

constituents think are reasonable, the staV do not
always think are reasonable. Let us take the case of Q236 Mr Love: Taking that as a solution, and I

understand why you would recommend that andthe mother who crossed through the section about
whether you have disabled children. That is how would have some sympathy for that position, is there

a role for a manual work-based portion of thosemost of us fill in forms, we cross through the bits that
we do not think are relevant to us. That was then cases that would be defined by criteria as being so

complex that they could not be dealt with simplyread as she had children with disabilities. I know I
am not supposed to put the question back, but in through the computer system but would have to be

dealt with in a more orthodox way in the benefitthose circumstances is it reasonable, particularly as
she was questioning the size of her tax credit as soon system and if we kept that to a relatively small

number of people it would be worked within theas it came, that she should have reasonable on her
side or, because she did not read those instructions overall IT system? Could that work?

Mr Field: I do not think it can, nor do I think itat the top about ticking rather than crossing
through, is it unreasonable for her to expect that the would be acceptable to the Chancellor. As some of

the Members may know, Chairman, I did not thinktaxpayer should write oV that error? She was very
careful because she put the money in a bank account, we should go down this route but we have gone

down this route and it has delivered substantialshe was terrified of spending it, as lots of our
constituents are, but the aim of this benefit is to get monies to many of our poorer constituents. The

diYculties are with how this scheme is administeredmoney to people so they can spend it.
given that the circumstances of our constituents
change often. I cannot see how we can devise a moreQ235 Mr Love: I understand that but the contrary
perfect IT system to tailor make to individualview, and let me put it to you, is there are such large
constituent’s needs. I think there is this terribly hardnumbers of people involved in this system that if we
trade-oV that the House of Commons has to makewere to take the time and eVort to look at everyone
about this system.individually that would throw out the whole system

eVectively, we could not use that system, we would
need to change to something more akin to the Q237 Chairman: You could presumably devise an

improved IT system that distinguishes between aorthodox benefit system. How do we find a modus
operandi that is fair to the client but recognises the tick and crossing through. That cannot be too hard.

Mr Field: The system we have now does not. If youlimitations of the system we are operating?
Mr Field: It comes back to the point I made earlier. can make a recommendation which you think is

workable, I am sure the Chancellor would be veryThere is always a danger for us as politicians to think
we can get to the end of the rainbow and I think the pleased to look at it. It is because I do not believe the

main structure is reformable that the four reforms Ihard question we have to face and then come to a
conclusion on is I do not think it is possible to iron put forward in my submission are modest ones. One

of them is if there is a really big change from one yearsome of these diYculties out by the very nature of
our constituents’ circumstances and the wish to have to another, not because I think there is fraud being
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suspected, because I do not, it is just that Mr Field: One of the reasons why I made a
recommendation to you about limiting the numberconstituents have their circumstances change. It may

be it is not possible to deliver that within the of forms was to try and smoke the Treasury out in
that are most of the diYculties our constituents getrestraints the Treasury have on manpower to do

that reform. into resolvable around 12 answers or not, or are they
so complicated and so diverse that you need the 100
and whatever forms the Revenue now has to sendQ238 Mr Newmark: I want to be clear. I thought you
out to people depending on the issue that they raise?were suggesting earlier that simplifying the
I am puzzled as to why the Revenue has not given usinformation that individuals receive is the best
this information. I just emphasise this point again: Isolution because part of the problem is people do not
hoped we would not go down this route but we haveunderstand what they get, so it goes back to an IT
gone down this route and I do not think there is anissue. Why do we not simplify it in the same way that
easy way out of this route, so the job is how do wewith taxation my form VH1 sets out very clearly
try and improve it for our constituents and notwhat I receive? Surely it is not beyond the wit of man,
destroy it. In those circumstances where nobody isor an IT consultant, to deliver to an individual the
calling to try and destroy the system, why is theinformation broken down on a monthly basis
Revenue not trying to share more information withexactly what they receive because then to unravel it
us when we are trying to have a rationalwould be much simpler.
conversation with them? On the second of yourMr Field: I do not think it could be done on a
questions, I think there is one simplification and thatmonthly basis. George [Mudie] made a suggestion
would be to roll-up the family element into Childearlier on, which I hope we will see in the
Benefit because the family element was financed byrecommendations of the report, in the sense that a
the abolition of the married man’s tax allowance. Itform is produced. It may be that when you look at
is a significant amount of money and it goes to 90%that as a Committee you might want to suggest
of families with children. The case that I heard youchanges but it would be an improvement for our
deploy before about the grounds of equity was is itconstituents to automatically get that form. The
fair because this is a benefit which is targeted onsecond stage may be can it be improved. I do not
those most in need. We faced that issue when wethink anyone wants to try and so knock about the
abolished child tax allowances and rolled the moneysystem in making it even more perfect that you do
up into the new Child Benefit because in the end thenot deliver what is deliverable, which is a form which
benefit was fulfilling two functions. It was fulfillingyou can only get now if you know it exists and you
the old function of Family Allowance, which wasrequest it.
getting money to particularly mothers with children,
but it was also maintaining tax equity between

Q239 Ms Keeble: You said that you think there people right up the income scale to take into account
should not be major reforms of the system, but I whether they had children or not. Therefore, to
wonder if you could say whether it would be worth grant the family element to everybody would
looking at two things in particular that have been reintroduce the tax equity point for higher
suggested repeatedly. One is that we should move taxpayers.
back to a form of more fixed awards so that you do
not get overpayments. The second one is whether the
children’s element should be dealt with separately Q241 Ms Keeble: Can I just look at that in a bit more
because that is a huge amount of money and it can detail. First I want to press you again on the
lead to very big overpayments. I wonder if you could childcare issue. You have talked about the family
comment on those two particular possible reforms. element, and I want to come back to that, but
Mr Field: Until the Revenue gives us the data on the particularly on the childcare issue all the examples
causes of under and overpayment, I do not think you have given about overpayments and things have
anybody can sensibly say whether it would be better all been about women. There is a major issue about
to have a fixed system or to continue with the current childcare and the importance of the childcare
system. It might be if we had an analysis of all the element of this tax credit system. What kind of data
diYculties rather than just the ones we know from do you have about the numbers, overpayment
our constituents that you would have to make a problems? What implications do you then draw in
trade-oV and say it would be better to go back to terms of whether the childcare element should be
have a fixed system even though a fixed system itself changed or should be protected in some way?
would have disadvantages. We would have Mr Field: Because you have raised this in previous
constituents coming to us saying, “It is unfair, my meetings I looked at the disputes that we have had
circumstances have changed” and we would have to in the oYce and, given that many of them are single
say, “Sorry, that is the system. That is what we have parents, I was surprised they were not disputes about
now changed to”. I do not know whether on balance the childcare component. It may well be that there is
that would give more justice to more people than the something very peculiar about Birkenhead in that
current system. the childcare component actually works rather well.

There was a preponderance of single parents but the
issues that single parents raised were not diVerentQ240 Ms Keeble: When do you think we are likely to
from other married couples who were in diYcultiesknow because you would have to have the system in
with childcare. The point that you made in otheroperation for a few years to have a body of evidence?

When would you say that should be looked at again? evidence when you said this was something which
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was particularly important to lone parents is Q245 Ms Keeble: What you are doing is integrating
the tax and benefit systems, which is a very diYcultactually a very important one on the sexual division

of tax credits. Because I thought you might ask the thing to do. Is it not better to do that, to look at the
thresholds and to migrate stuV out of the integratedquestion again because you had asked it previously,

I have not got any relevant information from the tax and benefit system and put it into child benefit,
and we all know with child benefits that they becomebase that I have in the constituency to answer the

question. untouchable because it is money for your children.
Mr Field: I think it is wrong for the Committee to
think we are integrating it just because we use theQ242 Ms Keeble: Can I ask you again about this
name “tax credits”. We are not integrating at all. Thefamily element because I think this is really
Chancellor had three objectives when he introducedimportant. One of the diYculties about the tax
this programme. One was to make it a major weaponcredits and one of the reasons why all previous
against child poverty, which in the first five years hasdiscussion about can the computers cope with it, et
been successful. The second was to make work pay.cetera, was because of the numbers. One of the
The third was to call it a credit to try and raise take-things with numbers is the sheer volume of people
up substantially because people would not feelapplying for it. Somebody said in the previous
stigma. The Revenue have not integrated this. Thereevidence that one of the reasons why the numbers
is a separate system, the tax system, which isare so high is because it goes so much up the income
individually based, and there is this system which,scale because you can be earning £58,000 and still
though it is called a credit, fulfils all the functions ofclaim tax credits, which for most people is high
the benefit system because it takes households andincome, it is not even middle income. If we followed
households’ needs into accounts. What I think wethe suggestion you have made that you roll up the
cannot do is pretend it is a benefit and thereforefamily element into Child Benefit you would have a
fiddle about with it like we do with benefits. Thevery universal award in fact, the top 10% would get
Chancellor has an IT system in an attempt to deliverthe money, whereas if you did the redistributed bit
a simple form of extra payments, generally speaking,what it would perhaps do is simply not have it so
to people on low earnings and we fiddle about withtapered so it did not go right up to £58,000 and
that at our peril. All of us thought we could reformthereby you would reduce the sheer volume of
the CSA and look what has happened.people going through it and help to manage some of

the diYculties. Would it not be better to move things
over to the tax credit system and lower the Q246 Mr Mudie: You mentioned inherent problems
thresholds rather than migrate stuV over to Child which have to be lived with. Can you specify what
Allowances and have people who are on high you mean?
incomes getting substantial amounts of benefits? Mr Field: I was reciting what the Ombudsman said.
Mr Field: I think politicians have to make a trade- She thought that these were built into the system. I
oV. It would simplify the weight of administration if have been trying to illustrate to Andy [Love] and
the family element was scrapped and given to Child Sally [Keeble] that in the past we have always
Benefit, but again I would be cautious about the thought of income supplements going to households
phasing of that. One would want to know what the as benefits and that somehow this week’s benefit is
Revenue’s case would be. What would be the eVect related to last week’s income. This is something
on the system if one made such a major change as totally new. I find it strange that I am defending the
that? Maybe for that reason alone one would not do system when I preferred us not to go down this route
it. If you have already got 90% of the population but we have gone down this route. There is no point
being eligible for the family element it is a pretty trying to claim points for failing in advance. It is
universal benefit anyway. Again, it is a trade-oV: do really relating this year’s tax credit payments to last
we keep it simple and make it 100% or do we, again, year’s pay and it is a very crude way of doing it, but
become very clever and devise a taper which, if you substantial numbers of our constituents benefit
were only considering one taper in the world, would substantially. Even with the reforms going through
be fine but our constituents are caught by a we know that two out of three constituents will not
multiplicity of tapers and it is not simple to them? have problems. It is terrible that one in three will

have problems but it does work for two-thirds of
those who never come to our surgeries because itQ243 Ms Keeble: But what it would mean, and this
works. I think there is a danger of saying that weis presumably part of the equation, is that people like
want to be so clever in relating the payment to anme would get even more money to support our
immediate period of income that we destroy whatfamilies whereas people on low incomes, lone
was meant to be a simple, crude, additional paymentparents, would not get more and there is the equity
largely to people on low earnings.bit there.

Mr Field: But you should get more money than me
because you have got children and I have not. Q247 Mr McFall: Frank, I have the same experience

as you and I have fewer constituents coming to see
me on this. If you believe the Government figuresQ244 Ms Keeble: They are all relative decisions.

Mr Field: That was taken care of in two ways you are talking about 95% or 96% getting it, so we
have a small number coming to us. Given that wepreviously: in the tax system and the benefit system.

We now mainly have the benefit system and I think have to have a trade-oV and that, in your words, wise
words, we tamper with the system at our peril, whatthings should be rolled up on that.
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criteria would you employ to assess whether we The Paymaster General has presented some very big
changes where income changes up to £25,000 willchange this system radically, we tinker with it or we

leave it, albeit some constituents have massive not actually aVect your entitlement during the year
that they take place.problems? It is a small number statistically but it is

bad for them in themselves.
Mr Field: Chairman, can I read something into the

Q249 Jim Cousins: Making it more tax-like?record which I think emphasises the point, that the
Mr Field: Yes, making it more tax-like, but also sheChancellor has been trying to build this system up
admitted that that will only aVect a third of thoseover a period of time and that we should actually
diYculties which the Revenue admit actually occur.stop trying to fiddle around with it in major ways? If
It means therefore that two-thirds are not covered bywe look from 1999 onwards, the Government
that, which might suggest logically—yourabolished family credit, introduced working
presupposition—that therefore it is householdfamilies’ tax credit, introduced the disabled person’s
composition changes which are the basis of the two-tax credit, introduced a childcare tax credit,
thirds. That is logical, but again we do not have theintroduced an employment credit, abolished the
figures from the Revenue to say your hunch is right.married couple’s tax allowance, introduced the
I guess it is, which again says somethingchildren’s tax credit, introduced a baby tax credit,
extraordinary about these changing circumstancesabolished the working families’ tax credit, abolished
of lots of our constituents at the bottom end of thethe disabled person’s tax credit, abolished the
income scale.children’s tax credit, abolished the baby tax credit,

introduced a child tax credit, abolished the
employment credit, introduced a working tax credit. Q250 Jim Cousins: How does our system compare to
I do think we ought to try and let the system survive. the American earned income taxable system?
It is like gardeners going round pulling up their Mr Field: Our system compares with both the
plants all the time to see whether the roots are there. American and the Canadian systems. Both of them
For some of our constituents there are real problems are cruder and they have fewer problems because
with this. I am not so sure, with that list of changes, they are crude. The diYculty that we have been
whether we ought automatically to be thinking that discussing today is that the Government has tried to
we can make more. There is one I have made with make this sensitive to some changes. The November
Sally [Keeble], that we might simplify the system by reforms are structural changes. The May ones are
rolling up the family element into child benefit procedural changes. They have gone down both
although there are the disadvantages that Sally put routes which will make the operation more
against the advantages that I put. There is George’s complicated than either the American system or the
[Mudie] point about the fact that there is a notice of Canadian one. If we were in Canada we would just
assessment: a wage slip. Why do we not advocate have to say to our constituents, “Lump it. That is
that? There is the Chairman’s proposal: why can the how the system works”. It is all right for those of us
present IT system not read more accurately what our with safe seats. It is not so good if you have a
constituents write on the forms? These are all things marginal seat.
which would improve it. I do not think we want to
pull the plant up any more in the foreseeable future.

Q251 Chairman: It has been extremely useful. Can I
just ask you about a cultural point that is sometimes
raised? You have served in Government. You haveQ248 Jim Cousins: You very rightly said that the

diYculty of this is that we are splicing together the described today what is, in essence, still a benefit
system. Hindsight is wonderful but was the Revenuetax based approach, which is yearly assessments of

individuals, and the traditional Elizabethan Poor the right body to run this new tax credit system?
Law benefits approach and week by week household Mr Field: I doubt whether any of us have had any
means tests with immediate recovery and they never number of complaints about the pension credit,
will relief it. I have two points. I wonder if you have which is actually run on the old computer system
any idea whether the kinds of changes of that was inherited by DWP from the DSS and
circumstance which cause the most diYculty are paying out money is something that the DSS knows
related to income changes or to household changes, something about. The Revenue knows something
that is to say, relationship changes essentially. If we about collecting money and when the Tories made
knew which of those it was that would guide us in the distinction, and I do not think I am shopping
how we might deal with that because the anybody, Peter Lilley was at the Treasury and he
mechanisms by which you would report an income fought like mad for the CSA not to go to the
change are clearly rather diVerent from the Treasury. Mrs Thatcher then moved him to the DSS
mechanisms you might want to use if you were where he had the CSA working in a benefit set-up.
reporting a household change. Culturally the CSA is about collecting money and I

think ought to be in the Revenue, while in theory, ofMr Field: Chairman, I will be very brief. I do not
think we can answer that because the Revenue has course, this ought to be in DWP. This is central to

how the Chancellor thinks he is reforming welfarenot provided us with the information. Before the
November big changes we had something like 2.8% and we could make recommendations till kingdom

come that we think it should be moved but I woulderrors, mainly overpayments, some underpayments.
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put my savings on it not being moved and we Chairman: We will not be able to recommend that.
It is too late now. I was asking you the question inmight as well save the paper for some other

recommendation. hindsight. Thank you very much indeed.

Witnesses: Mr Ian Lawrence, PCS Group Secretary, and Ms Lynne Wallace, PCS Representative, Tax
Credits OYce, Public and Commercial Services Union, gave evidence.

Q252 Chairman: Mr Lawrence and Ms Wallace, the pressure coming from the employer, which you
are aware of, to shed 12,500 jobs across HMRC andcould you introduce yourselves formally please?

Mr Lawrence: Thank you, Chairman. Good I have not got a figure for how many of those would
fall within the tax credits area. That is a majorafternoon to you all. My name is Ian Lawrence. I am

a National OYcer with the Public and Commercial problem for us in dealing with Government
eYciency drives in the current climate.Services Union.

Ms Wallace: My name is Lynne Wallace and I am
here as technical support for Ian on behalf of PCS. Q256 Chairman: It is suggested by the Comptroller

and Auditor General’s report on the Inland
Revenue’s accounts that the IT system release thatQ253 Chairman: You are very welcome and thank

you for your submission. Can you clarify for me who would have provided management information was
only ever part delivered. Do you have anyyou represent amongst the tax credit side of HMRC?

Do you represent all the people who work there or knowledge of that?
Mr Lawrence: From recollection, and going back tosome of them?

Mr Lawrence: We are working on that, Chairman. the previous contractors, EDS, who you know were
held liable for reparation (and I do not know exactlyWe represent around 90% of the staV who work in

Liverpool and Preston tax credit oYces. I say what they paid but it was reported to be circa £61
million), they were unable to provide the full up-“around” because, as you will discover when we go

further into this, there is a good deal of fluctuation front service that the system demanded. I suspect
that again a lot of that is a legacy of theirin terms of staYng with a number of short fixed term

appointees. involvement.

Q257 Chairman: Do you think management nowQ254 Chairman: But of the total who work on tax
credits what proportion do you represent? has access to information?

Mr Lawrence: No. I think the system is still notMr Lawrence: Round about 89% to 90%.
joined up suYciently. Typically, an operator, be it in
a call centre or in the Tax Credits OYces themselves,Q255 Chairman: We have had, as you have probably
will not necessarily the whole case history in front ofbecome aware, some diYculty in getting a precise
them on the computer screen at any one time. Whenpicture of the extent of the problems and specifically
I was here listening to colleagues from the Citizenswe have had no definitive breakdown of the causes
Advice Bureau and other voluntary sectorof overpayments. We do not know what proportion
organisations they said the same. The chiefwas error, which is either the computer system or
frustration was that when their advisers were tryingpresumably human error amongst some of the
to get to grips with the problem the HMRC staV didpeople you represent, or inadequate information or
not always have the most relevant up-to-datewhatever. Why do you think this is? Why do we not
information. That is compounded by the fact that atyet know how much overpayment is attributable to
any one time, even if someone is answering a querywhat?
on a case, that case could be being worked on, say,Mr Lawrence: To start with I take you back to the
in Preston or Liverpool. That is disappointing.HMRC Chairman David Varney’s statement
Equally, with overpayment recovery our colleaguessubmitted to the Public Accounts Committee when
in the Debt Management Banking Directorate dohe put a best estimate of £2.2 billion in terms of
not have the whole case history in front of them onoverpayments. The chief cause of the overpayments
computer. They have a lump sum to tackle and theyproblem, and remember the system is designed to
then put in place processes which you may wish toaccommodate overpayments because of its very
ask us about later.nature, is the change of circumstances of individuals

and the diYculty our members have in tracking
those, going through what are something like 160 Q258 Lorely Burt: I would like to ask you about

staYng issues. Do you know how many staV work incore business processes and procedures inherent in
the system. That job of work is the chief cause. the Tax Credits OYce?

Mr Lawrence: I wish I could get that informationAdded to that are the issues around the provision of
IT. I know you do not want to hark back to what was directly from management. Our understanding is

that it is circa 3,000, of which we estimate aroundin tax credits at launch but we cannot get away from
the legacy of problems that were unresolvable by the 30% is made up of staV on what are called fixed term

appointments who work day or twilight shifts, as weprevious contractors which have left our members at
the front face with some diYculty in providing the call them, late hours working. That fluctuates

because of the very nature of fixed term appointmentsort of service that is needed. On top of that there is
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contracts. There is a good deal of turnover amongst terms of what should be on oVer to people. That is
the root cause of the problem. I alluded earlier to thethose staV, which is hardly surprising when there is

a lack of tangible investment in them in terms of short term aspects of staYng. Ergo there will be
problems in getting to see the same person; there willtraining, IT support and, if you like, a corporate

approach to tax credits, which we do not believe be a problem in encouraging corporate ownership
and we strongly urge that that changes. The problemsenior management are applying.
is compounded by a lack of training where again our
understanding is that two weeks is the norm.Q259 Lorely Burt: You say that 30% are on fixed

term contracts, so are they temporary? If you
Q262 Lorely Burt: Two weeks?divided it down into permanent and temporary have
Mr Lawrence: It is two weeks typically. Again, ifyou any idea how many that would be?
management can come here and deny that and paintMr Lawrence: I would be struggling. We are quite
a rosier picture I would be quite willing to examinehappy to try and undertake some more research on
that, but two weeks and then to put people out in thethat and write separately to you if that helps.1
front line, as it were, is inadequate. Things change,
the processes change almost weekly. I will notQ260 Lorely Burt: Perhaps I can ask you about the
produce it now but I have a schedule which showscuts. You have mentioned the 12,500 jobs. What
just how many teams there are and the diVerentimpact do you think the cuts have had to date on the
processes that they are involved in and that is adepartment’s administration of tax credits and what
massive task for people. No wonder stress levelsimpact would you expect them to have in the future?
are high.Mr Lawrence: People may ask what impact they will

have because we are seeing an increase in resources
Q263 Lorely Burt: Indeed. In your submission youin Tax Credits OYces, and we are; we will
say that it is your impression that jobs are being de-acknowledge that from the start, but that ties into
skilled. I wonder if you could say what you mean bymy comments about that being necessarily
that and where you feel it has taken place.supported by training and IT. We have major
Mr Lawrence: I think the best example I can give,concerns based on our understanding of where job
and these are direct reports from members that wecuts are destined to fall. I say “our understanding”
have replicated in our submission, is that the mostbecause here we are, some one year on, from the
typical is decisions about diYcult cases where in theChancellor’s announcements about eYciency
old Inland Revenue typically they would be taken bysavings and job cuts across the Civil Service, still not
a front line manager at the very least, the old bandknowing from David Varney and his colleagues
D. Now that work is being farmed out (withoutexactly where these cuts are destined to fall. I have
wishing to be patronising to our members) furtherto say I find that appalling, as do our members. One
down the line to people with some experience butarea where we do have some information to suggest
perhaps not the necessary grounding in the systemswhere staV cuts are imminent is in the area of tax
to make decisions. There is evidence from ourcredit compliance. We have seen a report which
members that that is the case. There are disputessuggests that there is going to be a reduction of
around things like whether the decisions arearound 150 jobs. I would be quite delighted if
appropriate to their particular grade and the rate ofsomeone were to come here in the coming weeks and
pay and terms and conditions they are on, and quitedeny that. It would be some reassurance to my
legitimately we are concerned about that. Ourmembers and ourselves. If that is the case, and if it
members locally do a massive job in trying to takeis also the case that there are scheduled to be oYce
those cases forward. There is the issue ofclosures and therefore in face-to-face contact, we are
functionalisation. I have talked about the coreconcerned about that. That is going to worsen an
processes in the system. That too invites problems inalready diYcult situation and I would urge some
identifying who is the best placed person to deal withsecond thinking on that.
a particular issue. I am not trying to paint a picture
that this is all chaos; I am not. We are still talkingQ261 Lorely Burt: What about the experience that
about trying to deal with those claimants among thestaV who are working in the Tax Credits OYce have?
6.3 million who are in diYculty. It is not all the 6.3Do you have the most experienced staV involved in
million; we know that, but it is a proportion that isdecisions about the most diYcult cases?
too high, I grant you that.Mr Lawrence: Our understanding is that

management have tried to set up specialist teams to
Q264 Lorely Burt: On the de-skilling, when Frankdeal with the very diYcult and complex cases. We
Field gave his evidence he was giving one instance ofwould welcome that; that is common sense. Where
somebody who had been referred on a dispute 21we come from, if you read our submission, is about
times to a specialist team. Do you think that the de-a more joined-up approach, about pulling together
skilling is something to do with the fact that peoplethe experience, skills and disciplines that people have
think, “Oh, well, I do not have to resolve thisin a much more eVective way. It is nonsense, as I
particular diYcult case. I can just refer it on”?heard two weeks ago, for people to say that they
Mr Lawrence: I would think that was a factor. If youphone up and cannot speak to the same person. That
are there trying to clear 18 cases—and it can be justjust does not compute, if you will forgive the pun, in
as time-consuming to clear two cases as it is 18—
then you are going to want to get shot of them.1 Ev 177
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Because of the fact that we do not have enough Q267 Jim Cousins: There has been a lot of emphasis
in parliamentary discussion on people ringing upjoined-up sectional working, bringing together a
and not being able to get through. Do you havecase-working ethos perhaps, which needs to come in
digital telephone systems that record the calls that(and that is among the many things we have been
do not get through which enable you to ring thosesaying), it does not surprise me if that is the sort of
people back?thing that is reported back to us.
Mr Lawrence: No. What I do know is that there is
recording of calls, so there are recordings available

Q265 Lorely Burt: Have you had involvement with of transactions over the phone between operatives
HMRC management in how to resolve some of these and the public.
administrative problems?
Mr Lawrence: The best I can say there is that it is Q268 Jim Cousins: So when callers cannot get
patchy. In one of the areas, tax benefits and policy, through there is no system of tracking where those
we are making pretty good progress in trying to failed calls have come from, giving you the ability to
establish a relationship, which is pretty important, return them?
you might think, after all this time, in terms of where Mr Lawrence: Not to my understanding. Our
they are headed and how our members might estimate, and this is not just in tax credits, let me
interact with that. I would say, on the whole, that the make that clear, is that something like 120 million
interaction is not good enough but I might also say calls to Government call centres—our analysis—
that that is typical of what has happened across the have gone unanswered over the past three years.
new HMRC Department where it has taken quite a That is 120 million dissatisfied callers to
while to come to terms with the new management’s Government call centres.
approach to good industrial relations. We have
struck an agreement called the Jobs Protocol Q269 Ms Keeble: Forty million a year?
Agreement, which you may be aware of, which Mr Lawrence: In our estimate it is 120 million calls
aVords greater consultation between management over the last three years. That suggests one of two
and ourselves. I would be looking to TCO things, first, that the technology that you referred to
management to grasp that nettle and I would be is not available and ought to be. That’s 120 million
happy, Chairman, to take part in any joint review dissatisfied customers.
with them in an attempt to build better industrial
relations that would then help claimants. Q270 Jim Cousins: That would point to a serious

technological defect. You heard me ask a question
about the significance in the tax credits problem ofQ266 Jim Cousins: I have to say that I think that was
household changes. If I am ringing up and I aman extremely helpful exchange from the point of
reporting that my partner has left me, producing aview of the Committee. You say in your evidence
massive income change, if I am a woman ringing upthat the contact centres do not all have the same level
is there any ability for me to say, “I want to speak toof service or opening hours. Without going into a lot another woman about this? No disrespect to you, sir,

of detail verbally I think it would inform the but you are a bloke. I do not want to speak to you.
Committee very helpfully if you could provide the I want to speak to a woman”? Is there any capacity
evidence about these variations in service and in to deal with that?
opening hours. Mr Lawrence: I comprehend the point fully. No,
Mr Lawrence: I would be quite happy to do that. I there is not, and it is something which I think needs
could give you quite a lengthy and detailed answer, to be looked at.
Chairman, so I am quite happy to write to you on
that. Essentially we face similar problems across Q271 Jim Cousins: If you explained to somebody
contact centres where you have a number of staV on over the phone, which I would guess would be
fixed term appointments working under diVerent extremely stressful, all these things that are changing
terms and conditions, twilight shifts, terms that are your life as a result of somebody walking out on you,
more akin to flexible working and those that are is there any ability for somebody to ring back and
more on fixed hours and that type of thing. That in say, “Look: I have already explained this to Jane and
itself suggests that the department is showing a lack Jane understood it and was very helpful and nice to
of investment and a lack of will to invest in full time, me. Do you think I could just speak to Jane again
well skilled permanent jobs. Our argument, which rather than having to repeat it all to you?”?
we touch upon in our submission, is that we need to Mr Lawrence: The answer is in the negative, and this
try and get a grip on that so that when the voluntary featured, I know, in your previous session with the
sector and our advisers, or anyone else for that CAB and One Parent Families and others, and we
matter, are trying to make contact with HMRC they very much support that concept. There has to be a
know when and where they can do so and also know service which takes account of people’s individual
when and where is the best time to do so to get the circumstances and you are quite correct: it could be
right result. It is quite a lengthy issue. I would be a woman who is a victim of domestic violence and

does not wish to discuss the matter with a male, forquite happy, if that is okay with you, Chairman, to
whatever reason; it could be any number of things. Isend you a narrative on that.2
agree: there has got to be better investment in
providing what the public requires.2 Ev 178
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Q272 Susan Kramer: Can I pick up on this issue of forward. I have seen a consultants’ report—and
again it was not presented to us, Chairman, wemoving much more towards a caseworker based

system? We have had a lot of evidence from people found out about it –saying that one of the root
causes of problems in the tax credits system is thein previous weeks talking about just the complexity

if you are dealing with a general helpline, with the lack of a corporate approach within TCO as
encouraged by management. I have here as a perfectCitizens Advice helpline if you come from the CAB,

the special payments team, the complaints team. Is example a publication that was issued by HMRC
last week, Working Together. Here we are, nearly athere any evidence of them working together to deal

with a single case? year on from the inception of HMRC, with the Chief
Executive extolling the virtues to his managers, theMr Lawrence: I have no doubt that the members we

represent are doing their level best under diYcult 36 business directors, of working together. I thought
that was the message from day one, and where wecircumstances to do just that. What we do know is

that the Special Management Unit will pick up the come from is that that is what we have been saying
to HMRC management and what we were saying tomost diYcult cases, probably the ones that you

people refer, with respect, usually the ones that previous management in Revenue and Customs as a
way of getting the best value for the taxpayer, andrequire those quick answers. I do not see that there

is enough going on in TCO to deal with those types still that lesson is unheeded. Still the department
insists on going oV in silos and creating siloof things. The Special Management Unit does seek

to deal confidentially with people but if you think management within structures that are helping to
make problems worse, not better.about the case loads that are going on then you can

imagine the pressure they are under.

Q276 Susan Kramer: Can I ask about one last aspect
Q273 Susan Kramer: And it can integrate all the bits, of casework or face-to-face interaction? You say in
can it, in that case? your written evidence that the HMRC is planning to
Mr Lawrence: Within that particular team there is close various inquiry centres. If face-to-face were to
an integrated approach. Our issues are around the become more extensively used, physically where
rest of the core processes. would such meetings take place?

Mr Lawrence: You would expect me to say that we
Q274 Susan Kramer: So are we in eVect getting a sort believe in the idea of locations in the community for
of casework system through the back door in a sense, HMRC, not just because of members’ jobs but
creeping towards one? Is that what we are looking because we believe it provides a service that the
at? taxpayer demands. All the evidence from our
Mr Lawrence: You could argue that it is a two-tier previous work in this area suggests that that is
system. Clearly you would have to create something exactly what claimants want: someone they can go
to deal with the most pressing cases. I have heard the and speak to, someone that knows what they are
horror stories reported here and in other sessions doing and someone who can get them the best
about the number of times that people have tried to possible answer on the day or at least find someone
get through and 26 diVerent communications. We who can pretty damn quick. Where we seem to be
want some pronouncements made about the headed with what we know as HMRC’s channel
urgency of the cases, clearly, but that is not going to strategy is foisting customers down a particular line
solve the whole issue. The whole issue is about skills, of inquiry with the sole intention of clearing the case
IT, training being in the right place at the right time as quickly as possible from the books. Typically,
so that our skilled operatives have some ownership someone could go into an enquiry centre, if they
in the organisation in which they work. If you are a could find one in the locality, and indicate that they
fixed term appointee whose contract expires maybe had a problem with their tax credits. They might get
in March, or it may be that you will be terminated in lucky and find someone at point of contact who
March and you may be coming back to the Tax could say, “That is the issue”, or, “You should ring
Credits OYce later in the year, I do not think that this number”. What is more likely is that they will be
gives you the incentive you need. directed towards having an appointment. You might

think that is a great idea but if, upon arriving at the
inquiry centre a day later, they find that, having hadQ275 Susan Kramer: Can I unpick that very slightly
the appointment and having spoken to a person,and try to understand whether what you are
that person is none the wiser, then it is a waste ofrecommending is that, other than the very complex
everybody’s time. What we are talking about is pointcases which go oV to the special teams, you need to
of contact but underpinned with the right resources,do some various things to improve the situation of
the right technology, the right skills, to mean thatother people involved in the system and the
that claimant does not have to visit twice. That is justtechnology they have, or that we should go much
one example. I have talked about closures. We havemore towards a general casework approach? If so,
not yet seen HMRC’s plans to close oYces beyondhow would that work and what would the obstacles
those we know are inevitable—lease breaks,to that be?
contracts on property ending—and so far we areMr Lawrence: A holistic approach is something we
satisfied that there is no detriment there in terms ofwould obviously favour. The idea of using people
service to the public with two oYces in SheYeld, say,who do have some pretty good knowledge of the
merging into one. What I am worried about aresystem in a more eVective way and through it

encouraging better team working is one way areas where the public have diYculty reaching



3288762003 Page Type [O] 06-06-06 02:16:24 Pag Table: COENEW PPSysB Unit: PAG4

Treasury Committee: Evidence Ev 49

25 January 2006 Mr Ian Lawrence and Ms Lynne Wallace

oYces, areas where they do not have any access at somewhere some time in the past that this was raised
with management before the Decemberthe minute, places like Blackburn which has a very
cancellation?high proportion of tax credit claimants. We want to
Mr Lawrence: We certainly tried to raise the issuesee an improvement in the quality our members can
with senior management in terms of what we hadprovide, not fobbing people oV.
been picking up on the grapevine, if you like. In
fairness to them, they closed that down, I believe, in

Q277 Mr Mudie: Just touching on fraud, in July the December and it has been reported that that was the
National Audit OYce, on the previous year’s earliest they could possibly have done it. I cannot
accounts, reckoned that fraud and errors would comment beyond that. The fact that they closed it
account for £460 million, but since then they have down is welcome and has closed that particular
given an early estimate of £15 million that has been loophole.
lost due to organised crime, but that has been
overtaken by Works and Pensions’ £30 million, and Q279 Mr Mudie: Is that when you raised it, in
we have not got any detailed figure about Network December?
Rail. All that sounds as if it is making the system Mr Lawrence: We had made comments previously,
worrying vulnerable to crime, and organised crime in April, when we first got evidence of this.
at that. Did your members sense this or is this what
you would expect in terms of a big benefit system? Q280 Mr Mudie: You can surely stop the system in
Mr Lawrence: Any system can be defeated by six months?
organised criminals if they have the know-how, so Mr Lawrence: I guess they had to make a judgment
tax credits is no diVerent from any other in that as to how much of that was acceptable. I think David
regard. Where we believe things needed to have been Varney has reported that he believed the system was
done earlier, such as closing down the public portal, under attack from day one, and he might be right,
is a moot point. HMRC might disagree. I have heard but we certainly picked stuV up from members from
David Varney’s report on that. I am quite happy to round about spring last year and started to try and
relay to the Committee from our members in get those views across.
confidence and anonymity their thoughts about
some weaknesses in the system. I cannot attribute Q281 Mr Love: Can I press you a little bit on the
them, for obvious reasons, and I would not want to questions you have just answered because in your
repeat them here in the Committee. What we do memorandum to this Committee you describe the
know is likely to lead to fraud, however, is the use of design of the computer system as the provider of
a fictitious name or false ID for want of a better “low-hanging fruit” for the activities of organised
phrase, like producing forged, counterfeit or stolen criminals? What did you mean by that and where do
bank documents. We know that people try to adopt you think the changes need to be made? Clearly, the
a real person’s identity alive, or dead, we know that portal is an issue and is the most-talked about.
people try and use fictitious dependents as evidence Where are the other changes that need to take place?
of a claim, and we know that people can submit Mr Lawrence: As I indicated, Chairman, I would be
numerous claims using false or hijacked identities quite happy to try and amplify that in a bit more
and that there is multiple identity fraud. That is not detail rather than try and give you specifics.3 The
germane just to tax credits; that is any system, so that four areas I did highlight to you are pretty much in
is the given, what we do know. We feel that the the public domain. One area of weakness is what is
supposed faults in the IT provision did not help known as pre-award checking where a claim is put

in, and the decision-maker will have a clear choice:matters and opened up a potential gateway to
do they fast-track that through to help someone inorganised criminals to exploit, and evidence suggests
need or do they add it to a work list requiring furtherthey have exploited it. Beyond that I cannot
investigation? If it is the latter, of course, that addscomment because I think there is a criminal
to the potential delay for the claimant, and youinvestigation going on in at least one if not two of
know the rest: you get the letter through the post.those areas. It has been alleged that those were

possibly as a result of in-house criminal activity. I do
not know so I am speculating there. The point is that Q282 Mr Love: So this is the origin of your

comment, “pay first and check later”, or do youfraud can attack any system. What we are about is
think there should be a diVerent emphasis?making sure that the IT is foolproof, making sure
Mr Lawrence: I think we have the resources in place.that the training for people having to make very
If we have the skilled staV in place that I have beendiYcult decisions in terms of authorising a claim is
constantly referring to there is a better chance thatbetter and that they have someone in the chain of
fraudulent claims will not get through the net. Withcommand that they can depend upon to make that
the pressure that is obviously inherent for people todecision with a reasonable amount of certainty, risk
clear cases and the pressure our staV are under, andassessment if you like.
I am hearing stories about targets to be introduced
in the Tax Credits OYce and I am waiting for

Q278 Mr Mudie: When did you, your membership confirmation of that, I have to tell you we take a very
and the organisation, become aware of the dim view of that. As if they have not got enough to
vulnerability of the online application system and
when did you raise it, because I have read 3 Ev 178
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deal with, the idea of league tables and leader boards point of contact. We see millions of pounds of
taxpayers’ money continually spent on IT contractsfor these people is unacceptable and is another
that do not work, not just on tax credits.example of the pressure they are under. I would be

happy to amplify a bit more on what we perceive to
be the weaknesses in the system if that is okay.4

Q285 Mr Newmark: I hasten to add that that
happens in the private sector as well.
Mr Lawrence: Exactly. I could cite any number ofQ283 Mr Love: The two estimates that we have had,
millions spent on consultants—as has already been mentioned, are that there was

early estimate of £15 million for organised fraud and
then, when the DWP case came to light, the estimate

Q286 Mr Newmark: That happens in the privatethere was £30 million. If you add the two of those
sector too.together it only comes to 10% of the early estimate
Mr Lawrence:— at a time when we have been toldof £460 million claimant error and fraud. All the
that consultants are going to be eased out in favourevidence that this Committee has received, and
of an in-house approach. It happens across bothindeed the Treasury have received, is that the final
sectors. It is a lot of money. The problems of IT havetotal of claimant error and fraud will be higher than
led to David Varney’s suggestion that it is going tothat £460 million. The question then arises is that by take some 18 months to manually put right some offar the greatest proportion is either claimant error the inherent flaws. Clearly we want better IT, clearly

fraud. Does the union have a view about the balance we want better investment but, in terms of the
between those two and what steps do you think we manual approach in getting it right, Frank Field
can take to deal with that type of problem within talked about stability. That is what we need. We do
the system? not need radical change; we need stability, and if
Mr Lawrence: I would need to take that away under something comes out of this Committee’s
advisement. I could not comment on that exactly, deliberations to that eVect I shall be delighted.
Chairman. I have seen speculation even higher than
that. It depends just who you believe. Given the

Q287 Mr Newmark: There was one particular thinginvestigation going on as well, it would be wrong for
that caught my eye, which was that Citizens Adviceme to speculate but I will consider that question if I
told us that there were problems where a lot ofmay and see how we can wrap that up in the response
clients drop oV the system, particularly around thethat we have oVered to give you.
beginning of October. Can you tell us any more
about this, why does this happen, and how many

Q284 Mr Newmark: With respect to IT systems, people does it aVect?
there is clearly a problem with the input side for Mr Lawrence: That is the renewal period, where
those putting in the information, there is clearly a typically they renew their claim or drop oV.
problem with the output and there is clearly a
problem with resolving those IT issues that are

Q288 Mr Newmark: Does it tend to aVect a lot ofbefore us. Focusing on your staV, what are the
people? I am sure it does.problems with using IT systems from the point of
Mr Lawrence: I have no numbers. We can do someview of your staV in administrating tax credits, what
research on it.5are the limitations of the system and what tends to
Mr Newmark: That would be helpful.go wrong?

Mr Lawrence: I think I touched upon this in an
earlier answer on the lack of information and the Q289 Chairman: Frank Field referred to a target the
whole case approach, if you like, being available on Revenue had set itself of suspending all
the screen at any one time. We have written in our overpayments within five days of a dispute being
report that at the time of writing there were made and then a decision to be made on the
continuing problems of availability of the IT. To recoverability within four weeks. How is that new
give credit where it is due, that in itself has improved. target working?
What also has improved is the identification of flaws Mr Lawrence: I listened carefully to what Mr Field
in the system and what we call trouble tickets created had to say. We take a cautious approach to that. One
to send to the specialists to resolve them. What has of the problems we have is not seeing measures
not improved is the time it takes to do so, again, brought in that are going to add more bureaucracy
because of the sheer weight of numbers and the to the system. Of course we support the concept of
capacity of the contractor to do it. It is probably independent appeals and fairness, we do that in
wrong to comment on the performance of the terms of personal business taxation, but I want to be
previous contractor; they have been brought to sure that that would not make matters worse. We
book. We had hoped that it was going to be better will take that away and consider it. I go back to an
from this particular contractor and that is a constant answer I gave earlier. It can take as long to deal with
theme among our members. One thing is clear two or three overpayment cases by a specialist as it
though: all the IT in the world will not replace the can to clear 18. All the appeals systems in the world

might not hasten that particular aspect.real benefit of face-to-face contact and eVective

5 Ev 1784 Ev 178
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Q290 Chairman: He also suggested that suspending especially given what is happening to people who
underpay. Does this mean that you disagree withrecovery involves your staV in manually tricking the
the change?computer in carrying out some 22 separate tasks

which adds around 40 minutes to each case. Is that Mr Lawrence: No, we do not. We understand why
the disregard has been introduced. Broadly weaccurate?
welcome it as a short term means of alleviating theMr Lawrence: His latter assertion about 40 minutes I
overpayments issue. Our problem arises, I guess,could not possibly comment on. I have no empirical
around the equity of that arrangement. If someone’sevidence of that in front of me here but if what he
income does rise dramatically to circa £25,000 whysays is correct our analysis is that that is because they
should they get tax credits to the same tune as theyare under pressure to work around it and find
did before? That is a moral issue for your good selvessolutions; in other words, fast-track the system to
to work through. We have a view about that. Itclear a case. Anyone with a knowledge of IT can
would work fine if we could be satisfied that thatpress hot keys and all the rest of it. I guess that is
person’s change of circumstances would be capturedwhat he is alluding to. Equally, Chairman, I am
at the appropriate time in time for the next tax creditquite happy to take that away and see if our local
year, because if the current rate of problemspeople can do some research on that.6
continues then that person who does have an income
increase to that eVect might still get tax credits paid

Q291 Chairman: Do you have any advice to give us into the next year. If everything is there and can
yourself on the reasonableness test as to how your arrest that, fair enough. I am not satisfied at the
members interpret the word “reasonableness”? minute that we are able to do that.
Mr Lawrence: I have got a long screed on that. I am
satisfied that our members would try to apply the

Q294 Ms Keeble: How about the child care orsame principles as they would to any element of
children element, the one that we have been talkingtaxation: treating the customer fairly, ascertaining
about? Do you think that that there should be somethe facts and tackling the case in line with existing
protection around that? Do you have anyprocedures. I must sit here and defend my members
information as to whether this is causing a realin saying that I am sure they make every eVort to
problem with overpayments?apply that test reasonably. I would have to be
Mr Lawrence: From the standpoint of making sureequally candid and say that I have no doubt they
that the most vulnerable people in society aremake mistakes. We all do.
protected the answer to your first question is most
definitely yes. I would need to think more about the

Q292 Chairman: But is there a management system second question if I may and come back to you.7
that tries to ensure some consistency of application
of that test?

Q295 Ms Keeble: That would be quite helpful if youMr Lawrence: Yes, there is. Colleagues who work in
have got any information from research that youdebt management and banking have a process for
have done. How about the point that has been maderecovering overpayments which is being developed
by two people, including Frank [Field], about theat the moment. There is guidance on that for them. family element being rolled up into child benefit?They I know, from colleagues that have spoken to
Mr Lawrence: As a concept we broadly welcome it.me before, will be doing their best to apply that, but
As a real do-able thing we are talking in our viewthey too suVer the same problems that we have been about the possible redesign of the whole benefittalking about for the last half hour or so, which is system.lack of access to a whole joined-up case. Quite

simply, it has been found by consultants that staV do
not use the guidance notes in front of them because Q296 Ms Keeble: Oh really?
they themselves may be too complex. Typically, if Mr Lawrence: That is our view. Given that the Child
you are in a situation where you are under pressure, Benefit 2 computer project was scrapped a week or
you are going to work around it, the Frank Field two back purely on the grounds of sheer cost and
solution, or whatever solution you can. I have no weight of work, we have doubts whether that is do-
doubt that in those circumstances it may be that the able in the immediate future. It would be ideal if it
test of reasonableness is not properly applied and we could be done.
would be saying that if that is the case we need to
look at that. We would also be saying give our

Q297 Ms Keeble: How about having a more fixedpeople better training, give them better support and
award system like the old working families’ taxwe will see a much more coherent approach on that.
credit?
Mr Lawrence: Our view would be that tax credits

Q293 Ms Keeble: In your written evidence you said have indeed delivered two of the main things it was
that the Government proposal to change the income designed to: to help people out of the poverty trap
disregard threshold from £2,500 to £25,000 would and to enable people to get back to work, and a
lead to unfairness in terms of the relative need reversion back, if you like, to a flat rate system is not

something that finds favour among our members. Ibetween claimants with vastly diVerent incomes,

7 Ev 1776 Ev 177
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have to say we have never done a straw poll on it but Q300 Jim Cousins: So it is a political view?
Mr Lawrence: Yes.we do not think so from the stuV we have been

getting.
Q301 Ms Keeble: Apparently the Pre-Budget Report
said that, starting early in 2007, HMRC would

Q298 Ms Keeble: Have your members expressed a contact key groups of tax credit recipients to collect
view on whether they support the new system over up-to-date income information before the start of
previous systems because they have had to the new tax year. Do you think that is feasible and,
administer generations of these things, have they in addition, how would your members feel about
not? What do they think about the present one as contacting people before some of the issues around
compared with the previous ones? overpayments and such have been resolved and the
Mr Lawrence: I can say without fear of new system is properly bedded down?

Mr Lawrence: There are already pilot schemes goingcontradiction that our members support tax credits.
on on things like overpayment recovery. Whilst,We have 325,000 members within the Civil Service.
again, we have not had oYcial feedback on these, weThey must be in some shape or form related
do know the feedback is mixed and if you do not trysomehow to 6.3 million tax credit claimants. I do not
the pilot you do not get to understand what ishave one letter of complaint from any member that
needed. Again, as a concept we very much welcomethe system itself is wrong and that it should be
HMRC engaging with user groups, claimants’scrapped in favour of something else. You might
groups and the like but, of course, I very muchthink, “They would say that, wouldn’t they?”, but
welcome the idea of them consulting with us too asactually our members are among the most fierce
our members have a stake in all this. I think goodcritics of any system if it does not work and I think
time would be spent if we had the high levelis quite a telling point, Chairman. There is not one
discourse with TCO management that we areletter in my postbag suggesting that the tax credits
looking for and I think that needs to be done.system is flawed and should be scrapped.

Q302 Ms Keeble: Do your members understand
those forms that come out?Q299 Jim Cousins: If I can just come back to an
Mr Lawrence: The award notices? No, not to a levelearlier point about the fixed term awards, you were
that I think they would want to.very clear that you did not approve of that. I am not
Ms Keeble: That is reassuring. Thank you.clear whether your reason for disapproval is, so to

speak, a political reason, that you do not think it Q303 Chairman: You very kindly oVered us some
would be fair, or one based upon working further information. We are coming to the end of
conditions, stress on people and the impact on the our inquiry so if you were able to do that reasonably
work situation. I would just like to be clear about quickly we would be grateful.
that. Mr Lawrence: I hope colleagues have made a note of
Mr Lawrence: I must on this one eVectively revert to all the promises I have made.
what PCS’s national policy is. It has a policy of Chairman: Our Clerk can help you on that. If you
supporting tax credits in its present form and it has were able to supply us with any more information we
a policy of looking open-mindedly at anything that could, of course, take that into account before we
would improve the system. I will try and report back come to framing our recommendations. In the
to you but the current census among our members, meantime, on behalf of the Select Committee, I
as I understand it, is that they do not favour would like to thank you and your assistant for

coming here today and helping us.reverting to a fixed rate system.8

8 Ev 182
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Ms Sally Keeble Mr Brooks Newmark
Mr Andrew Love Mr Mark Todd
Kerry McCarthy Peter Viggers

Witnesses: Dawn Primarolo, Member of the House, Paymaster General, HM Treasury, Mr Tony Orhnial,
Director, Personal Tax and Welfare Reform, HM Treasury, and Ms Sarah Walker, Director, Benefits and
Tax Credits, HMRC, gave evidence.

Q304 Chairman: Minister, can I welcome you back a statement of this length. We have three and a half
pages of A4 which the Minister apparently is goingto the Sub-Committee. Would you kindly formally

introduce yourself and your colleagues please? to read to us. Is this not an abuse of the system?
Dawn Primarolo: I am Dawn Primarolo. I am the
Paymaster General in the Treasury. Sitting on my Q305 Chairman: I am sure it is not designed as an
left is Sarah Walker. Sarah is Director of Benefits abuse of the system. I am sure that is not right.
and Credits in HMRC, and Tony Orhnial sitting Perhaps you could read the introduction and then
on my right is the Director of Personal Tax and we could comment on the rest.
Welfare Reform. Chairman, I have a statement, of Dawn Primarolo: Thank you very much,
which I have brought copies, to circulate now to Chairman. I am making two points in the
the Committee. With your permission, as I am introduction. One is the scale and importance of
reading the statement I would like to ask the Clerk tax credits and the second is to update members
would she circulate it? In our increasingly global beyond my information to them at my last
economy it is only by matching flexibility with appearance.
fairness that we can achieve our goal of full Peter Viggers: There is a further point I want to
employment. The evidence is that tax credits which make, Chairman. It would have been perfectly
incentivise work and aid mobility of labour play a possible for the Minister to have released this
major part in moving people from unemployment statement this morning or yesterday and given us
into work and in helping men and women move up a chance to consider it, but for us to have it read
the employment ladder, thus achieving the to us at this point I would submit is an abuse of
Government’s aim of greater employment the system.
flexibility. In any single year three million people
change jobs and 200,000 men and women who Q306 Chairman: We are where we are. I am quite
move into new or better jobs see their family happy for the Minister to continue reading the
income rise by more than £10,000. The tax credit introduction but then we most move on to
system has been designed to oVer support to people questions.
as they move between jobs and as their Dawn Primarolo: Indeed.
circumstances change. A dynamic labour market Jim Cousins: Further to that point of order, not
has helped deliver unemployment around half of least because I was not aware of the fact that you
that of other European countries, and in the UK could raise a point of order in select committees,—
we are one of only three European Union Member Chairman: You now have.
States to have exceeded the Union’s 2010 target Jim Cousins: However, since that is what we are
rates for total employment, female employment doing, I would very much like to hear the
and employment of older workers as part of the Minister’s statement where it refers to more
Lisbon Strategy. While only 20% of unemployed information than was given to the Committee in the
people in the UK are unemployed for more than October statement that was given to us and updates
12 months, in countries such as Germany and Italy us on further changes before we move into
the figure is over 40%. The child and working tax questions.
credits are designed to support and advance this
flexibility, help mobility of people, both from Q307 Chairman: Perhaps that could be
unemployment into work and in moving up the summarised.
employment ladder. Like the US earned income tax Dawn Primarolo: Indeed, Chairman. You will find
credit system, tax credits help people oV benefits that all the information that I am presenting to the
into work and when people move into work the Committee now in my written submission is new
flexible tax credit system can respond to their information, as Mr Cousins refers to, on the scale
changes in circumstance. and the number in the system, what it delivers,
Peter Viggers: Point of order, Chairman. I have what we are trying to do, what we have been
been a member of select committees for a very long making changes to and how that has progressed,

and that is what I thought the Committee wantedtime and I have never before known a Minister read
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me to do in asking me to come today. The child days, HMRC has made significant progress, IT
performance has been significantly improved,and working tax credits, as I said, are designed to

support and advance this flexibility. It is a crucial processing accuracy continues to improve. I realise
there is still more to do, and the Committee haspoint and a point that has not been made thus far

in the proceedings of the Committee. It is to help touched on this as well, but helpline performance
has improved a great deal. While we will never bethe mobility of people from unemployment. There

are around one million lone parents in work, nearly able to guarantee that a caller gets through the first
time they decide to call the contact centres, the yearall of whom are benefiting from the tax credits.

Since 1997 the lone parent employment rate has to date shows that 97% of callers are getting
through on the day. The initial operation of the taxrisen from 46% to 56% and evidence suggests that

tax credits contribute to nearly half of that rise. At credit system showed that there were changes to the
administration of the system that were necessary.the same time the policies have combined with

economic stability which has helped to increase the That was the subject of my statement in May, the
six-point plan. In that statement on 26 May I setnumber of people in work by 2.3 million. Tax

credits also meet the test of fairness. They tackle out a series of administrative measures designed to
reduce error and risk, clarify communications withfamily poverty, with 700,000 children lifted out of

relative poverty since 1997 and over 1.5 million tax credit recipients and improve the processes of
recovering overpayments. I have kept thelifted out of absolute poverty. They are designed to

be inclusive, non-stigmatising, in line with the Committee informed of developments and I can
provide further today. First, on reducing risk, aprinciples set out of progressive universalism, and

they help every family but some families are significant new software release was introduced
without a hitch in November. Largely invisible toreceiving more help when they need it most. In tax

credits we have for the first time an income related people outside, this will deliver real improvements
in operational performance. In total there havesystem, a negative tax, that includes support for six

million families and ten million children, with been 300 improvements made to the system since
April 2005. Turning to better communications, a360,000 families being helped with childcare costs.

This compares with only 800,000 families receiving further major software release is planned in April
and will enable HMRC to start issuing the newfamily credit. Put another way, over 19 million

people in this country are benefiting from tax award notice and more simplified guidance notes.
The voluntary groups have been extremely helpfulcredits. That is seven times the level of family credit

or nearly one in three of all people in this country. in shaping the content and presentation of these
and they will make a real diVerence to helpingTake the typical constituency represented here by

all of us. We are talking about 9,000 families on claimants understand their awards. To identify the
most cost eVective ways of reminding claimants toaverage, 15,000 children, 30,000 people, and when

we look at the income range we can see the huge keep their records up to date we have been
conducting a series of “proactive contact” pilotsrises. A family with two children on half average

earnings in today’s climate are receiving £4,200 a focused on lower income families. The second
round of pilots has been completed and a third willyear with more, as explained in my introductory

paragraphs, going to those who are poorest. start later this month. I can say to the Committee
that the evidence to date is that written remindersIndeed, the very poorest can now be receiving up

to £107 a week compared with just £20 in 1997. The are more eVective than telephone contacts and that
they result in about one family in every sixextra money is also benefiting those poorer

families. The new evidence shows that where that contacting the department with a change. Using
this new information we are able to adjust theirmoney is going into families it is benefiting the

children. As the poorest have seen their incomes circumstances. If we replicated that across all low
income claimants the exercise suggests thatrise they have increased their expenditure on

children’s clothes and on fruit and vegetables faster proactive contact point of this nature would help to
reduce overpayments for around 165,000 families,than average family spending, and that is crucially

important. The flexibility that we have in the which is significant. We have also made progress in
our plans with the voluntary sector to providesystem is designed to reward people’s ambition and

by increasing the disregard we are following greater support to the most vulnerable claimants.
This is a series of pilots which I am sure thethrough with that and we will be more eVective in

supporting those 200,000 men and women who Committee will want to explore with me. In terms
of recovering overpayments the new procedure formove into work and then on to new and better jobs

and see their incomes rise for their families by more suspending recovery of overpayments was
introduced in November. The Tax Credit OYce isthan £10,000. Unlike the previous fixed award

systems, which have been the subjects of some making progress towards its target to deal with
disputed cases within four weeks, which is thediscussion here by other groups, which failed to

support that mobility, failed to support that deadline I set them. In honesty I must say to the
Committee that at the present time the turnroundflexibility, failed to deliver that fairness, this system

we can see is inclusive. There have been repeated for disputed cases could be five weeks, and
obviously I expect that to be reduced to four weeksdiscussions, quite rightly, on the huge undertaking

for the Revenue with seven times as many and I am considering that that should be done by
March. The Department has also completed itsclaimants as were receiving family credit but,

despite the problems with the IT system in the early review on a code of practice on overpayments and
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a new version was circulated in draft to voluntary Nonetheless, two million out of six million, that is
organisations in December. I had hoped to give a one in three, have been overpaid. You are now in
fuller report today but a revised code which takes the third year of operating this system and this year
account of their comments will be published in already you have announced two packages of
April. Some of the comments came in quite late but reforms. There were reforms in May and again in
it is important to take those on board. To November and you are now suggesting further
supplement the revised code and help build reforms this year. At what point are we going to
confidence in the decision-making, and in line with have a stable state or are you still going to look
exploring all options with regard to an appeals back and see whether the system needs more
procedure, I am also considering with the fundamental and structural reform?
adjudicator whether we could provide a fast-track, Dawn Primarolo: As I laid out in my introduction,
independent review of decisions to recover I believe that we have a structure that delivers
overpayments in disputed cases. I turn to the Pre- exactly the objectives of the tax credits, which are
Budget administrative changes. The PBR stability, flexibility, mobility and responding to
announced a package of further improvements on circumstances.
tax credits. The package struck a balance between
providing more certainty and stability for families,
particularly those on lower incomes, and Q309 Chairman: But you are only paying one in
maintaining the flexibility to respond to changes. three?
HMRC are now working in partnership with the Dawn Primarolo: But we also have learned from the
voluntary sector to ensure that implementation of first two cycles of the tax credit, and it has been
the PBR package fully reflects the needs of made plain to us and that is what I am responding
claimants. We have listened very carefully to the to, that nonetheless with a scheme this large, the
requests from members of the consultation group, biggest reform to the welfare state since Beveridge,
some of whom who have made that statement there are further adjustments which are necessary,
request in evidence to this Committee, to bring so I am taking that forward. It would be foolish to
forward the PBR measures limiting the extent of in- say that other people may not in the future come
year adjustments to people’s payments. November, up with further amendments that would improve
unfortunately, remains the earliest date possible to the scheme even further but it is my view that,
bring in an automated process, but I recognise that having taken forward all of the reforms that we
big adjustments to payments might cause hardship have identified, particularly in the Pre-Budget
in some cases, and so I have taken the following Report, that will provide for exactly the systems
steps. From 13 February we will extend the oVer that we want to see operating and the additional
of additional payments to people facing hardship work that I have set HMRC in terms of better
where their reduction in payments is a result of a administration, and a better delivery of service to
rise in income of over £2,500. Secondly, from April the claimant will reinforce that so that we will bewe will make those additional payments more

able to force overpayments down by getting it rightgenerous, in line with the new limits that will take
in the first place and making sure that the systemeVect from November 2006. We are also doing
delivers what it is designed to do.more to remind claimants that these additional

payments, all of those at the heart of the
considerations of this Committee, are made Q310 Chairman: Whilst you have been repairing
available and to encourage anyone who might be the system you have also had to deal with the issue
suVering hardship to make a request for that of fraud. When was it first reported to you as
payment to be made. In terms of the future, I Minister that HMRC were concerned about fraud?
welcome the Committee’s consideration of “future

Dawn Primarolo: I was going to ask you to be moresolutions”. I favour an even more personalised
specific but perhaps I will answer it on two points.approach tailored to individual needs so, looking
HMRC have always kept me informed of their viewahead, I want to ensure that HMRC develop
and developments with regard to possible fraudsadministrative processes that reflect an enhanced
that may be committed against tax credits and howunderstanding of the needs of claimants and that
well the system is holding up. What became clearHMRC is working to develop a more tailored
in late November was that there was substantialservice for tax credit claimants. I am sure that the
suspected identity fraud in the system. HMRCCommittee can appreciate that with such an active
advised me accordingly. I took their advice and weprogramme moving forward developments and
closed what was then the e-portal as quickly as wasimprovements are occurring all the time but this is
possible in order to close oV that particularthe most up to date information as of today that I
attempt. There is always the likelihood that somecan provide to the Committee and I am happy to
will seek to get out of the system what they are notrespond to questions on anything the Committee
entitled to and we have robust strategies in placemay see fit to ask me.
to prevent that, but there was a particular attack
on the system.

Q308 Chairman: Minister, thank you for
summarising that so skilfully. We note the greater

Q311 Chairman: When were you first aware of thereach of tax credits compared to family credit; I do
not think anybody is arguing with you on that. attack by organised gangs on identity fraud?
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Dawn Primarolo: Towards the end of November. Dawn Primarolo: Yes. There are lessons to be
learned about how to deal with identity fraud and
this particular type of identity fraud, but there wereQ312 Mr McFall: On the issue of fraud, Minister,
also a lot of claims that did not get through thein your statement you mentioned the “stable IT
system anyway because the system was working insystem”, but I would like to take, say, Network
rejecting the claims or seeking further clarificationRail as a case study. Over 4,500 employees of
and confirmation, which of course then never cameNetwork Rail have had their identities stolen. In
because it was a requirement for more informationfact, that figure could be up on the latest figures
about identity. What was particular about theavailable. Is that correct?
fraud that caused us to close oV the e-portal inDawn Primarolo: I do not believe that is correct. I
December was that they were using individual bankcan only tell you what I know from HMRC’s point
accounts. Whether those bank accounts wereof view. HMRC discovered the identities had been
funnelled somewhere else eventually is a matter forstolen, used to get bank accounts, then access the
the investigation now.tax system, so we informed Network Rail as the

employer that we had a certain number of suspect
claims that appeared to be their employees and that Q316 Mr McFall: Another issue is that claimants
they would need to check their system. What we can themselves verify their salary and children. Is
have done is that we have found the fraud and we that correct?
are telling everybody else about it. The actual figure Dawn Primarolo: They can, but it will cross-
for how many potentially are missing from reference to the rest of it.
Network Rail is something like 4,500. Whether
they have all got through to us is— Q317 Mr McFall: The point is, why cannot HMT

confirm between the PAYE department and the tax
Q313 Mr McFall: In fact, when you go back this credit department how much individuals earn
afternoon you may get Sir David Varney telling because I have had examples given to me about
you it is even more. The only details that people identities being stolen by an individual who is on
need to give when they phone up the e-portal or over £60,000 and who has two or three in the family
indeed the call centre are their name, date of birth but the information was that he did not have any
and national insurance number; is that correct? family and he was disabled. Why can that not be
Dawn Primarolo: No. To make an application, if done? This is an administrative issue.
they were coming through the e-portal, yes, we Dawn Primarolo: It can be done but, for instance,
needed name, address, national insurance number, the information that we might hold on PAYE,
and we will be seeking details of the claim and bank when it comes into the system to go on to our
account details. records, is in a diVerent time lapse so it may not

be the most up to date. You are quite right though
in identifying, as we go back, as everybody does,Q314 Mr McFall: Once that fraud was committed
and identity fraud is such a huge problem acrosswith name, date of birth, national insurance
the country, that we have to look particularly atnumber, the payments do not need to be put back
how this was committed and then whether or notto the payroll; they can be put to bank accounts,
further safeguards are necessary. It is a veryand if we look at the bank accounts to which the
complex fraud but we are gradually unravelling it.fraudulent claims for Network Rail were put we

would find there was just a handful of bank
accounts which those claims were put in. Q318 Mr McFall: One of the things I would advise
Dawn Primarolo: Yes, the money would go to bank you, Minister, and I do not advise ministers on very
accounts. I am being careful here, Mr McFall, not much, is to go to Sir David Varney and say, “What
because I want to avoid your question but because is this nonsense about stable IT systems?”, because
there is an investigation going on. What is if you had an IT system that was stable then this
particular about this identity fraud is that vast information would be available. Minister, you
numbers of separate bank accounts were opened, mentioned closing the e-portal line for that, but with
that the criminals used the identity to open an name, date of birth and national insurance number
individual bank account that legitimised a new people can still phone up the call centre. Okay, it is
identity. The idea that it was perhaps a few bank going to take a bit of extra time and maybe there is
accounts is wrong. It was a huge number that were no answer, but they will keep going.
opened. That raises issues of discussion between Dawn Primarolo: They cannot make their initial
ourselves and the banks. claim that way. We have to have their security

evidence so that when somebody rings in and then
Q315 Mr McFall: The point I am making, tries to change the details they have to get through
Minister, is that there were less than 4,500 bank the security questions. In fact, I have had complaints
accounts opened. In fact, there were multiple from people who have said that they rang the
payments into some bank accounts and it takes me contact centre and they would not change their
back to the point you made about the now stable details even though it really was them, so there are
IT system. Surely, if the IT system were checked checks and balances. I am happy to provide to the
against the large amounts going into a relatively Committee how those checks and balances work1

small number of accounts, they could easily catch
the culprits by checking the details with the bank. 1 Ev 170
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but it is not about whether or not the IT system is Dawn Primarolo: I saw that referred to in the PCS
submission and I was rather stunned and surprisedstable for tax credits. It is about having real time

information on one system and a time lag for the to see it there. There will not be reductions in the
compliance within the Tax Credits OYce, in factinformation that gets onto the other system. There

has still got to be a way through that in my view and, quite the reverse. I am not quite sure how they got
that view. I have not had the opportunity to discussof course, that is what we have got to look into.
it with them yet. Because of current circumstances in
tax credits and the merger of the Department I haveQ319 Mr McFall: This Committee hopes to make a
asked the Department to consider whether we needvisit to Preston. That is one area we would really like
to increase the compliance and to bringto look at because my information is that it is still
recommendations forward. As far as I am concernedavailable if you phone the call centre with your
as Minister there was no proposal to reduce ourname, address and national insurance number, so I
activity in that area, quite the reverse. I was verythink there could be a gap there, Minister.
keen to see that we were responding appropriatelyDawn Primarolo: Can I say, Mr McFall, that I think
and proportionately and that meant reconsideringthat would be an excellent idea. It is not for me to say
what we were doing as a whole.what the Committee does and I could submit

something to the Committee but seeing how it
operates and speaking to those who are running the Q323 Jim Cousins: That is very helpful but some
system is the best way to deal with these issues. of the proposals you have put before us this

afternoon, for example, working with the voluntary
sector to deal particularly with complex andQ320 Mr McFall: You gave an answer on the
diYcult situations that people claiming tax creditsnumber of people, I think it was about 160, who had
have so that the voluntary sector acts, if you like,been convicted of fraud. What percentage is that 160
as some sort of broker with the tax credit system,of the false claims made?
will all be quite heavy on staYng.Dawn Primarolo: That is the historical data for
Dawn Primarolo: Yes, and it may be that we needwhere we are now, not the particular fraud that we
more staV. Perhaps I could give you an indicationhave now but we are proceeding with the
of the volume that we are talking about with theinvestigations on. I do not have that information to
pilots and perhaps it would be appropriate for mehand of the nature of the prosecutions, but I can give
to refer to those now because that will have staYngyou a breakdown.2 I am not quite sure, Mr McFall,
implications. We have our inquiry centres whichhow we can make sure you have got enough
you are quite familiar with, Mr Cousins. Betweeninformation to be reassured without a risk to
May and December 2005 our inquiry centres sawinvestigations that are now proceeding and perhaps
731,000 tax credit claimants, which is 20–25% ofthat is something that we could explore with the
their workload. The Citizens Advice Bureau over aCommittee, how to make sure you have got that
two-year period saw 12,000; I have taken that frominformation but we are not exposed to public
their annual report. What we have been discussingproblems of confidentiality.
with the voluntary sector, as I said before, is how
we run pilots with them that provide evidence to

Q321 Mr McFall: You mentioned to the Chairman indicate how we can give a better and more
that you were informed in November about the supportive service to those that currently, for one
fraud. How did that information come to you? reason or another, are either not going to our
Dawn Primarolo: It came to me from the inquiry centres or using the telephone line. In the
Department. I had been rather concerned, as you same period there were 7.3 million callers—not
would expect me to be, to make sure that questions calls; callers—to the helpline for inquiries. The sort
of fraud against the system were kept to a minimum, of pilot we are looking at is first whether we would
so there was quite a regular dialogue both in written put HMRC staV into [Citizens Advice] Bureaux
form and in meetings between myself and the and run tax credit advice surgeries direct. We are
relevant oYcials in the Department looking at the currently waiting to see what the geographical
compliance strategy and that it was working, and it spread is. We are looking at six pilots and we are
was following one of those meetings that at the next waiting for the [Citizens Advice] Bureaux to come
meeting where this issue arose I was given up to date back with that. The Citizens Advice Bureaux have
information on trends that appeared to be emerging a central specialised bureau, as I understand it,
and a recommended course of action. I always take which advises on particular things, points of law
the advice of the Department in these things. and so on, to their volunteers in the bureaux, and
Mr McFall: I think Sir David and his colleagues another suggestion is whether we would put staV
have got a few questions to answer yet from us. directly, and if so how many, into those bureaux

who would be specialists who then would be able to
deal with the calls. It is also a question of whetherQ322 Jim Cousins: Has this experience, the matters
Citizens Advice might like to be co-located forto which Mr McFall has been drawing attention and
some specific issues into our inquiry centres. Whenthe changes that you have presented this afternoon
we run these pilots, which I hope will run for 12to the Committee, caused you to revise the proposed
months (so for the cycle of tax credits), thatstaYng reductions in HMRC?
agreement will be reached in time for them to start
shortly in sensible geographical locations in terms2 Ev 191
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of understanding the demands of a particular Q326 Lorely Burt: I want to ask you about
notification and award notices. From Aprilsection of tax credit claimants. We will then be able

to take it forward and analyse whether we should claimants are to “receive a two-page summary that
explains the most important aspects of theirbe doing more through Citizens Advice Bureaux or

changing our own procedure. Another request award”. Would it be possible for the system at the
same time to issue a detailed calculation to allwhich is being considered is that at the moment, as

you know, we have what is called a complex case claimants?
inquiry team, and the cases are referred from the Dawn Primarolo: At this short notice I think it
helpline to that team. Citizens Advice Bureaux and highly unlikely. That is quite a substantial change
other advice agencies have access to a special to the system but I want to be sure, Ms Burt, that
helpline but they cannot refer cases directly to the I understand your question clearly and that I have
complex case team and that is being considered and not misunderstood you. Claimants can ask for the
what the consequences would then be on staYng. detailed calculation now but we have talked about
There may be eYciencies we can make elsewhere if providing what I have called playback, which is
we get the accuracy better and the correct payments basically a statement of account, a complete
at the correct time which will enable us to shift explanation to the claimant of what the details are
some of our staV across to those types of that they gave us, that we have acted on correctly
arrangements. and therefore what their entitlement is. We do put

new software onto the computer at major points in
the year to avoid renewals and the playback is toQ324 Jim Cousins: All of that is extremely
be in the November release which I have referredinteresting and helpful but the Committee has had
to. What will be available in the new award noticeevidence that there are a substantial number of staV
will be, I hope, more detail on the new award noticewho are working on fixed term contracts, which is
about the calculation and how it was achieved andobviously not the best practice. Are you able to give
so they would not need a second one, but the fullthe Committee some idea of changing that, of
playback, if that is what you are referring to, isreducing the number of people on fixed term
something that would be programmed forcontracts, obviously not by getting rid of them all
November and that would come in for renewal thebut by putting them on a more secure basis?
following year. I am trying to take it in stages toDawn Primarolo: That would generally be the
get to a complete position.policy of the Department, to have full time staV

appointed. What I cannot tell you is what the ratio
is. It is conceivable, and therefore I would need to Q327 Lorely Burt: With regard to some of the
go back and check, that at our peak periods when evidence we have taken, people have been talking
the contact centres are dealing with renewals, for about receiving large numbers of award notices and
example, we need a much greater capacity than we I wondered whether you had made an assessment
do at this time of year. We respond in two ways as to whether it would be possible to reduce the
to that. One is to bring staV from elsewhere in the number of award notices sent without
Department and bring the other contact centres on compromising the accuracy of the information
line, and I think the Department also recruits on provided.
a temporary basis into that period, but I am not Dawn Primarolo: Absolutely. The award notices
absolutely sure of that, and that is where the have two functions, of course, and one is to do with
temporary staV would be. I am happy to provide independent taxation because under independent
the Committee with the details. Obviously, as a taxation we notify individuals direct and with the
Minister I set what type of service I expect and the tax credit system we are using household income
policy to pursue. I do not line-manage the because it was to be paid to the main carer,
Department and so I am going to have to go back normally the mother, so 80% plus will go to
to them and to ask for that.3 women. When we send out award notices we ensure

that both individuals in respect of independent
taxation get those award notices. What hasQ325 Jim Cousins: For the moment then I think it
happened therefore is that every change that occursis best for the Committee to leave that particular
to the information that the computer hasissue with you on the basis that you are going to
immediately generates to both because as a womansupply us with as much detail as is to hand and give
I am going to defend independent taxation, and Ius a picture of how these various changes in
am sure you would; it took women a long time toproviding staV aVect the overall target reduction in
get independent taxation. However, of course, youstaV that HMRC have been set.
are absolutely right: we need to look at whetherDawn Primarolo: I see, okay. I am sorry, Mr
every notification of changes of details reallyCousins. I misunderstood your first question about
requires another award notice. We have reducedgeneral eYciencies. In tax credits the number of
them in some circumstances, for instance, whereemployed staV has been increasing since 2003–04.
there might be a change of address we do not issueIn 2003–04 we had 7,300. We now have 8,200 in
an award notice. We need to go through that2004–05 which are the latest figures I have. I think
carefully, bearing in mind the points that Mrthat indicates to you quite clearly the stable nature
McFall made right at the beginning, in making sureof the employment patterns within tax credits.
that the money is going to the right person and we
have got verification of that. I want to look and3 Ev 191
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say, “You have told us the information but we do given to people who actually request it. Is this so
and what is the objection to giving people that asnot really need to send you another award notice

because there is not a huge change in the material a matter of course because that works out the way
the tax credit has been computed?facts”. That will be in playback, because what

people will want to see is exactly what happened Dawn Primarolo: At the moment the calculation
has to be requested but the new award notice willand when they told us what, so that is the

interaction. have the vast majority of that information
contained within it, so it will be going in
automatically.Q328 Lorely Burt: Finally, can I ask what action

you are going to take in response to the
Ombudsman’s recommendation number eight, Q333 Mr Mudie: From November?
which is about the information that should be given Dawn Primarolo: No. The new award notice is
to customers when they have been overpaid? April. November is the historic playback.
Dawn Primarolo: Those were the points referred to
in my opening statement. I think there is progress Q334 Mr Mudie: If all the information is being
on a number of points with regard to the produced now why are you giving a summarised
Ombudsman’s recommendation, which is why I form in April rather than just giving them all the
said that from 13 February the information is information? If it is readily available now it is
about additional payments and bringing them in a obviously on the computer. It is not a question for
staged approach in line with what will happen you. We are going to see your oYcials. Maybe it
automatically on in-year recoveries from is a better question for them but I am just puzzled.
November when the change is made. We have Frank [Field] seemed to be well aware of that and
made some progress there. If you feel that the it seemed to us amazing that this was available and
introductory note is not enough I am happy to not given to people unless they asked for it.
expand in writing on that.4 Dawn Primarolo: It will probably be on the basis

that, rather than send yet more paper to people that
Q329 Lorely Burt: Referring to your opening they do not require, we supply the information
statement, you say that the turnround time for when they request it. There is always a diYcult
disputed cases is currently five weeks. Is that the balance here but I am sure you will be able on your
average turnover time, because obviously there are visit or whatever to speak to the oYcials about
cases which are taking a lot longer than that? that. It seems to me there is a balance between
Dawn Primarolo: No. Obviously some are much giving the information that people want and (which
faster. is one of the complaints about the volume of award

notices) giving them information they do not want
and do not need and is on lots of paper.Q330 Lorely Burt: That would be the average then?

Dawn Primarolo: Yes. Some are dealt with more
quickly. We have set that particular target and I Q335 Chairman: Sure, but the issue is whether they
thought four weeks was reasonable, and I expect can be made very quickly aware of the factual
the Department, from the information they have basis, which may be completely incorrect. If you
given me, to be able to deliver that by March of are paying one in three wrongly we have got to try
this year. and fix the system now.

Dawn Primarolo: Yes, but from April that will be
the case because it will be on their award notice.Q331 Lorely Burt: So the target that you are setting

will be a maximum of four weeks, but what you are
achieving at the moment is an average of four Q336 Mr Newmark: I just want to echo what
weeks? Is that correct? George Mudie was saying. There is this tension
Dawn Primarolo: Yes, obviously it would be best if between providing information that individuals
they were all done within four weeks but I know want and the amount of paperwork. It is more of
that members know from (a) their own postbag and a suggestion but I am hoping that you will be
(b) the evidence they have had that some cases, looking into how you are going to reduce that
because of early IT problems, things like access to paperwork and at the same time perhaps take up
the records are still proving diYcult and in those Mr Field’s suggestion of limiting it perhaps to ten
very complex cases (which is always the case; it line items so that it is very clear to people what it
happens everywhere in the tax system and the is they are entitled to, and that is perhaps the
benefits system) it might take slightly longer, but I direction we should be heading in.
want the overwhelming majority to be done, except Dawn Primarolo: Yes indeed, and that is precisely
in absolutely exceptional circumstances, within what we are trying to do. The consultation group
four weeks and that is what I have asked them has met since 2001 on a regular basis, and the new
to do. award notice was very much part of the discussion

and they were involved in what we agreed on it, to
look at how to strike that balance: giving them theQ332 Mr Mudie: Our colleague Frank Field, when
information that they need, not that they do nothe gave evidence to us, indicated that a wage/tax
want, in a form that is accessible and not too long,credits slip is produced at the moment and it is only
as will be the guidance notes that are issued
alongside the new award notice from April of this4 Ev 191
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year. Those guidance notes, as well as being tried to deal with some aspects of that, and the
reporting of circumstances, which the proactiveconsulted on with the voluntary and community

sector, have been piloted to see whether claimants pilots that the Department itself has undertaken,
which produces apparently the view that 165,000can understand them and checked for plain English

so that even if the pilot shows okay we have still will be more accurate, is all designed to deal with
that problem in the here and now.got a step beyond that and that will be done before

they are available in April.
Q339 Jim Cousins: Could I put it to you that
reporting that your girlfriend has left you and thatQ337 Jim Cousins: One of the commitments that
you have acquired a new one is not a desperatelyyou gave on behalf of the Government on 26 May
unusual part of our lives?was that helpline operators would be put in a
Dawn Primarolo: I could not possibly comment. Iposition where the technology would give them a
would not be so bold, even in the circumstances ofcomplete case review; they would be able to look
today’s Parliament.at everything that had happened. What has been

the progress on that? Have we put that into eVect?
Dawn Primarolo: Our helpline advisers still will not Q340 Jim Cousins: Let us not dwell on today’s

Parliament which might cover a lot more exoticbe able at the present time to get the full case review
on the screen. That is tied into releases for software possibilities.

Dawn Primarolo: I take your point: circumstancesonto the computer system. At the moment I cannot
recollect the date. I am not an IT specialist so I take have not really changed.
advice from IT specialists in the Department who
tell me when something can be done and when it Q341 Jim Cousins: The point I am putting to you
cannot. If that is something that you particularly is that changes in household, like your girlfriend or
want to look at, how fast we can do them, when it your boyfriend leaving you and you acquiring a
is coming in and how we deliver it, we need to find new girlfriend or boyfriend, are not very unusual
a way to get that discussion going with the people parts of our life and a change like that should not
who advise me. make you a complex case that requires special

handling.
Dawn Primarolo: No, not necessarily. I canQ338 Jim Cousins: It clearly is an important aspect
understand that the computer has done certainof customer service and the interaction between
things to people’s records but I am still struggling,your staV and people who want to claim tax credits.
I must admit, with the idea that somebody movesAn interesting piece of evidence that the Public
somebody out and moves somebody in at such aAdministration Committee arrived at was that a
frequency that it does not actually change anythinglarge number of overpayments were triggered
about their circumstances and therefore whybecause 60,000 couples had changed their
should they tell us. What is relevant is the incomecircumstances, one partner had left the couple and
level to the household and that is why we are tryinganother partner had joined the couple and the
to make it absolutely clear whether or not thesecond partner’s income was disregarded within the
income of the household changes and whether fromtax credit system and the overpayments were
the Department’s point of view it is continuous.triggered by that. That does illustrate the complex
One claim ends and the new one should start buthousehold changes as well as the income changes
the circumstances will all be diVerent.that people are required to report and having a

customer-sensitive system is crucial in creating the
right environment for somebody to report that Q342 Jim Cousins: The point I am making to you,

Minister, is that these are diYcult to explain totheir partner has left them and they have taken up
with a new partner. third parties. These aspects of changes in people’s

households are often diYcult to explain to thirdDawn Primarolo: Yes, and I have tried to approach
that with the system I have now in a number of parties but they are not in themselves unusual and

people reporting them must have a user-friendlyways in the announcements that have been made.
I have had the distinct impression both from this environment to work with and they must not be

regarded as being a complex case or some kind ofCommittee and from consultation with external
groups plus the other select committees who have freak when they are simply reporting some of the

normal everyday experiences that every family,shown an interest in this, the Ombudsman and the
Public Accounts Committee and the select every human being, is likely to have.

Dawn Primarolo: But they would not necessarily becommittee you have just referred to, that we want
some speed in this even if it cannot be done a complex case. They would be telling us that there

was a new household and the circumstances of theautomatically on the system, given that it is a big
system, and keep it stable and not keep changing new household were changed, what they were, and

the claim would now be a new claim. That happensit. First, there is the referral from the helpline to
the complex cases, and I have touched on that with all the time, you just happen to have an example

where it has not happened. As I said, we are talkingregard to whether the voluntary and community
sector might possibly have access to referring about millions and millions and most of the time

it goes through the system. Where it becomespeople directly. We have also, with the interaction
of the disregard going to £25,000 because this will complex and they are not able to deal with it at the

helpline—which was in line with the Committee’sbe about income changes in their circumstances,



3288762004 Page Type [O] 06-06-06 02:16:41 Pag Table: COENEW PPSysB Unit: PAG5

Treasury Committee: Evidence Ev 61

1 February 2006 Dawn Primarolo MP, Mr Tony Orhnial and Ms Sarah Walker

views and the House’s views—there should be a have reported that to the House on the years that
I have had and I will report it to the House whenback-up for dealing with this type of case that is
I have got the next one.complex. All I am saying is I have responded to

that and that is in place. How people get to be
complex cases, I have to admit, I have not— Q346 Chairman: Do you, as Minister, feel you have

suYcient information about the system to make
informed policy decisions about it?Q343 Jim Cousins: Does that not point to the fact
Dawn Primarolo: Yes, I do. I feel I am awash withthat your staV dealing with this need better back- advice on how—up and training themselves so that they do not put

too many cases into the hands of the complex case
Q347 Chairman: No, information.team? Who wants to be a complex case? You and
Dawn Primarolo:—to change the system andI do not.
information that is provided on that. What I haveDawn Primarolo: I do not believe they do that, Mr
to do is balance what was the volume of theCousins, I think they have very clear guidelines and
caseload that led somebody to believe that a certainunderstand very clearly from what the claimant is
change was necessary and is it statistically relevant,saying to them on the phone, particularly the
plus the information that I get from theclaimant’s frustration, that there is a need to sort
Department to set the broad policy. If I wassomething out in a speedy fashion and that is often
conducting an academic study is there more Iby referring it to a caseworker who then deals with
would want to know out of interest? There is, butit in the complex case team. I have not asked for
I am not, I am setting the policy to deliver anan analysis of exactly what types of cases make up
outcome. Yes, I feel I have that.the current caseload so I could not comment on
Mr Love: Chairman, I did not realise thatthat.
Newcastle was such an interesting place.
Jim Cousins: It is a very interesting place.

Q344 Jim Cousins: Maybe that would be a useful
exercise to undertake. Q348 Mr Love: Can I apologise to the Minister for
Dawn Primarolo: It might but I have to strike a arriving late. I have a reasonable excuse, I have
balance between using the staV to run the system been in my constituency today. That is one of the
as opposed to using the staV to continually research great joys of being a London Member. I want to
and give me statistics that will not take it any touch upon the IT system. When David Varney
further forward in improving the system but will came to see us in December he said that the system
detract them from running it. There is not was “stable but fragile”. In your statement today

you indicated that you now have a stable ITbottomless access to analysis that can be done,
system. How confident are you that the fragilityhowever interesting we all might think it will be. I
that he was concerned about is less than it wastry and ensure that analysis is done where it is
when he came to see us?going to inform policy.
Dawn Primarolo: I will go back and look at exactly
what David Varney said. I had these discussions

Q345 Jim Cousins: In terms of the changes of with him in private as well. My understanding and
circumstance that get reported, do you have the the advice that comes to me basically goes like this:
information to tell the Committee how much of “Minister, you have a stable IT system but if you
these are changes of circumstance of income, of ask it to do too much too quickly there is a danger
earnings, and how much changes of circumstance that it will become fragile. There are only so many
of household? things and so many changes you can do as well as
Dawn Primarolo: We have the breakdown for keeping the system running, going through
2003–04, which was the first year of operating, renewals and doing reconciliation, so there is a
which I provided the House with—I am in danger trade here, Minister, which is you have got a stable
of repeating myself—on the events that lead to this, system, you want to keep it stable but if you want
whether it be income rise, household break-up, it to change you have to pace the change otherwise
change of circumstance, whatever. That is very you will create a fragile system by pouring too
much a product of the first year. By the second year much on to it in one go when it cannot respond”.
we had early analysis, hence Pre-Budget Report Those are the discussions and that is my
changes. Those changes of circumstance, someone interpretation. I will check what he said. I

interpreted him to say “You will make it fragile ifincreasing the hours or reducing the hours, plus the
you keep on saying do this next week, do that nextrenewal window, how long it was when people
month”. That is my interpretation.finally did renew and, therefore, they have been

paid at an interim rate, were indications of where
the pressures were in the second year on Q349 Mr Love: I will come back to some of the
overpayments. The policy is designed to deal with things that we want to find out whether you can do
both. The current cycle only ended yesterday but let me continue with the contrast between your
because the self-employed for their self-assessment statement and other evidence we have received. The
returns had a deadline of yesterday. I will have the PCS union came to see us and they indicated that
2005–06 information when we have finished doing as far as processing errors was concerned no

progress had been made and yet I notice in yourit. I do look at that in broad categories, yes, and I
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statement you say they continue to improve. Some Q351 Mr Love: There was manual intervention, but
let us leave that out. Rapid data capture where itof the areas that they highlighted as to why it had

not improved were about the system not being should be 90% without any further human
intervention, they were suggesting it is 10%. Evenavailable at key times, problems with the interface

between the computer system and the treatment of if it is way above, are you achieving the targets you
have set yourself?data that the Revenue’s operatives are forwarding

for inclusion, in terms of rapid data connection Dawn Primarolo: We are using manual intervention
as well but that is necessary for verification and90% are supposed to be dealt with without further

human intervention but PCS were suggesting it is check. That has always been the case. I am thinking
of examples, for instance, where somebody struckonly 10%, and there is a whole issue of manual

rather than computer calculated awards. They through a box instead of leaving it blank. I have
had some stuV from Members indicating that thelisted all of them to suggest that progress in terms

of processing had not been that great. How do you computer did a certain thing. That triggers a
manual intervention now to make sure it is correct.respond to that criticism?

Dawn Primarolo: There is quite a lot there, I will It is a bit of a balance here. I do not know the
percentages.see if I can get it all without repeating myself. I do

not know why PCS said that, you will have to ask
them to give you more information. The fact of the Q352 Chairman: Can I take up that issue because
matter is accuracy is improving and has continued that is one that has also been raised with us. Are
to improve. I think 97% is pretty good. On this attempts being made to redesign so that things like
question of there is not accuracy and improvement striking out a box will not end up with all the
in processing, I do not know. I am sorry, what was problems that there have been?
the second one, the computer system was not Dawn Primarolo: Yes.
available?

Q353 Chairman: Are you trying to iron out some
of these minor faults which cause a lot of diYculty
with the computer?
Dawn Primarolo: Yes.

Q350 Mr Love: They continued to suggest that at
times when it should be available for processing it Q354 Chairman: Are you succeeding?
is not available. It is the fragility issue that this Dawn Primarolo: Yes, I hope so, on the new award
comes back to. notice and on the notes and the application form.
Dawn Primarolo: The computer has downtime in The other thing is, even though we do not need the
order for it to have the software put on to it. Mr pence people quite often wrote it in so we had to
Todd can help me with this, I am not a computer do things with the boxes to stop them doing that.
person. You cannot run the system and change the That has been addressed. There has to be a balance
system at the same time, therefore you have what here on such a huge system. Clearly we want to do
is called planned downtime. In addition to that, is rapid capture so it goes through the system as
there not something called cleansing, and that is quickly as possible but that is not always possible
planned downtime. I have no information, and I and the system will then reject the form for one
saw what the PCS said in their witness submission reason or another and there will be a manual
because they were good enough to send one to me intervention. I do not know the exact percentages,
as well, that the computer was repeatedly going I cannot give you those.
down. The only incident I can find in all of the last
12 months is that there was a period of maybe two Q355 Mr Love: If I can come back to the point thathours, and I cannot remember when it was, when you made originally about fragility and it dependsthe system did not perform as it should have done.5 how much you try to change the system while youThis idea that it is repeatedly not available and you keep the computer up and running. Are you ablecannot get access I disagree with and I think you to provide us with a list of the changes that youhave got to ask them to provide the information. are likely to be making over the next period? WhatI disagree with them on the interface. We have capacity is there for making any further changes oncovered that to a certain extent. It is not that there top of the things that you are planning?are not connections between the systems but, I gave Dawn Primarolo: Yes. I did think it was alreadythe example earlier on about PAYE, the public. I do have a list that shows as a result ofinformation is on a slightly diVerent timeframe. the announcements that have been made when theTax credit is immediate so it is not always helpful changes will occur on a time frame. I am happy toin giving that immediate check. Was the last one make that available to the Committee.6 What wassomething to do with the processing of data? the second question?
5 Note from witness: This actually refers to times when the

Q356 Mr Love: I will go into it in slightly moresystem as a whole was unavailable as a result of a fault
with the tax credits IT system in the previous 3 months, detail. It was about what capacity you have to
with the exact figure being 2.5 hours. The 12 month period make further changes without the whole system
would also include a further 3 episodes of unplanned crashing. Probably Mr Todd knows more aboutdowntime totalling 26.5 hours on consecutive days at the
end of July 2005, resulting from a power supply problem,
which aVected the tax credits IT system. 6 Ev 171
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that than me. Let me raise it in the context of Dawn Primarolo: That is true.
Income Support and JSA which are supposed to be
coming on to the system. That is a major, major Q360 Lorely Burt: I take all your points about the
change. How much flexibility is there within the IT fact that you can only make changes slowly but I
system to take that on board and deliver it without would be interested in your comments on that and
any hiccoughs and also all the other things you are what sort of priority you think that should have as a
planning to do? development which would ease a lot of problems and
Dawn Primarolo: The question of whether the frustrations that many people are experiencing.
system might become fragile, I am advised is to do Dawn Primarolo: We were talking about whole case
with the speed with which we try to make it do management on screen rather than the conversation
diVerent things, add-on things, into whatever the that Mr Cousins and I were having about whether it
architecture is or whatever you call it. Forgive me is deferred to a complex case team or not, which is
for not being technical about this. the interim arrangement at the moment. Clearly that

is important, it is more desirable that it should be in
the system now and is not. I have to balance thatQ357 Mr Love: Do not worry. It would go straight
between the importance of getting the award noticeover my head if you told me in technical terms.
out and correct, the playback, the guidance, theLet’s keep it simple.
increase in the disregard, the considerations that IDawn Primarolo: It is not an issue of whether we
am also still pursuing with regard to whether or notcan continue to make improvements, it is the speed.
there should be a pause. Even if we successfully driveAs far as I am aware there is not an end point
down overpayments there is still the Ombudsman’swhere they would say, “Okay, Minister, that is it,
point about should there be a pause between theyou cannot do anything else, this system will not
notifying of overpayment and starting the process oftake it”. Although presumably systems become so
reclaiming that. All of that requires IT changes andold that you are better oV starting [again], we are
some of it legislative changes. I have got to balancenot at that point because this is a new system. In
the importance, and that is what I am doing. At theterms of what we do in the future, there was a
moment I am going for award notice, changes in in-similar question asked at the beginning and we can
year recovery, playback, £25,000, being morecarry on making changes as long as they are
proactive in making sure the claimants understandproperly planned. Whether we would want to, I am
what changes of circumstance are relevant to tell us,hoping when we have taken all of these changes
which is one way of dealing with Mr Cousins’ point,through, and we are talking a couple of years to
and how quickly they should tell us and getting theget all the stuV on to the system, that will be it.
renewals window from six months. It was never
planned to be six months, it was supposed to beQ358 Mr Love: The question really is will JSA and
three. We had to go to six months because of whatIncome Support take up all of the time. You are
happened in 2003–04 and I think we need to startsaying that it all takes time but will that take up all
clawing back because that is also a problem whenof the time so you cannot make any other changes?
people are on interim benefits.Dawn Primarolo: That is an entirely diVerent

proposition. Those people are currently within
Q361 Lorely Burt: I appreciate that. Do you notDWP. We have delayed a number of times bringing
think we should have had this in the first place? I wasthem on to the system. I am quite clear of two things.
quite shocked to learn that it was not an element ofI am not bringing them on to the system until I am
the system that was built in. Perhaps it is too late tosatisfied the system we have got is working.
go there now.Secondly, there then becomes the issue of transition
Dawn Primarolo: I think that goes over other groundand how we manage that transaction from the
about why the system does not do exactly what itcurrent system they are on on to the new system and
was expected to do from the beginning and ties intothat we have all the contingency plans that take
what became second. I cannot remember that.account of what the requirements for that group of

claimants would be. That is work the Department is
doing now but there have to be a number of fail-safes Q362 Peter Viggers: The long statement that you
as well. I am being informed at the minute it is not read to us at the beginning of this session, was it a
that the computer could not take the data going on platitudinous summary of what we knew already or
but there are other considerations I need to take as did it contain new information, in which case it
well as them going on to the computer. I could not should have been given earlier? Which do you think
have people having their payments interrupted, it was?
putting it politely, could I? Dawn Primarolo: It is new information and I am
Mr Love: You would be back before this Committee giving the most up-to-date information to the
if that were to happen. Committee, which has always been my practice as a

minister. There is no diVerence in what I have done
this time from any other time that I have been calledQ359 Lorely Burt: I seem to recollect when we were
before this Committee in the last eight years.talking to the staV union they were saying a major

frustration in the way they were trying to operate the
system was that they were not able to get all of the Q363 Peter Viggers: It is just that as a Committee

our job is to scrutinise Government, to holdinformation relating to a specific case altogether on
one screen together at one time. Government to scrutiny, and it is so much easier if
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the information is available before the session. It is Q368 Chairman: Your working assumption is that
there will be another two million wrongly paid?less easy for us to cross-examine on the basis of

information that is given to us at the beginning of the Dawn Primarolo: Accounting standards require me
to do that. That was clear in the NAO report and thesession. That is the point I am making.
report to the PAC. It is no comment with a view toDawn Primarolo: Indeed. It would be a waste of time
accuracy. UK accounting standards require us to dogiving you information that was then out of date by
that, as does the NAO, and that is what we havethe time I got here so I was giving you new
done.information. There is a balance to be struck.

Q369 Peter Viggers: What study has been made ofQ364 Peter Viggers: I am allergic to being
the causes of overpayment and what further study isblindsided. The Chancellor of the Exchequer came
to be made?to us in July and announced a change to the
Dawn Primarolo: The first study is the analysis isperiodicity of the Golden Rule not really giving us a
broken down which has been reported tochance to consider it.
Parliament, which is part of the ONS series andDawn Primarolo: Mr Viggers, you have an inquiry
breakdown. These are not produced by theand it is up to you how long you want to progress
Department, they are produced by ONS. The nextthrough this and how you want to deal with the
series will be available in the spring of 2006 and theinformation, it is not for me to say. You are perfectly
range will be by income. These are requirements ofentitled to your observations, as I am to mine.
ONS. I am not being diYcult with you. Other people
need to make sure of the figures that are being used,
it is the checks and balances in the system.7Q365 Chairman: You have told us that the economy

is increasingly global and we know that, but what we
want to know is whether these two million people are Q370 Peter Viggers: I have a copy of your letter to
going to be properly paid in the future. our Chairman dated 31 January where there is
Dawn Primarolo: I think you should also know there a paragraph on how overpayments and
are nearly 20 million, which is one in three, and the underpayments arise, which is on page one. Also you
diVerence between a fixed award, which is part of made a statement on 5 December: “Analysis of
your consideration, and what is happening now and overpayments suggests these arise from a number of
the scale of what is happening now, so that you are factors” and then you list five factors, but all of these
in a position to judge, as you will want to be I are the customer’s fault. When constituents come to
presume, what it is reasonable and what it is not see us and when the Parliamentary Ombudsman
reasonable to do to such a big system requires me to became involved we had a rather diVerent angle on
make sure that information is on. Reading all the this. To quote the Parliamentary Ombudsman, for
evidence, it has not been submitted at this point and instance: “The cases we are dealing with primarily
I have read what everybody else has said. are about oYcial error. When we talk to the Revenue

they seem to be talking about customer error”. So
there is a dichotomy here between the Revenue,

Q366 Mr Love: If there were a critic present he might which seems to think that everything is the
possibly say that the first part of your statement was customer’s fault, and the people who present to
a bit of a party political broadcast. Can I ask, is the constituency Members of Parliament, and of course
renewal process for 2004–05 now complete? these are self-selected people for whom things have
Dawn Primarolo: I explained that earlier on. The gone wrong at the other end, but they think it is
close of the process was 31 January, which was oYcial error. What study do you make of the split
yesterday, because for self-assessment taxpayers between customer error and oYcial error?
who are in receipt of tax credits their tax returns are Dawn Primarolo: The first thing I would like to say
relevant to a final reconciliation. So the process in is, in no way has anything the Department said or
terms of time finished yesterday and now we will be anything I have said as the Minister been able to be
going through all the analysis, as we did last year. paraphrased as “It is all the claimants’ fault”, quite

the reverse, as my statements to the House both
written and oral and PQs will demonstrate. As I saidQ367 Peter Viggers: Can you comment on the level
in the statement on the Pre-Budget Report, it isof overpayments in 2004–05 compared with
about firstly making sure we get the correctoverpayments in 2003–04?
information—and that is an obligation on theDawn Primarolo: At this stage I am not able to give
Department to make sure it gets the rightan accurate indication because I do not have the
information, it has to inform the claimant what thatinformation I need and therefore, as the Committee
information should be—and then of course thewill see, with the NAO I think it is prudent to say I
Department has to act on that informationam working on the basis of the same figure as the
correctly. So I absolutely refute somehow it has beenyear before. I will be able to update the Committee
characterised as that. With regard to, and it iswhen I have a full analysis of what is going on with
referred to in the NAO reports, the breakdownthe statistics. That is not a matter for me because

these are independently adjudicated on and
7 Note from witness: Statistics on overpayments are producedproduced. I have been told those figures will be and published by HMRC as National Statistics in the

available in the spring of this year and at that publication Child and Working Tax Credits Statistics, in line
with ONS guidelines.point—
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between oYcial error and the work which needs to required to respond in detail to the drafts that were
provided on that, and we have only recently receivedbe done on that, there currently is work going on in

the Department, which has been referred to in the some of those detailed observations. That is not a
criticism of them, they are under pressure, but wePAC hearings and the NAO, looking at the relevant

sample size to give a figure of error and fraud. That should take note of what they have said. It is beyond
the time period we asked. It is in draft form but I dois a statistical exercise which needs to progress, is

progressing and that will produce the information not see why the Committee cannot have it, if you do
not already have it—it is in the Library I think—butthat you are requesting. That is on 03-04 because

that is the only year we can operate on. anyway we can make sure you have a draft copy.
What it will do is make much clearer the precise
circumstances in which the reasonableness test willQ371 Peter Viggers: Yes. On 12 September, you
apply, and that is still a matter of consultation withsaid, “No complete analysis exists of oYcial error
the groups. As I said, I have a table of who said what,causing or contributing to overpayments.”
I do not think it is appropriate I read that out but IDawn Primarolo: That is true.
can give you a general flavour.

Q372 Peter Viggers: This has been studied. Can you
Q375 Peter Viggers: Finally, my colleagues weregive us an estimate of when such an estimate will
pressing you about the recovery of an overpaymentexist?
before Her Majesty’s Revenue and Customs starts toDawn Primarolo: It was being studied on 12
collect it, and you referred to the size of theSeptember, I was being absolutely truthful. What
computer programme changes which would need tohas to be done in a survey of this importance is,
be made to implement that beneficial change, whichfirstly, a relevant statistically large number of claims
would alert claimants about the recovery ofhave to be looked at which have been properly
overpayment. Can I press as to when you think thatselected, and then they have to be checked at every
work will be completed?point, so there have to be all the papers, all the
Dawn Primarolo: I do not know at the present time.action, which is very time-consuming, and then it
It is an important issue and I recognise that. It ishas to be decided, if there was an error at what point
quite complex, I am informed, to make the changes.it occurred. I cannot remember the date of the
As soon as I am able to, I will inform the CommitteeNational Audit OYce Report or the PAC hearing
and Members of the House, but I do not have abut it was reported that the Department and those
timetable for that at the present time. It is one of thewho were working on it were, I do not know, a third
Ombudsman’s key recommendations, so you wouldof the way through completing the information and
expect me to take it forward.that it would be available when completed in 2006. I

cannot recollect the exact date in 2006 but I am
happy to let the Committee know.8 Q376 Mr Mudie: Minister, I am dealing with

something you have included in your statement,
Code of Practice 26 on overpayments. It is not aQ373 Peter Viggers: There is public money involved.
question but a request really. You say that you haveCan you give us any estimate at all of the amount of
given this to the voluntary organisations and it willoverpayments caused by oYcial error?
be published in April, so the draft is with theDawn Primarolo: No, I cannot, but if you look at the
voluntary organisations, can you supply thisinterim findings it was 3.4%, and I think it will be a
Committee with a copy of that draft?little higher than that. You do not have to believe
Dawn Primarolo: I can supply a copy of the draft,me, Mr Viggers, look at the NAO Report and the
yes, and I will. What I am not sure I can do, and Iinformation there on this study, to see where the
will need to check with the organisations concerned,Department was at this particular point in time,
is let you have what they have said on it.when that would be completed and what that

would show.9

Q377 Mr Mudie: No, I do not think we want that.
Q374 Peter Viggers: I think your statement said that Dawn Primarolo: Because that means it is under
the Code of Practice 26 is in draft form and a final amendment now. They submitted that in confidence
version is expected in 2006. Are you able to give us and I do not know whether we need to ask them.
a forecast of what kind of changes we can expect as You can certainly have our draft.
a result of the change of Code of Practice 26?
Dawn Primarolo: I am, except—and I have to make Q378 Mr Mudie: That would be good for us. You
sure this is not seen as a criticism—we gave the also deal with the question in terms of dealing with
community and voluntary sector as long as they disputed cases. Your sentence is, “Tax credit oYcers

are making progress towards this target of dealing
8 Ev 191 with disputed cases within four weeks.” Well, aye,9 Note from witness: Analysis of a sample of 2003–04 awards but what does “making progress” mean? We are allindicates that 3.4% of tax credits by value were overpaid

making progress.because of claimant error or fraud. This is an interim finding
and HMRC indicated in written evidence to the Public Dawn Primarolo: It means they are not at four
Accounts Committee that it expects the final results to show weeks, which is where they should have been
a higher proportion of non-compliant cases. The written frankly. That is what we agreed. They are currentlyevidence is published in PAC Report Inland Revenue: Tax

at five, they will be at four weeks, they have informedcredits and deleted tax cases, HC 412, published
8 September 2005. me, by March.
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Q379 Mr Mudie: Is there any clue as to where they The Committee suspended from 4.02 pm to 4.13 pm
for a division in the Houseare? How many weeks are they taking now?

Dawn Primarolo: Five.
Q383 Chairman: Do you want to repeat the
question, Mr Mudie?Q380 Mr Mudie: Are we anywhere nearer getting a
Dawn Primarolo: I got the gist of it. What Mr Mudiedecision on the statutory test for overpayment
was asking me for reassurance for is that I am still—recovery?

Dawn Primarolo: Yes. I have also had cause to look
at what the DWP does because comparisons will be Q384 Mr Mudie: Just say you are going to do it.

Dawn Primarolo: I am proceeding with the questionmade there. It was a surprise to see actually their
policy is the same. The question is two-fold. What of a statutory appeals procedure and how that might

be provided; I am requiring the Department towould be subject to the statutory test, the appeal,
and how we would construct that. I referred in my explore lots of avenues. It is being done; it is one of

the recommendations.statement to discussions I am having at the moment
with the adjudicator—

Q385 Mr Mudie: Okay, we will move on to the
streamlined procedure, which was introduced lastQ381 Mr Mudie: Yes, I see that.
year in the spring to clear the backlog of disputedDawn Primarolo: —to see whether or not there is a
overpayments. Is that still in operation?possibility there. That still means we are working on
Dawn Primarolo: It is.two fronts in order to see how we can deliver that

requirement.
Q386 Mr Mudie: That is all I want to know. It
started in the spring, it is still operating now. TheQ382 Mr Mudie: When we have discussed this there
bodies who came before us to give evidence said thathas been some mystery shrouding this. If I dispute
it is a bit Stalinist, that you are operating thisthe award, I can have a statutory appeal, as is the
procedure but nobody knows the criteria; they aresame with all Inland Revenue matters. When it
very happy with the results, they are getting bettercomes to overpayments, I cannot, your oYcials’
results, but they do not know why. Why is thisdecision is the last. This strikes me as suggesting you
procedure not available?are going to stop short of having a statutory appeal.
Dawn Primarolo: The procedure is operating at theA fast track independent review sounds slightly as
moment only on the 2003–04 year. The reason it isthough it is not going to have the same sort of appeal
not available is because it is based on a risk-basedas every other benefit handled by the Inland
compliance policy, and if we were to reveal what getsRevenue has. Why?
through then we would have a problem withDawn Primarolo: Currently it is the same as
compliance and people tailoring specifically to geteverything else in HMRC. The current practice is the
through that compliance strategy. So it is normalpractice in the tax system. It actually is also the
practice, and it happens in the tax system as well—oYcial policy of DWP; we are working on the same
if you have a compliance strategy and you tell peoplebasis. What I have been asked to do in that
what the compliance strategy is, they will know howrecommendation is to go further than anyone else
to get round it, putting it mildly. Obviously whatdoes on some specific issues with regard to giving
HMRC has to do is balance a number of things, thethem independent scrutiny basically of whether or
cost of investigation, various other concerns withnot there is an overpayment and whether it should
regard to where the balance really lies. I am afraid Ibe recovered. I am exploring every possibility there.
cannot be more specific than that.I have to say, Mr Mudie, the idea that somehow

DWP’s policy is diVerent from the policy which was
Q387 Mr Mudie: For example, I have a constituentdesigned for the tax system is not true, actually it is
who is being pursued and she has an ill husband andthe same and what has happened here is that with
she is raising her daughter’s child, she is doing anour reasonableness test we have put in discretion
amazing job, and she is being crucified by yourthat was not anywhere else because that is what is in
Inland Revenue over such a disputed payment. Itthe tax system. Going back to Mr Viggers’ point
started oV with her supposedly ticking a box whichabout why did I say “all these people”, because all
[she] says she did not tick and they will not show herthese people use the tax system and they have
the form on which they are basing the decision. If wemanaged to understand discretion, but the
have compliance criteria and it is a risk-based thing,discretion has caused the problems with the
how does my constituent ever get justice?reasonableness test.
Dawn Primarolo: That is a diVerent point, I think. IMr Mudie: But is it not the case that you have
have to ask you this question, have you written to meremoved this test from DWP into Revenue and
about this?Customs where a statutory appeal exists for every

other benefit? So you have moved it from where it
was in terms of DWP, where the reasonableness test Q388 Mr Mudie: Several times, Minister, but

somebody always intercepts the letters because Iwas accepted over the years, to another area where
every other part of the tax system has a right of never get a sympathetic reply.

Dawn Primarolo: I think that is a general point. Iappeal.
Chairman: I am sorry but there is a division, so we need to go back to the Department and ask and give

you a suitable answer. That is a slightly diVerentwill give you a little longer to reply to that.



3288762004 Page Type [O] 06-06-06 02:16:41 Pag Table: COENEW PPSysB Unit: PAG5

Treasury Committee: Evidence Ev 67

1 February 2006 Dawn Primarolo MP, Mr Tony Orhnial and Ms Sarah Walker

point from how the risk-based assessment operates. Dawn Primarolo: The criteria.
That is a point of, “You say you have proof that I
did do this when I do not think I did, can I see the Q392 Peter Viggers: Yes. You implied, Minister, this
evidence?” I will look into that. is not unique in the public sector. Can you give
Mr Mudie: Thank you. examples? If you cannot at the moment, would you

write to us?
Dawn Primarolo: The tax system. The tax system in

Q389 Lorely Burt: Right at the very beginning, Mr terms of how it does inquiries into taxpayers,
McFall asked you a number of questions about whether they be individuals or companies, when the
serious organised crime and you said that you were Department is required by Parliament, by the NAO,
not aware of serious organised fraud until late the PAC, to ensure it is getting the correct amount of
November. However, in response to a written revenue and there is not avoidance, so in order not to
question the Revenue say they were first aware of an have a policy which applies huge obligations to every
increase in organised attacks on the tax credit system single one of us, it applies a risk analysis which says
12 months ago. Also staV from the tax credit oYce where might the weaknesses be. The Department has
have contacted Mr Laws and said they have been always operated in that way and Customs did before
aware of this problem for two years. I wondered it. They are well-known laws and they are also used
whether you could clarify this. At the beginning you here in order to get a fair response. Part of COP 26
said, “I am kept informed of what is going on all and the discussions around that are about the
the time”— reasonableness test and what sort of areas trigger a
Dawn Primarolo: Absolutely. favourable ruling and a challenge and a dispute, and

that is where we are seeking to get the information.
Chairman: We are going to move on to writing oV

Q390 Lorely Burt: When were you first aware there the overpayments and the £25,000 disregard.
was a problem here?
Dawn Primarolo: If I could be so bold as to suggest Q393 Kerry McCarthy: There has been evidence
instead of wishing I had said something Mr Laws submitted to the Committee in the past which says
actually looked at the question he asked me and that moving from the £2,500 to the £25,000
what I said, then he would realise he has the accurate disregard will lead to unfairness in terms of relative
information. When Mr McFall was questioning me need between claimants with vastly diVerent
earlier today it was in regard to the specific identity incomes. What is your response to that?
fraud perpetrated against the Department which led Dawn Primarolo: I do not understand the point they
to the suspension of the e-portal. He mentioned are making. It was made in a submission without
Railtrack and a number of others and he asked me somebody providing a specific example, which
specifically when I became aware that that threat might be more theoretical than practical, and it is
was there and I informed him accordingly. Mr Laws rather diYcult to understand the point which is
asked me an entirely diVerent question. He asked me being made and I cannot address it without more
a general question about fraudulent attacks on the information. My apologies.
tax credit system. To be honest, I cannot remember
which member of this Committee agreed with me Q394 Kerry McCarthy: If I can move on to the new
that regrettably there are some criminals who will reporting requirements, moving from three months
always try and defraud. We are aware they will make to one month, Mr Cousins has already dealt in some
attempts and therefore the HMRC keeps me detail with some of the scenarios which might
informed of how they are responding and rebutting, actually cause a problem, or some of the situations
stopping, those attempts. Am I aware there are when people might have diYculty in knowing when
criminals who will try and defraud the tax credit they should or should not report. What evaluation
system and am I made aware of that? Yes, every have you made during the pilot of how successful
Member of Parliament is and I referred to that. In you have been in encouraging people to report and
the context of the specific identity fraud, the one that what is their understanding of when they need to
Mr Laws has put all his press releases out about and report?
making his dossiers and running it in the media, Dawn Primarolo: The first two pilots, and I referred
which was the specific one which led to the closure of to this at the beginning, and we are about to do the
the e-portal, I have informed this Committee when I third one, indicated that people responded to that
became aware and when I acted. I think that clarifies request to notify a change of circumstances in better
it. Perhaps if Mr Laws now likes to look at what he proportions if the request was made in writing to

them as opposed to phoning them. If we use thatasked me and the answer he got, the normal
method across to what we see as the vulnerablebehaviour of Ministers, which I am sure he probably
groups likely not to report—and obviously we arewill not ever get to experience, he will understand
looking at what little information we have—and wethere is a diVerence.
rolled out that strategy of writing to them, the
estimate the Department has so far provided is that

Q391 Peter Viggers: I was surprised to hear the 165,000 families would change their circumstances
streamlining of your procedure is run on a basis at the correct time because they would have been
which you cannot disclose because it might allow prompted. When I say “correct time” that is because

they have been given information to indicate to thempeople—
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that is the correct time, because this is about people year when the reconciliation is done. In cases where
there is a low income award and there are questionsbeing familiar with the system. That would therefore

have an impact on reducing overpayments. That is around hardship, then I would need to consider that.
I think it is very reasonable to say the general rule isthe introduction on the change of circumstances

now that we are undertaking. it would be money they have not had, they might
have volatile income so it is going up at the moment
but it might go down later on, and therefore it wouldQ395 Kerry McCarthy: On the requirement for
be reconciled at the end of the year. So it is anotherpeople to report within four weeks rather than three
method of trying to ensure that we are reducing themonths, which is I think due to come in next year,
overpayments, which people hate.concern has been flagged up about people

particularly with fairly fluid domestic circumstances,
that something might happen, for example a partner Q399 Kerry McCarthy: So if they had suVered a
might move out and another partner might move in, significant drop in income and it took a while for
which in a three month period they would be able to them to report that fact and for the new amounts to
assess was a new, stable domestic set-up, but in a come through, there is a possibility you would
four week period nobody quite knows whether the consider a lump sum to compensate them for that
new person will stay or the old person will stay away. drop in income during the preceding time?
Dawn Primarolo: Perhaps I can pick another Dawn Primarolo: Yes, that would need to be
example because I do not like going down this route considered. I would not make it a general rule
of how frequently people’s relationships change, though, only if there were exceptional circumstances
although it is relevant I think. Let us think of where withholding that money would cause
another one: bereavement. Under the current time hardship.
periods which already exist, there are exceptions
even to the current rules, where exceptional

Q400 Kerry McCarthy: Finally, some witnessescircumstances—bereavement, accident, serious
before the Sub-Committee reported a problem withillness—would lead to them not having reported in
changes reported by claimants not being recorded bythe current periods. Obviously in shortening the
HMRC staV. Have you been able to make anrequirement to report, which is very important
assessment of that?because that helps to reduce the overpayment which
Dawn Primarolo: I think the problem is that peopleeverybody keeps saying we should do, I cannot
say things on an anecdotal report basis without thereally see any reason why we would not allow—and
evidence to support that. As I said earlier in theit is done by regulations in-house—those exceptions
Committee, the accuracy rates are 97% in theeven on the shorter window to apply in what we all
processing, so in the absence of actually having itknow can be exceptional circumstances where
produced to me that it is a problem and it issomebody just did not, for all sorts of very
systematic as opposed to, “We heard that . . . ” orunderstandable reasons, comply with that.
“Somebody has reported a case to us . . .”, it is
virtually impossible for me to comment on that. IQ396 Kerry McCarthy: So you are saying in respect cannot see any trends or indications that are goingof the penalty regime for not reporting a change of on.circumstances, there would be exceptions made in

particular circumstances?
Q401 Chairman: On the overpayments for 03-04 andDawn Primarolo: There already are.
04-05, the Ombudsman told you to write oV all the
overpayments, why are you not doing that?Q397 Kerry McCarthy: And that would apply to the
Dawn Primarolo: As I have repeatedly said tonew regime as well?
Parliament, Mr Fallon, some people accept they hadDawn Primarolo: Yes. I cannot see any reason why
overpayments and they paid it back or are paying itthat would not carry over. It would be unreasonable
back. I am trying to strike a balance in fairness to allnot to, would it not?
taxpayers in terms of this particular process. I amMs Walker: I would have thought so.
also concerned that if we made it a general, “Don’t
pay it back”, then you lose the handles to putQ398 Kerry McCarthy: With under-payment, when
pressure on to say, “Tell us when there is a change ofthe claimants report a fall in income during the year,
circumstances” and I would only get them one way.my understanding is that you will continue to adjust
So it is a balance of fairness to all taxpayers andthe tax credit payments for the rest of the year, but
respect to the public purse, and that is where theif they are owed a lump sum it will not be paid until
reasonableness test then says, “If it is oYcial error,the end of that year. Will there be any exceptions
it is unreasonable to collect and it is written oV.”to that?

Dawn Primarolo: We will have to look at that
because there is always the hardship rule which cuts Q402 Chairman: You have made provision to write

oV some £961 million, will those who asked for it toacross everything. Say the tax credit is going up—
because these might be people with fluctuating be written oV and have been refused now get an

opportunity to have their case reconsidered?income and it might go down later on in the year and
then there would be an overpayment—if they are Dawn Primarolo: No. No, they cannot ask for it to

be reconsidered, although people do put in appealsentitled to a lump sum for the period which had
already past, that would be paid at the end of the tax over and over again. There is no automatic right.
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Q403 Chairman: They cannot come back and ask Q409 Mr Newmark: £250 million is a big number, so
you must have done some sort of bottom-up analysisyou to reconsider it?

Dawn Primarolo: No. to come up with that figure. I appreciate the point
you are making, but there must be some sort of
bottom-up analysis which shows even in relativelyQ404 Chairman: What is the cost of the additional
big buckets where that £250 million comes from.payments that you announced this morning? What
Dawn Primarolo: Yes, it is modelled on assumptionsis the cost of that package you announced this
connected with shortening the renewal window andmorning, specifically the additional payments?
depressing overpayments, the shortening ofDawn Primarolo: Bringing them in earlier?
reporting times, the collection of provisional
estimated income to get us to figures for the run-on,

Q405 Chairman: You said two things today. You the interim payments, and the withholding of
have extended it from 13 February and you are accrued under-payments.
going to make it more generous from April. What is
the cost of that? Q410 Mr Newmark: You are talking now about
Dawn Primarolo: It is a very, very small cost, I do not assumptions, which I can understand, behind your
have the precise figure. I can tell you why it is a very, analysis.
very small cost, because we have calculated the Dawn Primarolo: We modelled this as a package.
figures which would come in in November and have
assumed across the whole base, so it is coming in a Q411 Mr Newmark: But is the detailed breakdownbit earlier. I forget the cost. It has been a long of that £250 million going to be available—or is itafternoon and I do not recollect that figure. available—because I have not seen it?

Dawn Primarolo: It cannot be available because
Q406 Chairman: You have no idea roughly what it what you are asking me is the amount in each
is? £10 million? £100 million? individual item, and each individual item does not
Dawn Primarolo: The cost is very, very small, operate by itself, it interacts with all of them. So we
negligible to us, and therefore that does make it a come out with a whole package.
very small figure. I do not want to mislead you. I
have been here two hours now and I am trying to Q412 Mr Newmark: I appreciate that, but there are
cover a huge amount. still pluses and minuses which add up to £250

million, so that analysis must be somewhere, I
assume. You did not grab it from thin air.Q407 Chairman: I appreciate that.
Dawn Primarolo: No, we used the assumptions to getDawn Primarolo: You will have to occasionally
a total package. I know the Committee have askedforgive me if my memory fails me and you have it
this before and if what you are saying is you are notin writing.10

satisfied with the answer, then clearly I need to goChairman: I appreciate that but you made this
back and look at what you have been told in writing.additional announcement today, so we thought you

might know what it cost. Anyway, Mr Newmark?
Q413 Mr Newmark: It would be helpful for us to
have some sort of granularity as to where that £250Q408 Mr Newmark: Minister, I know it has been a
figure comes from. Maybe you can help me with mylong day for you. When do you expect to be able to
next question. If individual’s incomes can go up byprovide the Committee with a detailed breakdown—
£25,000 and there is a benefit to them—there isthe emphasis on “detailed breakdown”—of the
probably a cost to the Exchequer somewhere—butcalculations involved in reaching this estimated £250
the Government still saves £250 million, who ismillion savings from measures announced in the
actually worse oV in this equation? Individuals arePre-Budget Report?
better oV, the Government is better oV, who isDawn Primarolo: The complete package? The
worse oV?figures are now in the public domain for the five
Dawn Primarolo: I hope that nobody is going to beyears of the package. I think you may have seen that
worse oV in the sense it will be a reduction in thein a Parliamentary Answer, so going beyond the Pre-
overpayments, which is good for GovernmentBudget Report. What it is not possible to do is
because the money has not gone out, good for theseparate out each element because of their
claimants because they are not then faced withinteraction. Obviously they save on overpayments,
having been overpaid and therefore having to pay itothers are giving rights to claimants in terms of the
back. So it is a balance in the pressure in the new£25,000, so the figures which are in the public
accounting system to have done it earlier in order todomain are of the likely eVect of the package—I am
relieve where we understand the overpaymentsnot going to repeat them, I will give you the PQ
occur. We are trying to stop overpayments.reference number, it was to Mr Philip Dunne, the

Member for Ludlow, it gives those figures, including
Q414 Mr Newmark: So there are no losers in thisthe two which would not appear in the PBS table.11 It
solution then?is the interaction, it is impossible to separate one
Dawn Primarolo: I did not say that. You were askingfrom the other.
me how it could be good for the Government as well,
and it is good for the Government if we reduce the10 Ev 171

11 HC Deb, 26 January 2006, Col 2247W. overpayments. It is good for the claimants as well.
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Q415 Mr Newmark: A third of all tax credit awards Q422 Mr Newmark: A percentage?
Dawn Primarolo: It should be driven down as low aswere overpaid, as we have heard, in 2003–04, and

you estimate that the Pre-Budget Report reforms we can get it, recognising the flexibilities in the
system, recognising with a reconciliation, wherewill reduce this by about a third. Can you explain the

basis of this estimate? there is an interim payment being paid on at the end
of the year while that reconciliation is going on,Dawn Primarolo: I am going to ask Tony to do this.

I am really flagging now. there can be diYculties. It is better that that is as low
as we can get it, and we have identified, as has thisMr Orhnial: The answer is pretty much along the

same lines as the answers that we have given on the Committee and others, the pressure-points which
should be applied in order to reduce that likelihood.question of the composition of the costs. It is

roughly what we expect to happen with the diVerent But the system flows from one year to the other and
it is about people’s changing circumstances.factors interacting in that package once we get to

steady-state.
Q423 Mr Newmark: I appreciate you cannot answer
the question.
Dawn Primarolo: Thank you.

Q416 Mr Newmark: So this is a sort of theoretical
figure you have come up with? Q424 Mr Newmark: This perhaps picks up a pointMr Orhnial: It is an estimate of the eVect of the Kerry raised. The evidence submitted by the Publicentire package. and Commercial Services Union argues that the

£25,000 disregard will lead to unfairness relative to
claimants’ needs on diVerent incomes. I still do not
think we have had a satisfactory answer to that.Q417 Mr Newmark: But there is no detailed analysis
Dawn Primarolo: I do not know what they mean.underlying this? Have you done some sort of
That was my response. They made this proposition,extrapolation to come up with a third?
they did not give any examples. I do not know whatMr Orhnial: That is roughly what we expect to get in
they are thinking about. I cannot think of anysteady-state on the basis that the diVerent elements
circumstances. Therefore I am unable to answer thewill act together to give us that overall, broadly, one-
question. If they give specifics, then I will respond.third reduction in overpayments, on the basis of
Presumably you might ask them to do that and thenwhat we have been observing over the last couple of
I can look at them.years. Remember, we only have robust information

on the 2003–04 finalisations, and we have only just
Q425 Mr Newmark: I guess I could make acompleted the 2004–05 finalisations.
suggestion, because every point that the PCS made
when we met them seemed constructive and they
made some valid criticisms and they are at the sharp

Q418 Mr Newmark: So there is a possibility that next end of what is going on. It is probably worth your
year we could be having a conversation where that while sitting down with them and having a
figure is not quite accurate? conversation because they came up with a lot of
Mr Orhnial: It is our very best estimate for steady- interesting points.
state. Remember, the package runs over several Dawn Primarolo: Absolutely, but I meet regularly
years before it is delivered. with them.

Q426 Mr Newmark: Then I am surprised that on the
questions you were asked earlier and the points

Q419 Mr Newmark: I appreciate that. I have Kerry made and I have made you are surprised.
another question for the Minister. What level of Dawn Primarolo: I would like to talk to them about
overpayments would you consider acceptable? I am their submission because I wondered why this had
sure you have heard this before. not arisen before, but that is a matter for discussions
Dawn Primarolo: Forgive me, I think that is the with them. I absolutely agree it is a huge resource,
wrong question. the PCS work very hard with the Department to try

and ensure the very best of service is given and, of
course, there has to be value placed on the views of
staV and their experience in informing development,Q420 Mr Newmark: I think it is the right question!
and the Department, as I understand it, does provideYou may not be able to answer it, but I think it is the
facilities for that to happen. I have not had theright question.
opportunity to speak to PCS in detail about whatDawn Primarolo: What I want to see is that the
they have said to your Committee since they gavesystem maintains its flexibility and that it responds
their evidence and, of course, I will and I will askpromptly and that overpayments are at a minimal.
them that question as well.

Q427 Mr Newmark: The disregard used to be
£2,500, so why £25,000? What piece of work wasQ421 Mr Newmark: A minimal means what? What

does that mean? Give me a number. used to back up this figure of £25,000? I am curious
as to the work which went on behind that?Dawn Primarolo: No, I am not going to pick a figure.
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Dawn Primarolo: We saw from the first year of pensions, for instance, so people are prepared to tax-
plan and to plan their income legitimately. £25,000 isoperation the question of the £10,000 earnings. Mr

Viggers was very cross with me at the beginning but quite a lot of money, what estimate has the Treasury
made of the reorganisation and restructuring whichthe point I was trying to make there is we want to

ensure where people have entered the labour market people legitimately will be able to carry out in order
to maximise the receipt of tax credits?and then improved their position—maybe there are

two adults in the family and one of them returns to Dawn Primarolo: The original tax credit legislation
made clear, and it sits alongside the tax legislation,work or one was working part-time and then is able

to move to a greater income—that the family are not what we count as earned income; it lays out very
clearly what the income must be. Obviously with thepenalised at that point for earning more when they

may have planned to continue to receive tax credits changes in capital limits and things like that, which
bring it in line with the tax system, it is as robust asat a particular level. So it is a response.
the tax system is.

Q428 Mr Newmark: It is an extraordinary increase
from £2,500 to £25,000. Are you not eVectively Q433 Chairman: In your opening statement you said
saying, “What the hell” rather than actually fixing the £25,000 was designed to assist the 200,000 people
the system? who move to new and better jobs. If that is the case,
Dawn Primarolo: If I was going to say, “What the why is it not possible to cost the £25,000 disregard,
hell”, I would not put any limits on it at all. to tell us roughly how much it is going to cost?

Dawn Primarolo: There would be no point in giving
just a cost of the £25,000 because it is the interactionQ429 Mr Newmark: Actually that is a good
of the whole package and its cost to the Exchequerquestion!
which the figures are based on, which Tony OrhnialDawn Primarolo: We are looking at the labour
has just gone through. We have had this discussionmarket.
before. Hence, the points about the number of
people who change their job in a year in our currentQ430 Mr Newmark: What analysis have you done to
labour market, and the number of men and womenshow how much extra would be lost up to, say,
who significantly improve their position in the£50,000?
labour market in that period. As Tony said, it is theDawn Primarolo: The analysis I want to ensure we
best estimate we can give on the assumptions and theare trying to address is the very point I made in my
information we have to deliver the policy objectivesopening statement. It is important to get people into
which I laid out clearly at the beginning.the labour market and the policy delivers that.

Unlike a fixed award, if people then improve their
Q434 Ms Keeble: I wanted to ask about your viewsposition they are penalised. What I want the tax
on two specific changes which have been suggestedcredit system to do is encourage them to improve
by diVerent witnesses. One is about removing thetheir position, if necessary significantly, because we
family element from the tax credit system andhave the total limits in terms of how much the gross
consolidating it with child benefit, which would haveearnings for the household would be when the tax
the eVect of providing that as a flat rate, universalcredits start to be taken away or disappear.
benefit to all families, including the top 10% whoMr Newmark: The point I am making is this £25,000
currently do not get any tax credits. What would theis a big number, where did it come from and why not
extra cost of that be and what would be the£50,000, because would many more people have
compensations in terms of reduction in admin?been caught if it was £50 [thousand]? It is an
Dawn Primarolo: To take the family element to childextraordinary diVerence between £2,500 and
benefit would be more expensive. I have not£25,000.
modelled that. It would be more expensive because
child benefit is universal so if you gave the same toQ431 Ms Keeble: £25,000 is average earnings.
100% it would clearly cost you more. It would thenDawn Primarolo: Absolutely. I do not particularly
have an interaction with the poverty targets, becausesee why you find that such a stunning figure in
what we are doing with the tax credit system is givinglooking at what may be encouraged in the labour
more to those who need it more, and it tapers up themarket. That is what we are doing. Hence we are
system as you know.making it clear at the beginning what is necessary to

maintain the flexible labour market and high
Q435 Ms Keeble: Would it reduce the—employment levels, which I am sure in the new
Dawn Primarolo: I have not modelled that as aconsensus which appears to be emerging between the
proposition, but it stands to reason that if you paytwo major political parties you would entirely
the same to 100% it will be more expensive.agree with.

Mr Newmark: On that point, I would agree.
Q436 Ms Keeble: How about the admin burden
because there is a bit of a quid pro quo there. WhatQ432 Peter Viggers: People are fully entitled within

the law to arrange their aVairs to minimise their tax would be the reduction in the admin burden?
Dawn Primarolo: On the straight family, mostand indeed to maximise receipts from Government

in every way; it is perfectly legitimate. Some people people who are just on the family element are on
what is called auto renewal, they just confirm to uswill even restructure their earnings so they can avoid

paying national insurance contributions on the details of their income and then that is on
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automatic reconciliation and clarification in the Dawn Primarolo: There does not seem to be a
structural problem with it. I am not saying Memberssystem. If we look at the tax credit system, what we

see is the cost per pound comes out at about 21
2 or 3p, of Parliament might not get issues about claw-back

and therefore the 10% with the childcare element.the same as WFTC and actually the same as family
Frankly, to tell us that you are claiming morecredit. The only diVerence is that family credit only
childcare than you were paying, and that is how angot to about 11

2 million and tax credits are going to
overpayment would have accrued on childcare—it isnearly 20 million of the population.
diYcult to think they did not know they were
claiming more than they were paying.

Q437 Ms Keeble: The other one was doing
something about the childcare element, because

Q441 Ms Keeble: No. I will come back on this. Youthose payments can be quite large and obviously if
have said that a third of the overpayments were duepeople are overpaid the childcare element then the
to the income element, which was what Brooksclaw-back is actually very substantial. It has been
[Newmark] was asking about, and that means two-suggested by One Parent Families, and by others I
thirds is down to something else. Where thethink, that there should be some sort of protection
overpayment was on the childcare element, it is notfor the childcare element against the claw-backs.
through people failing to notify, it is throughShould there be a protection because this would
children going to school, people notifying and it notsafeguard people against overpayments being
being picked up in the process quickly enough. Evenclawed back. Secondly, can the childcare element be
if it is just a few weeks, because the payments arepaid any other way?
high, the overpayments can be quite large. First ofDawn Primarolo: On the question of claw-back, all, can the overpayments on childcare bepeople who receive childcare costs are in the same quantified? Secondly, can some changes be made inregime as any of the other payments, so 10% and any way so that people do not have to repay wherethere are the issues of additional payments and the clearly it was not their fault or it was a diVerencehardship test applies. Whether it could be paid in completely beyond their control?any other way? Well, it could, but the question is Dawn Primarolo: It is an important issue and Iwhether it would be desirable. The point of tax would agree but I would have two responses to that.credits and paying it to the parent is to put the power Firstly, I am sure it is not possible, or we do not havein the hands of the parent to determine the type of the information, to separate out the childcarechildcare that they require as opposed to specific element. Secondly, the best way to ensure thatprovisions. It has been very successful in that there people do not have an overpayment is to make surewas a great deal said at the beginning that it would that information is provided so that claimants arenot work and the diYculties and should it not be aware of what they should be telling us on a timelypaid to the provider and not the parent, and actually basis and the Department acts promptly andmost of those forecasts of doom and gloom did not accurately on that information, so the overpaymentmaterialise. So I am still of the view that the way we does not occur in the first place. That is the drivingpay it, and it has been very successful, is the correct force for the reforms. I think this is very much whatway. The hardship test that is there is very fair and all the reports have focused on. That is thenit is fair to everybody. supported by the recoveries and the diVerent levels
of recoveries and the hardship test and the
additional payments where there are specificQ438 Ms Keeble: Do you have any figures on the
circumstances. I still believe, going back to theclaw-back of overpayment of the childcare element?
question a long time ago now which Mr FallonDawn Primarolo: No, I do not.
asked me, this is the right way to proceed on this
matter. I will keep an eye on the points you make but

Q439 Ms Keeble: Would there be any which could be it is not there at the moment in the quantities that
provided from the Department? demonstrate it is a structural problem or a policy
Dawn Primarolo: I doubt it. I will ask, but I doubt it. issue which needs to be addressed.
One of the problems is that people are very
interested in the system and ask for lots of statistics

Q442 Lorely Burt: Minister, I am sorry to give youwhich are not necessarily relevant to running the
this question right at the end of a very longsystem and not what the system is designed to
afternoon, I do appreciate it has been quite a toughprovide, otherwise we would have a huge
one, but I do want to return to the serious organisedbureaucracy on statistics. I will go back and check
fraud situation. I take the point you made earlier,but I seem to recollect I have been asked this
that you would anticipate people would try toquestion before and that breakdown is not available
defraud the system, but I wanted to confirm with youfor just the childcare element.
that you had no awareness of any level of serious
organised fraud before late November 2005?
Dawn Primarolo: No, I never said that. I think it isQ440 Ms Keeble: The reason for asking is it is

particularly important for women, particularly lone quite clear. What I suggest you do is read the record
when the shorthand writer produces the draftparents. I have certainly come across a number of

cases and although Frank Field said he had not, he evidence. I did not say that. I said I received regular
reports about attempts that may be made and howthen told me at his advice surgery after he gave

evidence to us that one came along. robust the system is and what we are doing. Of
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course I am, you would expect me to be doing that. actually happened. When should a person’s
permanent number start to be used again? WhatMr McFall asked me specifically and in detail, as
steps would you take to make sure the temporaryother members of the Committee have, about the
number is not used for fraudulent purposes?identity fraud that led to us closing the e-portal. I
Dawn Primarolo: If members want a really detailedreally do not want to repeat myself again, perhaps
answer on a very narrow policy, it would have beenyou could check the record.
helpful to know in advance. I will tell you what I
think I know and then I will provide theQ443 Lorely Burt: All right. In the first eight months
information. The tax credit system works on theof 2005–06 there were 39,000 suspected cases of
national insurance number, the national insurancefraud, which by any calculation is an explosion
number which the person has. Are there exceptionalbecause it is three times more in eight months than
circumstances in which, in order to get a paymentin the previous year put together. We do not know
through, temporary national insurance numbers arehow many millions of pounds this is eventually
used? I am not sure, I will come back to you.12 Itgoing to cost the taxpayer, but it is very clear that
would have to be pretty exceptional, because it issomething very serious has happened here. Will you
part of the system and the system of cross-checks. Itcommission an independent review?
is the sort of management of the system which theDawn Primarolo: I do not need to commission an
Minister has lots of things to consider. There areindependent review. Answering Mr Viggers earlier,
hundreds of thousands in the Department, forand I apologise for repeating myself, I said it is
goodness sake; there are 8,200 in tax credits alone. Irequired, and it is in the NAO Report, that the
will look at it. I want to say quite clearly that it wouldDepartment conducts detailed working in order to
not be a general practice which would somehowgive an indication with regard to error and fraud. Of
open up opportunities here. If it exists, it will exist oncourse it is serious. That will be available and
the basis, in my view, of exceptional circumstances,Parliament will be able to see it and the Department
but I will come back to the Committee. If Frankwill be accountable for that. There are then specific Field is aware of it and he is very knowledgeable,issues around the events which led to the closure of then I will find out what the exceptionalthe e-portal on 2 December, I think it was. I have circumstances are.provided that, and the Department has, in writing to Lorely Burt: That would be very helpful.the PAC Committee. That is the best we can do at

this stage, whilst all of this is still subject to thorough Q446 Chairman: Minister, on the future of your
investigation and making sure we know what has system I was quite struck by the way both you and
gone on and what we will say to Parliament. I am not the Chancellor said in December that you would
concealing anything from Parliament here, I want to continue to listen to the case for fixed awards. Other
make sure we have accurate, timely information, countries operate a fixed awards system. Do you
and when I have it I will make sure Parliament has it. now regret not incorporating some element of fixed

awards into this at the very start?
Q444 Lorely Burt: When we saw the PCS they said Dawn Primarolo: No, I do not regret it. I think the
they had seen a report which suggested there was policy is the correct policy for the objectives. I do not
going to be a reduction of around 150 jobs in the know how far afield you might want to travel in
area of tax credit compliance. I wonder if you could order to get to those countries which operate fixed
confirm that. awards, but you could ask what their objectives are
Dawn Primarolo: No. I have answered that question and how well it has worked and whether it is
already. I am not aware of that. I am not aware of delivering objectives which are on a parallel with

ours. I think this is an important and necessarywhat they have seen. There will not be a reduction of
fundamental reform to the structure of the welfare150 or any reduction actually. We are currently
state, and I think the payment of in eVective negativeconsidering across the whole of the Department,
tax to some people is the right way to proceed,including tax credits, what the appropriate level of
particularly to tackle the long list of policy objectivescompliance activity should be. That is the second
which I gave at the beginning of this hearing today.time I have said that this afternoon.

Q447 Chairman: We will leave it there. Thank youQ445 Lorely Burt: That is very good news. When we
very much.saw Frank Field last week, he was talking about the
Dawn Primarolo: Thank you for your time.number of temporary national insurance numbers

which were issued. I wondered if you could provide
12 Ev 171any information as to how many times that has
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Members present:

Mr Michael Fallon, in the Chair

Jim Cousins Kerry McCarthy
Mr David Gauke Mr Mark Todd
Mr John McFall Mr Brooks Newmark

Witnesses: Sir David Varney, Executive Chairman, Mr Paul Gray, Deputy Chairman, Mr Stuart Hartlib,
Director, National Compliance, Mr Steve Lamey, Chief Information OYcer, and Mr Richard Summersgill,
Director, Child Benefit and Tax Credit Operations, HM Revenue and Customs, gave evidence.

Q448 Chairman: Sir David, could I welcome you particular customer groups have particular needs
and the extent to which we can address those in aback to the Sub-Committee. Could you introduce

your team, please? way which eases the operation of the system.
Sir David Varney: Thank you, Chairman. Starting
on the far right is Steve Lamey, who is Director-

Q451 Chairman: One of the problems we have hadGeneral for Information Management Services,
in our inquiry is the diYculty in getting more precisebasically our IT infrastructure, also responsible for
information, for example there seems to be noKnowledge Analysis and Intelligence and Pay As
definitive breakdown of the causes of overpayments.You Earn, National Insurance and self-assessment.
Is this because your senior management does notNext to me on my immediate right is Richard
have the information, or is there a diYculty inSummersgill, who is Director of Child Benefit and
making this information more publicly available?Tax Credit Operations, whom I believe some of you
Sir David Varney: In general, I think we would likemet when you went up to Preston. Then on my left
to increase, and are trying to increase the amount ofis Paul Gray, Deputy Chairman, who is responsible
information which is in the public domain. We arefor individuals’ benefits and credits and has had,
trying to do that. I think on the issue about what areover the last six months, direct responsibility for new
the causes, we have to operate on the basis of sample.tax credits. Finally, Stuart Hartlib, who is Director
This is such a big system that you cannot do work byfor National Compliance.
virtue of looking through every single case. We have
actually got to take a sample and work through that
sample and make sure we understand it. Often inQ449 Chairman: Thank you very much. These new

tax credits have now been in existence for three cases of overpayment it is not a single cause which
you can identify uniquely, so it is an inherentlyyears. Do you think the system has been in operation

for suYcient time for the Government to be able to complex problem.
sensibly assess how it can be simplified? Mr Gray: Just to expand the point about the factors
Sir David Varney: Obviously the Government has being rather interdependent, we have identified and
made some course corrections in the announcements the Paymaster General has explained in previous
it made in the Pre-Budget, but of course with the evidence and in statements to the House that there
annularity of new tax credits we are only now getting are several factors which taken together account for
into the area of the first full year of operation. So I a substantial proportion of the overpayments,
think we have made some amendments. We have including income rises from one year to the next, the
been working hard, literally, since a number of us fact that we operate on provisional payments for a
joined Revenue and Customs back in 2004 to significant part of the following year, and the fact
improve what we inherited and to deliver a better that sometimes when income falls during the course
service for our customers. of the year the extent of that fall is over-estimated by

claimants. All of those three factors, as Sir David
was saying, will not always operate in isolation and

Q450 Chairman: I think it was you originally who you will quite often have two or more of them
said the system might take two or three years to bed operating in combination. Our best estimate, as I
down, and we have now had three years. How much think has been made clear in earlier evidence, is that
longer do we need to be able to pronounce as to if you take those three factors together they
whether this thing can be simplified and improved? probably account for about two-thirds of total
Sir David Varney: I think there have been some overpayments. But it is very diYcult, with the best
measures which were taken in the Pre-Budget will in the world, to actually precisely identify the
Report, as I have said, but do not forget that we have component that each of them makes because they
still only had one full year of operation because of are not always in unique operation.
the annularity and the catch-up. So I think we need a
bit more time, although we have made some changes
and operationally we continue to look at what we Q452 Chairman: My colleagues may return to that.

The Comptroller and Auditor General’s report onhave learned about new tax credits to see how we can
deliver a better service. I think, as the Paymaster your standard accounts for 2003–04 said that an IT

system release, which provided managementGeneral said to you, we are looking at whether
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information, had only been “part-delivered”. Has it eYciency drive in areas where we have got special
ever been fully delivered? That was back in needs or special requirements in order to provide a
January 2004. better service.
Sir David Varney: I will pass over to Steve to give Mr Summersgill: So far the Tax Credits OYce has
more details, but can I just explain what we do on grown each year and certainly the management
release, just as a background? We inherited a system team’s focus at the moment is on improving
which when it had been upgraded had unintended customer service and productivity. We certainly
consequences which had not been predicted. So we want to make the oYce as eYcient as possible and we
have worked quite carefully to both stabilise the have got a lot of activity going on to make it more
system and to produce new functionality. We now eYcient, involving all of our front-line staV,
have to plan somewhere between eighteen months improving complaints, for example, on which we
and two years in advance what we need to do with have had favourable reports back from the
the system. So there is a lot of work which as gone in, Adjudicator and from the Ombudsman. Over time I
and Steve and his colleagues have delivered a system would hope that as we become more eYcient we will
which is much more stable but still quite complex to be able to reduce our size and contribute to the
deal with and we have just, I think, put in a release broader eYciency targets, and I think that will be a
which has given us better quality management good sign of our success.
information.
Mr Lamey: I think there has been a progressive

Q454 Mr Gauke: So in two years’ time what wouldimprovement really. I think when we started I do not
you envisage? Would staV numbers be substantiallythink management information was necessarily
down on what they are at the moment?always available as we would have liked it, but I
Mr Summersgill: I think it will be a little longer thanthink from releases 4, 5 and 6 onwards we have
that. I think for the next two years our real focus isimproved the level of management information and
on improving productivity and customer service.the release which went live not last weekend but the
There will be some IT changes which as they roll outweekend before Easter has actually added to the
will oVer opportunities for us to reduce slightly or toamount of management information we are now
re-focus those resources on other areas of the oYceable to review and analyse. But I should add, as
as well.David mentioned earlier, the system does not

actually enable that information to come out as you
would hopefully ever expect, so we do have to still do Q455 Mr Gauke: Would it be fair to say that within
an awful lot of manipulation of the data when it the next couple of years you do not think you could
comes out to actually get it into a useable format, have reductions in staV numbers in this area without
and that work is ongoing as we speak. actually damaging the service you provide?
Sir David Varney: The other thing is, if you compare Mr Summersgill: I think that very much depends on
the complexity of this system with, say, our Pay As what comes out of our eYciency activities. We have
You Earn or NIC system, it is about three times got a very large programme of work going on which
more complex. is called Pacesetter. Part of that is about engaging

front-line staV in improving the way we operate.
Some of the earlier work has produced very positiveQ453 Mr Gauke: HMRC is obviously reducing its
results, in some areas increasing productivity bystaV numbers as part of a Government eYciency
60%. I think, for a number of reasons, I will not getdrive. I think the aim was 4,000 reductions full-time
that sort of result in every area where we hold theseequivalent by 2005–06. What has happened with
sorts of events. So I do not want to be pessimisticregard to those staV administering tax credits? Have
about what the future holds. I do not think the TCOthere been any staV reductions in that area, and if
needs to keep growing, certainly, and I think we havenot what are the plans for staV reductions there?
a real opportunity significantly to increase customerSir David Varney: I will pass over to Richard, but in
service and productivity over the next couple ofbroad terms we have got a target for a department
years.which I think when I arrived was over 100,000 and
Sir David Varney: Could I just add to that, becausewe are now down to about 92,500. That 100,000 was
I think it would be helpful for the context also? Wealso quite a lot of part-time, so the full-time
talked to the PAC about what was error and whatequivalent is about 98,000. We took a decision very
was fraud in the system. We have done some veryearly on that new tax credits needed to be brought
early results which we said understated our problem,into a state of delivering what ministers, clients and
but the characteristic of the performance of theclaimants expected of it, that we had major problems
system was error, which was much, much moreand we had let down the people we serve and we
important than fraud in terms of total value. Errorneeded to improve it. We therefore concentrated on
tends to create re-work, which tends to create moregetting the resources that we have got to work on the
havoc, so the more accuracy we can get into theproblems we faced. We are now at a stage where we
system—and that is why we have revised the formsthink that is bedded down. We have got some more
and why we are revising the disputes procedure, allwork to do over the balance of 2006–07 and then we
those sorts of things—the better we are at that thewould look for TCO to be part of the productivity
less we will need to put resources into fixingdrive with managing the whole of HMRC, but from

time to time we will deploy our resources within that problems which we have helped create.
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Q456 Mr Gauke: I was going to make the point Sir David Varney: Yes, I am more than happy to
do that.1actually, and I am glad you have come on to that,

that the PCS argues that actually you need more
staV to tackle fraud and therefore it would be Q459 Mr McFall: Frank Field also followed up his
diYcult for you to reduce staV. The other point evidence session with a letter to us when he asked the
which could be made about staYng numbers is that question, “Are there any major reforms to the
you have paid out something like £9 million in the structure of the scheme that can be advocated over
last four years in overtime. Is that not an argument and above the package the Paymaster General
that you still need more staV dealing with tax credits announced towards the end of last year”? He states
rather than less at the moment? that the only alternative is to go to a fixed awards
Sir David Varney: PCS, whenever I meet them, are scheme, but he suggests that Members of Parliament
always in favour of more staV! The particular reason would have as many problems, if not more
varies by location and timing. Overtime runs at problems, with that situation. Have you considered
about 2.75%. I do not think that is too high, and that and have you ruled something like that out?
often what we want (which staV are willing to do and Sir David Varney: I think at the announcement, the
help us) is that at times, particularly with computer PBR, the Government said that they would continue
changes and upgrading, we want to minimise the to listen to alternative ideas. I think our view on this
amount of time the system is down and we need their is that this is very much a matter for the Treasury
experience and expertise. We have also got some and it is a policy issue. We concentrate on operating
staV who are on fixed term assignment and clearly the system we have got to the best of our ability.
the progress we make will enable us to decide how
many of those we want going forward.

Q460 Mr McFall: I understand that, but would you
see merit in a fixed award scheme, or do you think

Q457 Mr McFall: Sir David, can I take you back to there is merit just in trying to tinker with the present
the evidence session we had on 25 January, the scheme rather than a full-scale change? That is really
exchange between George Mudie and Frank Field what it is.
when he was here. George mentioned the wage-type Sir David Varney: Well, “tinker”—we have done
slip being produced for tax credits and this centres quite a lot on this system. This system aims to be
on form TC647, and I think it was agreed it was a
very complicated form. As a short-term measure, –Q461 Mr McFall: Modified?could something be done with that form because the Sir David Varney: Modified, thank you. I am sorry,
issue of the wage slip is that nothing automatically that just slipped out. I think there has been quite a
triggers it? You have to know about it, or your welcome from a lot of the pressure groups about a
Member of Parliament knows about it, and it seems more responsive system. They welcome that. The
as a practical measure something could be done in issue, political issue essentially, of the fixed system is
that area. how quickly does it respond to changes in
Sir David Varney: I will hand over to Paul, but we circumstances? That is why I think Frank was
have just changed the statement of the prospective advancing the proposition that your mailbox would
awards which has just gone out. Those are much get rather more hostile and you would get people
clearer. I think, if I am right, you are talking about who were disaVected.
playback, and that will depend on computer
functionality.

Q462 Mr McFall: On fraud and organised crime, theMr Lamey: We are planning to roll out playback in
department’s work to identify the level of claimantNovember this year.
error and fraud in the 2003-04 awards is due to beMr Gray: In terms of when that will improve the
completed now, and I think you suggested Springposition for customers, as Steve says, the IT
2006. What are the final levels of losses for 2003-04functionality for that will be rolled out this
due to claimant error and fraud?November. That will mean that this time next year,
Sir David Varney: We have not finished the work yet.when we are starting the 2007 renewals exercise (we
Can I explain what we are doing? We have taken outhave just started the 2006 renewals exercise last
a sample which we have gone through in quite someweek), this new playback form will be fully
detail and we have to satisfy the NAO because thisoperational then for everybody in next year’s
will go into our accounts. What I said at the time werenewal exercise and that should very substantially
published the initial findings was that I expectedhelp with the problem you have identified.
those to increase because they were the easiest cases.Sir David Varney: I think also we have done
So when we do the more complicated cases thesomething which the Paymaster General talked
characteristic is that error is much more importantabout, which is pro-actively contacting people
in financial terms in fraud. We have got to tacklewhose circumstances might change, and that is
both. I am not saying we should be complacent, buttending to lead towards the conclusion that writing
error is a much more important feature. I think whento them is more eVective than telephoning or any we come to publicising it in the Spring we will be ableother means. to give an account of a set of numbers which have
been agreed and tested by the NAO.

Q458 Mr McFall: Could you keep the Committee
informed on that? That would be helpful. 1 Ev 191
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Q463 Mr McFall: In your initial findings you a group of Robin Hood characters and an evil
SheriV of Nottingham tax collector. This isoverpaid 3.4% of the value, which is around £460

million, but it will probably be significantly more organised criminality of the vilest kind and we want
to put it forward so that people understand that thisthan that?

Sir David Varney: Yes. is an attack on a system which we have tried to
defend, and this is very clever. It is not
straightforward at all.Q464 Mr McFall: What progress have you made in

investigating the frauds perpetrated using the
identities of the 18,000 DWP and National Rail Q468 Mr McFall: I do not think Elliott Ness could
employees? have put it better, if you remember Elliott Ness?
Sir David Varney: I will pass that on to Stuart. It is Sir David Varney: I am maybe a bit old!
still an ongoing criminal investigation and we are
still trying to in a sense distil away the fog of war as

Q469 Mr McFall: On the e-portal, do you intend towe follow up these investigations by putting what are
re-open the tax credits e-portal?called production orders on banks asking them to
Sir David Varney: Yes, but there are some realreveal details of bank accounts. We are getting quite
practical diYculties. What we were thinking abouta lot of information back about the extent and scale
the balance between security and taking the e-portalof it. This was pretty unprecedented.
down was that we knew that if we took it down we
would have to take it down for a long time; it wouldQ465 Mr McFall: It is not just limited, though, to not come back easily. There is some limitedDWP and Network Rail, is it? There are other functionality which we can put back which is verycompanies, I have been told, which are involved. safe, but it will take quite some time before we bringMr Hartlib: There are also individuals not this back.associated with companies and, as Sir David said,

this is a complex and ongoing criminal investigation.
Q470 Mr McFall: There is still a vulnerability toTo give the Committee a flavour of the sort of scale
organised crime if you open the e-portal completely?we are talking about here, the production orders
Sir David Varney: Until we really understand thewhich have been served so far have been on 19 banks
scale of this attack. As Stuart Hartlib has said, whatand building societies, around 2,200 bank accounts,
was new in this was not that we were funnellingwhich have spawned, we believe, around 6,000
money into single accounts or it met the existing riskfurther sub-accounts within the financial
criteria, but this was quite complicated, the openinginstitutions. The sub-accounts range from one link
of a number of accounts, and I am personallyto a main account to up to 105, and again to give you
convinced that when we understand all this we,an idea of the scale, from one financial institution
together with the financial community, will have toalone our investigators came away with 30 boxes of
think long and hard about what the implications arematerial which had to be analysed and the links
for security going forward.made. We are also about to apply to the courts for

further production orders covering 6,000 more bank
accounts and we expect there to be the same web of Q471 Mr McFall: Okay. Lastly, the Paymaster
sub-accounts coming from this. So that is going to General told us that “there will not be reductions in
need a long time for our analysts to get to the bottom the compliance within the Tax Credits OYce, in fact
of. I can tell the Committee that there have been two quite the reverse,” but later in the same session she
arrests in connection with these frauds and the said, “We are currently considering across the whole
individuals have been charged with money- of the Department, including tax credits, what the
laundering oVences linked to this and currently they appropriate level of compliance activity should be.”
are remanded in custody, and for obvious reasons I Where does the reality lie?
cannot go any further on that. So this is a Sir David Varney: I think the Paymaster General did
complicated criminal investigation which is going to capture all elements of the argument, and I think this
take some time to get to the bottom of. is where Sir Humphrey comes to the fore! Let me

explain what we are trying to do, and maybe Stuart
Q466 Mr McFall: What estimates have you made of can add to it. We are looking at how do we take a
the losses to the Exchequer as a result of organised risk-based approach to compliance and therefore
crime perpetrated in the tax credit system? how do we deploy our compliance resources to the
Mr Hartlib: The work is still ongoing on carrying best eVect? We have brought in and beefed up more
out this analysis, so I am not able to say this knowledge analysis and intelligence capability
afternoon. because when you do compliance work it has two

eVects: it has the general eVect that if people know
you are going to enforce the law they are moreQ467 Mr McFall: When will you be able to say?

Mr Hartlib: We hope to be able to say something, careful about taking risks with it, and secondly it is
the direct eVect of what is its yield in terms of thewhether it is a definitive figure about organised

crime, alongside the time we publish the random inquiry. We have had numerous examinations with
the NAO and the Public Accounts Committee aboutenquiry report for 2003–04.

Sir David Varney: I think it is very important that we the yield of some of our compliance activities, so we
are looking to modernise overall the eYciency of ourdo that, because I think it is important that the

public understands that this is not a struggle between compliance work. In this particular case, Stuart?
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Mr Hartlib: Yes, in common with all of our to come up with that figure, number one, there must
compliance areas we are looking at ways to become be a baseline figure, which I am assuming you have
more eVective in the way we do our compliance somewhere?
interventions and certainly claimant compliance is Mr Gray: Yes.
going down that road and introducing changes to
get more ‘bangs for our bucks’, as it were, but
currently, as the Paymaster General said, there are Q476 Mr Newmark: Number two, there must be
no plans to reduce the number of compliance staV some assumptions behind those forecasts, and I am
allocated to this work. trying to get a bit of an understanding, drilling down

a bit, as to what those assumptions are and what that
baseline figure is.Q472 Mr Newmark: I want to turn to the cost of the
Mr Gray: What those baselines are trying to do is topackage of reforms. I am not sure if that is addressed
estimate the gross level of expenditure on tax creditsto you, Sir David, or Richard. My first question is,
over the period reflecting the various policythe Government’s response to our report on the 2005
parameters in place. Your further question went onPre-Budget Report estimates the impact of the
to talk about what assumptions are made aboutpackage of reforms of tax credits between 2006–07
losses and write-oVs, and there I think the correctthrough to 2010–11 as being minus £100 million,
answer, subject to checking, is no assumptionplus £200 million, plus £50 million, minus £50
because when it comes to losses and write-oVs we aremillion, minus £150 million, giving a net cost of £50
not in that gross expenditure figure seeking tomillion for the package over that period. Do these
include an assessment of that.2figures represent expenditure and savings against a

baseline forecast, and if so—I am assuming they
do—what is the total level of overpayments that was

Q477 Mr Newmark: No, but you have come up withassumed in the baseline forecast, and what
assumptions were made about the proportion of some pretty specific figures here. There is the figure
overpayments that would be recovered? of a cost of £100 million followed by a gain of, I
Mr Gray: Trying to take the points in your question think, £200 million, another gain of £50 million and
in turn, yes, these were estimates against an earlier a loss of £50 million, followed by another loss of
baseline. That earlier baseline was the best estimate £150 million, with a net figure at the end of £50
that was available of the implications of the set of million by 2011. These are big numbers and I am
policy parameters which were in place before that trying to understand what lies behind all that.
announcement. So that run of figures represents the Mr Gray: In the Pre-Budget Report there are about
net eVect over those five years of the interactions of five or six detailed policy adjustments which were
the various elements in the Pre-Budget Report announced by the Chancellor and the Paymaster
forecast. That, I think, was your first question. Have General. There is the increase in the disregard,
I covered that one okay? automatic limits being imposed in future in-year

adjustments and a number of other changes we can
go through if you want. What that run of figures wasQ473 Mr Newmark: Yes, sort of. You are just
trying to do was estimate what is the net eVect onexplaining the logic behind the maths, but the maths
total expenditure when you take all those togetheris fairly self-explanatory. I am trying to get a better
and allow for their interactions.understanding of what the baseline figure is

underlying your forecast. Was there a baseline? How
did you come to it? Is there a real figure or were there

Q478 Mr Newmark: Are you talking annually ora lot of assumptions behind that?
cumulatively now when you are netting this oV?Mr Gray: Our analysts and the analysts in the
Mr Gray: Both, because what we are trying to assessTreasury together seek in this area of expenditure, as
in each year going forward is what will the net eVectin our areas of revenue collection, to make the best
of those changes be, because some of them had theestimates of what they think the flow of expenditure
eVect of increasing expenditure, some of them hadis going to be on the basis of the policy in place, and
the eVect of reducing expenditure. The dates ofthat requires making all sorts of assumptions about
implementation of the five or six measures are all atrates of take-up and so on and so forth.
rather diVerent points over the next 18 to 24 months,
so that net calculation was trying to bring all that

Q474 Mr Newmark: I just need a better handle on together and produce the net run of figures for the
what some of those assumptions were. I am just overall eVect, taking also account of the fact that it
trying to understand what the assumptions were is a little bit like the Chairman’s opening question in
behind your forecast, that is all. relation to the cause of overpayments. None of those
Mr Gray: Assumptions on what sort of factors will operate uniquely in isolation. There are
parameters, sorry? quite a lot of inter-dependencies and we are trying to

assess what is the net impact.
Q475 Mr Newmark: Clearly there is a figure. There
is an assumption as to the fact that there are some 2 Footnote by witness: We assume a recovery profile in line
losses and there are some gains along the road, with the provision for bad and doubtful debts included in

HMRC’s Trust Statement.leaving a net figure at the end of that, and in order
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Q479 Mr Newmark: Okay. My next question is, choices, I am not saying that, but the IT we would be
seeking to protect, or we would be saying we need towhat estimate have you made about the number of

families claiming tax credit who will have increases change something that is in there and put this in.
in income between £2,500 and £25,000 in each year?
Mr Gray: I cannot give you that figure oV the top of Q482 Mr Newmark: Yes, we all know the IT hasmy head. If we could let you have a note on that

been incredibly problematic, but yes, correct. Inlater?
summary, you will get me the number of families
who are claiming tax credit who are getting these
increases?Q480 Mr Newmark: Okay. It would be helpful
Mr Gray: We will let you have a note on that.3actually. Is not increasing the disregard of income to

£25,000 an expensive way of reducing overpayments
and would not improving the robustness of the IT Q483 Mr Newmark: You will try and get me somesystems and ensuring that families notify changes in sort of baseline figure behind your assumptions,earnings be suYcient to reduce the problem of your starting point for this analysis?overpayments? The reason why I ask that is because Mr Gray: Yes, we will let you have a note trying toit seems we are using a rather blunt instrument to cover all that.4deal with a problem rather than rectifying the
problem, which is a computer problem, which we
will get on to a bit later, I suspect. We are just saying, Q484 Mr Newmark: I guess my next question is, are
“In order to overcome this, let’s just simply come up you satisfied the data on which the costings are based
with a figure ten times what we had before, £25,000, was both comprehensive and up to date?
and that will resolve things.” Is that a reasonable Mr Gray: I do not think one is ever satisfied when
way to go about it? Is that really in taxpayers’ you are trying to project over a period of four or five
interests to simply increase the disregard tenfold? years on the basis of uncertain economic variables
Mr Gray: The issue which is being addressed here is that it is as certain and comprehensive as you might
the extent to which during the course of a given year ideally want it to be. It was certainly as up to date as
within the annuality principle incomes might rise we could make it.
during that period. If we were to have perfect and
instantaneous information about all of those

Q485 Mr Newmark: Okay. Let me clue you in wherechanges, then that would get to the root of the
I am coming from here. A letter dated 13 Marchproblem. It is almost impossible to conceive of
from HMRC to the IFS states that the costings forgetting to that position. We are seeking to improve
this package were based on “incomplete andour ability more rapidly to capture information
uncertain information” the use of which required “aabout changes in circumstances during the year to
substantial degree of judgement,” a “significantencourage customers and make it easy for customers
amount of additional modelling,” and “a range ofto give us that information, but we are never going
assumptions of a policy-related nature”. Given theseto be able to capture that perfectly. Now, how you
limitations, are the costings suYciently reliable torespond to that diYculty I think is essentially a
be useful?policy question, it is not really a fundamental point
Mr Gray: They are as reliable as we can make them.about the IT systems.

Q486 Mr Newmark: What a political answer! Okay,Mr Newmark: Okay, I think you have been saved by
I will not push you on that one. I am curious as tothe bell and we will continue after our division.
what analysis or modelling you have undertaken on
the likely redistributive impact of the new measures
in tax credits, and maybe I will throw in myChairman: We will suspend now until ten past three.
supplementary here because I think that will help to
give the direction I am going in. Would you accept

The Committee suspended from 3.00 pm to 3.10 pm that the increase in the disregard to £25,000 is likely
for a division in the House to be worth considerably more to the better paid

than those on lower incomes?
Mr Gray: Not necessarily, and I think the honestQ481 Chairman: Do you want to add to that answer
answer is because of all the uncertainties around thebefore another question comes towards you?
data it is very hard to give firm estimates here, butMr Gray: I think I will wait for the next question,
the sort of change of circumstance which can giveChairman.
rise to significant income changes, bearing in mindSir David Varney: Could I just add one thing,
we are talking here about family income, householdbecause you posited a choice which ministers might
income, we are not just talking about individualhave, the disregard increase as against doing
income, a big change can be generated when asomething more with the computer system. We
second member of a household goes into work orthink the computer system has got booked in a
goes back into work. So this is not just focused onwhole series of changes which derive from the 25
individual income, the whole basis of assessment isMay announcement. I do not think we would be

saying to you, if you were in the fortunate position
of being our minister, that actually more changes to 3 Ev 191

4 Ev 191the IT would be recommended. There may be other
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household income. So to draw automatically a message which needs to get through to these
individuals that they may well not be getting as muchconclusion of the sort you were tempted to I think is

potentially misleading. money the following year and to please be careful? I
appreciate that is not your job, but there needs to be
some sort of communication device.Q487 Mr Newmark: I do not think so, because again
Mr Gray: I certainly accept, as I have just said, thatif you do the maths there is sort of a time lag because
in seeking to explain the system we do make it clearyou are getting this huge extra amount of money, yet
to people that there is to be this significant increaseat the same time you are still getting your tax credits,
in the in-year disregard, but it is only an in-yearso that those who are eVectively better oV, at least in
disregard and as one moves into the new year thenyear one are going to be a lot better oV than those on
that disregard ceases to apply.lower incomes because of the delay in the adjustment

to the back end to those tax credits. So there is going
Q491 Mr Newmark: I see Sir David nodding. Wouldto be some discrepancy, is there not?
you not agree that it is important that we do informMr Gray: There is going to be discrepancy, but
these individuals that they may be getting morewhether it matches directly to better oV and less well
money today but tomorrow they may not be gettingoV families I think is far from clear-cut. A person
as much money and therefore to be careful orcoming back into work as part of a family, let us say
financially prudent?halfway through the year, into a job on average
Sir David Varney: Yes. I think we are trying to takeincome, which would be something over £20,000 a
steps to explain the way the system operates. Weyear, in a six month period that would account for a
have just redesigned the renewals process whichvery large proportion of a disregard going up to
makes that clear, but these are clearly challenges of£25,000, and that could equally well apply, as I say,
making sure we get a better understanding of thein a relatively poor household where a second
way the system operates. As we get more error outmember is going into work and coming back into
of the system and reduce the level of overpayments,work than a better oV family with one larger earner.
we hope to get a better understanding of the way the
system works.Q488 Mr Newmark: I understand what you are

saying. I think, at least from hearing evidence from
Mr Newmark: Thank you very much.the Citizen’s Advice Bureau, that is a concern they

have raised, but I will go on to my next question.
What assessment have you made of the risk that Q492 Mr Todd: Let me turn to the information
households which experience an increase in income systems. Last May the Paymaster General gave an
below £25,000 will establish spending patterns in the undertaking that HMRC would improve the speed
first year which correlate with their higher income, with which it identifies IT system problems and
including tax credits, and subsequently face processing errors so that it could be resolved more
diYculty the next year when these tax credits are quickly. The impression you have given in your
removed? answers so far is actually that you are going to
Mr Gray: I do not think we have any significant promise less and achieve what you have promised
evidence on that. It is obviously the sort of issue and have a clear plan of action rather than
where I am sure ministers and the Treasury would necessarily responding rapidly to each problem
want to seek to review any evidence in reviewing which is identified. Have I got right the perhaps
policy going forward. slight diVerence in tone between you and your

minister?
Sir David Varney: I do not think there is anyQ489 Mr Newmark: Have you thought through the
diVerence in tone; there may be a diVerence infact that given who these individuals are and the way
interpretation. What I think we are saying is, yes, wethey spend money there is some mechanism you are
do want to deliver what we promised. We want to dogoing to have where you are going to give them
that with a system which is controllable. Myadvice to say, “Look, you are receiving a lump sum
experience over the period since I have arrived is thatnow,” or, “much more income this year, but please
we have got a system which is more stable and webe aware that the following year you may well have
have taken on more complicated releases at eacha substantial drop in your income and please be
stage and become more confident that we can dealcareful as to what are eVectively promises in terms of
with them, but it is a complex and complicatedyour budgeting for the following year and how you
system and that is why we had the fall-out with EDSmanage your financial aVairs”?
and the un-cosy relationship.Mr Gray: We are certainly seeking in all our

communications with customers to be increasingly
clear with them about the way the system operates Q493 Mr Todd: We will come to that in a moment,
and the implications. Whether we should be getting if you let us!
formally into the position of oVering what is kind of Sir David Varney: I thought you might! You are
close to financial advice, I think is a rather broader Parliament, sir.
and more diYcult question.

Q494 Mr Todd: We will see how far that power
extends. I think I was actually highlighting aQ490 Mr Newmark: But would you not agree that it

would be sensible to give some sort of financial distinction between, to be honest, an established
approach to dealing with fixes and releases in the IThealth warning, that somehow there should be a
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industry and perhaps a politician’s interpretation of Mr Lamey: The core element of the system, you are
absolutely right, was designed as a transaction layer,what might be the best thing to do. You have set out

a programme of releases—well, you have given us not as a citizen layer, and that is the sort of world we
have inherited. What we have been doing is trying tountil next April. I would imagine there is more

beyond that? make the best of that world in terms of the releases
we have done. They have all been progressively moreSir David Varney: Yes.
complex, but successful.
Sir David Varney: Can we also try to complementQ495 Mr Todd: Which I would say is the disciplined
that with putting more focus on the really complexenvironment which I would expect to see in place, in
cases. Whilst we are limited in the generality ofwhich you are saying what you are expecting to do,
providing a plain vanilla service for everybody, whatresponding particularly to the PBR announcements,
we are trying to do is see whether we can use moreand so on, and among the items which are not
skilled staV in those areas where people are mostincluded in that (or at least not explicitly included)
vulnerable and have the most diYcult lifestyleis, for example, a popular change which has been
change which we have to follow. Richard, do youraised with us repeatedly, which is making sure that
want to say something about working patterns?helpline operators have the full case history of an
Mr Summersgill: Yes. Steve will know better than I,individual in front of them on the screen when they
but I am not sure if it is the computer alone whichtalk to them. Am I right in thinking that is not within
has led to the very functionalised way in which theyour release programme which you have given to us
Tax Credit OYce works. That is certainly the generaland possibly for reasons which you can explain in
perception of staV, but I do not think it is entirelysystem terms, which is that it is rather more
right. What we are actually beginning to do is movecomplicated to deliver than you think, or what?
away from the very high degree of functionalisationSir David Varney: I will pass over to Steve, but we
towards giving groups of staV responsibility for ahave tried with Steve’s appointment to bring much
wider slice of the whole process. That is good formore discipline to these.
them in terms of job satisfaction and it is good for
customers in terms of one person is more likely to beQ496 Mr Todd: I am welcoming it!
able to deal with the whole of the problem for aSir David Varney: Yes. I have been on the receiving
person.end of criticism because we have launched into

something and then found that it does not quite
work out, so I would plead guilty to saying regularly Q498 Mr Todd: Just looking at the future release
to the minister, “This is the risk management programme you have got ahead of you, I am taking
strategy which we think is best likely to deliver your it that you are very resistant to suggestions that
objectives with minimum risk to our customers,” but additional items should be added to that
we talk about whole case working. programme?
Mr Lamey: I think October 2004 is probably the one Mr Lamey: I have that popular job, yes.
challenge, yes, can we get all the case histories, all of
those entities into one place? I think you have to go

Q499 Mr Todd: I have done that job, so that is theback to the original system design. The system was
right answer!not designed with the relational database eVectively.
Sir David Varney: It still does not make it popular,So if I can give you a picture very briefly, and I
does it, but it is the right answer!promise it will not be too technical. I am sure you are

all familiar with an Excel spreadsheet. With an Excel
spreadsheet, if you have got one cell you might have Q500 Mr Todd: To what extent have you managed
the name of a person in the cell and in the next cell to convey that to your political masters?
you might have their address and in the next cell you Sir David Varney: I thought the answer which themight have some more details. The construction of Paymaster General gave when you asked her atax credits means that all that information is in one question about what my advice had been wascell. So extracting that information out into a screen absolutely spot on. My advice is not couched in quitewhich would make a lot of good sense is, we are such black and white terms as my colleague. Advicefinding, very, very diYcult to do, in fact I have not is about the risks which are run by doing things asyet cracked it. Yes, you are right in the releases that against the benefits.we have got through, and I have got some high level
planning through to November 2007, perhaps April
2008. That particular desired state is not what we are Q501 Mr Todd: That is presumably the criteria on
planning to do yet. which you have selected your release strategy, which

is risks/benefits?
Sir David Varney: Yes, and also because theQ497 Mr Todd: That was partly because of the
statement which the Paymaster General made inrather tailored design of the system in the first place,
May actually set out the agenda, and that was awhich is that one person does one task and never sees
product of a good discussion about the resilience ofthe whole picture. When we went to Preston, that
the system.was rather the message we got, that there were
Mr Gray: The timetable for the changes which werecertain things which certain people were allowed to
announced in the Pre-Budget Report, as you willdo, but there were other things which they could not

do and it was not expected they ever could? have seen from the release strategy, is consistent with



3288762006 Page Type [E] 06-06-06 02:17:16 Pag Table: COENEW PPSysB Unit: PAG6

Ev 82 Treasury Committee: Evidence

19 Apirl 2006 Sir David Varney, Mr Paul Gray, Mr Stuart Hartlib, Mr Steve Lamey and Mr Richard Summersgill

the timetable for rolling out those additional bits of £71,250,000 over a period of time. We have got
about £47 million of that so far. If we do not get allfunctionality to support those policy changes in the

release strategy. that money—

Q507 Mr Todd: Sorry, is that £47 million in cash?Q502 Mr Todd: What must be an obvious point, but
perhaps has not been made absolutely clear, is that Sir David Varney: Cash or cash equivalent.
the announcements in the Pre-Budget Report have
therefore dictated delay in fixing various other items Q508 Mr Todd: Cash or delivery of works?
which have been of concern to people in the general Sir David Varney: No, not works, but can I just say
operation of the system? That must be true? the net eVect on our resource account is as if it was
Sir David Varney: I am not sure it is delay, but there cash, but it is not cash.
is always a choice and there is so much you can do.
We had, I think, a very good discussion with the

Q509 Mr Todd: So you are talking about software,Ombudsman about the technical problems of delay,
or kit, or whatever?of creating a pause, and she accepted that this was
Sir David Varney: Whatever. Can I just not go there,not a lightly entered into judgment.
because these are the details of the settlement, but
our lawyers wrote to the PAC in these terms: the first

Q503 Mr Todd: Are you familiar with the Pensions is that the publication could jeopardise or seriously
Service’s approach to dealing with fixes in its impair a potential legal action by HMRC against
systems, which has a solution centre which is set up EDS in the future. Under the settlement agreement,
to examine problems and produce co-working HMRC retains the right to pursue its claims against
partnerships of diVerent groups within the Pensions EDS in the event of non-payment by EDS. This
Service to produce solutions? Is that something means that HMRC’s claims, together with the legal
which has been shared with you? advice underpinning that, remain of vital
Mr Lamey: Yes, I work very closely with my importance to HMRC until such time as EDS has
equivalent in the DWP and we use the accelerated met all of its ongoing payment obligations. Any
solution events to bring the developers and the public disclosure of the details of HMRC’s claims, of
business staV all together in one place. HMRC’s and its lawyers’ confidential and privileged

assessment of the strength of the claims, could
jeopardise or seriously impair HMRC’s ability toQ504 Mr Todd: That does not necessarily make it

easier to fix the thing in system terms, but it is in pursue its claims against EDS through the courts. Of
course, HMRC has noted this concern is temporaryworking practice terms?

Mr Lamey: I think it helps clarify what is absolutely and only remains for as long as enforcement against
EDS may be required. Thereafter, HMRC has norequired, and I think that helps the system people to

then define it. concerns about the publication of this information.
I have seen the various publications this morning of
what various people are alleged to have said. MyQ505 Mr Todd: So you do use that approach?
view is that this is a very good settlement for HMRCMr Lamey: Yes. Just to clarify, we are not limited in
and is the highest settlement which has beenour releases just to PBR requirements; there are
achieved in an IT contract. It has features in it whichmany other technical updates and there are many
have been the subject of debate with the PAC inother configurations.
closed session. I think what we have done is an
encouragement to us to act in a much more

Q506 Mr Todd: No, I am trying to put it in black and commercial way and what we have done is we have
white terms because it is just simpler to understand had a commercial set of negotiations. Those
that way. Turning to the relationship with EDS, negotiations were hard. EDS would not move unless
there has been discussion of the confidentiality we entered into an arrangement for some part of the
agreement which was signed and from the press payment which was deferred. I took the view, and I
coverage it does not seem that it was entirely adhered still take the view, and I discussed that with the NAO
to by someone, because there has been a reasonable and with the Treasury and we took independent
amount of informed speculation as to the contents of legal advice, that the public purse was better
the agreement and the relationship to future protected by a higher settlement rather than a lower
contracts. Do you want to set out what you can on one, and I think we have got a good settlement.
this matter, bearing in mind that some of it appears
to now be in the public domain?

Q510 Mr Todd: Okay. So just to be explicit, £47Sir David Varney: Yes. I find myself in an
million has been received to date in goods or cash?extraordinarily and exquisitely diYcult position. I
Sir David Varney: Yes.gave evidence in private to the Public Accounts

Committee in some considerable detail. They also
intimated to me that they were thinking of Q511 Mr Todd: The balance then is presumably

related to this possible future workload which EDSpublishing that evidence and our legal advisers
wrote to them to raise two legal concerns, one of may win in competitive tenders, is that correct?

Sir David Varney: That is what is said in the publicwhich was the exposure of the details of EDS’s
contract book. The second was about the nature of reports. I am being very careful. I am under a legal

obligation and I do not want to end up—the settlement with EDS, which is that we get
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Q512 Mr Todd: So the figure of £30 million, which I Q519 Jim Cousins: The Health Service?
think is quoted in some of the public reports, is Sir David Varney: — but I would expect them to
incorrect because that would not be equivalent to the consist of what EDS’s view was and what its future

revenue is. The point I would make is that this wassum that is the balance?
many times covered and the question was, we couldSir David Varney: Can I put it another way? Nothing
have settled for a lower sum of money and beenwe have done is meant to influence in any way any
certain or we took this mechanism against the threatdecision about anybody in government to procure
that we did not reach a full and final settlement.services from EDS. If I do not get the money from
There will only be full and final settlement with EDSEDS through the mechanism we have set up, I will
when we are paid the £71,250,000.pursue them through the courts unless my ability to

do so is undermined.

Q520 Jim Cousins: But how can you have fair play
over contracts in the public sector once it is knownQ513 Mr Todd: Let us just try to be fairly specific
that this prospective order book has been traded oVabout this, as far as you seem to be able to. The
against subsequent payments due?implication of this is that if EDS do not win works
Sir David Varney: Departments are under anwhich would allow them to deliver you the balance
obligation under EU law to make value for moneyof the payment then you will take them to court for
declarations in terms of contract procurement. Asthe balance through your original assessment of
part of the process of negotiation, we took this to anyour likelihood of winning a court case?
independent QC who is an expert on procurementSir David Varney: We will go back. The problem we
law and his advice was the settlement does notwere faced with is the cost of a court case is estimated
constitute a breach of the EU procurement law. Weat £20 million and it would take two years. There is
would not have entered into the settlement if thea limitation in the contract with EDS about their
legal advice had been that there was an actual orresponsibility for events; they are capped. Nobody
potential breach of procedures. My experience ofsigns an uncapped contract for providing services,
departments is that they take very seriously the issueeveryone puts a cap in them. What we have done is
of their value for money. I do not think there is ato produce a set of negotiations. The order book
trade-oV, that you do something which is not in yourwhich we inspected, many, many times covered the
economic interest as a department, you as anamount of money. I would be extraordinarily
accounting oYcer for which you are accountable, indisappointed if EDS did not honour this obligation
order to help somebody else for whom you are notto pay the remaining amount of money.
accountable.

Q514 Mr Todd: Through existing order book
Q521 Jim Cousins: If this arrangement had beencommitments, not new contracts?
entered into, let us say, by the Department of WorkSir David Varney: No, we looked at their order book
and Pensions, the statements which you have madefor new contracts.
might be worth considering, but the holding
department against this settlement is the Treasury,
which influences financial decisions right across theQ515 Jim Cousins: You have just said they referred
board of Government. You do see the diYculty ofto their order book for new contracts. Are those
that?contracts which actually exist, or contracts which
Sir David Varney: No, I have never seen anare still under negotiation?
accounting oYcer excused from being accountableSir David Varney: Contracts they hope to win.
to Parliament because it was controlled by the
Treasury. You are accountable for the expenditure

Q516 Jim Cousins: Contracts they hope to win, in your department. Of course, lots of people give
presumably not just with HMRC? you advice, but we went specifically to the Treasury
Sir David Varney: I do not think HMRC would and to the NAO, who went all through this in
figure very significantly in their list of expected great detail.
clients.

Q522 Jim Cousins: What is the extent of the
Q517 Jim Cousins: Not just for the Treasury then? disclosure to other departments, say to the NHS, of
Sir David Varney: They are bidding for a variety of the terms of this deal then?
contracts. Most of their business in the UK is in the Sir David Varney: None, because it is not
public sector, either central government or local appropriate. They will make their arrangements for
government. their procurement in accordance with EU

procurement law.

Q518 Jim Cousins: Does the order book you referred
to then refer to contracts which are not just within Q523 Jim Cousins: So how do these departments
the realms of government? It might also include local know that the guidance they are getting upon the
government? value for money of the contract which might be in
Sir David Varney: I have not been through them in play from the Treasury is not influenced or guided by

this background?detail—
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Sir David Varney: Because under EU law the Sir David Varney: I did not seek ministerial
approval, I sought to reach a settlement which Iobligation is a fair contract to procurement with all

of the bidders in an open book process where they felt—and that is the advice which I am still trying to
protect—is our likely outcome, and which I got thebid against a common specification, not about

adding sums on the side which are nothing to do with lawyers independently to say to us what did they
think we would get in a court case.the contract.

Q524 Jim Cousins: But these are sums of money Q531 Mr Newmark: So in your discussion with
which are not added on at the side, are they? Treasury ministers there was no to-ing and fro-ing as
Sir David Varney: You are asking, “When you come to where the substance was going to come out and no
to make a value for money consideration in the input to Treasury ministers?
National Health Service, would you factor into your Sir David Varney: No, absolutely not.
calculation that there was a benefit for HMRC?”
Answer, no.

Q532 Jim Cousins: My colleague has asked a
question about the approval of ministers, and that is

Q525 Jim Cousins: In the order book of contracts one thing, but are you really telling the Committee
which you reviewed in order to satisfy yourself that that Treasury ministers have not been briefed and
further sums of money could be obtained, did NHS advised as to the terms of this contract? Whether or
contracts figure there? not they have approved them, they must surely have
Sir David Varney: As I have said, I did not do the been advised of them?
actual inspection, we had that done by forensic Sir David Varney: I told the Paymaster General,
accountants and what they had was a range of after I had reached agreement with EDS, what the
contracts. We had to take the view, as against the deal was.
sum of money we wanted to recover, did it look
likely that this was going to come from the contracts

Q533 Jim Cousins: Thank you. Now, the terms inthey were likely to win on their previous track
which the Paymaster General herself described thisrecord.
arrangement. She wrote to the Chairman of this
Committee and she described it as an “up-front

Q526 Jim Cousins: Sir David, this is clearly a very payment”?
serious situation because it aVects fair play for Sir David Varney: It has an element of up-front
contracts? payment in it, which is where I have got the £47
Sir David Varney: It does not, I am sorry. I have million, and it has got a balance over the rest of this
made it very clear that it does not aVect fair play. contract period.
That is the assertion which is being made, but it
does not.

Q534 Jim Cousins: Just to be clear about this, it is
now clear to us all that “up-front payment” doesQ527 Jim Cousins: But if the terms neither of the
include payments in kind as well as in cash?deal nor of the legal advice which you have had on
Sir David Varney: I made a complete disclosure tothis point have been disclosed, how can the world at
the Public Accounts Committee—large satisfy itself on this point?

Sir David Varney: It has been disclosed. I made a full
Q535 Jim Cousins: I am talking about yourdisclosure. I wrote, as soon as we had done the
disclosure to us here this afternoon, Sir David.contract, to the Chairman of the Public Accounts
Sir David Varney: Yes, and I have told you there is aCommittee. I asked for a closed session because of
limit on what I can say because of the confidentialitythe legal advice I have just read out and I had a full
agreement.question and answer session as accounting oYcer for

the deal which we reached. I repeat, I think it is a
good deal. I do not believe it poses a danger. Q536 Jim Cousins: I am just reminding you of the

terms the Paymaster General used when she wrote to
Q528 Mr Newmark: Could I just ask a quick this Committee. She referred to an “up-front
supplementary? Did a Treasury minister approve payment”.
the deal then, the £71 million deal? Sir David Varney: There is an up-front payment and
Sir David Varney: No, this is an accounting oYcer today we have received £47 million and the balance
deal. This is an accounting oYcer who is responsible. we will receive over the term of the understanding

with EDS.
Q529 Mr Newmark: So nobody in the Treasury
approved the settlement, the minister? Q537 Jim Cousins: But the £47 million, you have
Sir David Varney: We talked at the working level to made it clear to this Committee, was not necessarily
the Treasury, but this was a matter for us to £47 million in cash. The cash value might have been
determine what we thought was in the best interests £47 million, but the payment itself might not have
of the department. been?

Sir David Varney: The payment had the eVect of
being as if it was £47 million cash. It was funded inQ530 Mr Newmark: So you are saying the minister

did not approve at all? diVerent ways through diVerent streams.
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Q538 Jim Cousins: It is just that, Sir David—and the Public Accounts Committee in session as an
you will see the point I am making, I am sure—the accounting oYcer. We are going round in the same
term “up-front payment” which was used to this circle. I do not share the view you have got that
Committee might not perhaps be thought to cover somehow this is going to influence contract awards.
the full range of what was implied by this. The I do not believe that for a second.
Paymaster General then went on to tell the
Committee, “the terms include a significant

Q542 Jim Cousins: My diYculty is not that I believeconfidentiality requirement.” In your discussions
these requirements will influence future contractwith the Committee this afternoon you have referred
awards, but that it will be impossible to be sure thatto independent legal advice which you have received.
they have not. That is the diYculty, because theThe Paymaster General implied that the articulation
holding department for the deal is the Treasury. It isof the settlement itself required non-disclosure.
not a single department of government like DWPSir David Varney: I was able in the Public Accounts
would be, it is the Treasury.Committee to give an in public account which
Sir David Varney: That is not correct. Thereflected what we announced at the time, both
constitutional position of accounting oYcers makesourselves and EDS, to the stock markets and the

authorities, and I had a closed session with the them responsible for value for money decisions in
Public Accounts Committee to provide them with all their department and they are accountable to you
the details as an accounting oYcer for this field. I through your Public Accounts Committee for the
repeat, I remain of the view that this is a good deal decisions they make. You draw a picture which is
for the department and a good deal for the public not the reality of the way in which procurement
purse in bringing this sad business to a conclusion. legislation operates.
What I want to do is get the balance of the money
paid by EDS, and if I do not get that I shall return

Q543 Chairman: The overall responsibility forto the courts.
recovering the £25 million rests with whom?
Sir David Varney: With me.Q539 Jim Cousins: Do the terms of the deal which

you have reached with EDS require your non-
disclosure of the terms of the deal? What limitations Q544 Chairman: Supervised by the Treasury?
does the deal put upon disclosure? Sir David Varney: I am accountable for recovering
Sir David Varney: I am quite prepared to provide what I have entered into with EDS. I have made it
under confidentiality to the Committee a copy of the very clear, if EDS cannot pay the money in
agreement we have reached with EDS, if that would accordance with the agreement, I shall pursue them
be helpful. through the courts. It is nothing to do with the

Treasury.
Q540 Jim Cousins: That is something for the
Committee to consider in due course. I cannot speak

Q545 Mr Newmark: It must be. It is a big number.for what view the Committee will take about that. I
You have said it is a huge financial settlement. Youam simply trying to clarify right here and now for
cannot disassociate your actions from the Treasurymyself, do the terms of the deal require non-
being involved in this whole process because it is adisclosure of its terms?
big number.Sir David Varney: Yes, the deal has within it a series

of requirements about keeping bits of the contract Sir David Varney: When you passed the Bill
confidential. That is why I went into closed session establishing the HM Revenue and Customs you
with the Public Accounts Committee to explain that, established Commissioners who have the power to
because they did not want to confer advantages on act on behalf of HM Revenue and Customs. We are
EDS’s competitors, which we would have done if we exercising that power. The decision to accept this
had talked about the order book. Secondly, also we deal was the decision of the Commissioners of the
wanted to protect, from our point of view, the right Revenue. It has nothing to do with the Treasury.
to go back to court. Mr Gray: Can I just add to that? In terms of the

constitutional position of this department, it is
Q541 Jim Cousins: How can this possibly not aVect diVerent from virtually every other department
public judgments about future contract awards now where legislation and the constitution for other
that it is known that a contract has been reached departments names the Secretary of State. The Bill
partly with regard to a potential order for potential which this House passed almost a year ago
contracts which may be agreed and subject to a establishing HMRC was entitled the Commissioners
confidentiality agreement which prevents of Revenue and Customs Act and it places the
substantial disclosure of its terms? How can the constitutional responsibility in the Commissioners,
public interest about future awards of contracts to not in Treasury ministers, which distinguishes the
this particular supplier be safeguarded against the position of this non-ministerial department from
background of that knowledge? That is the most other departments of state.
diYculty.
Sir David Varney: Well, I think I have explained.

Q546 Mr Todd: Can we just turn to how to draw thisThere is no impact upon the purchase arrangements.
This contract was presented and was discussed with matter to the closure you no doubt seek.
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Sir David Varney: EDS to pay the money! purse in considering what happens. I am pointing
that out as a consequence of the deal which you
have struck.Q547 Mr Todd: Well, yes, but until they do that I
Sir David Varney: I do sympathise, but it is not asthink you are going to tell me that you cannot
though there is a barren field of other computerdisclose a great deal about the process through
projects which have not gone well—which we arrived at this conflict in the first place.

You will remember the line of questioning I took—
Q551 Mr Todd: No, certainly not.or maybe you do not—at a previous interview in
Sir David Varney: —which can be easily examinedwhich I discussed the OGC Gateway process and the
because they are not subject to the legal settlementsrun-up to the failure to deliver the systems which had
which we have got.been hoped for. Can we see publication of the OGC

Gateway, or are those material to your case?
Sir David Varney: I think they are all material to Q552 Mr Todd: Okay. Just one last point which is
our case. hanging at the tail end of this, the bringing on-

stream of 330,000 or so families on income support
who have not been transferred over to the taxQ548 Mr Todd: I thought they might be!
credits system and who were originally supposed toSir David Varney: Yes, but I thought it was a good
have been transferred on 5 April 2003. What aretry! This may be taken out of my hands by a
the prospects for that group?decision of one of your committees elsewhere in the
Mr Gray: We continue to analyse that issue, and IHouse, but we believe that we are as keen as
think you had some dialogue with the Paymasteranybody to have this fog and uncertainty removed,
General about this on 1 February and, as she madebut I am under an obligation not to do that and I
clear on that occasion, this is essentially a riskcannot jeopardise that.
management issue and that transfer will not be
made until all parties are satisfied that it is safe soQ549 Mr Todd: Just forgetting for the moment the
to do.£24 million which is outstanding, one of our duties

and that of other parliamentarians is that we start
Q553 Mr Todd: So the answer is, “We don’t knowto learn collectively from the mistakes which were
and we don’t think it is wise at the moment becausemade in this process, and the diYculty with your
these are some of the most vulnerable people weconfidentiality agreement and the continuing
can possibly deal with and making a hash-up of thepossible threat of court action is that we cannot
transfer would be about as bad news as we canstart that learning process, can we?
get”?Sir David Varney: I have some sympathy with that.
Mr Gray: Indeed, but we are very activelyIn the period since 1 September 2004, when Paul
reviewing the latest position and seeking to reachand I started in HMRC, we have done 11 select
a view on when is the optimal time to make thatcommittee appearances, so once every 20 days
transfer.when Parliament sits. New tax credits have figured

pretty importantly in those and quite a bit about
Q554 Mr Todd: But it sounds like never, based onthe performance of the IT system. I think there is
what you are telling us?an interesting thing which we can learn about. We
Mr Gray: I am not saying that. I am saying we arecan learn some of the things which we have learnt
keeping the position under review and when wethrough the work of Steve and his colleagues in
think the balance of risk points to the transfer thathow to get this system to move forward. We
is the advice we will tender to ministers.understand a lot more about it. There are things
Sir David Varney: We have taken over, of course,which we can share inside government between
payment by employer.CIOs such as you were raising, this practice with

the Pensions OYce and fast solutions, all of that
stuV. There are some other deeper questions, which Q555 Chairman: Just before we leave the IT point,
no doubt when all of this is over will be the subject could you clarify one thing for me. If EDS gets,
of attention from the NAO. say, £7 million worth of government work and the

payment then due to you drops to £17 million
below the cost of a possible court action, can youQ550 Mr Todd: To take a good example, the OGC,
just explain the relationship between the contractwhich actually again is reviewed by this Committee
and the capping?from time to time, to examine the eVectiveness of
Sir David Varney: Can we just put capping totheir process of considering risk on projects of this
one side?kind and the compliance of any advice they are

given. It would be incredibly useful to be able to
discuss that properly, but since you have just said Q556 Chairman: You told me the court case would

cost £20 million.that you cannot actually release the Gateway
reviews because they might be part of your case we Sir David Varney: Yes, it would cost £20 million,

but I have reserved the position that if I go backcannot really start to find out whether that is an
eVective process, whether the advice was ignored or to court I reserve the right to re-open any

discussions I have concluded, any new piece ofwhether EDS failed to comply with various things
set out in that review process, none of that. It is all information, because what I have had to do is settle

the contract at this point in time. I say that becauseopaque to those who are accountable to the public
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this thing can go on and on and it gets harder and Mr Gray: This will be part of the conclusion of our
accounts for 2005–06. That process is nowharder with the passage of time to get to a

settlement so that we can move on. underway. I would hope within the next couple of
months we would have those figures.

Q557 Chairman: If you get to the point in two or
three years’ time where only £10 million has been Q563 Kerry McCarthy: We touched on earlier the

reasons for overpayments and you said that it wasrecovered, you will still go after the £15 million?
Sir David Varney: You have got two things really. a diYculty because of the overlap between the areas

and because of the sheer number of cases that youYou have got one, to make a judgment. The second
is, I wonder what anybody else who deals with EDS deal with to do much of an analysis, but you

mentioned sampling. Could you explain a bit morewould do if they felt that they took that sort of
stance in dealing with a dispute. It is a real about how the sampling works, for example what

proportion of cases are sampled and what is thecommercial operation and by and large if you settle
commercial disputes with a settlement you expect follow up? Once you have actually done the

analysis, what do you then do as a result of whatit to be honoured, not to be short-changed.
you have discovered?
Sir David Varney: I will pass this one on to Paul,Q558 Jim Cousins: You have referred to the
but in fraud and error I think we are samplingpossibility of court action if you are not satisfied
4,000 cases and we are working through in detail.with the final outcome of this settlement. That
What our statisticians and economists do iscourt action would be deeply embarrassing for the
essentially run standard statistical tests because it isGovernment and for the Treasury, would it not?
just impossible to process 6 million families’ actualSir David Varney: Why?
accounts and do it and produce a result, (a) because
of the amount of time it would take, and (b) if your

Q559 Jim Cousins: Because it would involve a statistical sample is valid then you can project from
rehearsal of everything which had passed in the that. That is in the nature of almost all of the work
introduction of the tax credit system itself, its we do across the whole of the tax and benefits
design, its testing, changes which may have been system. Because of the size of our operation and
required along the line, the source of the the number of people involved, particularly when
requirement for those changes in design. All of we are dealing with individuals, we are driven
those matters would appear in court, would they towards statistical-based techniques and we have
not? reinforced the amount of resources we have
Sir David Varney: Well, both sides would throw delegated to knowledge analysis and intelligence
everything they have got at their particular case. because we want to spend more time and eVort in

having a sounder base of information about the
way the system operates to allow policy-makers toQ560 Jim Cousins: Exactly. The Treasury would
make better choices.not want to lose by a court case, would it, Sir
Mr Gray: I do not think there is a lot to add. OnDavid?
the precise sample size of fraud and error, I thinkSir David Varney: Let us be clear, Mr Cousins,
we are talking about, to be precise, 4,700 in thatEDS are up to lose £71,250,000. That is what they
sample. In terms of analysing other characteristics,have put up so far as the way to bring this contract
our analysts will consider what is a statisticallyto a conclusion. So there would be an exchange of
valid sample to take in trying to address or answerviews, and I have no doubt some of them would be
any particular question, but typically we are talkingrobust and some of them would introduce, “This
about a few thousand cases as being a statisticallyis your fault. This is my fault,” all that stuV. Do
valid sample in looking at this case loadwe think we have got a good case? Clearly, we did
population.think we had got a good case. Did we think the

settlement represented better value for the public?
Yes, we did, and we still do. Q564 Kerry McCarthy: What is the process once

you have done this analysis? Where do the results
of that analysis go? Is there a process for decidingChairman: Let us move on to overpayments. Kerry
whether you need policy changes or whether youMcCarthy.
need procedural changes?
Sir David Varney: Yes, I think when we have got

Q561 Kerry McCarthy: The Paymaster General a picture. As I said earlier, we know that error is
said last October that figures for the estimates of much more important than fraud, so the first thing
numbers and values of overpayments for 2004–05 would be, what are the main causes of error? Can
would be available in the Spring. Are those figures we see if we can prescribe that to a particular cause?
being published now? That would be the ideal. Sadly, quite a lot of this
Mr Gray: We do not yet have the final figures for is multi-varied, of course. Then on fraud it is back
2004–05. It will be slightly later in the year when to our risk strategy and what are we doing and
we have got those. what is the nature of the frauds that we are facing.

So I think there is that sort of research. We are
also, I think, spending more time looking atQ562 Kerry McCarthy: Have you got a rough idea

of what you mean by “slightly later in the year”? particular groups of claimants and seeing whether
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they have special groups of problems and whether, Sir David Varney: We have got that down. The
target we set was by the end of March to get itas the Paymaster General said in her evidence to

you, we can think about tailoring some aspects of down to four weeks for outstanding cases and that
we have managed, but it is still a struggle. Itour service to meet the requirements of particular

submission-groups. depends how many cases come in, but we have
made a substantial reduction on where we were and
we continue to put resources into removingQ565 Kerry McCarthy: In terms of actual
disputed overpayments and getting the system ontimescales of seeing some outcomes from this
an even keel so that we can operate the systemanalysis, is it an ongoing process?
properly.Sir David Varney: You have seen some already, the

re-writing of the forms. I think there are two things
Q570 Kerry McCarthy: Are you confident that inyou have seen already. The re-write of the Code of
choosing to reject the Ombudsman’sPractice and how we handle disputes has been done
recommendation that was the right course of actionin conjunction with the voluntary associations,
to take?voluntary groups, and many of the people who
Sir David Varney: I think it was the decision thegave evidence to you we have benefited from, and
Government took because of the benefits. It was adiscussion with the Adjudicator and with the
balance between the obligations to all taxpayersOmbudsman. We have just redesigned some of the
and these particular individuals, and the fact is weaward forms, which again we have trialled with
have got overpayment recovery from quite a largegroups of people to see whether they are
number of new taxpayer claimants and therefore itunderstandable. We have been looking at the way
would be unfair if there was in some sense anwe communicate in new tax credits and whether we
amnesty for the rest. It was a hard decision, butcan improve some of that. We are also trying to
that was the decision the Government made.look at what are the causes of inbound telephone
Mr Gray: I think it is worth adding that thecalls and are there some popular reasons why
progress which has been made within the Taxpeople ring, and if there are, is there something we
Credit OYce over the last few months in verycan do about it.
substantially reducing the backlog of disputed
overpayments at the same time as introducing theQ566 Kerry McCarthy: I think I am right in saying
suspension arrangements means we are now in athe provisional figures for claimant error and fraud
position in which the department is meeting theaccounts for 3.4%?
target which the Paymaster General had set ofSir David Varney: Yes, that is very low. It will
seeking to reduce the backlog of unresolvedgo up.
disputes to the equivalent of four weeks’ work. So
a lot of progress has been made and a lot of credit

Q567 Kerry McCarthy: What contribution does is due to staV in the Tax Credit OYce for
oYcial error make? achieving that.
Mr Gray: I have not got that figure in my head. I
cannot remember whether it is claimant or oYcial

Q571 Kerry McCarthy: Just one final point. I haveerror which is the bigger element within that, but
certainly had, and I am sure some of my colleaguesit is a significant part of the 3.4. We could let you
have had, anecdotal evidence of people being veryhave that estimate, because when later in the Spring
wary of submitting new claims because they havewe have the full analysis, once the annual inquiry
been caught in a situation where there have beenprocess is complete, we will then be able to break
overpayments to them. Is there any analysis beingdown for 2003–04 as a whole what is the
done of to what extent that is a problem, wherecontribution coming from oYcial error, from fraud
people are being deterred from making claims?and from claimant error.
Sir David Varney: Yes, obviously we have been
hearing some of the same anecdotal evidence. The

Q568 Kerry McCarthy: So when those figures are overall level of penetration of new tax credits is
published you will be able to give a figure? high. It has certainly achieved a much greater take-
Mr Gray: Yes.5 up than any other scheme we have had in terms of

this sort of benefit, but obviously we continue to
look. I think we are hoping that as we improve theQ569 Kerry McCarthy: In terms of writing oV
performance and working with voluntary groupsoverpayments, the Ombudsman recommended that
and running pilots we will get to a situation whereyou should consider writing oV all the
it is understood that this is a part of the systemoverpayments caused by oYcial error during
which functions, and functions well, and that2003–04 and 2004–05, and you have not accepted
people will therefore be willing to take up thethat recommendation. What progress have you
benefit. That is our direction of travel and has beenmade since then in clearing the backlog of disputed
for the last two years.overpayments?

5 Fotenote from witness: Consideration is still being given to Q572 Mr Todd: You have stated that you are
making good progress in dealing with disputedwhether it will be possible to give a meaningful breakdown

of the estimates of error between oYcial error and claimant overpayments and I must admit our visit to Preston
produced a confusing picture when we examinederror for future enquiries.
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the wall display of the figures as to whether that is Mr Todd: Okay. We will look forward to the
answer.actually true. It appeared to show a stable position

and possibly one which was actually rising, so
perhaps separately you might set out some data Q578 Jim Cousins: Are you considering a right of
which demonstrates the argument you have just appeal against recovery of overpayments? This was
presented.6 But I wanted to pursue a diVerent suggested by the Adjudicator.
point, which is the first year of operation of tax Sir David Varney: Paul, would you like to talk
credits. At the end of that process the Government about where we have got with the discussions?
took a decision to write-oV a significant number of Mr Gray: It is an issue which we are still
overpayments, errors of various kinds. We have considering. We have put in place a range of other
asked for the criteria on which those decisions were measures, some of which we have discussed here,
made so that we could compare them with the new which hopefully significantly improve the position
process which has been established, the Code of of people disputing, but we are still engaged in
Practice 26, which causes a lot of argument now. discussions about the feasibility and the cost
When may we receive information on the criteria implications of putting in place a formal right of
which were used in that first year? appeal. As things stand, the Revenue and Customs
Sir David Varney: We are working on our reply. I arrangements are actually identical for tax credits
am sorry to say that, but we are working on it.7 to those we apply elsewhere in the tax system and

very similar to the position for the Department for
Work and Pensions, because there is no statutoryQ573 Mr Todd: It must require quite a lot of work!
right of appeal there either for recoveringWhen did we go there? It is some weeks back.
overpayments caused by oYcial error, but it is anSir David Varney: Yes, I fully accept the
issue we are still considering and we are still inadmonishment, I probably richly deserve it, but we
discussion with the Ombudsman about it.are actually also being very clear about which bits

of the risk—because we have had to take the risk
framework and I just want to be clear that what Q579 Jim Cousins: What considerations are
we put in the public domain is absolutely clear. guiding you in these discussions and what is the

sort of timetable for reaching a decision about this?
Mr Gray: A range of issues, whether or not it is

Q574 Mr Todd: I am just going to suggest to you necessary and appropriate to give that particular
that you are not attempting to make up a set of form of right to a claimant in order to generate the
rules after the event, are you, and that a rather right kind of outcomes for them. We are looking
simpler judgment was made at the time which now at the issue of consistency with other parts of the
you need to rationalise? tax system and with the benefits system, as I have
Sir David Varney: No, I would not be up for that, indicated. We are inevitably having to consider the
and I would not be doing you or myself a service. administrative and cost implications of introducing

an appeal right on disputed overpayments and
putting that into the whole mix, which we discussedQ575 Mr Todd: So we can expect an early reply
in some of the earlier evidence, of the pressures andwhich sets out how decisions were made?
competing priorities on our resources. So there isSir David Varney: We are working on it, yes.
a whole range of things. On the timescale for
decision, we have not fixed a particular point at

Q576 Mr Todd: You would then think it not unfair which we say we must reach a decision on this.
to compare those criteria with the criteria which are That is something we are keeping under review and
now in place, because obviously the individuals obviously it would have to be enmeshed also with
involved would make that comparison themselves? considerations around the do-ability of any system
Sir David Varney: Yes, COP 26 is clearly putting changes which were to result.
it in the public domain and is the way in which we
will exercise the judgments we have got to make,

Q580 Jim Cousins: I am sorry, you have not beenand you will be free obviously to compare that with
very clear about that. I have asked you what thesome of the stances we have taken in order to deal
timescale is. This was an issue which was put intowith some of the overpayment problems we faced.
the public arena by the Ombudsman. The right of
appeal is a well-established feature of our benefits

Q577 Mr Todd: Would you accept that that might system and much of the design of tax credits comes
lead to some legal challenge in which individuals from a benefit-style payment which preceded it. It
claim that rather similar cases were dealt with is a fundamental aspect of our benefits system.
diVerently between the two years? Surely this is something which you must be coming
Sir David Varney: We have had all the way, all the to a conclusion about?
time I can remember, the possibility of a legal Mr Gray: Can I just start with your comment on
challenge coming. I think if you are a right of appeal in the benefits system. There is a
Commissioner of HM Revenue and Customs you right of appeal in the benefits system in relation to
are pretty used to being held to legal account. awards of benefit, just as within the tax credit

system we have a right of appeal in relation to
award decisions on tax credits. In the benefits6 Ev 191

7 Ev 191 system in DWP there is not a statutory right of
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appeal in relation to recovering overpayments Jim Cousins: Thank you. That last point at least
was helpful.generated by oYcial error, which is the closest

parallel to the specific recommendation which the
Ombudsman made. It is not about the right of Q585 Chairman: Just to be clear, on the statutory
appeal on awards, where we are lined up with the test there is a recommendation from the
benefits system, it is a question of right of appeal Ombudsman, I think recommendation number 11,
in relation to overpayments, where also our current which back in October you told this Committee
practice is very close to the benefits system. Were you were still considering, yet you have re-issued
that further appeal right to be granted, obviously the Code of Practice 26 last month and that does
this is a policy and ministerial decision. It is not mention it.
something which would require primary legislation Sir David Varney: No, we re-wrote it. I think Mr
to institute. The reason I have not been clear on Gray has given a description of the process we have
the precise timetable is because the set of issues we been going through. There was advice which we
are trying to consider here is quite complex and we should re-write COP 26 to better explain what we
are anxious to get to the right decision rather than did in disputed overpayments cases and that is
possibly get to the wrong decision on an artificial what we have done, and we did not think it was
timescale. worth holding that up for the other issues which we

have got to resolve.
Q581 Jim Cousins: Have you yet given advice to
ministers on how you would guide them? I am not Q586 Chairman: How long does it take to consider
asking for what that advice is, I am asking have whether a statutory test should be adopted?
you oVered advice to ministers on what conclusions Sir David Varney: Clearly it takes some time.
they should reach about this?
Mr Gray: We have already had a number of Q587 Chairman: It has taken six months now. How
exchanges and dialogue with ministers on this, yes. much longer is it going to take?

Sir David Varney: As we have described, we are in
discussion with ministers and giving advice on anQ582 Jim Cousins: Have you got to the point where
ongoing basis.you have given formal advice to ministers on how

you think this matter should be concluded?
Mr Gray: This has been an evolving dialogue and, Q588 Chairman: With ministers?
no, we have not reached that definitive point. Sir David Varney: Yes.

Q589 Chairman: I see. If we could just turn to thatQ583 Jim Cousins: You will obviously see the
particular Code of Practice which you have revisedcontrast in our discussions here this afternoon
now, I think I am right in saying that the lastbetween considerations of £20 million court cases
option open to a claimant is judicial review, isand the right of an ordinary citizen to dispute the
that right?recovery of an overpayment. There is a contrast, is
Mr Gray: Yes, it is, which I think is brought outthere not?
in the revised text of COP 26.Mr Gray: A contrast in what sense?

Q590 Chairman: Do you think that is a legitimateQ584 Jim Cousins: There is a contrast between the
option, and is it likely to be exercised?ability of people who can deploy huge resources of
Sir David Varney: There have been suggestionslawyers to defend their position and threaten the
from some of the voluntary groups that they willGovernment with legal action, which will be deeply
make us the subject of judicial review. They haveembarrassing, and the rights of our constituents to
taken the precursory view on that. We put thisdispute the recovery of overpayments. That is the
together, as I say, with the voluntary organisations,contrast I am inviting you to consider.
trying to lay it out as clearly as we could.Mr Gray: I understand the point you are making,
Mr Gray: What we have spelt out on p.6 of the newwhich is why we have been having an ongoing
Code of Practice is a statement which says, “If youdialogue with the Ombudsman, who made the
are still unhappy with the decision or if there is anyoriginal recommendation. We are also having a
new relevant information, you may wish to contactcontinuing dialogue with the HMRC Adjudicator,
a professional adviser or an organisation likewho obviously also looks at cases on behalf of your
Citizen’s Advice to consider what options are openconstituents if they are not satisfied with the way
to you to dispute the recovery, including anywe are dealing with them. One of the possibilities
through the courts,” which picks up the point youwe are looking at, which would fall short of a
were making about judicial review.formal statutory right of appeal, is whether there

is some new enhanced procedure of an independent
sort which might be administered by the Q591 Chairman: Okay. Could I revert to a couple

of issues we touched on earlier. One is theAdjudicator. That again raises all kinds of
resourcing and do-ability issues, but that gives you availability of the information which you make

available. Are you able to tell us what you areanother dimension of the sorts of issues and
possibilities we are considering to try to address the doing to improve the analytical evidence base

which is available to you in developing policy?underlying point the Ombudsman has raised.
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Have you considered doing anything comparable Mr Gray: I think this is quite closely related to the
point I think Mr Newmark was making earlier onwith the DWP’s work, for example, on its Work
about the at least theoretical possibility ofand Pensions Longitudinal Study?
adjustments to income between years. That isSir David Varney: Yes, we have brought over from
something which we have not put formal measuresDWP, I think, one of the chaps who was
in place on, but we will be reviewing it extremelyresponsible for that sort of work, trying to improve
closely once the new disregard regime is in place inthe quality of analytical work.
the coming year.Mr Gray: We are seeking to improve in our

analytical database not only the extent to which at
Q595 Chairman: We have also had evidence thatany point in time we can bring together and make
the provision of child care support through thebetter use of coordinated information about any of
working tax credit is unduly complex and perhapsour customers, but also picking up your point
unworkable. Have you made any assessment as toabout the longitudinal study to look over time at whether it would be desirable to remove the childour ability to track samples and cohorts of care element from the working tax credit

customer groups over time to see the sorts of altogether?
changes through which they go, and we are Mr Gray: I think this is the proposition which is,
working extremely closely (subject obviously to as I recall, in the evidence you took from the
data protection issues and any statutory Paymaster General on 1 February, and Ms Keeble,
limitations) with DWP in developing very similar who is not here today, had some dialogue with the
methodologies. Paymaster General about. As she made clear on

that occasion, that is not an option which we have
modelled, but she pointed out that obviously thereQ592 Chairman: Can we take it from that that
would be a significant implication of any move ofmore of your internal data on tax credits will
that sort because if one were thinking abouteventually be published, even in summarised form,
integration with child benefit one would be talkingas raw data for academics and other people outside about trying to align a targeted benefit with ayour little world to look at? universal benefit.

Sir David Varney: It is not so little, but our
direction of travel is to bring more of the analytical Q596 Chairman: But it is something which has been
information in our sort of annual reports and recommended in evidence to us by, for example, the
spring reports into the public domain, and Low Incomes Tax Reform Group and the Child
obviously working with voluntary groups and Poverty Action Group, amongst others.
sharing experiences. I think that is something that Mr Gray: I am aware of that, but as the Paymaster
is the direction of travel, for exactly the point you General made clear at the beginning of February,
have made, that there may be people outside who that is not something which we have modelled.
can see things more clearly and have got
suggestions which obviously we want to take into Q597 Chairman: You have not done any work, for

example, on assessing the pros and cons ofthe policy debate.
removing the family element of child tax credit and
adding it to child benefit?

Q593 Chairman: Thank you. Finally, on two Mr Gray: We have not done detailed work on that,
related credits, the increase in the disregard to but as I say the Paymaster General pointed out the
£25,000 apparently creates the possibility that some clear implication of what would happen in cost
people could substantially increase their tax credit terms if you were to take a benefit which is
entitlement by fluctuating their income levels from currently tapered out in relation to income and
one year to the next, for example by altering their aligned it with a benefit which is universal and does
pension contributions? not have any tapering element to it, which is the

case with child benefit.Sir David Varney: That sounds like an avoidance
scheme.

Chairman: Good. Thank you very much. I think
you have oVered us at least a couple of notes during

Q594 Chairman: Yes, and have you put measures that session, which we look forward to getting from
in place to ensure that people do not do that, that you as rapidly as possible in view of some of the
they alter their pension contributions, for example, delays we have had. We are now going to adjourn

into private session. Thank you.year on year?
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Written evidence
Memorandum submitted by Simon Abeles

As you are no doubt aware, the subject of Agent Authorisation has caused great diYculty for many of
accountants and tax advisers. Clients naturally expect that the authorisation given to the Revenue would
cover Tax Credits, which are part and parcel of their tax aVairs. We would have expected that the “64–8”
information would be passed through automatically from Self-Assessment to Tax Credits. This has not been
the case.

I am under the impression that there is no provision for existing Self-Assessment authorisation to be
accessed by the Tax Credits Helpline staV, who have no access to the Self-Assessment system, and that
authorisations made before the start of the Tax Credits system have not been put on the Tax Credits
computer system.

I would like to relate an incident which might present a way to solving this problem.

I needed to give information to the Helpline on behalf of a client. The oYcer who I spoke to was unable
to detect our authorisation. However, she said that she happened to also work in Self-Assessment, and, as
such, was able to successfully find the 64–8, without leaving her desk. For this purpose I had to give her the
client’s UTR, which is not available on the Tax Credits system, which only recognises NI numbers.

I think that this illustrates that the Self-Assessment records are available on the same desktop computers,
and that, if there was a link between the two systems in this particular area (which would require the linking
of NI numbers to UTRs), then the problem would be solved.

December 2005

Memorandum submitted by Dame Barbara Mills QC, the Adjudicator

Introduction

Before looking at the future, I thought it would be helpful to summarise first the position as set out in my
2005 Report (which was published last June) and comment on subsequent developments and the current
position as I see it. This paper, therefore, has five sections:

1. My role.

2. The Adjudicator’s OYce 2005 Annual Report.

3. Subsequent developments.

4. Current position.

5. Looking ahead.

My Role

1.1 I operate under a service level agreement (SLA) with HMRC, which provides for me to investigate
and help to resolve complaints from individuals and businesses who remain unhappy about the way their
aVairs have been handled by HM Revenue & Customs (including the Valuation OYce Agency). By way of
support, I am provided by HMRC with an oYce (The Adjudicator’s OYce).

1.2 Before coming to me, HMRC must have themselves investigated the complaint thoroughly. I look at
complaints against the standard of HMRC’s own published standards and Codes of Practice. I look to
ensure that these have been followed correctly. I cannot consider disputes about departmental policy or
matters of law. I do, however, look at:

— Mistakes.

— Delays.

— Poor/misleading advice.

— StaV behaviour.

— Use of discretion.

1.3 Complaints are concluded in one of two ways:

— Mediation.

— Recommendation letter from myself.

1.4 Provided the complaint is not withdrawn or otherwise reconsidered by the department, concluded
complaints come under three categories: Upheld, Partially Upheld and Not Upheld. My recommendations
are non-binding, but up to now, HMRC (and before them IR & Customs) have accepted all of my
recommendations.
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The Adjudicator’s Office 2005 Annual Report

2.1 The 2005 Annual report highlighted a number of problems with the Tax Credits system, in particular:

— IT problems and processing errors (eg multiple award notices, failure to record details properly or
update records, updating of records mistakenly generating overpayments [e.g. through omitting
partner’s income in the recalculation], inability of IT to accommodate manual payments)

— Poor accessibility and communications (award notices unclear, lost correspondence, inability of
helpline staV to action claimant contacts eVectively, helplines giving wrong or incomplete advice,
poor levels of communication between diVerent parts of the TCO)

— Disputed recovery of overpayments under IR Code of Practice 26

— Lack of a “caseworking” facility in the system (The IT and business design make it diYcult for
staV to establish the full picture in response to a query or complaint and then take either the
appropriate action, or give a full explanation of the consequences of a reported change)

— Poor complaints handling (We upheld, or partially upheld, over 80% of Tax Credits complaints
coming to us as against our "30% norm)

2.2 My report highlighted the lack of “caseworking” capability as a particular concern. This inability of
the system to deliver a proper level of customer care when claimants experienced mistakes or diYculties
exacerbated these problems with the result that:

— Many claimants saw escalating their complaints to me as the only route to obtaining the
information or changes they needed.

— Complaints handling at tiers one and two in the Tax Credit OYce (TCO) was often poor because
obtaining a full picture of what had happened was so resource intensive, that this often did not
occur until the complaint had already escalated to me or the Ombudsman.

— Most Tax Credits complaints coming to me concerned a number of handling errors, rather than
just one issue (this also applied to disputed overpayments cases).

— In many cases, by the time the complaint had reached me the claimant had lost all trust in the
system.

2.3 As a consequence, towards the end of the year we saw a marked increase in the number of Tax Credit
complaints coming to us, with over 80% of the complaints investigated being upheld or partially upheld. If
complaints are being handled properly at an earlier stage, I normally expect to see an overall rate nearer 30%.

2.4 Likewise with mediated settlements where, for Tax Credits cases, there was a similarly high figure
(80%). As a matter of policy, the Adjudicator’s OYce seeks to mediate all cases where possible, but such a
high level of mediated settlements is a strong indication that cases are coming to me that could, if properly
looked at, have been resolved at an earlier stage.

Subsequent Developments

3.1 There have been a number of developments since the period covered by my last report. Below are
those upon which I would particularly like to comment. Others are mentioned later.

PMG’s statement

3.2 In the Annual Report, I highlighted a growing recognition within the new department that the Tax
Credits system needed to improve. In my covering press release, I referred to the PMG’s statement to the
House of the 26 May 2005, of measures to tackle many of the above mentioned problems, as welcome further
evidence of this.

3.3 The announcement of these six measures, and the plans HMRC subsequently put in place to deliver
these, are an important step forward. At the same time, I made it clear to HMRC that early priority should
also be given to improving complaints handling at tiers 1 and 2. Investment there would help alleviate
matters for those claimants who were suVering most from the current problems.

Paul Gray

3.4 Improving the tax credit system poses HRMC a number of diYcult challenges. It also requires a
sustained, co-ordinated approach from diVerent parts of what is now a very large department. The nature
of some of the problems with the IT and business design are such that it may be some time before all of the
required improvements can be put in place. I was very pleased, therefore, when in early October 2005 the
HMRC Deputy Chairman, Paul Gray, took full time charge of the initial taking forward of these plans.

Complaints handling

3.5 An internal review of the TCO’s handling of complaints was undertaken. As a result, new processes
and changes in how this work is organised have recently been put in place. A key feature of the new approach
is that the person responsible for dealing with the complaint will also now act as a single point of contact
for the complainant, beyond resolution of the complaint and up to the time when all the necessary system
fixes are in place.
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3.6 Many of the complainants come to me because, when something went wrong, or even when they
simply wanted more information, they were unable to engage eVectively with HMRC to resolve matters. As
a result, they lost trust in the system and escalated their complaint to me. I believe that many of these
complaints could have been resolved earlier if there had been in place an appropriate level of customer
support to facilitate eVective communication and manage expectations. This includes complaints
concerning disputed overpayments. If these new processes work as intended, therefore, the service to all Tax
Credit complainants should improve significantly, with a resulting sharp drop in the number of complaints
escalating to me.

Current Position

4.1 We have just passed the period that will be covered by my 2006 Annual Report. Below is a summary
of the figures for Tax Credits:

2005–06 2004–05

Number of Tax Credits complaints settled 390 122
% Upheld/partially upheld 74% 86%
% Mediated 57.5% 78%

4.2 The Tax Credit complaints coming to me presented a picture broadly similar to that painted in the
previous year, so it is fair to say that the positive developments highlighted above are not yet being reflected
significantly in the number and nature of Tax Credits complaints I receive. It will be some time before the
full impact of the measures announced by the PMG will impact on these. It is also still too early to evaluate
the success of the new TCO complaints handling processes. There were, however, some changes of note.

— The number of complaints settled understates the current level of take up where, in the last three
months, we have taken up investigations at a rate of over 70 cases a month. These mainly now
concern disputed overpayments (see below) making it likely that this additional surge is a result
of the TCO’s eVorts in clearing their disputed overpayments cases backlog.

— The main reason for the fall in the percent of upheld/partially upheld and mediated cases was due
to the nature of the disputed overpayments cases.

Disputed overpayments

4.3 By the end of the year, over 80% of Tax Credit complaints coming to me concerned disputed
overpayments. Such complaints also normally concerned other handling issues as well, but on the disputed
overpayment issue itself, there was a fall in the number of cases where I sought to overturn HMRC’s
decision. With the cases currently coming to me, there are likely to be even fewer instances where it will be
appropriate for HMRC to write oV the overpayment.

4.4 A principal reason for this is that I saw far fewer complaints this year where multiple award notices
were an issue. Where claimants receive multiple award notices, often showing diVerent amounts as payable,
it can be diYcult for them to establish their correct entitlement, or even that they are being overpaid at all.
In many of these cases, therefore, it is appropriate for HMRC to write oV the overpayment.

4.5 This year, I saw an increasing number of complaints where overpayments had arisen because the
claimant’s award was based on incorrect information. In such cases—typically where the claimant has failed
to check that their award notice shows the correct income details—it is unlikely that the provisions of Code
of Practice 26 could apply.

4.6 Another factor has been an improved administration of CoP 26. The introduction of a facility to
suspend collection of overpayments was an important step, as was a significant reduction in the number of
cases coming to us where there had been manual payments. A particular problem had been a lack of
congruence between the hardship provisions as set out in CoP 26 (which were not, in themselves, clear), and
how these had actually been administered. I am still seeing complaints where the TCO are not picking up
hardship cases, but there has been some improvement.

Looking Ahead

5.1 The last year has seen a number of positive developments. While in most cases these have yet to impact
significantly on the complaints coming to me, subject to my comments below, I am hopeful of seeing an
increasing improvement over the coming year. As well as the changes already mentioned, I also wish to
comment on:

— A marked improvement in the direction, performance and culture of the TCO.

— Plans to improve the level of accessibility and service provided by HMRC Call Centres by way of
significantly increased staYng, better use of capacity through investment in technology and
improved management of peaks of demand, adopting more customer focussed service standards,
and greater joined up working with the TCO.
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— Continuing improvements in the clarity of award notices and in the wording of Code of
Practice 26.

— Further improvements in Code of Practice 26 and its administration, together with other
administrative improvements, facilitated by the 5 December 2005 PBR changes.

5.2 I would, however, make two observations:

— I mentioned earlier that some of the problems with the IT and business design are such that it may
be some time before all of the required improvements can be put in place, so handling problems
are likely to remain for a while for some claimants. This will also place constraints on HMRC staV
trying to help claimants with problems or complaints. It is vital that the present investment in
developing a strong commitment to customer care for claimants when things go wrong—and the
current strong momentum in that direction (which I noticed at a recent visit to the TCO)—is
maintained.

— Reviewing HMRC decisions on whether to write oV overpayments comes within my remit. As
HMRC’s administration of CoP 26 (notably through proposed better communications at an
earlier stage) further improves, and the recent changes in TCO complaints take eVect, it is likely
that, in the future, I will seek to overturn very few HMRC decisions. As I mentioned earlier, the
trend is already strongly in that direction. At the same time, the number of complaints concerning
disputed overpayments coming to me is rising. I welcome, therefore, the intention to manage
expectations better through improved communications at the start of the dispute process. I think
there would be even bigger prizes available if doing this could be extended more generally to the
whole Tax Credits claimant population.

5.3 Subject to these caveats, I think the trend is in the right direction and I am hopeful that I can register
some significant improvements to the system in my 2007 Annual Report.

3 April 2006

Memorandum submitted by Advice NI

Background

1. Advice NI is a membership organisation that exists to provide leadership, representation and support
for independent advice organisations to facilitate the delivery of high quality, sustainable advice services.
Advice NI exists to provide its members with the capacity and tools to ensure eVective advice services
delivery. This includes: advice and information management systems, funding and planning, quality
assurance support, NVQs in advice and guidance, social policy co-ordination and ICT development.

2. Membership of Advice NI is normally for organisations that provide significant advice and
information services to the public. Advice NI has over 80 member organisations operating throughout
Northern Ireland and providing information and advocacy services to over 100,000 people each year
handling over 225,000 enquiries on an extensive range of matters including: social security, housing, debt,
consumer and employment issues. For further information, please visit www.adviceni.net.

3. Advice NI welcomes the opportunity to respond to the call for evidence. Advice NI members have
highlighted a marked increase in the number of tax credit enquiries and a steady rise in tax credit
overpayment enquiries. As a direct result of feedback from members, Advice NI facilitated an eConsultation
on the issue, culminating in a report summarising the main issues generated by the eConsultation
surrounding the tax credit overpayment issue. The full report can be viewed via www.adviceni.net.

Advice NI comments in relation to the causes, consequences and possible solutions regarding tax credit
overpayments.

4. The eConsultation highlighted to an unexpectedly significant degree the emotional trauma caused to
tax credit recipients, who received tax credit overpayment notification and demands for repayment.
Recommendations are as follows:

— Government and the Revenue need to publicly acknowledge the distress, fear and suVering caused
by the tax credit overpayment situation;

— Government and the Revenue need to accept that the Revenue has adopted a new role in respect
of providing financial support which is in many ways alien and contradicts its traditional ethos.
This eConsultation has clearly highlighted issues such as oYcials being detached from tax credit
recipients, and recipients feeling overwhelmed and powerless. Clear steps need to be taken to
adjust the culture, attitude and processes of the organisation to complement this new role of
support provider;

— Government and the Revenue need to be seen to be responding to the new role of providing
financial support by creating a tax credit customer service position on the Board of the Revenue.
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5. Communication breakdown at various levels represented a significant source of disillusionment and
frustration. This reflects an unacceptable situation in terms of how the Revenue corresponds with tax credit
recipients regarding overpayment issues. Recommendations are as follows:

— Government and the Revenue need to agree to an external review of the communications strategy
with regards to tax credits, focusing on the needs of recipients rather than those administering
the scheme;

— The Revenue needs to revise the content of the claim form, award notices and overpayment
notices. Recipients must be able to declare all information which may be relevant in determining
their claim and have access to all information relevant to their case;

— Specifically in relation to tax credit overpayments, the Revenue needs to ensure that all recipients
are notified in writing of an overpayment situation prior to decisions being made as regards
recovery of the overpayment;

— The Revenue needs to respond to tax credit recipients promptly and appropriately, and take full
responsibility for any errors in these responses.

6. Operational diYculties including the telephone helpline, IT problems and the ability to act on “change
of circumstances” information significantly exercised participants on the eConsultation. Recommendations
are as follows:

— Government and the Revenue need to accept that there are serious and damaging problems
inherent in the current system. There is an urgent need for an external review of the activity of the
Helpline services, which should consider the eVectiveness of the service in meeting the needs of tax
credit recipients and put in place a recovery plan to address deficiencies;

— Government and the Revenue need to be more transparent in highlighting tax credit systems
failures and should be actively promoting SMART proposals to address these failures.
Responsibility for these overpayments must be laid at the door of the IT developer and not tax
credit recipients;

— Addressing the shortcomings of both staV and systems in dealing with change of circumstances
information provided by tax credit recipients must be a top priority for Government and the
Revenue. This will be essential if confidence in the tax credit scheme is to be maintained
particularly amongst those whose income fluctuates and circumstances change throughout the
year.

7. From a strategic perspective, a basic truth regarding tax credit overpayments is that they are an integral
and unavoidable part of the system. Awards are provisional for the year—a “guesstimate”—with awards
recalculated at the end of the year when actual income can be confirmed. Much comment was made about
the intractable nature of this system. Recommendations on this point are as follows:

— Government and the Revenue need to take steps to protect vulnerable low paid workers and
families receiving tax credits from incurring overpayments and the subsequent crippling eVects of
deductions from ongoing entitlement. For example cases found to be most at risk of overpayment
should have an in-year review;

— The Revenue should have “fast-track” processes in place to deal with cases which involve people
enduring hardship and suVering due to the overpayment issue.

8. The recovery regime adopted by the Revenue has intensified the trauma generated by overpayments,
as well as inflict real financial hardship. Recommendations on this point are as follows:

— The Revenue must put in place, as a matter of urgency, mechanisms which achieve greater
accuracy in relation to tax credit awards, to minimise the potential for overpayments;

— Government and the Revenue must undertake a review of COP 26, in consultation with all relevant
stakeholders including the advice sector;

— A review of the recovery rates should recognise the potential for hardship and suVering inherent
in the current system. These could include for example reviewing recovery rates for people on
means tested social security benefits; ceasing automatic 100% in-year recovery; reviewing the
recovery rates in relation to simultaneously recovering in-year and end-of-year overpayments.

9. The ability to challenge the recoverability of an overpayment provoked much debate, including the
lack of independence in the process, the lack of information available to people to challenge recovery, the
practice of automatic recovery once an overpayment identified and the issue of not acknowledging receipt
of complaints/delays in handling complaints. Recommendations on this are as follows:

— The Government and the Revenue need to review the disputes process to make it more balanced,
accessible, eVective and accountable. This should include involving the appeal service in the
disputes process;

— The Revenue need to have clear timescales for processing complaints;

— Recovery of overpayments should be suspended if recovery is being disputed;
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— Clear, concise information about how to challenge recovery of an overpayment should be sent with
all overpayment notification letters. Also similar information should be made available regarding
the existence of compensation payments;

— The Revenue should make a clear commitment to acknowledging correspondence and to keeping
people informed while their challenge is being processed.

Conclusion

10. Advice NI’s eConsultation on the tax credit overpayment issue generated an unprecedented response,
with participants highlighting failures in respect of both the day-to-day operational activity of the Revenue
and systemic flaws which need to be addressed to prevent this problem escalating year on year. To quote
one participant:

A system which systematically creates overpayment situations, for significant amounts of money, often
due to the Revenue’s own mistakes, impacting on vulnerable people, then simply demanding the money
back, is a system that needs reviewed.

11. Responsibility lies with both Government and the Revenue to address the situation. The Revenue can
work towards eliminating service delivery problems including poor advice and information provision to and
communication with tax credit recipients; Government must enact legislation to clarify and protect the
rights of recipients who become overpaid and ensure that there is a greater responsibility on the Revenue
to pay the right amount of tax credit to the right people at the right time.

One message to the eConsultation stated:

“The part that leaves people feeling so desperate is that you have absolutely no control over the
situation.”

12. Another stated quite simply:

“Something must be done.”

13. There has been movement on the issue with the announcement of 26 May 2005, the announcement on
the 27 October to suspend automatic recovery of all disputed tax credit overpayments and the 6 December
announcement regarding a series of measures to improve the administration of tax credits.

14. The positive side to this is that eVorts are being made to improve administration; the negative side is
that by taking this piecemeal approach over en extended period of time tax credit recipients risk being left
behind in the face of constant change. Communication diYculties were previously highlighted as a
problem—and the fear would be that people will become more confused and bewildered in the face of
continued change to the way tax credits are administered.

15. Advice NI trust that these comments are constructive and helpful, and we would welcome the
opportunity to engage at a later stage as and when required.

December 2005

Memorandum submitted by the Association of Taxation Technicians

The Association of Taxation Technicians welcomes the opportunity to provide evidence to the Treasury
Sub-Committee on the Administration of Tax Credits. The Association recognises and applauds the aims
of the Tax Credits regime to encourage the undertaking of remunerated work and to alleviate child poverty.

This evidence is submitted in the light of the Chancellor’s announcements in the Pre Budget Report of
5 December.

1. Executive Summary

1.1 The objective of providing the right amount of financial support to claimants at the right time poses
many challenges. Entitlement under the system is based upon personal circumstances prevailing in the year
of claim, but the actual financial support is provisionally based upon the income of the preceding year. This
is later adjusted to the actual income of the year of claim, subject to an “income disregard”, currently £2,500
but increasing to £25,000 from 2006.

1.2 The system works perfectly in situations where a claimant’s income is constant and his or her personal
circumstances are unchanged from year to year. However, when, after the end of the year, the claim is
adjusted to reflect the actual income for the year of claim, there will be an over or underpayment for both
the previous year and for the period from 6 April to date of notification, although the increased income
disregard will eliminate many previous year overpayments arising from changes in income. Similarly over
or underpayments will arise from changes in personal circumstances.
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1.3 The recent problems experienced with Tax Credits have centred around overpayments. Because the
“target audience” is largely the lower-paid, any overpayment of credits will have been spent and attempts
on the part of HMRC to recover the overpayments creates a dilemma. To write-oV the amounts would in
some cases be to condone failures to comply with a claimant’s obligations and yet to enforce collection could
create the very child poverty that the system aims to alleviate.

1.4 The Association believes that steps must be taken to:

— reduce the number of changes which need to be notified to HMRC and therefore opportunities for
overpayments; and

— ensure that claimants are fully aware of their obligations to provide such notifications of changes
as cannot be dispensed with.

1.5 In summary, the Association submits that:

— the same restriction should apply to the recovery of in-year overpayments as to previous year
overpayments;

— HMRC should investigate ways of reducing contact with the claimant by concentrating on the
mandatory reportable changes and also to educate the claimant that overpayments are a normal
part of the system and not their fault for failure to notify. Award notices, leaflets, advertising and
the other communications from HMRC should make the possibility of repayment explicit;

— allowing a longer period of backdating would reduce the unnecessary paperwork created by
protective claims. It would prevent the unrepresented claimant from losing out;

— the rules of Child Benefit and Tax Credit should be harmonised;

— the family element of Child Tax Credit should be incorporated into Child Benefit; and

— the rules relating to childcare should be dramatically simplified.

2. Restriction of Recovery of Overpayments

2.1 In-year overpayments result in an immediate reduction of the tax credits to 100% of those credits,
whereas overpayments based on the previous year claim only gives rise to a 25% of tax credit claim clawback
(where marginal taper applies) or 10% restriction (where full credits are payable). Hardship payments might
then have to be claimed to enable the claimant to survive financially.

2.2 HMRC have been encouraging reporting of changes of income within the fiscal year. However there
was no incentive for claimants to do so, as increases over £2,500 (for example a mother returning to work
after maternity leave) reduced the credits already paid for the current year giving an in-year overpayment.

2.3 There is no logical reason why diVerent rules apply to overpayments for the completed year to the
current year. This confuses claimants, and can lead to large changes in the credits payable.

2.4 Many claimants do not know their income until sometime after the end of the year (eg self-employed
claimants), or, are unable (or unwilling) to supply information to HMRC for many months after the end
of the year. Thus a significant number of “in year” overpayments arise because of late reporting. In such
situations it is probable that, in future, an overpayment will not arise in respect of the previous year because
of the £25,000 disregard.

2.5 The Association submits that the same restriction should apply to the recovery of in-year
overpayments as previous year overpayments.

3. The Income Disregard

3.1 The Association welcomes the increase in the income disregard announced by the Chancellor in the
PBR. However we would note that the new rules mean that the base income is the lower of the preceding
year or the current year in almost all cases.

3.2 The new rules give an incentive to maximise income in alternate years. This could be done, for
example, by timing gift aid or pension payments to alternate years. The eVect could be to give relief for a
basic rate taxpayer of 22% ! 37% (tax credit relief for actual year of payment) ! 37% (tax credit relief,
subsequent year income rises by less than £25,000, therefore previous year income applies) % 96%. Most
tax credits claimants will be unrepresented and the temptation to move income from one year to another
will be great.

3.3 The Association is concerned that significant extra resources will be needed to police the income
returns and to ensure fraud does not develop within the system.
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4. Communication

4.1 The Tax Credits System, by linking entitlement and payment to variable factors such as personal
circumstances and income, is designed to have over and underpayments; they will never be eliminated. It
therefore behoves HMRC to ensure that claimants are fully aware of the possibility that an overpayment
may still arise even if they fully notify all changes at the earliest possible time.

4.2 Some overpayments, and presumably some underpayments, arise from processing error. Currently
HMRC are encouraging claimants to notify every change as quickly as possible. This may reduce the
number of overpayments but as set out above cannot eliminate such events. What it will do is increase the
potential for processing error, increase the volume of paperwork received by claimants and further confuse
the recipient. It could be said that the complexity of the calculation would mean that no one could properly
understand if they were in receipt of the correct tax credits if more than four or five changes occur in the year.

4.3 The Association believes that HMRC should investigate ways of reducing contact between claimant
and the helpline by concentrating on the reduced time limit for notifying mandatory reportable changes,
together with an education programme with the message that overpayments may still occur. Following the
PBR changes HMRC should discourage the in-year reporting of increases in income.

4.4 This is educating the claimant that overpayments are a normal part of the system and not their fault
for failure to notify. Award notices, leaflets, advertising and the other communications from HMRC should
make the possibility of repayment explicit.

5. Backdating Claims

5.1 The rules allow for backdating of claims by up to three months. This can result in claimants not being
able to claim credits to which they are entitled. For example a self-employed person with a financial year to
31 March incurs a bad debt in March resulting in a loss for the year. That loss would not be foreseeable,
but to obtain tax credits in full a claim would have been required by 6 July in the preceding year, some eight
months before the event giving rise to the loss occurred. Similar problems occur with redundancy. As a
consequence, advisers tell all clients with children (regardless of the level of income), any self-employed
clients and those whose income is unpredictable, to register for tax credits.

5.2 The Association submits that allowing a longer period of backdating would reduce the number of
protective claims, thereby reducing the volume of unnecessary paperwork. This would also be more
equitable as it would prevent the unrepresented claimant from losing out by not being aware of the need to
make a protective claim.

6. Simplification

6.1 Members of the Sub-Committee will be aware of the recent National Audit OYce report Department
for Work and Pensions: Dealing with the complexity of the benefits system. Many of those comments apply
equally to HMRC and the Tax Credits system. Linked to comments made earlier, there is a need to simplify
the rules wherever possible. If fewer changes are required to be notified fewer administrative errors and
irrecoverable overpayments will arise.

6.2 At present a claimant needs to give separate notifications for Child Benefit and Child Tax Credit and
yet both are administered by HMRC. Why can a single notification not suYce? HMRC should be able to
use information it already holds (including R40 claims and SA Returns) instead of requiring more contact
from the claimants. This should be a long-term goal, in view of the IT changes required, though the long
term costs savings must surely be recognised as substantial and therefore worth aiming for.

6.3 Furthermore, work should be undertaken to see if it would be possible to merge the family element
of Child Tax Credit with Child Benefit to remove a material volume of claimants from tax credits. As the
withdrawal of family element only applies to the more wealthy claimants those overpayments could be
incorporated within the Income Tax Self Assessment or PAYE systems as appropriate.

6.4 The rules for claiming for childcare are very diYcult to explain and most claimants do not understand
the details, yet this element is the largest part of many claims. Urgent work is needed to simplify the rules
used to quantify childcare claims so that the average claimant is able to fully understand the methodology
to be used and the implications of change of childcare payment.

6.5 Finally the rules for employer provided tax-free childcare vouchers must be properly integrated with
tax credits so that it is no longer possible to be worse oV by accepting tax-free childcare vouchers from their
employer rather than taxable salary.

6.6 The Association suggests that as Child Benefit is now under the control of HMRC:

— the rules of Child Benefit and Tax Credit should be harmonised and that only one notification
should be needed to start or stop both benefits;

— the family element of Child Tax Credit be incorporated into Child Benefit; and
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— the rules relating to childcare be dramatically simplified and integrated with the tax rules on
employer-provided childcare vouchers.

The Association would welcome the opportunity to expand upon these submissions.

December 2005

Memorandum submitted by the Chartered Institute of Taxation

Executive Summary

A. We welcome most of the changes made to the tax credit system announced in the Pre-Budget Report
on 5 December 2005. We think that these:

— will go a long way towards removing overpayments (inherent in a system which is not based on
fixed awards);

— will prevent, for many, the unsatisfactory position which exists at present, that claimants can find
themselves in an overpayment situation, through no fault of their own, when their income rises.

B. However, we urge HMRC to abolish the 100% in-year recovery rule sooner than November 2006.
With the new disregard of £25,000 not coming in until 2006–07, there will be many claimants who will still
suVer if their income rises between now and April 2006. Alternatively the £25,000 disregard could be
introduced one year earlier.

C. We think that some progress is being made with the six measures announced in the Paymaster
General’s statement to the House on 26 May 2005, but the Institute is not party to all the activity that is
going on in this area. We express some concerns about changes that are being made and make suggestions
for further improvements.

D. We make some other suggestions to help improve the current administration of tax credits.

E. We express concerns about the proposal in the PBR to increase the number of situations where
claimants will be liable to a penalty for failure to notify a change of circumstances. Those whose personal
and working lives are less stable are the ones most likely to suVer under this new regime.

F. With the increase in the number of situations that will be liable to a penalty, we urge HMRC to make
faster progress in making their processes more “joined up” so that, for instance, those who notify a child
leaving school for child benefit purposes are automatically treated as making the same notification for tax
credits (or vice versa).

G. We are not sure how well the reduction in the time limit for reporting changes (to one month instead
of three) will work for those changes which need a little time to become apparent eg the breakdown or
formation of a household; changes in working hours for those whose hours are not regular; childcare.

H. We suggest that HMRC modify claim forms so that, for claimants becoming newly entitled to tax
credits on getting a job, enough information is provided to ensure that provisional payments do not run on
into the next tax year if tax credits are not due. This will prevent overpayments and save proactive contact
by HMRC.

Positive Changes Announced in PBR December 2005

1. We are pleased to see the new income disregard of £25,000 as we believe this will lead most tax credit
claimants to be assessed on a previous year basis. (We understand that very few claimants will see rises in
their income from one year to the next that are greater than this amount.) Not only will this lead to greater
stability in the current year claims (income changes will not distort the ongoing claim), but it will also avoid,
for most people, the unsatisfactory position we have at present, ie that claimants can find themselves in an
overpayment situation through no fault of their own. It is very diYcult to explain to a claimant that a pay
rise or bonus they have received towards the end of the tax year means that they have to repay their tax
credits for the earlier part of the year.

2. We also think that keeping the income stable, by fixing it (eVectively) at the previous year level, will
enable claimants to see more clearly the responsive nature of the tax credits system, ie as their childcare goes
up their tax credits will increase (without being reduced by the income from the extra work they are
undertaking, remembering as above, that under an annual system this increased income aVects the credits
for the whole tax year). We have always argued that tax credits are responsive to changes in personal
circumstances, but—under an annual, current year system of income measurement—not so responsive to
changes in income.

3. In view of the positive benefits of this change we wonder if it could not be introduced earlier ie for
2005–06 rather than 2006–07.
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HMRC’s Recovery of Overpayments

4. Another matter which distorts the responsive nature of tax credits is the 100% recovery of in-year
overpayments (where continuing tax credit payments allow). Thus someone notifying an income rise in-year
(of more than £2,500 under the current rules), or notifying a change in personal circumstances which
decreased their award some time after the change occurred but still in-year, could find themselves with no
tax credit payments at all for the rest of the tax year. Not only does this cause diYculties in family budgeting;
it also discourages the claimants from notifying the changes in-year. This is because, if the claimant had
waited until the end of the tax year to tell HMRC of the change (which in a lot of cases they are perfectly
entitled to do), the rate of recovery of any overpayment is based on the more generous percentage limits in
Code of Practice 26 “What happens if we have paid you too much tax credit?” (COP26). We therefore
welcome the announcement to restrict in-year recoveries to the same rates as cross-year recoveries. But we
would be happier if this were to be introduced earlier than November 2006. We understand that it cannot
be done automatically until 2006 but it could be done manually by amending COP26 and giving top-up
payments in all cases of in-year overpayments. We think HMRC should consider this for the reasons
given below.

5. Under this heading we would also like to highlight an issue concerning communication on
overpayments. We have been consulted on the new award notices and some of our suggestions have been
taken on board. However, we are concerned that, in the latest versions we have seen, it is not clear that the
new award notice will clearly show the percentage rates of recovery being applied to overpayments.
Considering the complexity of tax credits, and the diversity of numeracy skills held by tax credit claimants,
we think that these percentages should be transparent so that claimants (or their advisers) can challenge
them if they think they are wrong. It will also help claimants understand what is happening now and what
is likely to happen in the future.

Progress with the Six Measures Announced in May 2005

6. Generally we have been working with HMRC on progressing these six points and the Sub-committee
will already know that some of the measures have been implemented (eg suspension of recovery of
overpayments where there is a dispute). So we highlight below areas which we are not sure are being
addressed and which concern us:

(a) We accept that the new award notice cannot possible contain every last element of the calculation
of the tax credits award. Tax credits are too complicated. We have therefore accepted that the part
of the calculation showing how the maximum credits are reduced will only be shown in summary.
However—and we have stressed this in the consultation meetings—it will be necessary to be able
to get to the detail of this “tapering calculation” in some cases, to ensure that everything is correct.
We will be very disappointed if HMRC’s promise that this information will be available “on
request”, is not fulfilled. It would lead to people still not understanding how their award is worked
out and this can only lead to further disputes.

(b) As mentioned above (see 4), pro-active contact by HMRC to get claimants to notify in-year
changes of circumstances cannot be successful whilst any overpayment arising is recovered in-year
at the rate of 100%. If HMRC want claimants to notify changes immediately, HMRC cannot leave
claimants in the position that they will be worse oV if they do so.

(c) We have in the past asked for more transparency on things like Gift Aid and pension contributions
by putting a box on the claim form. We therefore empathise with the comments made at the
October Treasury Sub-Committee on tax credits. We also note that HMRC does not operate a
“whole customer view” with these sorts of things, ie they advertise Gift Aid for Tsunami appeals
on the front page of their website but do not mention, there, the tax credits deduction available.
We think more needs to be done in this area.

(d) We know that shorter checklist type forms are being prepared to go out with award notices and
renewal packs. We think these will be clearer in getting claimants to understand their obligations.
However, as already noted, tax credits are complicated and claimants will also need some sort of
reference guide (perhaps just issued once, when they first claim, or annually thereafter) if they are
to understand how to work out their childcare, their hours, their income, whether they are still
living together, etc, etc. We have asked for such a guide to be available.

(e) We are concerned that HMRC are not transparent in explaining to claimants the rules on the
backdating of awards. Whilst we realise that the current emphasis must be on reducing the
overpayment problem, surely it is also important to explain clearly to claimants what they are
entitled to? After all, if some backdating which is due has not been given to a claimant, this will
reduce the size of any overpayment! In this regard we think that much could be done to improve
the information on the claim form so that backdating is more accurate the first time around. At
present some claimants have to know that backdating has not been given (which they may only
do if they go to an adviser) and then apply to the Tax Credits OYce (TCO) to get it. This does not
seem satisfactory.
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(f) We have seen cases where it is clear that no sanity checks have been made on award notices, eg How
can someone be working in an employment and have an income of Nil? How can someone’s
childcare costs be greater than their income? How can the number of children diVer in diVerent
parts of the award notice? We think that the computer system should be changed so that errors
like these are isolated for checking, or are just never possible in the first place.

Other Suggestions to Improve the Current Administration of Tax Credits

7. We are aware that mistakes are often made in calculating the weekly childcare figure for tax credit
purposes. This is particularly true for those who experience varying costs and are asked, by the guidance,
to calculate an average—often having to predict costs for the next 12 months. Along with others, we wonder
whether tax credits are the best way to deliver the childcare help, but assuming that no policy change is
possible, we think more needs to be done to improve understanding in this complex area. Perhaps there
should be a dedicated team in the TCO, and/or a separate Helpline, for childcare issues. Such a team could
also deal with the complexities that arise when people have time oV work to have, or look after, new
additions to the family. These claimants’ hours will decrease but in many cases they will still be treated as
in work for tax credit purposes. Under the new rules, will this be a change that has to be notified? People
will need guidance on this point.

8. We understand the TCO cannot accept or “capture” information provided in advance. All
notifications, like a child leaving school, have to be made after the event has happened. We see no reason
why claimants have to wait until they are actually being paid too much before their credits can be changed.

Implications of Other Changes Announced in PBR

9. There are to be more changes in personal circumstances which have to be notified within a specific time
limit. These are:

— ceasing to work 16 or 30 hours, and

— a child or young person ceasing to be a qualifying child or young person.

We can see the reasons for these changes, but urge HMRC to make faster progress in linking information
they may already have from another source before imposing penalties on a vulnerable sector of society. For
instance, information on a child ceasing full-time education may already have been received by HMRC in
connection with a child benefit claim (and in fact is often notified in advance). Information on ceasing work
may have been notified through the P45 procedures. It would be unfair, in our view, to impose a penalty
where HMRC had already been told about the change through another administrative procedure. The
position is particularly unsatisfactory where a child is leaving school, because at present, the tax credits
computer automatically carries on making the payments of Child Tax Credit until the young person reaches
the age of 19.

10. We would also like to see HMRC only imposing a penalty for late notification where there has
actually been a loss to the Exchequer. In many cases where hours have been reduced, although maximum tax
credits may decrease, the net amounts may not. This is because reductions in working hours usually mean
reductions in income and the less the income, the greater the amount of net tax credits. We have already
submitted detailed computations on this point to HMRC.

11. We are also concerned about the shortening of the time limit for notifying all compulsory changes
to one month instead of three. Whilst again we can see the reasons for this, we think some of the practical
implications may not have been thought through. Those who work varying hours may not know when their
hours have permanently decreased; many who pay childcare costs are told not to notify changes until they
have lasted for at least four weeks; and those who experience household breakdown will often not know
within a month, whether the breakdown is temporary or permanent. If HMRC press ahead with this one-
month rule, we think a light-touch regime for the penalties will be necessary.

12. We are not sure that shortening the time limit for renewal will be that successful in that 31 August is
at the end of a peak holiday period, particularly for those with children. If HMRC are able to get provisional
payments more accurate is this shortening of the time limit really a good idea?

13. The new, large, increase in the income disregard will mean that many claimants will eVectively receive
tax credits on a previous year income basis. This, in turn, will mean that many starting new jobs will only
qualify in the tax year that the new job commences, or in that year and the next. This is partly because of
the £25,000 disregard, and partly because they may have less than a full year’s earnings in one tax year. We
suggest that HMRC modify claim forms so that, for this category of claimant, enough information is
provided to ensure that provisional payments do not start in the next tax year when they are not due. This
would be another example of information provided in advance which HMRC would have to capture, but we
cannot see why it should not be done. It will save overpayments and some of the proactive contact HMRC is
suggesting they will do in the proposals in the PBR.

9 December 2005
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Supplementary memorandum submitted by the Chartered Institute of Taxation

The CIOT have been watching the hearings of this committee with interest, and note the current
discussions around removing “family element only” cases from tax credits in order to take those on higher
incomes out of the tax credits system.

However, we are aware that the new higher childcare elements of tax credits mean that those on quite high
incomes are entitled to more than the family element if they are incurring maximum childcare costs. So we
thought the attached article [see Tax Adviser, March 2005, pp 4–7], which covers this, might be of interest
to the Sub-Committee.

You will see that the article was written after the 2004 PBR when the new childcare rates were announced.
If the Table for 2006–07 is updated for the new rates of tax credits (which were announced in the PBR 2005)
then, for 2006–07, families with only two children but maximum childcare get more than the family element
even if their income goes over £59,000 (where the Table shows £58,558 it would now show £59,260).

We hope that this is helpful to the Committee in their deliberations.

January 2006

Memorandum submitted by the Chartered Institute of Taxation (Low Incomes Tax Reform Group)

Summary

— We believe that if the diYculties in the tax credit system can be resolved, the basic structure remains
a good and responsive way to alleviate poverty. But if not carefully handled, overpayment recovery
still has the potential to exacerbate poverty rather than relieve it, particularly when automated
computer programs are allowed free rein and one-to-one customer service and support given a
much lower place.

— We greatly welcome the projected increase in the in-year income disregard from £2,500 to £25,000,
and alignment of the rates of in-year with cross-year overpayment recovery. But we remain
concerned about claimants who might be reporting in-year income rises of more than £2,500
between now and when those measures take eVect, as they will continue to suVer the eVects of 100%
automatic overpayment recovery. We recommend that HMRC investigate urgently whether a
manual fix can be put in place to limit overpayment recovery in-year, so that claimants are not
required to repay more than they can aVord. We also recommend that HMRC cease writing to
claimants encouraging them to report in-year income rises above the disregard, thereby inviting
them to trigger an overpayment recovery they cannot always aVord. We strongly recommend that
HMRC cease such operations until the increase in the disregard limit has taken eVect.

— We oppose the proposal to decrease from three months to one month the time allowed to report
changes of circumstances which reduce an award, and recommend that the three-month deadline
be retained.

— We strongly recommend that childcare support be removed from the tax credits system altogether
and delivered in a more direct way. If that is not possible, overpayment recoveries aVecting
childcare should be deferred until the family is better able to cope financially. The proposed
reduction in the time limit for reporting changes which reduce the claimant’s entitlement to credits
should not apply to childcare.

— A formal right of appeal to an independent tribunal against HMRC’s decision on whether or not
to recover an overpayment is now an urgent necessity.

— The way in which the Tax Credit OYce applies the “reasonableness test” in COP26 should be the
subject of regular independent reviews, the results of which—and any action following which—
should be made public.

— In the interests of fairness to all tax credit claimants, those who had their cases rejected on the basis
of the COP26 reasonableness test before the introduction of the streamlined procedure of
overpayment recovery, but who would probably have succeeded had the streamlined procedure
been in place, should have the opportunity to re-apply under the streamlined procedure.

— HMRC must consider whether it is appropriate to apply the ordinary tax debt collection
procedures to the direct recovery of tax credit overpayments, given the very diVerent nature of the
two types of debt.
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Background

1.1 The Low Incomes Tax Reform Group (LITRG) is an independent policy group supported by the
Chartered Institute of Taxation. It aims to help people on low incomes to cope with their tax and campaigns
for a more friendly tax and tax-benefit system for the unrepresented. Tax credits, where the tax system meets
social security, has formed a major part of our portfolio since the inception of the working families’ and
disabled person’s tax credits in 1999.

The Need for Customer Service and Support

2.1 Right at the start of the consultation in 2001, we warned that the proposed preceding year basis of
assessment, switching to current year basis if a claimant’s income or circumstances changed in-year, would
be diYcult to implement with a population used to budgeting week by week, or even daily, to meet
immediate needs. If not carefully handled, overpayment recovery would always have the potential to
exacerbate poverty rather than relieve it. But the system could probably work, provided it was backed up
by very strong customer service and support.

2.2 Four years on, we remain of that view. But the customer service and support is not yet of suYcient
quality to sustain what is a highly sensitive mechanism for relieving poverty. We are concerned that too
many decisions, which should reflect individual circumstances, are delegated to the computer, and too many
errors result, some of them nonsensical. More human intervention and face-to-face contact, while expensive,
is a necessity if the system is to work as intended, particularly with a population that tends to believe, and
not question, what they are told by government departments.

Pre-Budget Report Announcements on Overpayments

3.1 At present, the annual income measure in tax credits is an obstacle to both responsiveness and work
incentives. This is because averaging income over a tax year can cause benefit paid earlier in the year, when
income is low, to be clawed back as income rises.

3.2 By way of illustration—if I earn £15,000 a year, and finish with a bonus of £5,000, my earnings will
be deemed to be £20,000 throughout the year, and—taking into account the disregard of £2,500—an amount
of £17,500 will be treated as accruing to me evenly day by day throughout the year. My benefit will be
recomputed on that basis, and the diVerence between the result and the amount I was paid when I was
earning at the rate of £15,000 a year will be clawed back as an overpayment.

3.3 The eVect of this rule is a disincentive to report changes in income during the year, or to do things
that might increase income later in the year, such as move to a better paid job, or in some cases to take up
work at all.

3.4 A further disincentive is the fact that overpayments identified in-year are recovered automatically at
100%, but if identified after the year-end as part of the renewal process are collected in instalments depending
on ability to repay. This runs counter to the policy underlying the system, which is to encourage work as
the route out of poverty.

3.5 We therefore welcome both the increase in the income disregard from £2,500 to £25,000, with eVect
from April 2006, and the alignment of in-year with cross-year overpayment recovery rates to have eVect
from November 2006.

3.6 But that does nothing to ease claimants’ problems in the meantime.

3.7 We appreciate that to make significant changes to an automatic computer function takes time.
Nevertheless, the recent introduction of a manual process to suspend disputed overpayment recoveries does
suggest that manual fixes can be put in place while waiting for the automated program to be fully functional.

3.8 The eVect of the current 100% automatic recovery in-year is often to reduce claimants’ incomes,
without warning, well below income support levels, causing considerable—and needless—hardship. If one
of the objectives of the system is to provide a floor below which nobody’s income can fall, it completely fails
to achieve that.

3.9 We therefore strongly recommend that HMRC urgently investigate putting in place a manual
procedure for limiting the automatic recovery of in-year overpayments as an interim measure until the
automated function can be got ready in November 2006.

3.10 Meanwhile, HMRC are writing to claimants to remind them to report any expected rises in income
above the £2,500 disregard. By encouraging claimants to report rises in income straightaway, HMRC is
inviting them to act to their disadvantage by triggering an overpayment recovery that they cannot always
aVord. Not only is this, to put it at its kindest, disingenuous, but it runs counter to the benefits of the new
policy claimed by the Paymaster General in her statement of 5 December 2005 (Hansard, cols 55–57 WS at
col 56).

3.11 We strongly recommend that HMRC cease such operations until the increase in the disregard limit
has taken eVect.
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Pre-Budget Report Announcements on Reporting Changes of Circumstances

4.1 While we broadly support the measures described above, we are opposed to the proposal to decrease
from three months to one month the time allowed to report changes of circumstances which reduce an
award.

4.2 We explain below (para 5.1) why this proposal is particularly unworkable in the case of childcare.
Here are some other examples of diYculties which claimants will have to resolve or face a penalty.

— There is an earthquake somewhere in the world. A UK resident, married, goes abroad to look for
a lost relative. This may trigger all sorts of technical changes of circumstances both at the time he
goes abroad, and after 8 weeks of absence, possibly again after 12 weeks. At each point he will have
4 weeks in which to report such changes to the Revenue authorities back home, some of which may
even require him to predict whether the relative will be found alive or dead.

— A couple have a falling-out, and within 4 weeks they have to predict whether this is a permanent
separation.

— Two people move in together on a trial basis; four weeks is far too short a time for them to say
whether they have started to live together as if they were married.

4.3 When the three-month limit was introduced, it was broadly supported as being fair and reasonable.
One month is unreasonable and, as we have shown above, unworkable. We doubt that the yield from this
measure will be as the Treasury predicts, as many will simply be unable to comply. We recommend that the
three-monthly deadline for reporting changes of circumstances be retained.

Childcare Support

5.1 The structure of childcare support within the working tax credit bears little resemblance to the reality
of childcare arrangements. If something unpredictable happens—for example, a child falls sick, or the
childcare provider falls sick—the last thing on the parents’ minds is to notify HMRC. The system requires
people to predict the unpredictable. When mistakes are made, whether in interpreting the complex and
sometimes bizarre rules or in working out averages, the consequences can be a recoverable overpayment as
substantial as were the amounts of financial support.

5.2 Where an overpayment results in childcare support being clawed back, too often the parent, faced
with the loss of the 70% (now to be 80%) credit and with the burden of repaying the overpayment—a double
whammy—can no longer aVord childcare. She (for this often aVects a female lone parent) has to look after
the child herself, which may mean that she can no longer work.

5.3 Apart from causing hardship, this again runs counter to the underlying policy of encouraging work.

5.4 The solution we recommend is often advanced, albeit unpopular with government.

5.5 We recommend that childcare support be taken out of the tax credit system altogether and a system
of straight reimbursement be instituted, or one where the state pays the support element to the childcare
provider direct.

5.6 If that proves unacceptable because it would involve a policy change and the substitution of public
expenditure for negative tax, it will be necessary to seek an administrative solution in the way childcare-
related overpayments are recovered from families in this situation. A deferral of the overpayment such that
no overpayments are recovered until the family’s finances can cope with repayment is an alternative. Again,
many such situations in our experience arise from ignorance of the rules—ignorance which is not
infrequently shared by the call centre staV advising the claimant. That is not their fault—the rules are just
too complicated.

5.7 In addition, whether or not the proposal to reduce from April 2007 the time allowed to report a
change which reduces tax credit entitlement from 3 months to 1 month may be justified generally, it would
be wholly inappropriate in the case of childcare. On paper it may seem logical and sensible, but in practice
a harassed mother, perhaps without high literacy and numeracy skills, juggling her time between her work
and her children, can scarcely be expected to monitor changes in her expenditure on childcare on a
monthly basis.

Appeals, Reviews, and the Quality of Departmental Decision-making

6.1 HMRC has a statutory discretion whether or not to recover an overpayment, and there is no right of
appeal against its exercise. The claimant can only complain to HMRC about its own decision-making, or
refer it to the Adjudicator, the Ombudsman, or ultimately the High Court by way of judicial review.

6.2 Given that the process of overpayment recovery is very largely automated, with minimal human
intervention, HMRC gives itself little or no scope to understand the individual circumstances of claimants
before the recovery processes commence. If those processes are questioned, by denying access to any
independent appeal body HMRC eVectively takes upon itself the task of arbitrating between itself and the
claimant. The department becomes judge and jury in its own cause.
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6.3 While we welcome the suspension of recovery of disputed overpayments, it is only half the solution
as the suspension only operates until the Tax Credit OYce has made its decision.

6.4 We have seen too many cases of bad decision-making for a formal right of appeal to an independent
tribunal not to have become an urgent necessity.

Overpayment Recovery—the COP26 “Reasonableness Test”

7.1 If an overpayment arises through oYcial error, HMRC will write it oV if satisfied that the claimant
could reasonably have thought their award was right (“the reasonableness test”).

7.2 We believe that the reasonableness test has been operated in too rigid and objective a way. It should
have regard to the capacities of the individual claimant to understand their award—what they are supposed
to receive, why, and how to interpret the award notice. In practice we believe there is too little scrutiny of
such decisions.

7.3 We recommend that the decision making process should be subject to a regular independent audit,
the results of which—and details of action to be taken—should be made public.

Overpayment Recovery—the Streamlined Procedure

8.1 To clear the backlog of overpayments disputed on grounds of oYcial error, a streamlined procedure
was introduced in the spring of 2005 to decide cases where recovery was disputed. This has proved to be
much more favourable to claimants than the standard COP26 criteria, with the consequence that a claimant
disputing overpayment recovery when the streamlined procedure is in force stands a better chance of being
favourably treated than they would have done if their case had been considered before the procedure was
introduced. We are concerned about the public law implications of treating claimants in similar
circumstances so unequally, when the only essential diVerence between them is when HMRC decided
their case.

8.2 We recommend that, in fairness to all claimants, those whose applications for write-oV under COP26
were rejected before the streamlined procedure was introduced are given the opportunity of applying again
so as to get the benefit of the streamlined procedure.

The Collection of Overpayment Debt

9.1 Tax credit overpayments have caused many to become unwitting, and often unwilling, debtors to the
Revenue. Unlike most other forms of tax debt, it is largely outside the debtor’s control. Therefore, HMRC
must deal with it in an altogether more sensitive way than other types. Yet, there have been examples of
claimants being required to find commercial loans to repay tax credit overpayments, and of lone parents
being pursued for overpayment debt generated without their knowledge by now absent partners. HMRC
must decide whether it is to behave like a body charged with the responsibility for eliminating child poverty,
or just like any commercial creditor.

9.2 We recommend that HMRC review whether it is appropriate to apply the ordinary tax debt collection
procedures to the direct recovery of tax credit overpayments, given the very diVerent nature of the two types
of debt and debtor.

Concluding Remarks

10.1 With tax credits HMRC has taken on a new clientele among whom are many with low literacy and
numeracy skills, even learning disabilities. There are many with fluid lifestyles who move in and out of
employment, self-employment, unemployment, relationships. A further group of DWP customers—those
receiving the child premiums in income support and income-based jobseeker’s allowance—will be coming
HMRC’s way next December.

10.2 The department has not yet adapted itself or its administrative systems culturally to this change. To
do so it must first recognise the limitations of its computer system in coping with the circumstances of the
individual claimant in poverty. It must also concentrate far more resources than hitherto on the human
processes, particularly customer support. Only then will the system fulfil its potential.

December 2005
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Supplementary memorandum submitted by the Chartered Institute of Taxation (Low
Incomes Tax Reform Group)

POSSIBLE OPTIONS FOR REFORM OF CHILDCARE ELEMENT IN WORKING TAX CREDIT

Summary

The childcare element in working tax credit is unprecedented in its generosity. This gives rise to
correspondingly large overpayments if mistakes are made in calculating entitlement, or in understanding
the complex and rigid rules about eligibility.

The calculations are based on averaging which few claimants are confident in working out.

The credit is tightly targeted so that if a person ceases to qualify for WTC, they also cease to be eligible
for childcare credit. This can disqualify a person who has lost their job and is trying to get back into the
workplace, or a lone parent who chooses to study or train to improve her work prospects.

Couples are also excluded if for example one of them is working and the other is caring for a disabled
child, or studying, or abroad for a short period.

If a claimant makes a mistake, and has to repay the ensuing overpayment, they may no longer be able to
aVord to pay for childcare as well, and therefore have to stop work altogether. Extreme hardship can result.

Any solution must address the situations described where childcare support is needed but unavailable
under the present rules, and the overpayment problem.

We recommend a solution outside tax credits which would pay the claimant directly as costs are incurred,
or pay the childcare provider. This need not compromise the level of support, and would solve the
overpayment problem.

But if childcare is to be kept within tax credits, we would seek either some protection from overpayment
recovery for households below a certain income level, or a system of vouchers if it could be delivered without
being unduly susceptible to fraud.

We strongly advocate a payment for parents who prefer to look after their own children.

We also would like to see some recognition within the system of the extra costs and diYculty in securing
childcare for disabled or severely disabled children, perhaps by increasing the maximum costs eligible for
the credit.

Introduction

1. There is no doubt that the childcare element in working tax credit is the most generous support ever
given by any Government in this country to the costs of childcare. Making it part of the tax credit system
means that anyone who qualifies for WTC automatically gets the childcare element, provided they fit the
specific requirements—to that extent access to aVordable childcare for those claimants who wish to work
is made a lot easier.

2. Nevertheless, many claimants are reporting diYculties of both comprehension and cash flow. The
complexity of the calculation, the very tight targeting of the eligibility rules, and the consequential
overpayments if mistakes are made, result in too many people falling between the cracks. For those people,
the size of the overpayments can cause significant hardship.

3. In this paper we consider the problems in the present structure of childcare support and propose some
solutions which could be carried out within the tax credit system. We also look at the merits of taking
childcare out of tax credits.

The Problems

Looking at each of these in turn:

Complexity

4. Entitlement to childcare credits is normally ascertained by means of an averaging calculation. There
are two problems with this:

— the diYculty most people have with computing averages;

— the fact that where childcare costs fluctuate, averaging does not deliver what is needed, at the time
it is needed, when costs are running above average.



3288761007 Page Type [E] 06-06-06 02:14:45 Pag Table: COENEW PPSysB Unit: PAG1

Ev 108 Treasury Committee: Evidence

5. To compound the diYculties, the booklet WTC5 gives five diVerent methods of computing
entitlement:

— if you pay childcare costs weekly in fixed amounts—such as £100 a week, every week—the booklet
WTC5 tells you to add up your costs for the last four weeks and divide by four (the averaging
calculation) whereas the notes to the claim form TC600 say: “If you pay for child care weekly and
pay the same amount each week, insert that amount” on the claim form;

— if you pay childcare costs weekly and they fluctuate, add together what you have paid over the last
52 weeks and divide by 52. This covers situations such as childcare being paid for term time but
not in school holidays, or the very common case where child care provision fails, and ad hoc
arrangements are made to tide the family over;

— if you pay costs monthly in fixed amounts, multiply what you spent last month by 12 and divide
by 52;

— if you pay costs monthly and they fluctuate, add together what you have spent over the last 12
months and divide by 52;

— if it is less than 52 weeks or 12 months since you started using childcare, estimate what you will
spend over the next 52 weeks and divide that by 52.

6. When averaging is used, a further complication arises if a claimant’s average childcare costs drop by
£10 a week or more over a period of four weeks, because HMRC must be told. It is hard enough for
claimants to work out their average childcare costs in line with the above methodology, particularly if there
are frequent and unpredictable fluctuations; but to do so over a four-week period during which costs are
fluctuating all the time is an unreasonable burden on most people. People who have diYculty are advised
to phone the helpline—in practice this has proved to be an inadequate solution in many cases. Experience
suggests that helpline operators may have the same problems in understanding the system as do claimants.

Rigidity

7. Building the childcare element into working tax credit has the apparent advantage that anyone eligible
for the principal in-work welfare payment is also eligible for the childcare support that goes with it, so that
only one claim is required.

8. However, this also has a corresponding disadvantage in that anyone who falls out of WTC eligibility—
eg by their weekly hours falling to below 16—similarly forfeits the childcare support. This would exclude
from the childcare credit a lone parent who is studying or training to improve her work prospects, and
possibly working less than 16 hours a week meanwhile.

9. It also excludes someone whose job has come to an end, and with it their WTC entitlement, but who
has every intention of re-entering the labour market, during which time it is vital—both for parent and for
child—to retain the child care place while the parent is seeking work.

10. It is also important to recognise that, in the case of couples, childcare is only payable if both parents
are working, unless one parent is:

— incapacitated, or

— in hospital, or

— in prison.

11. The eVect of this rule means that childcare credit is not available to families where one parent is in
work and the other parent:

— is caring for a disabled child;
— has stopped work in order to go overseas temporarily (eg to deal with a family matter), when the

couple is disqualified from childcare support for at least the first eight weeks of absence;
— is studying full time and ineligible for childcare support through the education route; or
— is incapable of work but not in receipt of a qualifying benefit.

12. These are examples of how the tight targeting of this benefit can defeat the welfare to work agenda
and indeed other government policy objectives.

13. The situation outlined in the second bullet above results from an anomaly in the way the temporary
residence rules interact with the eligibility requirements for child care credit. The temporary residence rules
allow a couple’s joint claim to continue for the first eight weeks, or 12 weeks in some circumstances, of any
absence abroad that is not intended to exceed 52 weeks. But because the childcare rules require both
members of a couple to be in work, when one member stops work to go abroad the couple is no longer
entitled to the credit. If the member who has gone abroad has not returned by the end of the eight (or 12)
week period, the member who remains in the UK becomes a single claimant for tax credit purposes and can
then claim the childcare credit. Two provisions, both intended to give relief, eVectively cancel each other
out. That cannot have been the intention of the legislature, yet there seems to be no will on the part of the
legislature to correct the anomaly.
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14. The accompanying paper Working Tax Credit—Child Care Tax Credit for Couples by Jane Hayball,
Welfare Rights adviser at the London Borough of Greenwich, gives more details of the four situations
described above.

15. Furthermore, if one parent is staying at home to care for the children, not only are no childcare credits
paid to recognise the caring done by the parent, but the total sum paid in working tax credit is the same as
paid to a lone parent. In other words, the system discriminates against two parent families where one adult
cares for the children, and arguably provides a significant financial disincentive for a second adult to become
a permanent member of the household. Again, this could be seen as contrary to the wider policy objective
of providing stable families for children.

Overpayments

16. Because the childcare credit is so generous, childcare-related overpayments are correspondingly large.
Overpayments are likely to arise because mistakes are made as to the eligibility rules, or in computing
averages.

17. We have seen a case where attempts were made to claw back considerable sums from a couple because
the husband had to go overseas to attend to a death in the family, and the wife continued to receive childcare
payments during his absence.

18. In another case we handled, an enquiry was launched into the claim of a lone parent whose mother,
a registered or approved childcare provider, was looking after the child in the child’s home, a practice that
was permitted under WFTC but forbidden under WTC.

19. In both those cases, the overpayments were out of all proportion to the claimant’s ability to repay—
one was around £4,500. We argued successfully that both overpayments should be written oV; but if we had
not done so, those families would have faced severe financial diYculties because they were confused about
the complex rules.

20. Similarly, as mentioned above, HMRC must be told if a claimant’s average childcare costs drop by
£10 a week or more over a period of four weeks. This is not an absolute amount, but an average over the
period. Parents who are struggling to cover their childcare needs often do not understand how this works,
or do not remember to notify HMRC, and hence an overpayment begins to build up. This problem will be
exacerbated when the period within which such changes must be reported, at present three months, is
reduced to one month. No sooner has the four-week run-on period expired than the reporting deadline
passes too.

21. The price to the claimant of making a mistake can be a high one, particularly for a lone parent. Faced
with the twin debt of paying for childcare without the 70% credit, and repaying the overpayment, many are
forced to cancel their childcare arrangements, which means they can no longer work. In short, a payment
intended to be a work incentive becomes instead an obstacle to staying in work. We have also documented
cases where people have been forced to sell, or at least consider selling, their homes to repay the
overpayments, adding considerable stress and instability to the family unit.

Possible Solutions

22. Any solution would have to address two things:

1. how to extend the scope of the childcare element so that new categories of people who do need the
support can benefit from it (eg carers, people going abroad, full-time students, etc); and

2. the problem of overpayments.

23. We believe that the first issue can only be resolved if Government were to take the necessary policy
decisions, and make the necessary changes to the legislation. The cost of doing that can—we suggest—be
met by reducing the volume of overpayments arising from the childcare element. To that extent, the solution
to 1 may be partly dependent upon 2.

24. How, then to resolve the overpayment problem?

25. Overpayments are endemic in a system, such as tax credits, which is designed to give provisional
awards which are later adjusted. Accordingly, for as long as (a) this remains true of the tax credit system,
and (b) childcare support is kept within tax credits, there will always be a tendency to underpayments and
overpayments and there will always have to be some form of reconciliation at the end of the year.

26. That observation gives force to the argument that childcare support should be taken outside the tax
credit system altogether, and either paid directly to the claimant as it is incurred, or paid to the childcare
provider. One objection might be that if childcare support were taken out of the working tax credit, it would
be more diYcult to link it to work; but the same could perhaps be achieved by a simple passporting
mechanism. The present generous level of support need not be compromised by taking child care out of the
tax credit system; and recoverable overpayments would only arise where there was misrepresentation or
omission on the part of the claimant. Overpayments would no longer be endemic in the system. In short,
the advantages of this course are many, and we can see no insurmountable drawbacks.
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27. However, the Government appears committed to keep childcare within tax credits. We must therefore
also look for possible solutions within that system. We raise two possibilities:

1. Some form of protection for more vulnerable claimants. One way of doing this would be to put a
ceiling on overpayment recovery, analogous to the system of student loans. Overpayments would
remain on the claimant’s account, as it were, but recovery would be suspended in certain
circumstances. For example, there would be no recovery at all where household income was less
than x amount, partial recovery where income was more than x but less than y, full recovery above
y. This would protect those who could least aVord to repay large overpayments, but would not of
itself decrease the volume of overpayments in the system. Nor would it release the funds necessary
to bring within childcare support carers, and those others whose circumstances might merit help
of that kind.

2. A more radical (and possibly controversial) idea would be to issue vouchers at the start of the tax
year based on 70% (or 80% from 2006–07) of a forward estimate of childcare costs. Once issued,
the vouchers would be available to claimants to spend on registered or approved childcare for the
rest of the tax year. If the estimate at the beginning of the year proved too low, the claimants could
apply for more. If the estimate proved too high, no overpayment would result, because the money
would not be spent until the voucher was presented for payment. At the start of the next tax year
the claimants would again estimate their forthcoming expenditure, and the process would be
repeated. Eligibility would still be linked to the working tax credit; there would be no need to keep
track of average expenditure over a cycle; and the overpayment problem would be resolved
because however many vouchers were issued, only those presented for payment would be counted.
Clearly, a scheme of this type would need to be designed carefully to prevent fraud, and also the
development of a secondary market in vouchers. It would also be necessary to link the issue of
vouchers to current award levels in order to determine how much of the credit should be subject
to the 37% tapered reduction—unless that were simply fixed for a year on the basis of preceding
year’s income.

28. Much of the problem with overpayments caused by rises in income has been removed by the
announcement in the 2005 PBR of a £25,000 disregard. Greater tolerance of downward movements in
childcare would be a considerable help in both reducing the bureaucracy of the system, and reducing
overpayments.

Support for informal childcare

29. As noted above, there is no support in the UK for parents who prefer to look after their own children,
despite the resulting loss of income from employment or self-employment.

30. Nor is there support for those who are able to leave their children with a member of their family, most
obviously their own parents, unless very restrictive conditions are fulfilled.

31. In other countries, notably France and Finland, the state supports both paid childcare and childcare
by parents or grandparents. The current UK system is biased in favour of the lone parent, and thus can be
seen as hindering the formation of permanent, stable, two-adult family units. We do not understand the
policy reasons why the state contributes so generously to the costs of the single parent family, or the family
where both parents work, while ignoring the costs of the other.

32. If a more even-handed approach were adopted, perhaps it would ameliorate the economic
circumstances which require many couples and lone parents to choose work, thus having to find paid
childcare provision for their children, rather than care for their children themselves.

Disabled children

33. We conclude with a note about childcare for disabled or severely disabled children. Because
conventional childcare facilities are generally unable to accommodate such children, childcare for them can
be hard to find and disproportionately expensive once found. We would like the system to recognise the extra
costs of obtaining care for disabled children by, for instance, increasing the maximum costs eligible for
the credit.

Annex

WORKING TAX CREDIT—CHILD CARE TAX CREDIT FOR COUPLES (PAPER PREPARED
BY JANE HAYBALL, WELFARE RIGHTS ADVISER, LONDON BOROUGH OF GREENWICH)

Current Situation

Couples can receive help with childcare costs through the Child Care Tax Credit if they are:

— A couple where both partners work 16 hours per week or more, or
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— A couple in which one partner works for 16 hours per week and the other is unable to work because
s/he is considered to be incapable of work, or

— A couple in which one partner works for 16 hours per week and the other is unable to work because
s/he is in hospital or prison.

Problem Areas

There are a variety of situations in which couples may need or wish to use childcare but where it cannot
currently be included in the tax credit claim. These notes proceed on the assumption that no parents will
arrange unnecessary childcare for their children (especially since they will always have to pay at least 20%
of the costs—30% up to April 2006—themselves).

1. Couples, one is in work and the other a full-time carer

There is currently no provision for help through tax credits with childcare costs in this situation. The
partner may be caring for a disabled child or adult. In particular, where the parent is caring full-time for a
disabled child, childcare provision for other siblings may be essential if there are frequent hospital
appointments, medical interventions and so on. After school club provision may be used where the parent
at home is unable to collect the children because they cannot get there with the disabled sibling, or if they
have to take/collect the disabled child elsewhere. Where the parent is caring for another adult caring
responsibilities may mean that the person cared for cannot be left alone.

Proposal: childcare costs to be included for couples where one is in full-time remunerative work and the
other entitled to Carer’s Allowance (including claimants with underlying entitlement to Carer’s Allowance).

This definition of a carer would exclude people who do not qualify for Carer’s Allowance. A possible
problem area might be someone with a part-time job with earnings of more than £79. This person may be
working for less than 16 hours.

Establishing entitlement to help with childcare costs for these couples would ease some of the strain on
carers and promote opportunity for some of the lower income families in the country (families where one
person is a full-time carer, and which may well include a disabled child, are consistently shown to be more
likely to be poor). It would also support welfare to work objectives—where a carer is juggling full-time
caring responsibilities for a disabled person and childcare responsibilities it may become too diYcult and
contribute to the working parent making a decision to give up work.

2. Couples, one in work and the other a full-time student

There is currently no provision for help through tax credits with childcare costs in this situation. Not all
students receive assistance with childcare costs from their education provider, and in some cases childcare
costs may be higher than assistance given.

Proposal: consideration be given to including the net childcare costs (after deduction of any education
assistance received) in the calculation of working tax credit where one person is in full-time work and the
other is a full-time student.

Notes: currently where childcare costs fall through the net it is diYcult for some parents to undertake
further education. Addressing this gap would promote welfare to work objectives. Some local authorities
are using discretionary funds to assist in such situations but these are time-limited schemes.

3. Couples, one in work and the other temporarily abroad

A couple will be treated as a couple for up to eight weeks (occasionally 12 weeks). If the couple previously
had eligible childcare costs these will cease if the person abroad is either no longer treated as in remunerative
work or no longer deemed incapable of work.

Proposal: during a temporary absence abroad (eight, or sometimes 12 weeks) the person abroad be
disregarded for the purposes of eligibility for childcare costs (ie the rules that apply to lone parents be applied
to the remaining partner).

Notes: this would cover the situation where a person moves out of remunerative work to go abroad and
also where there are new childcare costs because the person who usually provides the care has gone abroad.

This provision would have a higher impact on claimants who have families abroad, and who may need
to take extended trips for family reasons (eg caring for an elderly relative) and would thus have high
equality impact.
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4. Couples, one in work and the other incapable of work (but not covered by existing regulations)

The situation that has been identified is where the partner is incapable of work but not in receipt of a
qualifying benefit. The person will have passed the incapacity test and be in receipt of national insurance
credits on that basis but not in receipt of incapacity benefit (because s/he does not have suYcient
contributions). S/he may meet none of the other qualifying conditions specified in the regulations (Working
Tax Credit (Entitlement and Maximum Rate) Regulations 2002, Reg 13).

The regulations include a provision for the person to be treated as incapable of work if they get housing
or council tax benefit including a disability premium. This can be included if a claimant has been incapable
of work for one year. In addition, housing and council tax benefit regulations will include a childcare costs
disregard for a couple where one is in remunerative work and the other has been treated as incapable of work
for 196 days.

Thus, in the case of a couple where one is in remunerative work and the other incapable of work but
receiving no qualifying benefits (just national insurance credits) the scenario will be as follows:

Day 1 of national insurance credits: no eligibility for childcare tax credit, no childcare costs in HB/CTB
calculation, no disability premium in HB/CTB calculation.

After 196 days of credits: no eligibility for childcare tax credit, childcare costs can now be included in HB/
CTB calculation, no disability premium in HB/CTB.

After 365 days of credits: disability premium can now be included in HB/CTB calculation and if the couple
qualify for any HB/CTB they are now eligible for childcare tax credit. If no HB/CTB eligibility, no childcare
tax credit.

Proposal: this couple become eligible for childcare tax credit by including in the list of people who are
recognised as incapable of work someone who has is receiving national insurance credits on that basis.

Notes: this would remove the above anomalies. It would also open up childcare tax credit to couples as
soon as the partner not in work becomes ill. No-one is going to arrange childcare unnecessarily in these
circumstances (and it often isn’t easy to set up at short notice) but there may be an urgent need to arrange
it and to have a waiting period of at least 196 days before any help can hit in is likely to mean that in some
cases the person in remunerative work may have to give up work (time oV for urgent childcare is not going
to cover six months, even with the most generous employers).

Housing and Council Tax Benefit Regulations
Proposal: that these be amended in line with any of the above changes.

January 2006

Memorandum submitted by the Child Poverty Action Group

About CPAG

CPAG is the leading charity campaigning for the abolition of poverty among children and young people
in the UK and for the improvement of the lives of low income families. CPAG aims to: raise awareness of
the extent, nature and impact of poverty; bring about positive income policy changes for families with
children in poverty; and enable those eligible for benefits and tax credits to have access to their full
entitlement.

Introduction and Summary

1. The Child Poverty Action Group (CPAG) is pleased to contribute evidence to the Treasury Select
Committee’s inquiry into the administration of tax credits. Although CPAG is supportive of the aims of tax
credits, ongoing administrative problems and underlying structural issues are undermining the eVectiveness
of tax credits in tackling child poverty and making work pay.

2. This submission is informed by six immediate steps CPAG has called for.1 These are:

— An amnesty of overpayments that arose in 2003–04 and 2004–05;

— Introduce a right of appeal against overpayment decisions;

— No automatic recovery;

— Fair recovery of overpayments;

— Improve communication and advice to claimants;

— Encourage take up of tax credits.

1 First Steps to Tax credit reform, CPAG. 2005.
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3. We are pleased that the Treasury has responded to criticisms about the problems claimants are
experiencing. However the timescale for the introduction of improvements is too long and some issues
remain outstanding.

4. This submission is broken into three sections. The first considers the May 2005 statement (these are
presented as paraphrased by the National Audit OYce).2 The second outlines the implications of the 2005
pre-budget report, and the third considers issues that still need to be addressed.

Progress Since May 2005 Statement3

5. “Review the eVectiveness of information provided to claimants, and to reduce the number of cases
where people receive unnecessary duplication of award notices”

Plans for a new award notice to be introduced in April 2006 are very welcome. However continuing
complexity indicates a need for more eVective support and communication alongside the notices (through
the helpline and face to face advice). Although the introduction of a “playback” note—which will explain
how changes have aVected an award—is very welcome, implementation is a long way oV (planned for after
the next set of renewals). We welcome the fact that additional payments have recently been incorporated
into the award notice (as these are now automated). However the notes that go with the notice do not yet
explain the impact of additional payments as they should. Further there is a need to demonstrate clearly to
claimants (on the notice or notes) whether and which overpayments have occurred in order to enable them
to challenge this if it is appropriate. We understand duplicate notices remain a diYculty.

6. “Test new methods of reminding claimants of the importance of providing up to date in-year
information on changes in income and circumstances”

Despite a welter of evidence about administrative error (particularly around the helpline), claimants
continue to be held responsible for the occurence of overpayments where some is systems driven. In a recent
statement, for instance, the Paymaster General did not refer to system or administrator error in her
assessment of the causes of overpayment.4 Reminding claimants to report will clarify needs but it should to
go hand in hand with ensuring that the system properly records changes. Further changes announced with
the PBR should improve clarity and ensure HMRC is more proactive (for instance by calling claimants to
confirm circumstances).

7. “Develop options to improve the quality of the helpline service”

We welcome the commitment to improve the helpline services. However, although it is the key channel
for responding to claimants questions staV appear to be inadequately briefed on the law and progress of
particular cases. StaV should be able to track the history of cases and to deal with complex queries.We urge
the Committee to examine call volume, helpline staYng levels, training and staV sickness/absence as
indicators of change since May.

Since administrator or system error has led to cases where changes have been reported to the helpline but
which were either entered on the computer late or not recorded altogether reporting changes is itself no
guarantee of a correct award notice, indicating the need to further improve helpline, IT and staV training
to back up the proposed changes.

In particular we are pleased that “hard cases” are being dealt with by a separate team able to respond to
more complex circumstances and, presumably, take ownership of particular cases. Although it is important
that the helpline eVectively signposts complex cases, we are unclear about how cases are referred to this team.
We understand that, as of Autumn 2005, this unit had the capacity to deal with around one in 400 calls made
to HMRC contact centres. We recommend more investment is targeted to support complex cases and
suggest that this would substantially ease pressures on both claimants and the helpline.

8. “Identify IT system problems and processing errors more quickly”

We understand that IT changes are intended for April 2006 and beyond. We suggest the Committee might
obtain a list of what is planned and when. We understand an IT architecture review is planned which we
hope will both solve bugs and make it easier for these to be dealt with speedily in future, however this
overhaul looks unlikely to occur in the near future. We note that Income Support cases have not yet been
transferred to the new scheme and that these will generate further diYculties. We also note that changes tend
to be introduced in April and November of each year, suggesting two points at which HMRC makes IT
or process changes this constraint means claimants have to wait a considerable period before the changes
announced in the PBR are made We recommend the Committee investigates the IT constraints around
policy change.

2 National Audit OYce October 2005, Comptroller and Auditor General’s Standard Report on the Accounts of the Inland
Revenue 2004–05, para 2.46.

3 The Written Statement by Dawn Primarolo MP appears in Hansard, 26 May 2005, 23WS.
4 See Paymaster General’s written statement 5 December 2005.
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9. “Work more closely with the voluntary sector to target more active support for vulnerable families”

Communication and consultation between HMRC and the voluntary sector is welcome. The sector plays
a vital role advising HMRC of the likely impact of policy and providing independent advice to claimants.
However it cannot and should not deliver tax credits.

The needs of tax credit claimants are varied. Some will find it diYcult or impossible or to access the
helpline or the internet. Some claimants may have limited literacy and numeracy skills and some may not
have English as a first language. Some claimants may need support throughout the process, others may need
occasional access to key information and then deal with the tax credit forms independently. It is important
that claimants have access to communication channels that reflect their particular needs: there should be no
“one size fits all” model. We recommend that some HMRC staV be based in local Jobcentre Plus oYces to
provide face-to-face advice.

10. “Review the operation of the Code of Practice [COP 26] on overpayments, so that recovery can be
suspended in cases of genuine hardship, while a disputed overpayment is resolved.”

Significant progress has been made, but it is slower and less radical than needed. We believe that the
system remains weighted against the claimant. Claimants should have the right to an eVective service, with
good quality information and structures for challenging poor decision making.

Manual suspension of recovery following dispute has now been implemented, and an automatic system
is planned. However as this occurs only in the wake of a dispute the onus remains on the claimant to
challenge. CPAG believes this is unreasonable since the scheme often denies claimants access to the
information they need to instigate a challenge. As the process is computer driven no discretion is applied by
HMRC before recovery, which CPAG believes to be unlawful.

Implications of the Pre-budget Report Announcements

11. The December 2005 pre-budget review announced some very positive changes which address some
of the key policy problems. These include:

— From April 2006 increase in the disregard for income increases from £2,500 to £25,000.

— From November 2006 the same limits on recovery of “excess amounts” (in-year overpayments) to
apply as currently do at the end-of-year.

— From April 2007 underpaid awards will be adjusted to the correct entitlement, but any lump sum
will be held over until the renewals’ point.

— Stricter rules of reporting changes of circumstances (from April 2006 more changes which must be
reported and from April 2007 shorter time period in which to do so)

— From summer 2006 the deadline for returns of end-of-year information will be brought forward
from September to August.

— From 2007, HMRC will be more proactive at contacting key groups of tax credit recipients to
collect up-to-date income information before the start of the new tax year.

12. These very welcome changes should reduce the scope of overpayment and the impact of in-year
recovery, itself a major cause of hardship. The harmonisation of recovery rates between in-year and end-
of-year recovery is particularly welcome.

13. However we have a number of outstanding concerns:

— Underpayment lump sums will be held back to the year end to oVset any subsequent overpayment
which accrues. Although this may reduce debt to the government (a Treasury saving) and reduce
subsequent recovery, families who may have urgent spending needs or debt (including housing
arrears) following an underpayment will not receive a lump sum at the point an award is adjusted.

— By increasing the mandatory requirements HMRC hopes to improve clarity around reporting. It
remains to be seen how aggressively HMRC will pursue claimants who do not comply (perhaps
because of problems with relationship breakdown or bereavement). As HMRC will be able to
recover any overpayments, we urge them to take a lenient approach. The key should be to
encourage reporting, not to punish those who may have good cause for not having done so.

— We remain concerned about how this system (including the income disregards) will cope with those
claimants whose income fluctuates. In particular we are concerned about claimants whose income
goes down and never rises above the level of the previous years income. In these cases an
underpayment may occur, then leading to a revised award and any further income increase (eg.
after maternity leave) will not be subject to the disregard.
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Outstanding Issues

14. Speed of implementation. We welcome the changes proposed in the PBR statement, but they are a
long way oV (some will not be introduced until 2007). We urge the Committee to investigate whether these
could be introduced sooner—for instance through the use of a manual system as has happened in the case
of disputed recovery—and whether there are other ways of easing the impact of overpayment recovery on
claimants in the interim.

15. Appeal rights: CPAG believes there should be a statutory test to decide recovery of overpayments
and a right of appeal against a decision that there has been an overpayment. We feel that statutory oversight
of the test of recovery of overpayments would improve decision-making.

16. A pause before recovery the Paymaster General recently stated that she is considering what might be
done to “alert claimants about the recovery of an overpayment before HMRC starts to collect it”.5 This
pause is vital—to allow claimants to understand what has happened to challenge where appropriate and to
adapt to a diVerent level of future income. We are glad HMRC is investigating this and would like to see a
clear path to implementation.

17. Additional (hardship) payments. Take up of additional payments seems extremely low relative to
probable need. Compared to the 1.9 million end-of-year overpayments which occurred in 2003–046 (an
undercount since it excludes in-year overpayments), in 2003–04, 32,500 claimants received an additional
payment and just 10,000 in 2004–05.7 Part of this fall may result from groups being excluded from payments
in the later year (under COP 26). The Paymaster General has stated “HMRC will consider how they might
raise claimants’ awareness of the availability of additional payments”8 and the Department appears to be
doing so to some extent but the onus remains on claimants to access these payments and not all can do so.
Given the time to implement the proposed harmonisation in recovery rates, we strongly suggest more
generous application and eVective delivery of additional payments as an urgent priority. One mechanism
which might be examined would be to automatically pay additional payments for those in receipt of income
support or job seekers allowance. We urge the Committee to investigate the reasons for the level of take up
of additional payments and what might be done to meet need.

18. Passporting: Confusion with tax credit entitlements—such as whether a claimant has maximum child
tax credit—may depress take up of other elements of support such as the Sure Start maternity grant or milk
tokens. There may also be system issues around claim forms and the communication between IT systems
held by diVerent departments. We suggest the Committee investigates the take up of passported elements.

19. Recovery rates: The proposed harmonization between in- and end-of-year overpayment recovery is
very welcome, but further protection is necessary to avoid the current jump in rates from 10 to 25%. End-
of-year overpayments are currently recovered by award deductions (10, 25 and 100% depending on award).
The jump in rates can result in large diVerences in repayment rates that are not proportionate to household
income. Using percentages of awards, rather than a flat rate figure to calculate rates also produces higher
deductions for those entitled to higher maximum awards, such as those with more children and those with
disabilities.

20. Streamlined formula. This formula introduced to deal with the backlog of disputed overpayments has
clearly led to a limited write-oV. However HMRC has not disclosed the basis of the formula9 which means
that it is diYcult for advisers to help claimants. We are also unsure of what the future will be of this formula.

21. Childcare: CPAG questions whether the provision of childcare through the working tax credit is
appropriate. Take up is low, ill targeted on the poorest and subject to significant variation in level which
itself may well lead to overpayments. We suggest the Committee investigates whether this payment,
important for overcoming barriers to work, ought to be separated from the working tax credit.

December 2005

Supplementary memorandum submitted by the Child Poverty Action Group

Ahead of your session with David Varney on 19th April, CPAG would like to update you on some current
issues of concern in relation to the way in which tax credits are working for lower income families. We have
given both oral and written evidence to your inquiry before and for brevity do not repeat these arguments
but here focus on several specific issues which arise as HMRC is changing its policies and delivery following
Dawn Primarolo’s May 2005 statement and the subsequent policy changes announced in the 2005 pre-
budget review. We raise these both for your information and in case you wish to raise these with David
Varney.

In general we are supportive of the moves HMRC is making to improve its service and the eVorts of its
staV to achieve this, but we continue to have both policy and delivery concerns with the approach. The issues
of concern we outline below relate principally to:

5 See Paymaster General’s written statement 5 December 2005.
6 HMRC, 2005, Child and Working Tax Credits Statistics 2003–04 Supplement on payments in 2003–04, National Statistics.
7 Dawn Primarolo MP, in a written Parliamentary answer to Frank Field MP, 21 July, Hansard record Column 2035W.
8 Primarolo, D, 29 July 2005, letter to Ann Abraham the Parliamentary and Health Services Ombudsman.
9 This is despite requests by CPAG under the Freedom of Information Act.
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— The nature of communication between the HMRC and claimants and the quality of information
available to claimants.

— Issues relating to overpayment recovery around communication and policies on overpayment.

— Planned changes to the law on reporting changes of circumstances.

— Migration of Income Support cases.

Communication Between HMRC and Claimants

The computer system: the computer system on which the tax credit system is being operated is
fundamental to its eVective delivery. CPAG believes its limitations underlie many of the problems with the
award notices and the inability to respond quickly to make changes to the tax credit scheme in accordance
with government’s, NGOs’ and claimants’ wishes. We understand HMRC is attempting to improve its
system to allow more rapid change in the future—but we are not yet convinced this has gone far enough—
and delivery on this front is crucial to support policy and detailed regulation changes.

Internet and helpline: HMRC remains reliant on delivering information to claimants via the internet or
by phone. To rely on these methods alone does not take into account the diYculties faced by many lower
income claimants, in particular the need for face to face contact (to explain complex issues such as how an
award is worked out). Barriers to the use of computers include not being used to operating them, and not
having access to the internet at home or to using this in a public place to transact complex and confidential
information. Further we do not believe HMRC should assume that its clients have telephones when a
minority do not have landlines and rely on more expensive pay as you go mobile telephones.

Complex written information: the system relies not only on complex award notices but on detailed
booklets of notes that accompany claim and renewal forms and other detailed information leaflets on
specific issues. However well written these are, the assumption that claimants will have understood the
content or obtained professional or expert advice and then completed forms appropriately is unreasonable.
It demonstrates the need not only for an eVective helpline but for access to face to face advice by HMRC.

Providing diVerent services to diVerent groups who claim tax credits: HMRC have now accepted the
principle that there is a need to provide services and help in diVerent ways to diVerent groups of claimants
and that for some low income claimants there will also be specific needs that may not exist in other groups.
Developing new ways of reaching diVerent groups of claimants needs adequate staYng and resources which
we do not currently see earmarked, and indeed remains under threat from the programme of staV cuts in
HMRC.

HMRC’s monitoring its service: There is a need for the HMRC to monitor its service in order to
understand why claimants have diYculties dealing with the system, to assess whether new forms and notices
are eVective, for example the new award notice, the ‘checking your award’ notice (TC 602 SN) and the new
code of practice on overpayments (henceforth COP 26). This is necessary in order to reassess constantly the
best mechanisms for delivering the system given the varied nature of the tax credit recipients.

Provisions for Recovering Overpayments Between April and November 2006

CPAG remains concerned about the information presentation on award notices despite the introduction
of the new ‘checking the award notice’ form; we feel the new COP 26 continues to lack clarity and have
concerns about specific provisions in it, outlined below. Although generally welcoming the policy changes
that will reduce overpayments we wish to draw attention to certain diYculties that exist between now and
November 2006 when the computer will be able to deliver automatic maximum deductions to recover
overpayments.

Award Notices and Checking Award Notices Forms

CPAG believes that the award notices to be introduced from April 2006 remain diYcult to understand
particularly in relation to the section on ‘payments’ which also covers overpayments. Although the
accompanying ‘Checking the award notice form’ (TC 602 SN) is an improvement and may help prompt
some claimants to ask for an additional payment the content of the award notice is such that it will still be
unclear whether the change to award is due to a new overpayment or not. The content of award notices relies
in large part on the capacity to change the instructions in the computer programme.

Between now and November 2006, following overpayment, the award will simply be adjusted as in the
past to recover the new overpayment within the year until the claimant requests the additional payment.
With the additional payment the recovery will be reduced to achieve the standard maximum deductions of
up to 10% or 25% in the case of those with awards of more than the family element of CTC. These deductions
are applied automatically to end of year overpayments.

Unfortunately the new subsection of the award notice now entitled ‘overpayments’ (a welcome extra) is
still impossible to understand from models we have so far seen. Claimants are prompted by the ‘checking
the award notice’ to ask for an additional payment if their payments have been reduced. A reduction in the
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payments may but does not necessarily indicate an overpayment; moreover an award could increase but this
could mask a new overpayment due to income change. The only safe current advice for claimants is therefore
to contact the Helpline each time they receive an award notice to check whether there is a new overpayment
and if so then request an additional payment. However it is not always easy for helpline staV to explain
award notices and to do so is onerous on the helpline.

Certain claimants may face diYculties obtaining an additional payment—where HMRC has decided
there has been a failure to notify a change or wrong information has been given to the Revenue. This may
be the result of a failure to notify or giving wrong information may be the result of lack of understanding,
low functional literacy levels or poor mental health. If the claimant says they will be in hardship their request
is reconsidered but the danger is that in practice they will have been deterred from obtaining this help. It
also appears to be inconsistent with the policy in 2006/7 which assumes overpayments are recovered at a
standard deduction rates without exception and which once the computer allows will apply these
automatically.

The New COP 26

COP 26 is a relatively detailed document and designed for those who can cope with reading several pages
of complex text. Many people will not understand its contents. We understand the HMRC plan to do a two
sided leaflet as an addition or alternative to COP 26 but that this is not an immediate priority. We feel this
would be useful and would ask that this be a more urgent priority. A simple leaflet would enable more
claimants to understand what happens if they have an overpayment and what to do. A leaflet would also
have an important signposting function to other advice, and could advise those who wish to read it how to
obtain the COP 26. It would be an important supplement to the new checking your award notice leaflet.

Content issues in COP 26 include:

— We believe the structure and layout of the new COP 26 is not very clear or logical.

— The rates of deductions are not set out very clearly. For example a claimant on maximum CTC
but reduced WTC would have a deduction made at 25%. This needs spelling out.

— The COP 26 still refers to stopping paying tax credits for the rest of the year if the person has
received too much. All it now needs to say is that deductions are set at certain maximum rates to
recover in year overpayments and that to achieve these the tax credit recipient must apply for an
additional payment. The concept of deductions is easier to explain than adjustments to awards.

— ‘Disagreeing with recovery of an overpayment’ section. Hardship as well as oYcial error should
be included in this section so that it is clear overpayment recovery can be challenged on one or both
grounds. This would be consistent with the Treasury’s own advice on waiving recovery in cases of
hardship.

— The departmental error test is satisfied only where both the department has made an error and ‘it
was reasonable for the claimant to think the payments were right’. For the latter part of the test
to be satisfied there is an expectation that claimants will have made certain checks including the
payments going into bank accounts, which it is not reasonable to assume of all claimants (such as
those with mental health problems or with poor literacy or numeracy).

Comments on Changes to Overpayment Policies and Proposals for Further Improvement

We welcome most of the changes announced in December 2005. However we remain critical of the
following:

— The proposal to hold back any underpayment and oVset against any possible overpayment—to
be introduced in April 2007. If those on low income have been underpaid they may well have
incurred debts whilst receiving an underpaid award.

— The exclusion of certain people from additional payments (see above)

We also propose the following changes:

— An additional deduction rate of 15% for recovery where a person is on reduced rate WTC and
maximum rate CTC. There is a big jump from the 10% deduction level to that of 25% which does
not take full account of the fact that some low paid workers may have income for example
below £10,000.

— Disregard the disability elements in the tax credit award when calculating the percentage
reduction. At present those with the disability elements repay a proportionately larger amount
when repaying an overpayment yet these families are often most at risk of poverty.

— That claimants should have a statutory right of appeal against recovery of overpayments. We
believe this will improve decision making and protect claimants’ rights.
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— There is a need for clarification of procedures where an outstanding overpayment exists but there
is no continuing award or a new award has been made following household change. CPAG is
concerned that where a non resident parent is untraced, a lone parent may be required to repay
the full overpayment thus disadvantaging their children.

Changes to the Law Relating to Changes of Circumstances, the Timetable and Process for
Consultation on the Changes

The policy changes which have been announced raise a number of issues—both in relation to policy and
process, many of which we have commented on before. We would raise concerns here about:

— HMRC increasing its powers to apply penalties where it believes people have wrongly reported
circumstances. CPAG believes these are unnecessary (as the HMRC have the power to recover the
overpayment) and risk placing families with children in hardship. Where fraud is suspected
HMRC already has measures available.

— The one month rule for reporting a change of circumstances to be introduced in April
2007. CPAG believes this period should be three months. It will be unclear to claimants in many
cases whether or not the change of circumstances—eg hours of work or child having left home to
stay with absent parent—is permanent or long term after one month. If there is a further change
the claimant will need to report it again. Introducing the change with a three month reporting
period initially (from November 2006) and then reducing this to one month in April 2007 seems
to be a recipe for confusion.

CPAG would welcome clarification of the following:

— HMRC’s strengthening of its regulations around reporting changes of circumstances requires
clearer definitions yet we do not know what HMRC proposes to do, both around when a child
ceases to count as living with a parent (say if absent for a short period) and around how hours of
paid work are to be defined. Both are complex issues, and have ramifications for diVerent ethnic
groups and for those with diVerent working patterns. Each shows the need for HMRC to
adequately consult—both with voluntary sector and with the Social Security Advisory
Committee—about the implications of regulation changes.

— The way in which the HMRC plan to tighten definitions and to confirm that these will be made
by regulations rather than guidance. The latter is open to more flexibility but consistency is lost. If
the changes are incorporated into regulations they are open to clarification by case law if necessary.
CPAG would hope that the definitions and changes will be dealt with in regulations.

— How will consultation proceed on the regulations and what is the timetable for change. It would
be useful to see draft regulations by July giving time for comment and discussion.

— The concept of full time work and who is responsible for a child is relevant to social security
entitlement and therefore we would like to see the HMRC learning, where appropriate, from the
DWP as to how these definitions should be drawn the tax credits model.

— How far will the computer have the capacity to deal with these changes or will the onus for deciding
whether a person fits the specific conditions in relation to hours of work or responsibility for a child
lie with the claimant who will then tick the relevant box when claiming or reporting a change.
Again this detail suggests the need for more access to direct advice and information from the
HMRC and in some cases this may need to be at local oYces. The voluntary and professional
sector may advise claimants but it is up to the HMRC to deliver the service.

Migration of Income Support Cases

CPAG would welcome a reassessment of the timing on migrating claimants currently in receipt of means
tested benefits to child tax credit given the extent of the changes currently being planned. It seems quite
reasonable to wait until these important procedural and policy changes are in place and seen to be operating
eVectively before moving across those in a particularly vulnerable position. This does not prevent any
income support or Job seekers allowance claimant making a claim for CTC if they so wish.

I hope these points are of use in your forthcoming session with David Varney. If you have any questions
in relation to this document or if CPAG can be of any assistance to you please do get in touch.

April 2006
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Memorandum submitted by Citizens Advice

Summary

1. In June 2005, Citizens Advice’s report concluded that although welcome additional money was
available to lower income families through tax credits, the operation of the system and the way
overpayments were recovered caused tremendous hardship and confusion to many families. Our key
recommendation was that significant improvements in the quality of administration and changes in the
recovery of overpayments were vital if key government objectives were to be met, and confidence in the
system restored.

2. The Pre-budget report recognised the need for stability as well as flexibility in the tax credit system.
The measures oVer hope to families who have faced real diYculties with varying and unpredictable
payments. For the last two years, Citizens Advice has been urging the Government to introduce limits to
the cuts that can be made to payments. The announcement that automatic limits to adjustments will be
introduced was therefore very welcome. We are disappointed that they will not be introduced until
November 2006, as this means there is a strong likelihood that families will suVer hardship over the next
few months as payments continue to be stopped or heavily reduced. The Tax Credit OYce must respond by
promoting the take-up of additional tax credit payments.

3. The higher earnings disregard of £25,000 will protect many families from overpayments and reduce
some of the complications associated with the use of an annual income measure. People will still need to
report increases in income by the year-end to ensure that payment rates for the new tax credit year are not
set too high. The Revenue has an important and very diYcult message to communicate in this regard. If they
are to avoid being overpaid in the first half of a new tax credit year, it is essential that families understand
that income rises will aVect future tax credit entitlement.

4. Income rises are only one cause of overpayments. They also arise from changes to family circumstances
reported or actioned late and from unacceptable levels of error. Challenging the recovery of overpayments
must be made easier and a statutory right of appeal must be introduced. Recovery of overpayments should
be delayed at least until the claimant has been notified of the reason for overpayment, their right to dispute
and/or appeal it.

5. We still have serious concerns about the quality of administration of the system. Bureaux are still
receiving poor or incomplete advice from the helpline. Responses to correspondence can take months, and
often fail to address the issues. Quality of administration including all communications needs to be
significantly improved, so that claimants understand their entitlement and to enable them to meet the
responsibilities that the system places on them.

6. We welcome signs that HMRC is beginning to recognise the importance of using language in common
use. Technical language and concepts, particularly in the context of tax year entitlements makes it diYcult
for families to understand an already complex system.

Introduction

1. Citizens Advice is pleased to provide evidence to the Treasury sub-committee’s enquiry on the
administration of tax credits. Last year Citizens Advice Bureaux across the UK advised on around 150,000
tax credit problems. In the past two years Citizens Advice has received more than 12,000 reports and
complaints from bureaux about tax credit problems.

EVectiveness of information including clarity of award notices

2. A fundamental problem is that award notices do not enable claimants to understand their entitlement.
The payments page in particular is very confusing. Revised notices from April 2006 will provide claimants
with a more helpful breakdown of their entitlement. For some claimants however, award notices may still
be eight pages long because of the complexity of the system.

3. The new notices will still not explain to claimants why an overpayment has arisen. It is essential that
all claimants who are informed of an overpayment are told how it has arisen. In the last 18 months although
57.5 million award notices have been issued, less than 400,000 calculations were issued.10 If a claimant is
seeking clarification from the helpline regarding their award, sending out further breakdown should be
routine.

4. HMRC have produced a comprehensive leaflet (WTC6) of benefits ranging from free school meals and
health costs to access to help with legal costs. This leaflet is not sent routinely to any claimant and is only
available on request. Passported benefits are of tremendous value to low-income families and we recommend
that leaflets are sent out with all new awards with entitlement above the family element.

10 Hansard, 29 Nov 2005: Column 349W
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Quality and Timeliness of Communications

5. HMRC are currently undertaking a review of tax credit communications. HMRC determined that the
preferred method for claimants to contact them is over the telephone. This may well explain why when
flooded with great volumes of written correspondence the tax credit oYce was unable to cope. HMRC have
targets to respond to 80% of correspondence within 15 working days and 95% of correspondence within 40
working days. Performance figures for last year (the only year for which figures are available) show that only
50% of correspondents received replies in the target time of 15 days and 25% of claimants had still not
received a response by 40 days.11

6. Personal letters or award notices are much more powerful in forming a claimant’s experience of the
tax credits system than a glossy leaflet, however simple and informative it is. Automated letters that convey
the bad news of an overpayment with no attempt to explain the cause are very distressing to claimants.
Bureaux also report the anxiety faced by claimants who have questioned overpayments and received a
standard letter advising it will be looked at within six to eight weeks. This oVers no reassurance that the
matter is being looked into urgently. Clients have received contradictory letters, which not only confuse but
also raise questions about the consistency of decision-making.

A single parent with a disability and a disabled son received an overpayment demand for £6,000
a few months after his 16th birthday. She’d kept them informed of changes and did not know how
this could have arisen. She had no idea how she’d be able to repay it if it was correct.

A bureau helped a client with severe mental health problems to dispute the recovery of working
tax credit as soon as he was informed of it in September 2004. In November they received a
standard reply advising that the Revenue would reply in six to eight weeks. In February the
Revenue said that although the overpayment originated from their error it wasn’t reasonable to
have thought the award was correct. The CAB adviser replied in April and June detailing the
client’s mental health problems and providing reports from his social worker explaining why the
overpayment should be written oV. They sent several chaser letters and faxes and in early
September received another letter advising that they would reply in six to eight weeks.

Each piece of correspondence from the Revenue only mentioned one piece from the bureau which
meant it was not clear whether all information received had been taken into account. When they
finally received a full response in mid-September it inaccurately advised that they had taken all the
details of the case into account when making the original decision in February. This was simply
not the case as information about the client’s mental health had not been submitted until after this
date. This has now been acknowledged verbally by the tax credit oYce. The bureau is waiting for
a proper response.

7. Timely response to correspondence is particularly important given that there is no routine explanation
of causes of overpayments, and because the helpline is unable to explain complex cases. Many bureaux
report writing several letters chasing their original as they receive no response and cannot clarify by speaking
to the helpline whether their letters have been received.

Recommendation:

— Improved management information to ensure all correspondence regarding the same household
are linked and accessible to an oYcial looking at the case.

Information Targeted Towards People Most at Risk of Overpayments

8. The announcement in the Pre-Budget report to increase the income disregard from £2,500 to £25,000
means that waiting until the year end to report income changes will now be unlikely to result in an
overpayment. It will however still be important to report the change promptly at the year-end to ensure that
the award is set right for the next year.

9. Changes in personal circumstances will still need to be reported quickly to avoid overpayments and in
future reported within a month or else face penalties. The Tax Credit OYce will need to improve its ability
to process changes of circumstances quickly and eYciently. Two and a half years into the new system
bureaux still report that claimants are being told by the helpline to wait to report income until reconciliation
at the year-end. On other occasions the helpline just seems to simply fail to take down the changes reported.

A woman visited her bureau at the end of September because she was worried about her building
overpayment. Her income had increased and she’d informed them at the end of March but despite
further contacts could not get her award revised. The bureau helped to calculate her correct
entitlement and advised her to keep the rest of the money aside for repayment.

11 Hansard, 29 Nov 2005: Column 348W
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10. CAB evidence suggests that the system is not yet responsive enough and poor quality administrative
systems result in hardship and confusion.

A single mother had problems getting her tax credits stopped when her son moved to live with his
father. On separating her son lived with her initially, but then moved to live with his father until
March 2005 when his father began to face diYculties. He moved back to live with her and she
claimed tax credits. By the time she received payments in June he had returned to live with his
father and she phoned to end the claim. Three months later she sought help from the bureau as
she was still receiving tax credit giros despite having phoned several times and even returned giros
in the post. The helpline advised that they had record of all this information but because of system
failures the change had yet to be processed.

Recommendation:

11. Keeping up with families’ changes of circumstance is a significant challenge, and HMRC must be
equipped with adequate resources to meet it.

Improving the Quality of Service from the Tax Credits Helpline

12. We welcome the recognition by the Paymaster General that the quality of service by the helpline needs
to improve. We understand that HMRC are considering introducing better tools for enabling high quality
advice—this is essential for the provision of an adequate service let alone a high quality one. CAB advisers
commonly report that, when things have gone wrong, the helpline has been unable to explain what is
happening with the case. In one case a helpline adviser told a woman that her CAB or MP would be better
able to help. Poor helpline advice causes serious problems for claimants.

A couple in Hampshire had been awarded £545 for 2004–05 and were surprised on renewal to find
themselves awarded £6,000. The wife had stopped work but the husband’s income had changed
very little. They called the helpline several times and though they were advised of a possible error
they had great diYculties in getting any assurance that it would be looked at. Shortly afterwards
the wife phoned again only to be assured that the award was correct. The wife has health problems
which are being accentuated by this and they are unable to budget or make any plans based on
what income they should be receiving and what they are likely to have to repay.

13. Early in 2005 a diYcult cases team was introduced to enable helpline advisers to pass on cases that
they were unable to handle. This team takes ownership of a query in conjunction with other appropriate
areas of Tax Credit OYce until it is resolved. Instead of reporting an improvement however, bureaux
continue to highlight the need for caseworkers. One bureau recently advised that although they seem to
being seeing fewer errors, when things do go wrong it still takes as long to get them resolved. We would like
to see the role of this team extended to ensure that all problem cases get referred and dealt with by a
caseworker until the problems with the case are resolved. This would save time for both helpline staV and
CAB workers.

Since April a bureau has been helping a client whose payments have “fallen oV the system”.
Because a computer problem she has to be paid manually each month. The problem for the
claimant is that these payments have often failed to arrive when promised and the amounts have
varied with no explanation. On three or four occasions the adviser has had to go through the case
in detail with diVerent helpline advisers explaining the calculation in order for the correct payment
to be made.

One family of four had to manage on just £12 a week tax credits and £100 earnings for several
weeks. They had defaulted on their mortgage repayments, had their phone cut oV and been unable
to pay a court fine. The bureau adviser complained that her dealings with the helpline had been
“contradictory from start to finish”.

14. In order to resolve complex cases bureaux can find themselves spending 30–45 minutes on the phone
to the helpline, sometimes longer. Together with the client and the helpline adviser they get detailed case
history of what has happened in order to work out what has gone wrong.

A woman from Northern Ireland came into the bureau distraught after being advised that she’d
been overpaid £4,000. She worked 16 hours a week and was trying to live on her earnings of £80.
She was a widow and her daughter had just left school for university. This change meant she lost
entitlement to working and child tax credit at the same time but had kept the Revenue up to date
all the time. Despite letters and phonecalls she had been unable to establish whether the
overpayment was correct and what the cause of it was. Eventually with advice from the bureau she
went to her local HMRC oYce who went through her case in fine details. They discovered that due
to mistakes and IT problems there was in fact no overpayment and she was in fact owed three
month’s payments.
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Recommendations:

— Recording of information on the system used by the helpline should be extended to ensure advisers
are able to provide updates on claimants’ cases.

— Improvement in the quality of advice by helpline advisers.

— The diYcult cases team should be extended to ensure all “problem” cases can be dealt with by a
caseworker until the diYculties are resolved.

— The provision of face-to-face advice by HMRC or giving bureaux electronic access to the tax credit
computer system should be explored as a means of improving eYciency.

Innovative Ways of Working with the CAB Service

15. The PMG’s statement recognised the crucial role of the voluntary sector in providing advice to
families. This part of the statement focused on the need to better explain a relatively new system to claimants,
to improve claimants’ understanding of the system, and in particular their own responsibilities for reporting
changes of circumstance, checking complex award notices for errors—active engagement. The Minister
asked the Revenue to “develop innovative ways of working with the sector to target more active support on
vulnerable families”. Since May, there have been three meetings between Citizens Advice and the Revenue.
The suggested approach is to pilot and discuss several activities:

Tax credit surgeries in Citizens Advice Bureaux run by HMRC staV

16. The aim is for HMRC to provide a face-to-face service in citizens advice bureaux, possibly including
providing services in appropriate CAB outreach services. Initial very small-scale pilots would be evaluated
with a view to more widespread use of surgeries, identifying resource implications, logistical and
organisational issues. Citizens Advice is currently identifying bureaux in the North and North West England
who will enter into discussion with the Revenue. We are also discussing pilot working in Scotland and
Northern Ireland. Bureaux will be keen to maintain an independent and confidential service to clients. At
present it is not clear whether HMRC staV running surgeries will have access to the tax credit database when
answering queries.

Additional telephone specialist support to CAB

17. Citizens Advice provides “second tier” support to bureaux by telephone, where specialist knowledge
is required to resolve client queries. Citizens Advice has suggested that HMRC could fund additional
specialist services provided by Citizens Advice. HMRC has proposed seconding staV to the Citizens Advice
Specialist Support Unit.

CAB adviser access to tax credit data online

18. Discussions have taken place since 2003 about providing secure and confidential access to client tax
credit data in order to allow CAB advisers to try to answer their clients’ queries by accessing their file on
the Revenue system. This remains a proposal which we believe could prove beneficial, but there is currently
no project tasked with delivering a workable system.

Recovery of Overpayments

In-year recovery and additional payments

19. Adjustments to awards during the tax credit year can result in payments stopping altogether. The
2005 Pre-budget report announcement that from November 2006 automatic limits will be placed on
adjustments to payments is very welcome. It is disappointing however that the changes will not be
implemented until November 2006.

20. Additional tax credit payments are available to help families who lose all their tax credit payments
but they have to be requested and take up is very low12. CAB evidence suggests that claimants are not aware
of them, or decide not to take them for fear of future overpayments. Families are more likely to seek help
from friends or family or take out loans, than seek help from the Revenue.

A single mother on income support had her child tax credit payments suddenly cut by 75%, so she
was living on just £56 income support, child benefit and £11 Child tax credit. She had not had the
overpayment nor the recovery rate explained to her and although having her payments cut so
severely would leave her in hardship was not oVered additional tax credit payments. She also had
£8,000 of other debts and the automatic recovery of her tax credits would put her at risk of
further debt.

12 In 2004–05 only 10,000 additional tax credit payments were made. Hansard 21 Jul 2005: Column 2035W.
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21. The use of language is very important and HMRC must change the way it refers to additional
payments in order to promote take-up. Where they are in payment award notices include the following
warning message which families have found alarming:

“To prevent hardship, we are continuing to pay you tax credits, even though you have already
received too much for this award period. This means that the amount you owe us will increase.”

Recommendations:

— The helpline should proactively encourage the take-up of additional tax credit payments. They
should be explained as spreading out the recovery over a longer period of time. It should avoid use
of hardship payments which give the impression that the claimant is being oVered a crisis loan
rather than a more reasonable repayment rate.

— The wording on award notices should be rephrased to reflect that if their circumstances remain
constant the extra payments will mean recovery will continue into the next financial year.
Claimants do not see April as a natural deadline for clearing overpayments. The ability to repay
monies at an aVordable rate is of greater importance than clearing debts within a specific
timeframe.

Revenue Errors and Write-offs

22. If claimants believe their overpayment may have arisen due to a Revenue error it is up to them to
dispute recovery and in addition to prove that it was “reasonable” them to believe that their award was
correct. Claimants whose household status has not changed will have their overpayments recovered
automatically from their payments, unless they dispute recovery. This means unknown numbers are
repaying because of Revenue errors.

23. Challenging recovery can take time, and can be diYcult given the complexity of awards. We are
concerned about the quality of decisions. Claimants can complain to the Adjudicator or the Ombudsman,
but recovery will continue during this time. In June, the Adjudicator reported that over 80% of complaints
were upheld in favour of the complainant either fully or in part.

A couple with one child had been overpaid in 2003–04 and for part of 2004–05. This initially
originated from an error that they could not have noticed but it was compounded by the deletion
of one partner’s income when a change in the other’s was reported. This error the claimants’ could
have reasonably noticed. The request for remission of the overpayment was refused in December
2004. Despite writing immediately to ask this be looked at again in December, February, May and
September, their first substantive reply was the end of September—nine months later.

A woman was overpaid for 2003–04 and 2004–05 after the Tax Credit OYce did not record that
her daughter had left full time education. After challenging the recovery, the 2003–04 overpayment
was written oV but not 2004–05, although both were caused by the same error. The Revenue said
the client had to challenge each overpayment separately. The client’s £43 payments were reduced
to £15 a week.

In mid-October a London bureau finally heard from the Revenue that their client’s overpayment
of over £2500 resulting from a Revenue mistake almost two years earlier had been written oV and
she would be paid £80 in compensation. Whilst the result was positive it had taken the bureau
almost two years and numerous letters to help a vulnerable family—a lone parent with a disabled
child who had used tax credits to return to work.

Communications

24. Astonishingly, the Tax Credit OYce has no standard means of informing people how an overpayment
arose. It is frequently unclear how an overpayment has arisen or even how much it is. Tax credit entitlement
is complex, particularly for families in vulnerable changing circumstances and particularly for those who
are self-employed and whose income is less predictable.

On the same day in mid-October one family received seven award notices in separate envelopes
regarding years 2003–04, 2004–05 and 2005–06. They appeared to indicate overpayments but the
figures and wording were diYcult for the client to interpret. The adviser added that indeed no-one
in the bureau could make sense of the figures given and the helpline adviser couldn’t either.

One CAB reported that their client first came to see them in June 2004. They finally closed her case
thirteen months later—in July 2005. “She had so many award notices we could have decorated
the bureau.” There had been numerous mistakes including missing children, wages and an extra
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disability. The claimants were told that an overpayment was caused by Revenue error but that they
should spotted it. All replies to their challenges, including one from the Paymaster General, simply
repeated this, but a year later the client got a letter remitting it in full.

A Client came to bureau with a query about overpayments for 2003–04 and 2004–05 and the
notices to pay she’d received. She was unsure whether it was due to a slight increase in her income.
The helpline had advised that it was because she’d lost entitlement because her son had reached
sixteen. He was in fact still in full-time education and she was therefore still entitled. The
overpayment would have only been £700 rather than £1,800 when the correction had been made.
Without her visit to the bureau she would have ended up repaying £1,100 more than necessary.

25. It is also possible for payments to change before or at the same time as the claimant is notified. This
is completely unacceptable. Delaying recovery is essential to enable families to budget for the change.

A couple with a two-year-old daughter had been receiving £41 a week and had been budgeting on
that basis. One week the payments stopped and they then received notification that they had been
overpaid £1,600. The bureau noted that the withdrawal of tax credit payments without notice had
thrown her financial situation into confusion.

26. We are in discussions with the HMRC on changes to the Code of Practice on the recovery of
overpayments and welcome the number of proposals for change that are being considered.

In addition to future changes we recommend that:

— Recovery should only start 30 days after the claimant has been notified of: the reason for the
overpayment; their right to dispute the recovery on the grounds of oYcial error or hardship; and/
or their right to appeal. This would also enable families to budget for the drop in income.

— A statutory right of appeal to an independent appeals tribunal must be introduced. This would
build confidence in the independence and equity of the decisions being made.

27. The importance of high quality administration is crucial in enabling claimants to have a positive tax
credit experience. Tax credit awards can be substantial. However this means that errors and administrative
ineYciencies aVecting payments have the potential to push families into debt. The debt families are pushed
into is for many worse than that resulting from credit cards or loans, as it is unplanned with no purchase and
pre-agreed repayment plan. In a system that has the potential for significant overpayments, administrative
eYciency and high quality advice are crucial to ensure that the claimant experience is a positive one and
theoretical incentives created by policies work out in practice.

December 2005

Supplementary memorandum submitted by Citizens Advice

Q33 11 January 2006—Telephone records

Following our oral evidence session on 11 January, Citizens Advice has received some feedback from
Citizens Advice Bureaux which have recently been successful in obtaining records of telephone
conversations between clients and the Tax Credits OYce (TCO) helpline.

The phone records received by bureaux prove that their clients reported changes of circumstances and
queried errors despite having been told by the TCO that their overpayment could not be written oV because
they failed to report these things.

In one case, the CD sent to the client held recordings of the 17 calls they made to advise of the change
and recorded the helpline adviser saying that the change was being noted.

In another case, the dispute concerned the timing of when the claimant reported a rise in her income. She
was keen to ensure an up-to-date income figure was used, before she started to receive tax credits in April
2003, and on advice she completed three applications. When asked to look into the recovery of the
overpayment, the Overpayment Disputes Team advised that she did not report the change until June 2004.
The client was nevertheless sent a CD with recordings of pre April-2003 phone conversations about the
income change.

These cases raise the important question of what records the overpayments disputes team look at when
deciding whether or not a claimant has reported a change when they say they have. Full investigations
instigated by Citizens Advice Bureaux find that records held by the TCO fully support the claimant’s
account, but have not been checked before the TCO concludes that no report has been made.

If HMRC are to continue to use the reasonableness test in deciding on the facts of a case, it is essential
that they take into account all the information available to them.
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Q323 February 1 2006 PMG evidence—HMRC working with Citizens Advice

In 2004–05 Citizens Advice Bureaux across England, Wales and Northern Ireland advised on 140,000 tax
credit problems. Bureaux are also able to send in separate information, when they advise on cases which
raise particular issues for public policy. In the past two years Citizens Advice has received more than 12,000
such reports from bureaux about tax credit problems.

The figure of 12,000 referred to by the Paymaster General appears to refer to the number of these separate
information reports, which is a small subset of the overall number of tax credit enquiries received by Citizens
Advice Bureaux.

Both these figures were given in the report published jointly with Citizens Advice Scotland in June 2005.
The following paragraphs are taking from the summary of the report Money with your name on it? and
describe the impact of tax credits work on CAB advice work, as shown in this extract:

13. The scale of the problems faced by clients, and the diYculties our advisers have had in
resolving even relatively simple errors and problems, have been very substantial. It is noticeable
that tax credit problems are causing disproportionate levels of concern amongst our clients and
advisers. Bureaux have been asked to advise on around 150,000 client problems with tax credits
in the year from April 2004 to the end of March 2005. In the past two years, Citizens Advice has
received more than 12,000 reports and complaints about problems with tax credits from bureaux.

14. Whilst this is not an extraordinary number of client problems (compared with almost two
million benefit problems bureaux deal with each year, or 500,000 employment-related problems),
CAB advisers are saying that tax credits is their number one policy concern. This appears to be
because tax credit cases are extremely complex and advisers find resolving them time-consuming.
Also in many cases the problems facing their clients are often very serious indeed.

Innovative Ways of Working

Citizens Advice is currently discussing with HMRC a number of pilot projects aimed at helping speed the
resolution of tax credit problems. These include:

— Providing access for CAB advisers to the diYcult cases team in the Tax Credit OYce.

This would enable advisers to speak to someone with direct access to the claimants’ records, who would
be able to deal with the case until the diYculties were resolved. We think this is an option that would be of
great benefit to clients, who currently often find themselves speaking with a helpline adviser who is simply
not able to progress their case. This would enable diYcult cases to be dealt with more eYciently and save
time for both CAB advisers and HMRC staV.

— Tax credit surgeries in Citizens Advice Bureaux run by HMRC staV.

The aim is for HMRC to provide a face-to-face service in Citizens Advice Bureaux, possibly including
providing services in CAB outreach services. Initial very small-scale pilots would be evaluated with a view
to more widespread use of surgeries, identifying resource implications and organisational issues. Citizens
Advice has identified several bureaux in the North and North West England who will enter into discussion
with the Revenue. We are also discussing pilot working in Scotland and Northern Ireland. Bureaux will be
keen to maintain an independent and confidential service to clients. We will shortly be arranging meetings
between interested bureaux and HMRC to discuss how these pilots might work.

— Secondment of HMRC staV to Citizens Advice Specialist Support Unit.

The Specialist Support Unit provides further advice and casework assistance to Citizens Advice Bureaux
which have been unable to resolve cases or require more specialist input. Our initial preferred option was
for HMRC to fund a dedicated tax credit specialist in the Unit. Further discussions are due to take place
on how a secondment into the unit would work.

All these proposed pilots are in the early stages of discussion.

February 2006

Memorandum submitted by Citizens Advice Northern Ireland

Summary of Recommendations

— Citizens Advice Northern Ireland believes that CAB advisers would benefit from having direct
contact with experienced members of HMRC staV in Northern Ireland to deal with issues that
cannot be resolved through the Helpline. This worked successfully when CAB had access to key
contacts within Customer Services in Belfast.
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— In the context of the growing cross party view that the voluntary sector has an important role to
play in the delivery of public services, and the value and complexity of the work generated by tax
credits, that HMRC issue service delivery contracts to the voluntary advice sector for face-to-face
advice provided to members of the public.

— We recommend that HMRC review the existing legislation governing appeals in Child Tax Credit
cases involving the main responsibility test. All parties involved in such a dispute should have a
right to be present at an appeal hearing and to be represented if they so require. Any decision of
a tribunal should be final and binding on both parties with the exception of cases that are appealed
to Social Security Commissioners on a point of law. A similar system currently exists within Child
Support legislation.

— We welcome the proposed changes to award notices due in April 2006. We recommend that
HMRC ensure that future notices are worded in such a way that claimants understand how their
award has been calculated and if appropriate detail the amount of any overpayment. Award
notices should also set out clearly what is required of the claimant.

— We recommend that tax credit claim forms should be amended to allow claimants the opportunity
to add further information on their claim. For example, claimants should be able to report that
their current year’s income will be diVerent from the previous year’s income when making an initial
claim or should be able to report relevant changes of circumstances when completing an annual
declaration.

— We recommend that HMRC acknowledge and action all correspondence received from tax credit
claimants. HMRC should expand their current Service Commitment to include detailed targets in
handling correspondence from claimants and ensure that this information is readily available to
them. We also recommend that HMRC ensure that the targets set are adhered to by HMRC staV.

— We recommend that HMRC conduct an immediate review of the inadequacies of the current
computer system for tax credits and ensure a prompt resolution to the range of computer errors
that have occurred within this system.

— We recommend the immediate development of an eVective system for progressing cases manually
when the computer system fails. This system should include a facility to allow any manual
payments to be entered on the computer system before any computer generated payments are
issued—this would ensure that overpayments caused by payment duplication are avoided.

— We recommend that more staV are recruited to the tax credits helpline to help cope with demand
from the public.

— We recommend that training for all HMRC staV who deal with tax credit queries is significantly
improved so that claimants are provided with full and accurate information regarding their claim.

— We recommend that HMRC ensure that all changes of circumstances reported by tax credits
claimants are actioned quickly and eYciently.

— We recommend that where telephone contact is unsuitable for a claimant HMRC should provide
a facility where cases can be discussed face-to-face with a member of HMRC staV, for example,
at local IRECs and that IREC staV should be equipped with the necessary training and technology
to answer queries adequately.

— We recommend HMRC establish a system of accountability for staV who have contact with
claimants to ensure that they carry out suYcient action to resolve the claimant’s issue.

— We recommend the facility to approach a local IREC for an additional payment (hardship
payment) in circumstances where claimants are in an emergency situation and are unable to get
resolution through the helpline. This facility should be documented and publicised among HMRC
staV and tax credit claimants. HMRC staV should be more proactive in encouraging claimants to
avail of additional payments in cases of hardship.

— We recommend that in problem cases claimants are assigned a dedicated caseworker. This would
create one point of contact for the claimant for all correspondence and telephone calls ensuring
that the claimant does not receive conflicting information from diVerent staV members in diVerent
departments.

— We recommend that the remit of HMRC staV on the welfare rights priority line is extended to
allow them to check all aspects of a tax credits claim including matters being dealt with by other
tax credits departments.

— We recommend that the suspension of recovery of overpayments is automatic where an
overpayment is disputed and that this is extended beyond the first stage to the entire overpayment
dispute period similar to the system that currently exists for Social Security Benefits.

— We recommend that decisions on tax credit overpayments carry a right of appeal to an appeal
tribunal which is similar to the right of appeal against decisions on entitlement to tax credits. This
would shorten the overpayment dispute process and provide an opportunity for case law to
develop in this area of law. In the absence of an independent right of appeal the process of
challenging an overpayment decision should be explicitly detailed in COP26.
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— We recommend that HMRC provide detailed guidance on their definition of what is reasonable
in the “we will not ask you to pay back an overpayment if it arose because we made a mistake and
you could reasonably have thought your award was right” test contained in COP26.

— We recommend that HMRC monitor the decision-making standards for tax credit overpayments
and other decisions to ensure consistency and accuracy.

— We recommend that compensation payments more accurately reflect the level of inconvenience
and distress caused to clients in cases of HMRC error and undue delay.

— We recommend that HMRC notifies the advice sector of any circumstances that are likely to have
an impact on tax credit claimants and in turn the advice sector. For example, when the computer
system is going to be down for any length of time this would prevent pointless calls to the helpline
or any changes to policy or procedures.

Introduction

Citizens Advice Northern Ireland is grateful for the opportunity to provide evidence to the Treasury sub-
committee’s enquiry on the administration of tax credits as problems with the tax credits system aVect a
large number of CAB clients in Northern Ireland.

Citizens Advice Northern Ireland is the largest advice charity in Northern Ireland working against
poverty, meeting the information and advice needs of some 220,000 people per year. The Association has
funding relationships with 24 of Northern Ireland’s District Councils, and in the 12 months to March 2005
had a turnover of some £4.7 million, of which the Citizens Advice Regional OYce accounted for £1,100,000.

The Citizens Advice Bureau (CAB) network is very finely tuned to the targeting of social need and, with
its regional spread, modern integrated IT infrastructure and skilled staV, represents an eYcient and cost
eVective arena for the delivery of information and advice to the most socially vulnerable people in
Northern Ireland.

In the year 2004–05 Citizens Advice Northern Ireland dealt with over 12,700 tax credit queries accounting
for one of the biggest areas of enquiry to CAB in Northern Ireland. Tax credit enquiries during this year
showed an increase of over 29% on the previous year making tax credit issues a growing area of enquiry.

A twin aim of the Citizens Advice service is social policy work and through this work Citizens Advice
endeavours to exercise a responsible influence on the development of social policies and services both locally
and nationally. When an individual CAB identifies a social policy issue through its work with a client an
electronically generated social policy form is e-mailed to the Information and Policy OYcers in Citizens
Advice Regional OYce. In 2005 tax credit problems were the biggest single social policy issue identified by
CAB advisers in Northern Ireland and these social policy returns provide clear and powerful evidence of
the problems and diYculties faced by both clients and advisers with the administration of tax credits (a
sample of social policy returns in relation to tax credit problems is provided in the Appendix).

While Citizens Advice Northern Ireland acknowledges that HMRC is taking steps to improve the
administration of the tax credits system we believe that the points highlighted in this document and the
subsequent recommendations are key elements to ensure that the tax credits system meets the Government’s
anti-poverty objectives.

Problems with the Administration of Tax Credits

Northern Ireland

We believe that Northern Ireland should be given dedicated access to customer services within HMRC
with regards to the administration of tax credits particularly where there are complex issues to be resolved
or where there is an emergency situation.

The tax credits system was set up to be the key component in the Government’s strategy to tackle child
poverty and given the higher levels of poverty and increased cost of living in Northern Ireland these
payments have a particular significance for many families in Northern Ireland:

— Northern Ireland not only has higher poverty rates but considerably higher levels of income
inequality than Britain (Bare Necessities Report, OFMDFM Northern Ireland, 2003).

— Over half a million people live in poor households in Northern Ireland, including almost 150,000
children (Bare Necessities Report, OFMDFM Northern Ireland, 2003).

— In Northern Ireland 32,000 children are living in severe poverty (Save the Children, 2005).

— By the end of the decade Northern Ireland electricity consumers will have paid £1billion more for
their electricity than the rest of the UK—overall that equates to around £1,600 per household
(Northern Ireland Authority for Energy Regulation, July 2005).

— Families in Northern Ireland spend £213 more a year on food than the UK average. In Northern
Ireland we spend 26% more on bread, rice and cereals and £431.60 more on clothing and footwear.
While clothing and footwear cost 37% more than the UK average, children’s clothes are even more
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expensive. The amount spent on clothes for girls (5–15 years old) is 50% higher than the UK
average and for boys (5–15) is 87% higher. Footwear is also considerably more expensive—some
51% dearer than the UK average. (The Family Spending Survey 2003–04).

— Households in Northern Ireland on average earn 20% less than those in the rest of the UK and
pay significantly more for fuel, gas, electricity, clothes, groceries, transport and many other basic
necessities. As many as 30% of the population exists solely on benefits, benefits which have been
under attack and which have significantly reduced in value over the last two decades (Northern
Ireland Anti-Poverty Network, 2005).

— One in four adults in Northern Ireland have diYculty with reading, writing and maths (DEL,
2003).

These statistics provide a clear case for increased resources to be put into the customer services facility in
relation to tax credits claimants in Northern Ireland.

Prior to April 2005 customers and advisers in Northern Ireland benefited from a dedicated Customer
Services facility in Northern Ireland. During this time we developed some close working relationships with
key contacts in Customer Services in Belfast. This arrangement meant that where a case could not be
resolved through the Tax Credits Helpline the key contacts were able to deal eVectively with these issues and
in almost all cases problems were resolved more quickly.

In April 2005 the duties of the Customer Services Team in Belfast were transferred to England and
integrated with the services for intermediaries in Great Britain. Since this time advisers continue to report
greater dissatisfaction with this service and find it more diYcult to resolve complex and emergency queries.
One of the most frustrating elements for CAB advisers is the inability to progress cases for clients or to help
them when they face an emergency situation. In addition to the frustration felt by clients and advisers the
time taken to resolve tax credit queries is lengthened and for some clients this leaves them in quite often
desperate situations. We have written to HMRC on a number of occasions expressing our concerns but have
been unsuccessful in our request that dedicated Customer Services for Northern Ireland be reinstated.

An example of a good working relationship between CAB and a Government Department in Northern
Ireland currently exists with the Social Security Agency (SSA). When an adviser is unable to resolve a
problem with their local Social Security OYce the matter is referred to the Specialist Support OYcer in
Citizens Advice Regional OYce. This person has direct access to senior staV within the SSA to whom the
details of the case can be passed for prompt investigation. This process not only has benefits for CAB and
the client but is also a process for senior staV within the SSA to become aware of operational issues within
their department.

The removal of local contact points for Northern Ireland also has implications for the social policy work
undertaken by Citizens Advice Northern Ireland. Prior to the removal of the Customer Services team in
Northern Ireland the advice sector attended quarterly meetings with the Social Security Agency and HMRC
Tax Credit representatives to raise operational and policy issues in Northern Ireland. This was a useful
forum for all parties involved and ensured that action was taken on the points raised at these meetings. At
present the only way that social policy issues from Northern Ireland can be highlighted to HMRC is by
passing them to the Citizens Advice Social Policy Department in London who meet with HMRC in London.
This is not an ideal process as the Citizens Advice Social Policy Department in London already deal with
a high volume of issues on behalf of bureaux in England and Wales.

Recommendation

— Citizens Advice Northern Ireland believes that CAB advisers would benefit from having direct
contact with experienced members of HMRC staV in Northern Ireland to deal with issues that
cannot be resolved through the Helpline. This worked successfully when CAB had access to key
contacts within Customer Services in Belfast.

Resource Implications for CAB

HMRC provided a small amount of money over the last two years to fund the increased volume of work
decanted to CAB due to problems with the administration of the tax credits system. This money was used
to part fund essential training to CAB advisers on the tax credits system. However, it amounted to only
£39,000 for the whole of Northern Ireland spread across three agencies.

The introduction of tax credits and the subsequent problems with the administration of the system has
and continues to have a massive impact on frontline advice services. Bureaux managers have reported that
the increase in number and the length of time taken to deal with tax credit enquiries has had an impact on
limited resources and the ability to cope with demand for CAB services.

The main resource requirement for CAB is therefore the need to fund more frontline advisers to provide
the necessary advice and assistance with tax credits claims and disputes. While the existing funding from
HMRC towards training costs is welcomed there is a wider need to link this into actual service provision
through the funding of the additional volume of frontline advice work generated by tax credits.
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Citizens Advice Northern Ireland currently has a number of external contracts with a range of public and
private organisations. For example:

— Inland Revenue National Minimum Wage (NMW) Compliance Unit—Citizens Advice is under
contract to manage the NMW Helpline for Northern Ireland.

— Northern Ireland Housing Executive (NIHE)—Citizens Advice is under contract to provide
money advice to NIHE tenants across Northern Ireland who are in arrears with rent.

— Northern Bank—three year sponsorship for work on financial literacy. In the first instance the
development of materials for young people linked to the GCSE curriculum.

— South East Belfast Health and Social Services Trust (SEBHSST)—strategic partnership linked to
the Trust’s construction of three community care and treatment centres within its area of
responsibility. Citizens Advice has responded to the Trust’s invitation to provide an advice and
information service in each of the centres linked to assisted internet access.

The strength of the advice sector is that it is generally trusted by people in preference to Government or
private business. CAB is seen as independent and having the necessary knowledge and skills and in the eyes
of the service user is motivated by their best interests.

Contracting out can have real cost benefits for Government. Projects are funded to be delivered by
organisations that already have the infrastructure in place to deliver them. Local knowledge is also
important in advice provision and local organisations often know their client group the best. Every area
and community is unique and the advice agency based in the community will usually have the trust of those
disadvantaged groups most in need of its services.

Recommendation

— In the context of the growing cross party view that the voluntary sector has an important role to
play in the delivery of public services, and the value and complexity of the work generated by tax
credits, that HMRC issue service delivery contracts to the voluntary advice sector for face-to-face
advice provided to members of the public.

Child Tax Credit

Main Responsibility Test

Regulation 3 of the Child Tax Credit Regulations 2002 sets out rules for prescribing the circumstances in
which a claimant is or is not responsible for a child. In default of agreement as to who satisfies the main
responsibility test, the Board of HMRC “may determine that question on the information available to them
at the time of their determination”.

A diYculty arises in cases where the main responsibility test is in dispute by both parents. There is no
provision for a single decision which is binding on both parties, on the question of who has the main
responsibility for a child. There is also no provision for the party, other than the appellant, to be represented
in an appeal brought by an appellant in respect of a refusal of Child Tax Credits.

Citizens Advice Northern Ireland is currently acting on behalf of a client who is separated from her
husband. Both parents are alleging to have equal responsibility for the child. The Board of HMRC decided
that the client’s ex-husband was “responsible for the child for marginally more hours of the week”. The client
appealed this decision and was represented by CAB at a hearing in December 2005. The tribunal was
concerned that the client’s ex-husband was not in a position to give evidence on how much responsibility
he had for the child. If the tribunal decided that the client, on the basis of her evidence alone, had more
responsibility for the child then Child Tax Credit would be awarded to her. Her ex-husband would then have
a right to appeal against the decision to stop his Child Tax Credit award which again would involve a
tribunal hearing his evidence only and not that of his ex-wife. If a decision was made in his favour his ex-
wife would then in turn have a right to appeal against the decision to stop the tax credit award and so on. The
tribunal has expressed concern at the legislation that currently governs appeals in cases such as the above.

Recommendation

— We recommend that HMRC review the existing legislation governing appeals in Child Tax Credit
cases involving the main responsibility test. All parties involved in such a dispute should have a
right to be present at an appeal hearing and to be represented if they so require. Any decision of
a tribunal should be final and binding on both parties with the exception of cases that are appealed
to Social Security Commissioners on a point of law. A similar system currently exists within Child
Support legislation.
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Operational Issues

There are a range of operational problems with the administration of tax credits and these have been
identified by CAB advisers working with clients in individual bureaux and outreach venues across
Northern Ireland.

Advisers have noted several improvements to the administration of tax credits since May 2005:

— there has been an improvement in the service oVered by the HMRC advisers on the welfare rights
priority helpline however if the case cannot be resolved through these means there is no other way
for HMRC advisers to follow-up the case or contact other departments to resolve the issues;

— decisions on overpayments at stage one of the process have improved with many decisions being
returned to clients within four weeks. However the decisions often bear no resemblance to the facts
of the case and do not address the issues raised by the client in the request to reconsider recovery
of tax credits (TC846) so the dispute continues anyway. While some overpayment disputes have
been responded to more quickly other clients are still waiting several months for a reply to their
initial contact;

— we welcome the decision by HMRC to suspend recovery of overpayments while the matter is in
dispute however it is our understanding that recovery will only be suspended until an initial
decision has been made at the first stage of the dispute process. If the decision at this stage is not
in the client’s favour the client has potentially several more stages to go through during which
suspension of recovery does not apply.

While these improvements are welcome there are still many issues which if left unresolved will continue
to cause problems for tax credits claimants and for the CAB advisers who advocate on their behalf. The
following problems and suggested improvements to the existing system would help to restore confidence in
the system and improve the accuracy and clarity of claims.

Problems with Paperwork

— Clients are often inundated with computer generated award letters and other correspondence from
HMRC which can be diYcult for clients to understand and can lead to confusion about their
award and what action needs to be taken by them.

— The correspondence sent to tax credit claimants often does not provide enough information for
claimants to understand how their award has been calculated.

— In an overpayment situation where clients have received letters stating recovery of their
overpayment will be suspended the letter does not give a breakdown of the award and the
overpayment making it impossible to check whether suspension has actually occurred.

— Correspondence from claimants which is sent to HMRC is often ignored and goes unanswered.

— Claimants who complain to HMRC receive a letter stating that HMRC aim to reply to their letter
in 6–8 weeks. However this letter does not arrive until at least 2 weeks after the claimant’s letter
is posted and then only on rare occasions is a reply received in 6–8 weeks. This means that the
minimum response time to written correspondence from claimants is in eVect almost three months.

Recommendations

— We welcome the proposed changes to award notices due in April 2006. We recommend that
HMRC ensure that future notices are worded in such a way that claimants understand how their
award has been calculated and if appropriate detail the amount of any overpayment. Award
notices should also set out clearly what is required of the claimant.

— We recommend that tax credit claim forms should be amended to allow claimants the opportunity
to add further information on their claim. For example, claimants should be able to report that
their current year’s income will be diVerent from the previous year’s income when making an initial
claim or should be able to report relevant changes of circumstances when completing an annual
declaration.

— We recommend that HMRC acknowledge and action all correspondence received from tax credit
claimants. HMRC should expand their current Service Commitment to include detailed targets in
handling correspondence from claimants and ensure that this information is readily available to
them. We also recommend that HMRC ensure that the targets set are adhered to by HMRC staV.

Computer Problems

— Computer errors exist in abundance and it appears that there is no resolution to many of them in
the near future.

— When computer errors occur there is no manual back-up system for processing a case so clients in
this situation are often left with no tax credit payments and no way of progressing their case.
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Recommendations

— We recommend that HMRC conduct an immediate review of the inadequacies of the current
computer system for tax credits and ensure a prompt resolution to the range of computer errors
that have occurred within this system.

— We recommend the immediate development of an eVective system for progressing cases manually
when the computer system fails. This system should include a facility to allow any manual
payments to be entered on the computer system before any computer generated payments are
issued—this would ensure that overpayments caused by payment duplication are avoided.

Tax Credits Helpline/HMRC Staff

— Many clients are still finding it diYcult to get through to the tax credits helpline.

— Some clients appear to be receiving inadequate and inaccurate advice from tax credit helpline staV.
StaV at local IRECs are not well enough informed about the tax credits system to answer queries
adequately and do not have full access to the tax credits computer system to progress claims and
make necessary payments.

— Clients have reported important changes of circumstances to helpline staV and in many cases this
information has not been actioned or there have been delays in actioning this information which
can lead to incorrect awards.

— For some clients telephone contact is not always the most suitable method of making contact with
HMRC to discuss their tax credit problems.

Recommendations

— We recommend that more staV are recruited to the tax credits helpline to help cope with demand
from the public.

— We recommend that training for all HMRC staV who deal with tax credit queries is significantly
improved so that claimants are provided with full and accurate information regarding their claim.

— We recommend that HMRC ensure that all changes of circumstances reported by tax credits
claimants are actioned quickly and eYciently.

— We recommend that where telephone contact is unsuitable for a claimant HMRC should provide
a facility where cases can be discussed face-to-face with a member of HMRC staV, for example,
at local IRECs and that IREC staV should be equipped with the necessary training and technology
to answer queries adequately.

Managing Claims

— Some clients have reported that they have not been able to get their tax credit problems resolved
through the helpline leaving them in an emergency situation with no access to money or severely
reduced tax credit awards and no idea what to do next.

— The lack of communication between diVerent tax credit departments involved in a claim often
results in a lack of continuity in following up problems with cases leaving claimants completely
uninformed about the progress of their case. In some cases HMRC staV deal with letters received
by claimants or CAB advisers without checking the history of the case and any previous actions
taken on the case by other staV members.

— There appears to be no facility to prioritise urgent cases and due to existing backlogs responses
can still take months.

— HMRC staV on the welfare rights priority line number are unable to contact staV in other
departments to check other issues relating to the claim or make referrals to them.

Recommendations

— We recommend HMRC establish a system of accountability for staV who have contact with
claimants to ensure that they carry out suYcient action to resolve the claimant’s issue.

— We recommend the facility to approach a local IREC for an additional payment (hardship
payment) in circumstances where claimants are in an emergency situation and are unable to get
resolution through the helpline. This facility should be documented and publicised among HMRC
staV and tax credit claimants. HMRC staV should be more proactive in encouraging claimants to
avail of additional payments in cases of hardship.
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— We recommend that in problem cases claimants are assigned a dedicated caseworker. This would
create one point of contact for the claimant for all correspondence and telephone calls ensuring
that the claimant does not receive conflicting information from diVerent staV members in diVerent
departments.

— We recommend that the remit of HMRC staV on the welfare rights priority line is extended to
allow them to check all aspects of a tax credits claim including matters being dealt with by other
tax credits departments.

Overpayments

— Overpayments remain one of the biggest issues with the administration of the tax credits system
leaving many clients in severe financial hardship. The recovery of an overpayment can be
suspended up to the completion of stage one of the dispute process. This suspension is not
automatic and must be requested by the claimant. Suspension of the recovery of an overpayment
does not continue in disputes beyond the first stage.

— There is no independent right of appeal to a tax credits overpayment decision and the process of
challenging an overpayment is not explicitly detailed for claimants.

— Where a claimant alleges that an overpayment has arisen through HMRC error claimants must
prove that it was reasonable for them to believe that their award was correct. This test of
reasonableness is undefined and does not appear to be applied consistently by HMRC staV.

— There are too many stages to the overpayments dispute process. A client has to proceed through
a number of diVerent internal stages within HMRC before the matter can be referred to the
Independent Adjudicator.

— There is inconsistency in decision making regarding disputed overpayments. We believe that
decisions are often made without taking into account all the facts of the case as overpayments that
occurred in almost identical circumstances have been decided upon diVerently. As there is no
recourse to an independent appeal tribunal there is no opportunity for case law to develop on tax
credit overpayments.

— While there have been improvements in the time taken to make a decision at stage one of the
overpayment dispute process if the decision is not in the client’s favour then continuing the dispute
can still be a lengthy process.

Recommendations

— We recommend that the suspension of recovery of overpayments is automatic where an
overpayment is disputed and that this is extended beyond the first stage to the entire overpayment
dispute period similar to the system that currently exists for Social Security Benefits.

— We recommend that decisions on tax credit overpayments carry a right of appeal to an appeal
tribunal which is similar to the right of appeal against decisions on entitlement to tax credits. This
would shorten the overpayment dispute process and provide an opportunity for case law to
develop in this area of law. In the absence of an independent right of appeal the process of
challenging an overpayment decision should be explicitly detailed in COP26.

— We recommend that HMRC provide detailed guidance on their definition of what is reasonable
in the “we will not ask you to pay back an overpayment if it arose because we made a mistake and
you could reasonably have thought your award was right” test contained in COP26.

— We recommend that HMRC monitor the decision-making standards for tax credit overpayments
and other decisions to ensure consistency and accuracy.

General Recommendations

— We recommend that compensation payments more accurately reflect the level of inconvenience
and distress caused to clients in cases of HMRC error and undue delay.

— We recommend that HMRC notifies the advice sector of any circumstances that are likely to have
an impact on tax credit claimants and in turn the advice sector. For example, when the computer
system is going to be down for any length of time this would prevent pointless calls to the helpline
or any changes to policy or procedures.
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APPENDIX

A client from Antrim requested a reconsideration of an overpayment decision in September 2004 but had
not received a decision after 5 months.

Another Antrim couple received 24 tax credit notices in one year all containing errors and faced an
overpayment of £3,273.96. This has been deemed fully recoverable despite being challenged by the clients.

In Coleraine a client had her Child Tax Credit cut in September 2004 and was informed this was due to
her son leaving school even though this was incorrect. She was informed that the records would be amended
and would be backdated but this was still not done at the end of March 2005.

A Banbridge client had an overpayment of £3,409 despite continually informing HMRC of the correct
details and the Tax Credits helpline assisting with applications over two consecutive years.

In Rathcoole a client went on Statutory Sick Pay in June 2004 and then Income Support (Incapacity
Benefit credits only). HMRC stopped her tax credits award as they were assessing her award on one child
when it should have been three. The file was amended but no money was received. The client was advised
that a hardship payment would take 14 days to process. The CAB had to contact the customer care manager
to get the correct payment and the arrears sent out to the client.

Another Rathcoole client had her award of tax credits stopped for no apparent reason in November and
the client was still unable to ascertain why after numerous phone calls and lodging a complaint to HMRC.
She has since had to get a bank loan which will incur interest charges and is £700 overdrawn from her bank.
All relevant information has been supplied to HMRC and there appears to be no reason why this is taking
so long to resolve.

In East Belfast a client was advised by HMRC that the onus is on him to check his award letter is correct.
In his case no dependents have been included on his award letter despite him having one child. When he
queried this with HMRC he was advised not to worry as long as the child was actually on the computer
system. This seems inconsistent with HMRC advice to keep them informed on anomalies in award letters.

A Bangor client received an overpayment of £1,200 which was required to be repaid in two months. The
reduction of the award has meant that she had to give up work to look after her children. The client has
recently been widowed and has three young children.

In Cookstown a client’s household income was input wrongly onto the computer system which caused an
overpayment which accrued over two years despite all the information being correctly provided on the
renewal form. The client felt that HMRC staV were very abrupt and quite rude in informing them that they
would have to pay back £6,000 over 10 years.

Central Belfast had a client who stopped work and experienced delays getting her Child Tax Credit re-
adjusted leaving her with £55 for herself and her child to live on. This had a knock on aVect getting Housing
Benefit processed incurring rent arrears.

Another Downpatrick client rang HMRC to inform them of various changes of circumstances and was
informed not to bother telling them until April as it would not make any diVerence to the claim. The client
was given incorrect advice about what to report and faced a potential overpayment had they not visited CAB
for the correct advice.

A Newtownards client was receiving Child Tax Credit which stopped for no apparent reason (no change
of circumstances were reported). HMRC have been unable to ascertain the reason for this and she feels they
have been uncooperative in getting the payment re-instated and have not oVered interim payments by
cheque.

Downpatrick CAB were experiencing problems with the new HMRC welfare rights helpline as they could
not find a consent form originally sent to the Belfast oYce. This had to be sent again causing further delays
with advocacy for a client.

Another Downpatrick client received an overpayment and requested that HMRC stop any further
payments so that the overpayment would not continue to accrue. This shows more evidence of how the tax
credit system is failing working families as they are actually canceling tax credit payments to avoid debt.

An East Belfast client has had an ongoing overpayment case starting from July 2004. While HMRC have
acknowledged that the overpayment is incorrect it is still showing on the computer system and the client is
having enormous diYculties getting correct payments re-instated and has had to get manual payments. This
client is losing out on £16 a week as the overpayment is still on the computer system.

In Magherafelt a client discovered her tax credit payments had stopped and when she contacted HMRC
they said that the computer had lost hundreds of claimants’ bank details and there was nothing they could
do about this. They were unable to confirm when payments would be re-instated.

Another Magherafelt client who spoke Portuguese and had limited English sought advice from CAB
regarding tax credits. HMRC refused to speak to the client, the adviser or the bureau interpreter without
the client’s consent and arranged to ring back with their own interpreter. When HMRC did ring back their
interpreter was Spanish and did not speak Portuguese. Eventually the tax credit helpline agreed to divulge
the information adding to the time taken to resolve this client’s case.
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A Shankill client who was self employed wound up his business and informed HMRC that his
circumstances had changed. He states he was informed by a member of staV in HMRC that they would
continue to pay him as he might get a job soon and this would save him having to re-apply. This is
irresponsible advice provided by HMRC and highly likely to lead to an overpayment.

A Falls client disputed an overpayment in March and has heard no word despite an acknowledgement
from HMRC in July. The client cannot get through to the Tax Credits Helpline and the CAB adviser cannot
get through to customer services. In the meantime £75 per month is being taken from the client’s award.

A Coleraine client was informed that she had a tax credits overpayment but HMRC could not say how
much it was and advised her to open an ISA to store any overpaid award of tax credits!

A Ballymena client received conflicting letters from HMRC stating that an overpayment would not be
recoverable and another to state that it was recoverable. Her claim was also not being processed due to a
computer error and took over six calls from CAB to sort out.

A Magherafelt client was wrongly informed by HMRC that her claim would be processed in two days
when in reality it took several weeks to process.

In Downpatrick a client received an overpayment of over £5,000 and cannot get through on the Tax
Credits Helpline to speak to HMRC about this. When she did get through the Helpline staV stated that they
did not have time to explain the breakdown of the overpayment. When CAB contacted the Helpline on the
client’s behalf they discovered the client was still being wrongly paid even though she had reported a change
of circumstances.

A Cookstown client whose payments stopped was informed that her payments had not been activated.
The client has four children and has mental health problems. The client has been unable to get through to
Helpline and has been relying on a crisis loan and high interest loans since her payments stopped.

A Shankill client with two children came to CAB with two letters (dated the same day) from HMRC
containing details about her tax credit award. The letters showed contradictory information—one letter
showed tax credit payments of £3,389.39 and the other showed payments of £3,897.41. Child tax Credit
payments are shown as £73.71 in one letter and £22.76 in the other. This situation is causing severe financial
hardship to the client and his wife as their only sources of income are Incapacity Benefit £93.30 per week
and Child Benefit of £28.40 per week.

A client of Ballymena CAB works 31 hours per week, earning approximately £13,000 per annum. Her
husband has been in receipt of Incapacity Benefit for 5 years. The client has one dependant child aged 12.
The client came to CAB with all her award notices showing a total Working Tax Credit overpayment of
£3,244.98. The client had been advised an overpayment had arisen in part by the disability element being
paid in error. The client has never received a full explanation to enable her to understand how the
overpayment came about.

A Banbridge client called into CAB with several award notices. Some of the notices failed to recognise
that the client had children. The client received two notices on the same day—one was correct and one stated
that her partner worked 40 hours a week with no income and she had a reduced income of £3,000. The client
could not understand that these were issued on the same day for the same year but with such diVerences.
As a consequence the client has had an overpayment of approximately £8,000 but feels that it is the fault of
the tax credit system and not hers. The client does not know how this has arisen and has received no
explanation why. The client had no idea where some of the information in the award notices came from
and conflicting award notices contained a combination of right and wrong information. The CAB adviser
contacted the Helpline to find out where the conflicting information that caused the problems came from.
The adviser was informed that was what was showing on the computer screen but was not able to get any
further information. The adviser is waiting on a breakdown of the overpayment before even beginning to
help the client. The adviser feels that there is too much reliance on a computer system that is not adaptable
enough. As a consequence this client may have an overpayment greater than her annual salary.

A client of Down District CAB was confused as she had been advised that her overpayment was a
computer error and it would just be a formality to go through the reconsideration process. The client had
received a letter stating that she is still responsible for the overpayment. HMRC state that the client should
have been aware that she was receiving too much tax credit even though her award notices contained all the
correct information. Conflicting information from HMRC with regards to the overpayment has led to a lot
of distress for this client.

A Ballymena client received two award notices both dated 28/11/05—one for 2003–04 and the other for
2004–05. The first shows that the client has received full entitlement for the year and the second shows nil
entitlement for the year. The client has received no tax credit payments for more than 18 months because
of a compliance unit decision that he is not entitled. The client appealed the decision and it was changed in
May 2005. Despite the decision in the client’s favour the client has still received no payment of tax credits
due to a technical error.
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Ballymena CAB made a call to the Tax Credits helpline regarding a client’s overpayment. The helpline
adviser looked at the client’s case and made comments such as “this doesn’t make sense” due to computer
errors. The helpline adviser did not think the case could be fixed and could only oVer advice that the client
should complete a fresh claim. Experience shows this usually creates further problems with cases in the
future.

A Down District client called into the bureau with regard to her Working Tax Credit. She had received
a letter from HMRC stating that she owed approximately £500. Her weekly amount was reduced from £67
to £22 and she is finding it very diYcult to manage. She wanted to know if the amount was right and if she
could make the payment over a longer period. The client has a small overpayment and her weekly amount
was reduced by £45 per week making it very diYcult for her to live on this amount.

A Ballymena client is a single parent in receipt of Income Support. She has not received any payments of
Child Tax Credit for more than five weeks due initially to her annual declaration form not being received
and a system error on her case that will not produce a payment schedule.

A Coleraine client has an overpayment of Child Tax Credit of £2,000. The client did inform HMRC that
her income had increased but no action was taken on this information leading to an overpayment situation.

A Ballymena client called into the bureau with a letter she received from the overpayment unit requesting
immediate repayment of an outstanding amount of £805.86. CAB had already contacted the HMRC
overpayment unit and requested suspension of recovery action because the overpayment was being disputed
yet the client continued to receive demands for payment. The bureau contacted HMRC about this and a
supervisor said to phone the Tax Credit Helpline which is the wrong advice because the helpline has nothing
to do with these letters. When the bureau told the supervisor this the supervisor told the bureau to advise
the client just to ignore the demands for payment she is receiving!

Another Ballymena client’s tax credit payments have stopped and the client does not know why. Tax
Credit Helpline advisers have told the client it is because she has been overpaid. The client does not
understand how this happened. The client brought in her finalised award notice for 2004–05 and provisional
notice for 2005–06 both dated 22/8/05. The explanation given by helpline staV was insuYcient so the client
came to seek an explanation from CAB.

December 2005

Supplementary memorandum submitted by Citizens Advice Northern Ireland

On Wednesdy 18 January 2006 Citizens Advice Northern Ireland made an oral submission to the
Treasury Sub-Committee on the administration of tax credits following an earlier written submission.
Citizens Advice, Northern Ireland wish to provide further information to the Sub-Committee as follows:

— Clarification of Citizens Advice Statistics on Tax Credits (following evidence by the Paymaster
General on 1 February 2006);

— Further case evidence on inconsistencies in the appliction of the reasonableness test (following our
evidence to the Sub-Committee on 18 January 2006); and

— Evidence on the time taken to respond to overpayment disputes (following evidence by the
Paymaster General on 1 February 2006).

— Suggestions for Pilots with Citizens Advice.

Citizens Advice Statistics on Tax Credits

In the evidence given by the Paymaster General to the Treasury Sub-Committee on Wednesday 1
February 2006 Dawn Primarolo stated that Citizens Advice had seen 12,000 tax credit cases a year. This
figure refers to the bureaux evidence forms received relating to tax credits and not the amount of tax credit
problems dealt with.

In 2004–05 Citizens Advice Northern Ireland dealt with over 12,700 tax credit queries in Northern Ireland
alone. This figure does not include the tax credit queries dealt with by Citizens Advice nationally.

Reasonableness Test

During our evidence session we were asked what evidence we had to show that the test of reasonableness
is not being applied consistently by HMRC. The following example has been used as the overpayment was
caused by exactly the same circumstances and therefore every case should have been dealt with in exactly
the same way. All of the following clients experienced “Red A” overpayments. This type of overpayment
occurred in June 2004 when a “computer bug” caused the miscalculation of awards (unoYcially we were
informed this aVected several hundred thousand awards.
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The “bug” caused the computer to ignore the income of one partner and therefore calculate tax credit
entitlements based on only one income. The computer then automatically issued lump sum payments
directly to clients’ bank accounts due to the increased entitlement. Because this error occurred before awards
for 2003–04 were finalised, the miscalculation caused overpayments on a client’s award for both 2003–04
and 2004–05.

Clients were unaware the error had occurred because their award notices contained the correct
information, including both incomes. Clients may have noticed the increase in entitlement, but without the
knowledge to check the calculation, and considering all other details on award notices were correct, clients
would not have realised the calculation was incorrect. As can be seen from the case summaries one client
actually queried the increase in entitlement with the Tax Credits Helpline and was repeatedly assured that
if the details on the award notice were correct, then the entitlement figure was correct and therefore the
payments were correct.

Clients became aware of the error in August 2004 when HMRC sent out letters advising clients that a
mistake had been made, informing them of the estimated amount of the overpayment and advising them
how it would be recovered.

This type of overpayment case appeared to be the most easily challengeable under COP26, since HMRC
had already acknowledged the overpayment was caused by oYcial error and it was clear that clients could
not reasonably have known their payments were incorrect, since even Tax Credits Helpline staV could not
determine this. The following case summaries show that the test of reasonableness was applied with no
consistency to these cases, some of the overpayments being remitted with the first decision and others still
in dispute after three unfavourable decisions. These cases also illustrate the sheer lengthiness of the
overpayment dispute process, the longest case being ongoing for one year and six months and still
unresolved, the shortest taking seven months to resolve.

It is imporant to note that this is not the only set of circumstances where inconsistenceis in the application
of the reasonableness test have been observed—evidence from bureaux across Northern Ireland suggests
that inconsistencies in the application of the reasonableness test is a wider issue given that reasonableness
is not defined.

Case A: Overpayment of £2,679.48

This client had contacted the Tax Credits Helpline when a large overpayment was made directly to his
bank account. The Helpline staV repeatedly reassured the client that if the details on the award notice were
correct, then the entitlement figure was correct and therefore the payment was correct.

— TC846 sent by bureaux on 31 August 2004.

— Complaint made to customer services 8 November 2004 as no response had been received.

— First decision received 13 November 2004. Overpayment fully recoverable due to the
reasonableness test.

— Complaint made to HMRC.

— Second decision received 4 February 2005. Overpayment fully recoverable due to reasonableness
test. Admission that client was incorrectly advised by Tax Credits Helpline staV.

— Bureau again wrote letter of complaint to HMRC.

— Letter received from HMRC on 10 June 2005 requesting exact date and time of the call the client
made to the Tax Credits Helpline. Reply sent explaining CAB did not have that information and
previous letter from HMRC already acknowledged the client’s assertion regarding the call.

— Local MP wrote to HMRC on bureau behalf.

— Third decision received 18 August 2005. Unless the client can provide further evidence then the
overpayment was deemed fully recoverable.

— This case has now been referred to the Parliamentary Ombudsman.

Case B: Overpayment of £2,737.63

— TC846 sent by the client in September 2004.

— First decision received 22 November 2004. Overpayment fully recoverable due to the
reasonableness test.

— Bureau made several telephone calls, a written complaint to HMRC, a written complaint to the
Adjudicator and the local MP wrote to HMRC on bureau behalf.

— Second decision received 14 June 2005. Overpayment fully recoverable due to the
reasonableness test.

— Bureau again wrote letter of complaint to HMRC.

— Third decision received 18 August 2005. Overpayment fully remitted.
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Case C: Overpayment of £4,865.23

— TC846 sent by bureau 10 September 2004.

— First decision received on 4 January 2005. Ovcerpayment deemed fully recoverable.

— Complaint made to HMRC.

— Second decision received 24 January 200. Overpayment deemed fully recoverable.

— Bureau made several telephone calls, a written complaint to the Director’s OYce and to the
Adjudicator and local MP wrote to HMRC on bureau behalf.

— Third decision received 6 July 2005. Overpayment fully remitted.

Case D: Overpayment of £4,415.15

— TC846 completed by bureau 14 September 2004.

— Numerous telephone calls made and letters written to try and obtain a decision.

— First decision received 31 May 2005. Overpayment fully remitted.

Case E: Overpayment of £1,316.14

— TC846 completed by bureau 12 October 2004.

— Numerous telephone calls made to try and obtain a decision.

— First decision received 10 May 2005. Overpayment fully remitted.

Case F: Overpayment of £1,918.50

— Client had been incorrectly advised by Tax Credits Helpline staV that the overpayment had
occurred due to his mistake in not informing HMRC of his full income amount, so the client had
not challenged the overpayment during 2004 or the first half of 2005.

— TC846 completed by bureau 22 July 2005.

— First decision received 2 September 2005. Overpayment deemed fully recoverable.

— Complaint made to HMRC and local MP wrote to HMRC on bureau behalf.

— Still awaiting response.

Time Taken to Respond to Overpayment Disputes

The Paymaster General has informed the Treasury Sub-Committee that HMRC are currently responding
to overpayment disputes in five weeks. This has not been the experience of Citizens Advice, Northern Ireland
and the evidence for this is presented below. This table shows the recent overpayment disputes made by
Ballymena CAB on behalf of clients and the dates responses were received to show the experience of clients.

Client TC846 Date Reply received Time for 1st Decision Outcome

A 24 June 2005 22 December 2005 six months Overpayment remitted
B 29 June 2005 Awaiting response eight months to date Awaiting 1st decision
C 22 July 2005 2 September 2005 six weeks Decisions challenged
D 15 September 2005 7 October 2005 three weeks Decision did not address

the full overpayment so
dispute ongoing

E 23 September 2005 24 October 2005 four weeks Overpayment remitted
F 6 December 2005 Awaiting response nine weeks to date Awaiting 1st decision

The above table shows response times for First decisions on overpayment disputes. If the First decision
is not favourable then the dispute will escalate to the complaints process. Response times for recent letters
sent to the Customer Services team are as follows:

Client Complaint date Reply received Time for response

G 28 July 2005 Awaiting response six months to date
H 23 September 2005 Awaiting response four months to date
I 7 October 2005 Awaiting response four months to date
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Pilots with Citizens Advice

In consideration of the various alternatives for pilots with the CAB service can we suggest that Northern
Ireland is included in the consideration for any such pilots. Given the reduction in service now oVered by
HMRC in Northern Ireland in relation to the help available with complex cases it is imperative that some
consideration is given to the situation here.

APPENDIX

A Ballymena client received a letter on 22 December 2005 dated 5 October 2005 regarding a non-
recoverable overpayment. The client disputed the case in July and this was not resolved until December.
This process involved the burau having to contact HMRC on nine separate occasions.

A Ballymena client had received an overpayment due to cohabiting yet claiming as a single person. She
arranged to pay back the overpayment at £50 per month. The client then received further letters giving
diVerent overpayment amounts and asking her to pay these back even though she had set up a repayment
arrangement. In addition to this HMRC had wrongly input her income thus making the overpayment
higher than it should have been. The client was also entitled to the disability premium and this was taken
oV her original award for no reason.

A Coleraine client received and overpayment for £1,000 due to an element of childcare that she informed
HMRC that she was no longer entitled to. Her award was adjusted and five months later HMRC added
this onto her award in April and the client did not realise as she was not informed of this.

A Newry couple had an overpayment of £1,800 from tax year 2003–04. They received 16 diVerent award
notices in one year and no explanation of how the overpayment arose. The client’s have been unable to
ascertain how and why the overpayment has arisen despite contacting HMRC several times. The bureau
has to use the client’s P60 in an attempt to calculate the exact amount of tax credits they should have received
with a view to challenging the decision.

A Rathcoole client called to the bureau on 27 January. She had lodged her dispute form in November
and has received no further information on this and just keeps getting letters stating that her award has been
terminated as she has an overpayment. The bureau contacted HMRC and was told that computer errors
have caused this. The client was advised to ignore any further letters until her overpayment was investigated.
The client had to make a fresh claim as she had no tax credits.

A Ballymena client works 31 hours per week, earning approximately £13,000 per annum. The client’s
husband has been in receipt of Incapacity Benefit for five years. The client has one dependant child aged 12.
The client brought in all the award notices in relation to CTC/WTC showing a total WTC overpayment of
£3,244.98. The client had already been advised the overpayment arose in part of the disability element being
paid in error, but the client has never received a full explanation from HMRC that she can understand. The
client states that she never told HMRC that her husband was receiving DLA and the client has already
requested a copy of her original claim form be sent to her.

A Ballymena client received a letter from HMRC saying recovery of the overpayment is being suspended
while the dispute is ongoing and no decision has yet been made. There is not date on this letter, but it was
received on 14 November 2005. The client then received a letter from HMRC saying the dispute was being
looked into and recovery suspended, but HMRC told the CAB adviser over the telephone that the
overpayment has already been written oV. Conflicting information coming from HMRC which is confusing
to the client and the adviser.

February 2006

Memorandum submitted by Roger Cockfield

I set out on a separate sheet my representations, which can be summarised as follows. To solve the present
tax credit fiasco use an extended version of the PAYE system, so that WTC and CTC are included in
calculating the weekly tax tables. Thus benefits are automatically adjusted on a weekly basis as earnings
fluctuate. The code number would reflect the family structure. Provided the correct code has been issued,
the total benefits paid during the year will equal the benefits due for that year. The cost of the £2,500 dead
zone would be removed as no longer necessary.

I have been working on the integration of income tax, social security and national insurance contributions
for a number of years. I gave a paper on this at the ATAX Conference in Sydney in 2000. I also submitted
written evidence to the Social Security Select Committee, which was published in their 7th Report on
Pensioner poverty, 2000 at pages 134-137. I have been cited as an expert on tax/benefits in House of
Commons debates on a number of occasions. My highly critical article on the proposed WFTC was
published in Tolley’s “Practical NIC” October 1998. Their editorial comment was “WFTC seems a recipe
for a stunning PAYE administrative headache”. Prior to retirement, I was Reader in Taxation at De
Montfort University.
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Summary

To solve the present tax credit fiasco use an extended version of the PAYE system, so that WTC and CTC
are included in calculating the weekly tax tables. Thus benefits are automatically adjusted on a weekly basis
as earnings fluctuate. The code number would reflect the family structure. Provided the correct code has
been issued, the total benefits paid during the year will equal the benefits due for that year. The cost of the
£2,500 dead zone would be removed as no longer necessary. Abbreviations at end.

Factors that Change

The three factors that change are:

1. Family structure

2. Wage levels

3. Amount of chidcare

The factor that changes the most is fluctuations in wage levels ( including moving job and being out of
work) which determine the amount of the 37% claw-back of WTC/CTC.

Extended Tax Tables

Let us look at Table 1.3a on page 41 of DWP’s “Tax Benefit Model Tables April 2005”. These concern a
Lone Parent with two children under 11 paying no childcare costs. For wages between £160 per week and
£440 per week, the marginal deduction rate [MDR] or marginal eVective rate of tax is 70%.

Suppose HMRC pay the LP £114.97 [being the total of WTC £39.51 and CTC £75.46 at the £160 gross
earnings point]. The correct deduction due is 70% of the excess over £160. Using extended tax tables, the
weekly amount of WTC/CTC would be correctly adjusted. This takes care of any wage increase/ decrease
within a fairly broad range.

The MDR of 70% is made up of NIC 11% plus Basic Rate income tax 22% plus WTC/CTC taper rate
of 37%.

Once modified to remove the impact of HB/CTB, Table 1.3a could be used by the employer as extended
tax tables to cover the whole range of wages from £77.60 per week right up to £900 per week. To start at
£77.60 per week, HMRC would need to pay the LP £137.13 [being the total of WTC £61.67 and CTC £75.46
at the £77.60 gross earnings point].

Moving Between Employers

Moving between employers would involve the familiar P45 procedure.

Unemployment

The next problem is how to deal with the individual becoming unemployed. One option is for HMRC to
pay £195.97 to the LP being the level of benefit income on IS/JSA(IB). The employer would then deduct
£30.44 from the opening gross earnings figure of £77.60, and pay £47.16 to the LP. This would bring the
LP’s net income up to the level shown in Table 1.3a (after removing the HB/CTB amounts). Any earnings
above the opening figure would be dealt with using the extended tax tables. When the employee left, no
further action is required by the employer beyond the P45 procedure, benefits payable by HMRC are already
at the unemployed level.

Housing Benefit/Council Tax Benefit

There is also the option of using one set of tables to adjust HB/CTB on a weekly cumulative basis.
Determination of amount of qualifying rent and council tax could remain with the local authority. How
much of the rent and council tax should be paid and then withdrawn through extended tax tables is open
to debate.

Childcare Costs

One problem is linking childcare costs to fluctuations in wages so that the taper can operate. Another is
how to trigger withdrawal of the relief if childcare facilities stop being used. A possible solution might be
to operate childcare relief along the lines of MIRAS: this would mean that the subsidy is paid direct to the
childcare provider by HMRC.
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Option 1

All claimants pay 30% to the nursery. The nursery claims the balance of 70% on a rolling three month
basis:

19th Month 1 Provisional payment

19th Month 2 Return of payments actually recived

19th Month 3 Balance of payment for month 1 made or overpayment deducted from provisional
advance for month 3.

Option 2

As above but claimants pay varying percentages [30, 40, 50, 60% etc] of childcare costs to the nursery.
The percentages would be estimated by HMRC to reflect the estimated taper withdrawal.

Computer System

A local system, based on readily available spreadsheet programs, would improve communication and
understanding by recipients. Many HMRC/DWP’s calculations of benefits and tax credits are diYcult to
understand let alone follow. Very few people can work out the impact on their benefits and tax credits
position if they save an extra £1,000.

Other Problems

Call centres and helplines are most frustrating. For other than general enquiries, contact direct with the
caseworker is essential. The cost of the tax credit fiasco must outweigh many times all the alleged savings
in staV.

Overpayments and Incentive to Report

If my extended version of PAYE is not adopted, the following would reduce the problem of overpayment.
If payments during the year totalled 80% of the expected full year figure, there would be a strong incentive
to file the end of year return of income to receive the balance of 20%. This balance would be a useful method
of saving for holidays, pension etc. An 80% payment would remove most overpayments from the system.

Abbreviations

CTB Council Tax benefit

CTC Child Tax Credit

DWP Department for Work and Pensions

HB Housing Benefit

IS Income Support

JSA(IB) Job Seekers Allowance ( Income Based)

LP Lone Parent

MDR Marginal deduction rate or marginal eVective rate of tax

WTC Working Tax Credit

December 2005

Supplementary memorandum submitted by Roger Cockfield

Extended PAYE Tax Table

I have constructed a week 1 Extended PAYE Tax Table using the data from Table 1.3a on page 41 of
DWP’s “Tax Benefit Model Tables April 2005”.

The employer looks up the earnings of £135 (column A) and reads across to column I to get the extra
deduction of £82.97. This with the usual IT and NIC deductions will ensure the claimant ends up with the
correct Net Income shown in column J.

The figures in column J have been stripped of the HB/CTB figures from the amounts in column N (taken
from Table 1.3a.)

December 2005
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Memorandum submitted by Contact a Family

Contact a Family provides advice, information and support to families with disabled children across the
UK. Each year we advise over 18,000 families and we draw on their experiences in our evidence. Appendix
A gives case examples from our helpline of the kinds of administrative problems that families face.

Executive Summary of Recommendations to Government

Recovery of overpayments

— Notification of overpayments—there is a need for letters specifically notifying claimants where an
overpayment has occurred.

— Form TC846—needs to be re-designed to cover cases where a request not to recover is made on
the grounds of hardship.

— The need for an independent right of appeal against a decision to recover—there are concerns
about how HMRC makes decisions about overpayment recovery and it is diYcult to see how such
concerns can be allayed without an independent right of appeal.

— The suspension of automatic recovery of tax credit overpayments—recovery should be suspended
until a final decision has been made on a disputed recovery rather than until an initial decision
is made.

— Limiting the amount that can be recovered for “in-year” overpayments—the recent confirmation
that this change is to be made is very welcome but we are concerned at the proposed delay in
implementation.

Future Solutions to Other Problems in the Administration of the Tax Credits System

— Resolving problems via the Tax Credit Helpline—there should be consistency in who claimants
speak to when they have to make repeated contact regarding a problem. Helpline staV should take
on more responsibility for trying to help sort out problems.

— Dealing with written correspondence from claimants—action is required to cut waiting times for
responses. Fast track decision making is required to expedite decisions where a family is facing
financial hardship. Clear timescales should be adopted for dealing with complaints and for
requests that overpayments not be recovered.

— Decision notices—decision notices should include a detailed breakdown of the tax credit
calculation.

— Backdating of the disability/severe disability elements of CTC—allow backdating in line with the
award of the qualifying disability benefit where a parent was unaware of the need to inform
HMRC that a claim for DLA was being made.

— Remaining in education as a change of circumstances—scrap three month limit on backdating
where payments for a child re-instated following late notification of “change of circumstances”
that he/she remained in education.

Contact a Family’s Detailed Submission to the Treasury Sub-Committee’s Inquiry

1. About Contact a Family

1.1 Contact a Family is a UK-wide charity supporting families who care for a child with a disability,
founded in 1979. We provide support to over 800 local parent’s groups as well as advice and information
to 18,000 individual parents across the UK via our national freephone Helpline and network of local oYces.

1.2 Our helpline team includes a welfare rights specialist who is able to provide detailed advice on tax
credits and welfare benefits via our Helpline. This post is part funded by HMRC. We provide workshops
across the UK to families, promoting awareness of tax credits and other forms of financial support and
produce a number of free factsheets including a Tax Credits Guide and ready reckoner which is also
translated into community languages.

2. Recovery of overpayments of tax credits

2.1 HMRC policies in dealing with overpayment recovery have been a major issue of concern for many
of the parents who contact our organisation in the last 18 months. Appendix A gives examples. The fact that
a sizeable numbers of overpayments appear to result from oYcial error and the way in which overpayments
are recovered have caused many parents frustration, anxiety and financial hardship. From the feedback we
receive from parents caring for disabled children it appears that the many of the problems which arise from
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HMRC policies on recovery of overpayments have seriously undermined their faith in the tax credits system
and often obscured the very real financial benefits families have seen as a result of the introduction of tax
credits.

Notification of overpayment decisions

2.2 Many parents have complained to us about the lack of information provided by HMRC when an
overpayment has been identified. Some state that they only became aware an overpayment was being
recovered when their payments were suddenly reduced. Rather than receiving a decision explicitly stating
that they have been overpaid, parents receive a new tax credit award notice. Although this notice does
include a section outlining tax credit payments, and this mentions that an overpayment is being recovered,
many parents do not notice these details until they make contact with an experienced adviser who is able to
explain the content of the notice to them.

2.3 Contact a Family would like to see HMRC issue simple decision letters more clearly outlining that
a decision has been made to recover an overpayment. Such letters should make clear the fact that an
overpayment has occurred; the amount of the overpayment; the cause of the overpayment; the fact that the
Revenue intend to recover this money and the eVect of the recovery on the claimants ongoing payments. The
letter should make clear the claimants appeal rights where they do not agree that they have been overpaid or
that the overpayment has been correctly calculated. In addition the possibility of asking the HMRC to use
their discretion not to recover should also be clearly outlined, preferably with a copy of the Code Of Practice
and form TC846 (request not to recover) also being sent to each claimant who has been overpaid.

Form TC846

2.4 As we understand it, where a claimant asks that an overpayment not be recovered they are sent a
Form TC846 on which they can formally make such a request. However this form only allows a request to
be made on the grounds of oYcial error. Contact a Family would like to see this form redesigned to include
a section prompting the respondent to explain if hardship would be caused. This is particularly important
for families with disabled children—it is known that families caring for disabled children are 4 more times
as likely to be in debt than the general population, only a small proportion of mothers of disabled children
are in work (16% compared to 61% of mothers generally), 55% of disabled children grow up in or at the
margins of poverty and it is estimated to cost up to three times as much to raise a severely disabled child.

The need for an independent right of appeal against a decision to recover

2.5 At the moment claimants can appeal if they do not accept an overpayment occurred or if they dispute
the amount of the overpayment. However there is no right of appeal against a decision on whether or not
to recover an overpayment. Given that many families who have been overpaid tax credits perceive that they
were encouraged to claim and that any overpayment did not arise from any deliberate act on their part, we
would urge that the grounds for appeal are extended to include these cases along similar lines as are set out
for social security benefits. This would at least reduce some of the confusion and allow those who feel most
aggrieved to seek independent redress.

2.6 Among the parents who use our welfare rights service, there seems to be considerable concern about
how the Tax Credit OYce makes decisions about overpayment recovery, particularly in how it interprets
whether someone could “reasonably” have been expected to know that they were being overpaid. The
findings of “Tax Credits Putting Things Right” (Report of the Parliamentary Ombudsman) would seem to
evidence this concern—para 5.50 states that as of February 2005, of those people who had received a
decision on a request not to recover an overpayment only 15% had been successful. This figure can be
contrasted against the fact that 86% of complaints against the Tax Credits OYce dealt with by the
Adjudicator’s OYce were upheld, many of which concerned the handling of overpayments arising from
oYcial error. (Page 13 The Adjudicators OYce Annual Report 2005.)

The suspension of automatic recovery of tax credit overpayments

2.7 HMRC recently announced the implementation of a new policy whereby they will suspend recovery
of disputed overpayments. Contact a Family welcomes this announcement and believes it is an important
step in addressing some of the hardship and worry families are often facing at this time. However it appears
that suspension may only apply up to the date that the Tax Credit OYce makes an initial decision on the
request not to recover (which it aims to do within four weeks).

2.8 Given the low success rate in asking the HMRC not to recover, many claimants are likely to wish to
pursue their request via the HMRC complaints procedure. We believe that suspension of recovery should
apply pending a final decision on the issue of recovery (ie until the claimant has exhausted the complaints
procedure) and not simply while they are awaiting an initial decision. Given the complexities of the Tax
Credits system, and the many other daily challenges families with disabled children have to deal with,
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extending the timeframe for suspension will allow them some opportunity to access information and advice
in challenging the recovery and to properly set out their reasons for disagreeing with HMRC’s decision
to recover.

2.9 Contact a Family also believes that there is an urgent need to clarify how HMRC will use the power
to suspend automatic recovery. At this point no information has been provided other than the
announcement made by the Paymaster General at the Select Committee in October. Clarification is required
as to whether the policy of suspending recovery applies to hardship cases as well as those caused by oYcial
error. Similarly it is not clear whether the policy only applies to end of year overpayments or whether the
Tax Credit OYce will suspend making adjustments to payments in cases where a likely overpayment is
identified in year.

Limiting the amount that can be recovered for in-year overpayments

2.10 We very much welcome the recent announcement following the pre-budget report, confirming that
set limits will be placed on the amount by which tax credit payments can be reduced when an in-year
overpayment is identified. The current lack of such limits can cause significant financial hardship to families
on low incomes (not all of whom are eligible to apply for additional payments). However we are concerned
that this change is not planned to take eVect until November 2006 and would like to see a much earlier
implementation date.

3. Future solutions to other problems in the administration of the tax credits system

Resolving problems via the Tax Credit Helpline

3.1 Of the parents who speak to us about their experiences of the Tax Credit Helpline, many complain
that staV appear unable to appreciate the very real diYculties that tax credits decisions are causing their
family. Many parents have described helpline staV with little willingness to take any initiative in trying to
help sort out the diYculties with their claims. This has included cases where there has been:

— Delays of several months in increasing CTC awards to include the disability element where
children have been awarded DLA.

— Parents having to wait several months for a decision to be made where they have asked for recovery
to be waived on the grounds on hardship.

— Delays of three months in processing a new claim for tax credits where a couple have separated.

3.3 Parents in such positions report frustration at the inability of Helpline staV to tell them what is
actually happening with their claim. Where parents have asked to be put through to the decision makers
who are actually dealing with their case they are then told that this is not possible. Where parents have a
problem with benefits such as DLA or Carer’s Allowance they can speak to specific section dealing with
their claim. Unfortunately nothing similar exists within the Tax Credits administration and as a result there
appears too little “ownership” of individual tax credit claims. We believe this may contribute to the
perception that some staV appear to feel little responsibility to try and help resolve an individual caller’s
problems. Contact a Family would like to see a situation whereby parents who have to call the Helpline
repeatedly regarding a particular issue, have some consistency in who they speak to regarding their case.

Dealing with written correspondence from claimants

3.4 Some of the parents we speak to opt to write to the Tax Credits OYce rather than use the Helpline.
However parents have complained to us that it can take several months to receive any response at all from
HMRC. This has included cases where families have made a written request that recovery be waived on the
grounds of severe hardship. In some cases parents report writing to the Revenue regarding a specific issue
and receiving no response other than the issuing of a new decision notice.

3.5 We believe that HMRC needs to take immediate steps to cut waiting times for replying to
correspondence and performance standards are made publicly available. They should also introduce letters
acknowledging receipt of correspondence so that claimants at least know their letter is being dealt with. We
also believe that fast track decision making procedures should be introduced in order to expedite decisions
in those cases where a family is facing financial hardship. This should apply regardless of whether contact
has been made by telephone or in writing. HMRC should adopt clear timescales for dealing with complaints
by claimants and for requests that they use their discretion not to recover.
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Decision notices

3.6 It is our view that current decision notices only provide limited information about the personal
circumstances that have been taken into account in accessing their award. This makes it very diYcult for the
claimant to understand how their award has been calculated and to identify if there have been any mistakes.

3.7 We believe that the decision notice should include a detailed breakdown of the tax credit calculation,
similar to that found in income support decisions. This should include the specific tax credit elements the
family qualify for and a breakdown of the individual taxable income taken into account. This sort of detailed
breakdown will not only help clients better understand how their award was arrived at but will also greatly
assist any advice agency they approach for help when there is a problem with their award.

Backdating of the disability/severe disability element of CTC

3.8 Backdating of additional tax credits is normally limited to 3 months. However in many cases it will
take considerably longer than this for a final decision to be made on a child’s DLA claim. The current
regulations do allow for the disability elements to be backdated in full beyond 3 months, but only where the
parent has notified HMRC at the point that a DLA claim/review request was made. Unless a parent seeks
specialist advice at this point it is unlikely that they will be aware of this requirement. Consequently some
families may be losing out on full backdating of these disability payments. We would like to see a situation
where the 3 month limit does not apply to backdating of the disability and severe elements.

Remaining in education as a change of circumstances

3.9 Under the current rules the Tax Credits oYce assume that any 16 year old will leave school in the
summer after they turn 16. Child Tax Credit payments are reduced accordingly unless the family inform
HMRC that the young person will remain in full time non-advanced education. From HMRC perspective
a young person remaining in education is defined as a change of circumstances.

3.10 In reality parents are more likely to see their child staying on in education as a continuation of the
status quo, not as a change of circumstances. As a result some parents have not realised that there is a need
to inform HMRC that their son or daughter remains in education. In most cases parents will quickly realise
that there is a problem when their tax credits payments suddenly drop. As long as they notify HRMC within
3 months then they will receive backdating of the payments they are entitled to for the young person.

3.11 However sometimes a family takes more than 3 months to notify HMRC that a young person
remains in education. This is particularly likely where an overpayment recovery has meant the family tax
credits payments have led to reduced payments. In such cases the family will lose out on tax credit payments
they were undoubtedly entitled to.

3.12 We would like to see the 3 month backdating limit scrapped where payments for a young person
have to be re-instated because their parents were unaware of the need to inform HMRC that the young
person was remaining in education.

3.13 Alternatively, we would like to see HMRC pro-actively writing to families at an appropriate time
some weeks before the school leaving date to enquire about their child’s intention to remain in education
post 16 years.

APPENDIX A

EXAMPLES OF TAX CREDIT ADMINISTRATION PROBLEMS VIA
CONTACT A FAMILY’S HELPLINE

Mrs F lives with husband and two children, youngest receiving DLA. Mr F had started new job during
2004 and consequently his earnings had increased by around £6,000. Mrs F says that she had telephoned
the Tax Credit OYce to notify them of this change in his circumstances. However their tax credits award
had continued at the same rate and Mrs F has now received notification that the Inland Revenue wish to
recover an overpayment of around £1,300. Mrs F says that recovery will cause them financial problems
particularly since they have been assessed by as having to pay some of the costs of adapting the family home
to meet their child’s needs.

Explained that Mrs F could ask the Inland Revenue to use their discretion not to recover this overpayment
on the grounds of both “oYcial error” and “hardship”. Sent her our short guide to overpayments and a copy of
the tax Credit oYce Code of Practice (COP 26).

Mr B is a refugee who is married with two children, one of whom has learning diYculties. He lost his job
in July because of problems with his English skills. He informed the Tax credits of this change and reclaimed
income based Job Seekers Allowance for himself and his partner. However for some reason payments of
WTC continued to be paid alongside CTC for several months. Once this likely overpayment was identified
his CTC award was reduced to only £20 per week. As a result his weekly income is now £50 below the
minimum applicable amount for a family in his circumstances.
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We advised Mr B to contact the Tax Credits oYce to ask that additional payments be made on the grounds
of both oYcial error and hardship. After three weeks he had no response. He then contacted the Tax Credits
Helpline but was told to approach his local Inland Revenue oYce about these payments. He visited the local
oYce as suggested, only to be directed back to the Tax Credits Helpline. After more than 6 weeks Mr B is still
awaiting a decision on additional payments and has now lodged a complaint.

Ms A is a single parent. Both she and her two children have a rare genetic condition. Ms A works 18 hours
and receives both WTC and CTC. Ms A received notification that she had been overpaid tax credits of £500.
The Tax Credit oYce acknowledged that the overpayment was caused by their mistake and that they had
paid her £500 more than they had said they were going to in the tax credit award letter. They accepted that
the information on the decision notice outlining Ms A’s personal circumstances and annual income was
correct. Nevertheless they believe that she should have known she was being overpaid. This is because the
section outlining how and when payments were to be made contained some discrepancies. The Tax Credits
oYce state that she should have noticed these errors and thus realised he was not receiving the correct
payments.

Ms A has been assisted to challenge this decision.

Mr G is married with two children, one of whom has severe learning diYculties. Mr G received a decision
that he had been overpaid £1,100 in tax credits and that his new award would be reduced to recover this.
Overpayment arose because Tax Credit oYce failed to act on Mr G’s notification that he had left
remunerative work and claimed Incapacity Benefit. Consequently his tax credit award erroneously
continued to include WTC elements. Tax Credit oYce acknowledged that overpayment arose from their
error, but state that Mr G should have known that his tax credits would have dropped after he stopped
working. Mr G argues that he had actually expected to receive more tax credits as a result of his income
having reduced.

Advice given to Mr G on how to request that recovery be waived.

As a result of decision to recover overpayment, Ms H’s new CTC award reduced by 10%. Since income
support takes into account CTC entitlement rather than amount received after deductions for an
overpayment, Ms H’s weekly income was now lower than her applicable amount.

Explained that she could ask overpayment not be recovered on the basis that it would cause her family
hardship and outlined how she should go about this.

Mrs M lives with partner and two children, one of who is autistic. Husband works, while she claims Carers
Allowance. Following end of year reconciliation she had originally received lump sum arrears of £4,000.
This however was an error (due to the family’s income wrongly having been recorded as nil). She
subsequently received 11 letters from the Inland Revenue stating that she had been overpaid. Each letter
noted a diVerent level of overpayment. Apart from arrears that had been paid in error, Mrs M also told by
Tax Credits Helpline that her Carers Allowance award had not been taken into account as taxable income
in the 2003–04 award and that this had caused an overpayment.

Explained overpayment recovery process including discretion not to recover. Given sheer bulk of
contradictory correspondence she has received from Inland Revenue regarding her claim, we also referred her
to local advice unit for representation.

Mrs W is married with four children, one of whom has ADHD. Also helps care for her mother who has
dementia and who lives nearby. Husband works full time, Mrs W claims Carers Allowance. Pays for a
registered childminder to help her juggle caring for mother, disabled child and non-disabled siblings.
Following the end of year review received notification of an overpayment of £3,800. It appears family had
been wrongly awarded the childcare element of WTC despite the fact that Mrs W was neither working nor
incapacitated.

Explained overpayment recovery process to Mrs W and the fact that she could ask that overpayment not be
recovered if, as appears, it was caused by an oYcial error. Discussed the option of asking for social services
assessments for both her mother and children, as a way of trying to secure alternative sources of care.

Mr Z is from Iraq and has been granted refugee status. He has five dependent children, the eldest of
whom was recently awarded DLA high rate care. His wife also receives DLA care component at the low
rate. Mr Z was in receipt of Child Benefit, income based Job Seekers Allowance (JSA) of £87.30 and Child
Tax Credit (CTC) of £166 per week. He had just been awarded Carers Allowance and wanted to know how
this would aVect his tax credits.

Explained the impact of Carers Allowance award on both tax credits and JSA. However also identified that
Mr Zwas being underpaid CTC by around £59 per week. This was due to his failure to inform the Inland
Revenue about child’s DLA award. Also advised him to notify Job Centre Plus oYce about wife’s DLA
entitlement. This should also result in the award of an extra £33.85 per week in JSA.

Ms Y is a single parent with one dependant child on DLA middle rate care. She works 16 hours a week
and is in receipt of tax credits including the childcare element. Her tax credits claim had initially been made
jointly with her partner who also worked. However he left the family home in July 2004. Initially she had
been hopeful that they would reconcile and consequently did not tell the Tax Credits OYce about their
separation until January 2005. Her original claim was then closed down and a new claim as a single person
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started. Backdating of this new claim was limited to three months. Ms Y has subsequently also been told
that she was overpaid tax credits for the period running from the date of their separation until the start of
her new claim.

This case highlights a problem that can arise due to the lack of any provisions allowing “oVsetting” of a
claimant’s “actual” entitlement against a perceived overpayment. In reality, Ms Y’s delay in notifying the
Inland Revenue actually led to her receiving less tax credits than if she had claimed as a lone parent
straightaway. Despite this, she is still treated as having received an overpayment which is likely to be recovered.
She may also face a financial penalty for failing to disclose this change of circumstances within the three
month deadline.

Three families were overpaid because their tax credits award included payments for young people who
were already getting Incapacity Benefit in their own right. In each case the parents had claimed tax credits
without realising that payment of Incapacity Benefit to a young person meant they were no longer treated
as a dependant. The claim form itself makes no mention of this rule, although the notes sent with the form
do clarify (at page 13) this point. However since the notes to the claim form run to over 50 pages, this
information may be missed by some parents. It is also worth highlighting the fact that the notes only refer
to Incapacity Benefit as an issue, when receipt of income support (or income based job seekers allowance)
also prevents a young person being counted as a dependant for tax credit purposes.

We have had several cases where overpayments have been caused by a failure to disclose Carer’s
Allowance as taxable income. Although the notes sent with the tax credit claim form make clear that Carers
Allowance is a taxable income, this fact is not mentioned on the claim form itself. Given the length of the
guidance notes (53 pages) many claimants may not read the document fully and some appear to be missing
the reference to Carers Allowance as taxable income. Unfortunately, at least two parents have also reported
calling the Helpline for guidance and being told that Carer’s Allowance was not counted. In all of the above
cases the parent has been unaware they were being overpaid until they called the Contact a Family Helpline.
The majority not only face a likely overpayment this year, but were also overpaid in 2003–04.

December 2005

Memorandum submitted by Rt Hon Frank Field MP

On 5 December 2005 the Paymaster General announced three significant measures designed to provide
greater certainty for claimants.

— From April 2006, there will be an increase in the limit on the amount that family income can rise
over the current tax year without aVecting entitlement. The current annual income disregard of
£2,500 will increase to £25,000.

— From November 2006, automatic limits will be imposed on the extent to which an award can be
reduced to recover an in-year overpayment of tax credits.

— From April 2007, when a claimant reports a fall in income, any extra tax credits due from the start
of the tax year will be paid when actual income has been finalised.

The Paymaster General also announced three new responsibilities for claimants designed to help HMRC
keep their records up to date.

These measures are welcome but will only aVect one third of all overpayments. The reforms already
announced on 26 May 2005 are therefore crucially important to the vast majority of claimants caught up
in the horrors of this new leviathan.

The Government continues to fail to deliver on the six major reforms it promised to the administration
of tax credits. The first section reports on the Government’s failure to make any significant inroad into what
the Parliamentary Ombudsman has already described as an area of major maladministration. The second
section sets out those reforms I hope the Committee will recommend to rescue those millions of families
whose finances have been thrown into chaos by the Treasury’s maladministration of the tax credit system.

Section 1

The Government has yet to deliver on its first promise: to ensure that in each case of genuine hardship, where
the recovery of an over-payment is disputed, recovery can be suspended while the dispute is resolved.

1. There is no better illustration between the Treasury’s rhetoric and the reality of tax credit
administration than the fact that the Revenue does not have information on the numbers of awards which
have been reduced in order to recover an overpayment, nor how many of this total have disputed this action.

2. An automatic procedure to prevent recovery was originally promised by the Chairman of the Inland
Revenue and that IT adjustments for an automatic procedure would take place between April and autumn
of this year. We now learn that moves to this will only be in place at the end of 2006. The Government have
provided no report on whether they are on course to meet this target. In the meantime the Revenue’s staV,
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starting in November, have begun tricking the computer and halting overpayments where there is a dispute.
This is a welcome response but it is a makeshift measure and could damage still further an already frail
IT system.

3. There is a big question mark over whether the Revenue will have suYcient staV resources and time to
continue tricking the computer in this way. Tricking the computer currently requires Revenue staV to carry
out 22 separate tasks and adds 40 minutes to each case. In 2004–05 alone some 217,000 disputes against tax
credit overpayments were registered with the Revenue. To halt recovery of an overpayment in each of these
cases would take a staggering 80 years of staV time. The Revenue has set itself a target of suspending all
overpayments within five days of a dispute being made and for a decision to be made on recoverability of
an overpayment within four weeks. The Treasury began to implement this change from November 7 but the
Treasury has refused to give information on how this new target is working.

The Government has yet to deliver on its second promise: to reduce the number of incidences where people
receive unnecessary duplication of awards often detailing diVerent amounts.

1. The consequences of failing to enable claimants themselves to check on the accuracy of the monies
being paid to them is compounded by the Treasury sending, sometimes on the same day, a host of award
notices signifying diVerent amounts on them. In turn cheques appear through claimants’ letter boxes, often
in quick succession, for amounts which seem to all intents and purposes to have been calculated at random.

2. Attempts by MPs, their staV and welfare advisers to help are often complicated by errors and factual
inconsistencies in the many letters written by the Revenue about individual cases.

— A family from Birkenhead have recently received four notices notifying them of an overpayment,
but the amount owed has diVered in three of them.

The Government has yet to deliver on its third promise: to consider options to identify families most at risk of
an over-payment and support them through better targeted contact to ensure their stated circumstances and
income are up to date.

1. The Government has produced very little evidence that poorer families are being targeted by the
Revenue to make sure that they report information to the Revenue on time.

2. A pilot scheme telephoning those at risk to remind them to return their renewal forms by September
2005 has produced poor results—out of the 341,000 phone calls made 95% of them did not result in a renewal
form being returned. The Government has drawn no conclusion from this study except to say that the pilots
continue.

3. Claimants are still not being notified of any entitlement to additional payments should recovery cause
hardship. Worse still hardship payments made manually have stopped in 2005–06 in favour of readjusting
the award in payment. Yet again the Revenue has no information on the number of payments adjusted in
this way.

4. The Revenue are undertaking a long-term pilot to try and encourage “at-risk” families to report
changes in circumstances aVecting their award. Early results do not bode well for the success of the pilots. In
July 2005 the Revenue contacted 22,500 people and astonishingly, of these only 1,200, or one in 20, notified a
change of circumstances. Again there is yet to be a report on why these preliminary findings are so
disappointing.

The Government has yet to deliver on its fourth promise: to identify IT system problems and processing errors
so that they can be resolved more quickly.

1. Over 16,000 claimants have been paid manually due to technical errors, but the Revenue is unable to
break down this group by the length of time manual payments have been made.

2. The Revenue does not have information on the value of payments outstanding due to IT errors halting
regular payments to claimants.

3. The Revenue is unable to supply information on the number of backdated tax credits awards awaiting
payment nor the average time between an application being made and the first payment. This would suggest
the Revenue has little control over what the IT system actually does.

4. A number of tax credit cases, including cases from Birkenhead, have been issued with an emergency
national insurance number upon which their award is based. The Revenue has not been able to provide
details of the number of claims with temporary tax credit reference numbers and staV members themselves
do not know why an emergency national insurance number is in use.

— Experience from constituents in Birkenhead suggests that IT errors are still a serious problem and
are not rectified quickly. A grandmother from Birkenhead who is raising her grand-daughter has
not received regular payments since 2003 and is owed thousands of pounds in backdated tax
credits. The Revenue has admitted that their failure to pay her is due to an IT system fault and
that the problems are so complex that her case has been referred to a specialist team.
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— A family with a child under one year old from Birkenhead found that their tax credit award had
been aVected by a processing error originally made in 2003–04, but the same mistake was repeated
in 2004–05 and again in 2005–06. It took almost three years for the error to be corrected.

— Another problem aVecting claimants in Birkenhead is, where an application for an award of tax
credits has been made with the job details and the number of hours worked, but with no income
details, there is automatically a maximum award of tax credits. Similarly, a joint claim for tax
credits with the disability element in respect of a partner, where the claimant has given job details
but no hours worked, also leads to a maximum award of tax credit. There is currently no way of
alerting staV to errors of this nature when an application is processed.

The Government has yet to deliver on its fifth promise: to develop innovative ways of working with the voluntary
sector to target more active support on vulnerable families.

1. The Revenue has given no feedback on this undertaking other than that they are in discussion with the
relevant bodies, including the Citizen’s Advice Bureau. A Tax Credit Consultation Group and a number of
working parties, made up of representatives and oYcials from voluntary sector bodies, have met to consider
a range of issues such as the review of Code of Practice 26, the Helpline, the Revenue website, complaints
and redress.

2. Comments from the Revenue and the Paymaster General have been vague in this area. Yet claimants
are still waiting for any sign of any recommendations of importance following these meetings. So far there
have been no practical developments as a result of meetings between the Revenue and voluntary sector
bodies.

The Government has yet to deliver on its sixth promise: to develop options to improve the qualities of service
on the helpline, in particular to ensure that the helpline operators can track the progress of individual cases in
the system, reducing the needs for families to contact the helpline on multiple occasions.

1. The Revenue has told the Treasury Sub-Select Committee that extra training and support was being
given to support staV. The Revenue were also exploring the use of a particular software tool which would
guide the call-centre operators through a series of questions designed to ensure that staV are always giving
accurate and comprehensive advice. There are no details about the timing of this reform.

2. One mother from Birkenhead was recently told on the tax credit helpline that there was a note attached
to her case saying that it had been referred to a specialist team, astonishingly 21 times. Worryingly, claimants
are being told that their cases are being referred to specialist teams as a means of fobbing them oV. These
responses show that, despite all the rhetoric and promises of the Revenue, staV are still not competent
enough to support claimants through what is an exceedingly complicated process.

Section 2

What might be done?

The Government has yet to deliver fully on any one, let alone all six of its promises to improve its tax credit
system administration. I would hope the Committee would consider as a matter of urgency recommending:

1. The most important reform would be for the Government to introduce a statement which clearly set
out how the tax credit had been computed. Such a wage/tax credit slip is produced (Form TC647) but this
form is only sent to claimants who request one. The Committee should recommend that this form is sent
out automatically with each statement setting out a claimant’s right to a tax credit. While a staggering 56
million tax credit award notices have been issued since April 2004, only 370,000 TC647 forms have been
issued.

2. Even with the new rules, no recovery should begin until the claimant and his or her advisor has had
the chance to appeal against the overpayment and the Revenue has assessed recoverability under its own
guidelines. The reform introduced in November 2005 only halts recovery once the claimant has disputed the
overpayment by filling in a TC 846 form—many claimants are unaware that an overpayment can be disputed
in this way.

3. Greater eVort should be made to reduce the number of diVerent notices that the Revenue can currently
send to tax credit claimants. The Committee should ask outside experts if it is possible to concertina these
forms down to a maximum of say 10 which still provide claimants with accurate information. According to
the Tax Credit Manual there are 123 diVerent forms which relate to the application and renewal of tax
credits.

4. Tax credit staV should be empowered to check a current year’s application form with a previous year’s
form where there is a major diVerence in the size of the tax credit being awarded. If a family, for example,
has been mistakenly awarded a full child tax credit in the current year, when in the previous year there was
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no claim for children, or if a claimant applied for a 30 hour element of the working tax credit but discloses
no earnings, the Revenue should make eVorts to contact the claimant and verify what the status of the
claimant is.

December 2005

Supplementary memorandum submitted by Rt Hon Frank Field MP

Thank you for inviting me to give evidence on Wednesday. Sitting listening to the next session of evidence
I thought it might be helpful if I put down in a short note the lessons I had drawn from giving evidence to
your Committee. I wish to make two points.

First, there is a very real danger of trying to modify the tax credit scheme to such a degree that it ends up
giving a performance like that of the CSA. I wonder whether there are now any major reforms to the
structure of the scheme that can be advocated over and above the package the Paymaster General
announced towards the end of last year. The alternative is to move away from all the flexibility the
Government has tried to build into the scheme to a fixed award basis. My guess is that if such an alternative
was embraced Members of Parliament would be as inundated with complaints on the unfairness of a scheme
which did not quickly take into account changed circumstances as they are with the current scheme.

That does not mean to say that there are not short-term reforms the Government should make. Issuing
the wage slip in the way George Mudie highlighted would be one important reform preventing many
people’s finances falling into chaos. Your idea of seeking ways so that the application forms are read more
accurately by the computer would similarly cut down the number of errors. Allowing staV to check with
applicants why one year’s circumstances are so diVerent from another’s would again prevent many
unnecessary errors on the administrative side resulting in large under or over payments.

Second, I would also hope that the Committee would stress that, along with reading forms more
accurately, the most important IT change centres on being able to prevent recovery of over-payments until
an agreed disputes procedure has been completed.

I hope this note is helpful for your deliberations and thank you again for inviting me to give evidence.

January 2006

Letter from Paul Gray, Deputy Chairman, HM Revenue and Customs

TAX CREDIT FRAUD AND THE RELEASE OF NATIONAL STATISTICS

Given the recent interest in tax credits fraud HMRC thought it was important to draw to the Committee’s
attention the Statistics on Working and Child Tax Credits published today. These figures relate to claims
in award at 5 December.

The publication date for the statistics, which are published in April and December each year, is pre-
announced according to National Statistics Protocol. We apologise that the rules governing the publication
of National Statistics mean that it is necessary to write to you during the Parliamentary Recess, but thought
it was important to draw the statistics to your attention given the Committee’s particular interest in tax
credits and fraud.

The December figures when compared with figures for April 2005 show an additional 30 thousand awards
apparently to single disabled adults without children. Detailed examination of the tables shows that many
of these claims also include the severely disabled adult element and that there is a concentration of claims
in the London area.

The vast majority of this increase appears to reflect a number of highly organised attempts to defraud the
tax credit system, and we are undertaking a number of criminal investigations. Some of the claims relate to
the DWP case, but there is at least one other significant organised fraud involving a disability element which
is now the subject of a criminal investigation.

In evidence to the Public Accounts Committee last week we explained that tax credits remained a target
for organised fraud, particularly fraud involving identity theft. We said that, to date, we estimate that
organised fraud had resulted in losses to the exchequer of some £15 million. This figure relates to the losses
to date in some 25 cases of significant organised fraud (i.e. those involving more than £25 thousand)
currently under investigation. As a result of the further work on tackling organised fraud, we believe that
the £15 million figure will increase, but it is too early to give a firm estimate at the moment.

We also explained that a criminal investigation is underway into the use of DWP staV identities in
fraudulent tax credit claims. Up to 13,000 DWP staV may have had their identities hijacked in what appears
to be a particularly well organised and virulent form of fraud, reflecting the quality of the information
obtained by the fraudsters, namely the combination of National Insurance Numbers, names and addresses.
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In that case it appears that the majority of the fraudulent claims were picked up by our standard checks
before any payment was made although some did get through. We have taken action to close the e-portal
and in all cases where fraud is established we will terminate payment immediately to limit any losses to the
exchequer.

The significant jump in disabled person claims in the December statistics will be explained in the
publication, in line with established National Statistics rules. In the interests of transparency we also intend
to place a short explanation on the HMRC website. However, given the ongoing criminal investigations it
would not be appropriate to go into more detail at this stage or we might jeopardise our chances of catching
the criminals responsible.

We will of course keep the Committee informed of this issue.

I am sending a copy of the letter to the Chairman of the Public Accounts Committee.

23 December 2005

Memorandum submitted by the Institute of Chartered Accountants in England and Wales

Introduction

1. This document sets out the comments of the Institute of Chartered Accountants in England and Wales
(ICAEW) in response to the call for evidence by the Treasury Sub-Committee of the House of Commons
on the administration of tax credits.

2. The Annex to this paper explains who we are and our particular interest in tax credit issues.

Summary

3. Our submission covers the following key points:

— We broadly welcome the measures announced by the Government on 5 December 2005 but with
some reservations.

— The increase in the income disregard will give most claimants much greater certainty about the
level of their awards and reduce overpayments for 2006–07.

— We are concerned that claimants may wrongly expect this to apply when their 2005–06 awards are
finalised.

— We would like to see the increased disregard and the change to the limits for in-year overpayment
recovery to be introduced sooner.

— HMRC not actively encourage claimants to report income changes which could cause in-year
overpayments until the new rules are in place.

— We do not support the reduction of the time to notify mandatory changes of circumstance from
three months to one month.

— We are not convinced that bringing forward the renewal deadline to 31 August 2006 will be
wholly eVective.

— To encourage earlier renewal, more should be done to inform claimants about provisional
payments and how these may lead to overpayments, and by sending out the renewal packs sooner.

— The suspension of overpayment recovery in cases of dispute is welcome, but it needs to be clear
what constitutes a “dispute” and what happens about suspension where the claimant makes an
appeal.

— We welcome improvements to the award notice but note that detailed calculation should also be
available on request.

— The “technical overpayments” concession should also be extended to non-compliance cases (see
paragraph 21).

— There should be an independent right of appeal against an HMRC decision to recover an
overpayment.

— Tribunals should have a judicial review function so that they can consider aspects of administrative
justice relating to the tax credits system.

— HMRC should accept notification of changes in advance.

— HMRC should make better use of information provided by claimants to parts of HMRC other
than the Tax Credits section.

— Claimants should have a wider choice of ways to contact HMRC, such as email.

— The calculation of childcare costs should be made simpler.
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— Greater clarity is needed about when and how to report a change in working hours where the
claimant’s hours vary from week to week.

— HMRC should provide training and support on the forthcoming changes to intermediaries who
advise tax credits claimants.

The Proposals Announced on 5 December 2005

4. In general we welcome the changes announced by the Paymaster General at the time of the Pre-
Budget Report.

Income disregard and in-year recovery of overpayments

5. The increase in the income disregard to £25,000 for 2006–07 onwards eVectively means that for the
vast majority of claimants, their tax credits will be fixed with reference to prior year income, which will
undoubtedly give greater certainty about the amounts they receive. For this reason we welcome this
proposal.

6. This change tackles one of the main causes of tax credit overpayments—an increase in income
compared to the base year. Although claimants are encouraged to tell HMRC every time their income
changes, it is not mandatory to do so, and some claimants (notably the self employed) find it hard to estimate
their current year income. Also, an important point which has not been clearly communicated to claimants is
that even if income rises are notified promptly, it is still possible to have an overpayment if income increases
substantially part-way through the year, because of the way that tax credits are based on income averaged
over the whole year rather than income in the week or month when the tax credits are paid. With the increase
in the disregard to £25,000 this is no longer likely to be a problem in practice except in a minority of cases.

7. We have a concern that claimants will not understand, at the next round of renewals, that the new level
of disregard will not apply to the finalisation of 2005–06 awards. The comparison between 2005–06 and
2004–05 income will be based on the current £2,500 disregard. There will still be significant numbers of
2005–06 overpayments arising from the 2006–07 renewals process. HMRC will have a diYcult public
relations task to avoid confusion and loss of confidence in the system at that time.

8. Some claimants have actually chosen not to report increases in income when they occur, because they
anticipate an overpayment, and the way in which in-year overpayments are recovered is currently less
favourable than the mechanism for overpayments established after the year-end. The announcement that
from November 2006 the limits used to recover overpayments identified in-year will be the same as those
for cross-year recoveries is greatly to be welcomed.

9. In view of the positive benefits of both these changes (the increase in the disregard and the change to
in-year recovery limits) it is disappointing that they will not be introduced until the next tax year. While we
appreciate the lead time needed to amend IT systems, we wonder if there is some way to bring them in earlier.

10. In particular, we are aware that in early 2006 HMRC intend to run a pilot exercise to contact
claimants and urge them to report increases in 2005–06 income so that adjustments can be made in-year. In
view of the currently unfavourable regime for recovering in-year overpayments compared to cross-year
ones, claimants would often be better advised not to report income increases until after the year-end and we
strongly recommend that HMRC should not undertake this exercise until the new recovery limits and
disregard limit are in place.

Time limits for reporting changes and for renewals

11. Other major reasons for overpayments are due to delays, particularly in finalising and renewing
awards, and in reporting changes of circumstances. Most of the other PBR proposals are designed to address
this. While we support the initiative to tackle delays, we have concerns about some of these proposals.

12. From April 2007, the time allowed for mandatory reporting of changes in circumstance will be
reduced from three months to one. We are not convinced that this proposal has been properly thought
through and we do not support it. We can see that this should help to avoid overpayments, but we are
concerned that this requirement may prove onerous and unrealistic for many claimants. For example, it is
often diYcult to pinpoint exactly when a relationship has ended, or when a new permanent relationship has
started. One month is a very short time for a claimant to be able to decide on such a sensitive issue. Childcare
costs are another example: a decrease in these must be notified once it has lasted for at least four weeks,
which means the claimant will not know whether to notify for four weeks and will then have to do so
immediately.

13. It is also crucial that the penalty regime should be applied with a light touch if the time to notify is
to be reduced to one month and the list of notifiable circumstances expanded.
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14. We are not convinced that shortening the renewal period by one month will produce significant
changes in encouraging early renewal. 31 August falls in the holiday period for families with children. Also,
the current 30 September deadline is aligned with the (non-statutory) deadline for filing self-assessment
returns, which is familiar to many people even if they are not in self assessment. For those who are both in
self assessment and claiming tax credits, aligning these two deadlines has the advantage of simplicity.

15. Delays in renewals create overpayments because claimants continue to receive provisional payments
until their 2006–07 award is confirmed, and these provisional payments are often too high. We welcome the
measure to uprate the income figure used for provisional payments by average earnings but it is
disappointing that this will not be until 2008. Other ways to tackle this problem would be to get provide
better information about provisional payments and how they may lead to overpayment—in which context,
we continue to be concerned that Code of Practice 26 does not cover this issue at all—and to get the renewal
papers sent out more quickly after 6 April.

16. The PBR changes are to apply from a variety of diVerent dates. While we understand that this is due
to IT and other systems constraints, we are concerned that it may prove confusing for claimants and those
who advise them.

The Six Measures Annnounced on 26 May 2005

17. So far, few changes arising from the six measures announced by the Paymaster General on 26 May
2005 have emerged into the public domain. This is disappointing in that six months have now elapsed,
though we appreciate that changes cannot be made instantaneously. However, we are aware of the work
which HMRC has been doing on these and they have been consulting with representative bodies including
ourselves. The Sub-Committee will no doubt be aware of this.

18. One change which has been implemented is the suspension of recovery where an overpayment is
disputed. We welcome this but raise one area of concern. It is not made suYciently clear what constitutes
a “dispute” which will then trigger suspension. As we understand it, if a claimant makes an appeal but does
not dispute the overpayment recovery, the overpayment will not automatically be suspended. A dispute
must be specifically notified in writing, either using form TC846 or by letter. Claimants need clear advice on
this area; both the TC846 and the appeal form need to be improved in this respect. We are aware that HMRC
are working on this.

19. We also note that once HMRC have reviewed a disputed overpayment and decided that it is
recoverable, they will no longer suspend recovery. If the claimant objects his or her only recourse is to take
a complaint to the Adjudicator or Ombudsman, or seek judicial review. In view of the time it may take to
pursue redress by these routes, the recovery of the overpayment in the meantime may cause financial
diYculties for the claimant and deter them from taking the matter further.

20. We welcome the introduction of a new improved award notice from April next year. However, for
practical reasons this notice will not be abele to show full details of how an award has been calculated, and
we very much hope that such information will be available, for those who want it, in an understandable
format.

Other Comments on the Recovery of Overpayments

“Technical overpayments” concession

21. HMRC prefer to recover an overpayment against an ongoing award where there is one. However,
this is not possible where an award has ceased, in which case the overpayment is collected by direct recovery.
Problems occur where changes in the claimant unit are not reported on time; for example, where a single
claimant becomes part of couple, which brings to an end the single claim and requires a new joint one. It is
not always clear when a new permanent relationship starts, and meanwhile the single award payments run
on and may create a significant overpayment, due to the single award being higher than the joint one and
because the joint award can only be backdated three months. HMRC have a procedure which they apply
in such situations (referred to as “technical overpayments”). They will compare the actual overpayment with
the situation which would have arisen had the couple dealt with their change of circumstances promptly and
made the new claim on time, and only recover the excess. In our view this is a welcome and sensible
procedure but we have one objection—it is only applied when the error comes to light via an examination
or enquiry. For claimants who discover a problem themselves and report the change without being involved
in any compliance activity, the full amount of the overpayment is recovered. This seems to us inequitable
and we would like to see the concession extended.

22. All the new measures announced so far require procedural changes rather than regulatory ones. There
are two areas where we recommend changes to legislation.

23. The first is the right of appeal against an HMRC decision to recover an overpayment, which many
representative bodies have been pressing for. Under the current system, it is HMRC who review their own
decision on whether they responsible for an error or delay, and whether the claimant could reasonably have
known that their credits were wrong. It is essential that there should be the option for third party scrutiny
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of such decisions. We are aware that the claimant can take their case to the Adjudicator or Ombudsman,
but in our view a legal right of appeal would give better protection. We are aware that the Paymaster General
has not ruled this out, and we would like to see discussion of it given a higher priority.

24. The second is a power for the tribunals to exercise a judicial review function. In many cases, tax credit
problems arise from HMRC maladministration rather than from decisions or other issues which carry a
right of appeal. Tribunals are well suited to establishing facts and deciding such cases, but at present such
a function is outside their jurisdiction. The claimant’s only recourse it to go to the Adjudicator or
Ombudsman, or seek judicial review in the High Court, which for practical reasons is out of the question
for most claimants (even if they have heard of it). A judicial review function for the tribunals would address
this problem, and in view of the ongoing reorgansisation of the tribunal structure and powers, this would
seem an opportune time to introduce it.

Other Comments on Tax Credits Administration

25. The measures announced on reporting changes are all designed to encourage quicker reporting after
the change has happened. We recommend that HMRC should also consider accepting information reported
in advance of changes—for example, the date when a child will be leaving school.

26. The Tax Credits programme should also make better use of information which claimants have
provided to other parts of HMRC—for example, details of children reported for child benefit purposes;
changes of address or tax information provided when a person leaves the UK.

27. HMRC place great emphasis on the Tax Credits Helpline as the primary route for claimants to
contact them. However, many of the changes being made to the system will require claimants to have more
contact with HMRC than they do at the moment, as there will be more things to report, and system changes
which will require explanation. We recommend that HMRC should oVer claimants more alternative
methods to contact them. For example, many claimants would prefer face to face contact (in which context,
we are concerned to learn that there may be plans to restrict the face to face service currently available in
HMRC enquiry centres). Many claimants favour email as means of communication and we recommend that
HMRC should oVer this as a means of notifying changes or making enquires (in which context, we note that
the Child Benefit Agency has just introduce such a service).

28. The calculation of childcare costs, especially in order to report changes, is a diYcult area for
claimants, where mistakes are often made. Where costs vary, they are told to calculate an average, or to
estimate costs for the next 12 months—neither of these is easy. More should be done to improve
understanding in this area and to look at how to simplify matters. At one stage HMRC did consult with
representative bodies on this issue, and we recommend that this consultation should be revived.

29. Another diYcult area is where hours of work change. Many people work diVerent hours from week
to week, and where this fluctuates around the 16 or 30 hour level, it is diYcult for them to know when to
report a change. This will be particularly important once it becomes mandatory to notify changes in working
hours which decrease an award. As far as we are aware there is no clear guidance on how to deal with varying
working hours.

30. In view of all the changes arising from the PBR announcements and from other work in progress,
there will be a lot of new documentation and procedures introduced into the tax credits system over the
12–18 months. It is crucially important that HMRC take care to introduce these to claimants in a way which
they will understand and accept during this transitional period.

31. It will also be important to ensure that intermediaries advising tax credit claimants (which include
members of the ICAEW) have access to good information and understand them. We recommend that, as
at the start of the new tax credits system, HMRC should oVer workshops on the new developments for
intermediaries and financial support to voluntary sector bodies who can themselves provide training.

Wider Issues

32. Although this enquiry is about administration not policy, we would like to make a brief mention of
wider issues.

33. The Government has said it will continue to listen to the case for a system of fixed awards, but has
no plans to change the current system. The increase in the income disregard will go some way to addressing
the problem of fluctuating awards. We are not convinced that a system of completely fixed awards, as
opposed to one which is responsive to changes in circumstances, would be the best thing for claimants. There
is a trade-oV between how responsive a system is, and how much interference by the revenue authorities in
people’s lives is required to operate it. With the proposed changes, we will have a system where a claimant
will have to have a great deal of contact with HMRC. It would be interesting to see some research on what
claimants themselves would actually prefer in terms of this trade-oV.

34. Tax credits specialists and representative bodies have mooted ideas for more radical changes, such as
uncoupling the child support and work incentive aspects of tax credits; making the income level for
maximum entitlement lower than at present and doing away with the £545 family element of CTC; adding



3288761023 Page Type [O] 06-06-06 02:14:46 Pag Table: COENEW PPSysB Unit: PAG1

Treasury Committee: Evidence Ev 155

the family element to child benefit; and making child benefit taxable or means-tested. While we do not intend
to expand on the pros and cons of these here, we feel the Government has perhaps missed an opportunity
for a broader look at the tax credits system and a debate around some of these ideas.

15 December 2005

Annex

Who We Are

35. The Institute of Chartered Accountants in England & Wales is a professional body representing some
128,000 members. The Institute operates under a Royal Charter with an obligation to act in the public
interest. It is regulated by the Department of Trade and Industry through the Accountancy Foundation. Its
primary objectives are to educate and train Chartered Accountants, to maintain high standards for
professional conduct among members, to provide services to its members and students, and to advance the
theory and practice of accountancy (which includes taxation).

36. The Tax Faculty is a centre for excellence and an authoritative voice for the Institute on taxation
matters. It is responsible for tax representations on behalf of the Institute as a whole and it also provides
services to more than 11,000 Faculty members who pay an additional subscription.

37. The Tax Faculty is concerned with tax credits both from the point of view of our members who are
advising clients, and as part of our wider public interest responsibilities. We have been represented on all
the HMRC tax credits consultations since these began, and members of the Tax Faculty also lecture and
write on tax credits.

Supplementary memorandum submitted by the Institute of Chartered Accountants in England and Wales

It is true enough of course that you have to achieve a certain number of hours’ work before being entitled
to tax credits. This is 16 hours (if you have a child, are disabled or qualify for the 20-plus return-to-work
element), or 30 hours otherwise. The test is the number of hours normally worked over the period of the
award.

Wherever you have a threshold, there are bound to be people who arrange their aVairs so that they just
meet the criteria. I think this is inevitable unless you do away with the threshold. However, I am not sure
how many claimants will be sophisticated enough to manipulate their hours too precisely around this
threshold, or will be able too.

I don’t think the threshold encourages people to operate with a mixture of diVerent sorts of work, rather
than just one regular job. It is the total hours that counts. In fact it would probably be easier to keep track
of normal working hours with just one regular job rather than a number of them. I am not also not sure that
people would be discouraged from finding a better-paid job with more hours, in the way Ms Keeble suggests,
as although their tax credits would be tapered away, they would presumably end up with more money overall
from the better job. Of course the eVect would be cushioned to start with by the £25k disregard for income
increases.

Ms Keeble raises an interesting point to do with re-training. One diYculty for single parents looking after
children who want to re-train, or who are just looking for work, is that they will not be entitled to tax credits
unless they do 16 hours work and so will not get the childcare support—but if they are out and about trying
to get interviews, or are studying, this may be just when they could really do with help in looking after the
children. The Government’s strategy for childcare does not seem to me to be particularly joined up in
this respect.

May 2006

Memorandum submitted by the Institute of Chartered Accountants of Scotland

Executive Summary

1. We pay tribute to HMRC’s eVorts to administer tax credits. The regime is fundamentally flawed in
attempting to compute short term support by reference to annual income.

2. There are few signs of progress towards implementing the six measures identified by the Paymaster
General in May 2005.

3. There are shortcomings in HMRC’s recovery of overpayments of tax credits.

4. We recommend the following measures to simplify the administration of tax credits:

(a) Transfer the £545 family element to child benefit

(b) By means of (a) above, substantially reduce the number of tax credit claims

(c) Introduce a quarterly or six monthly basis to improve responsiveness
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(d) Extend the time limit for claims to reduce burdens on the self employed

(e) Reduce the number of provisional claims

(f) Adopt common return forms for tax and tax credits

(g) Allow earlier notification of changes in circumstances

Detailed Submission

1. We pay tribute to the eVorts of HMRC personnel, who are working against the odds to operate a
regime that suVers from fundamental flaws. Tax credits aim to provide support in the short term, and
computing this support by reference to annual income means that the system is unresponsive to people’s
immediate needs. We believe that modest changes could make the regime more workable for claimants,
agents and HMRC.

2. The following observations relate to the six measures identified in the Paymaster General’s statement
of 26 May 2005.

(i) We are unaware of any general improvements in the support provided to claimants, nor any
reduction in the issue of duplicate award notices.

The volume of unnecessary notices could be reduced if HMRC was able to accept instructions
from joint claimants to issue notices to one of them only; currently no such facility exists.

(ii) We are unaware of any testing of new methods of reminding tax credit claimants of the importance
of providing up to date information on changes in income and circumstances.

The existing encouragement of telephone calls for notifying changes is misplaced, since it gives
neither claimants nor agents an audit trail of notifications made. Email between claimants (and
their agents) and HMRC, and acknowledgements by email from HMRC, should be encouraged
as an eYcient means of maintaining a record of notifications that would be available generally to
HMRC and claimants; if HMRC feels constrained by security issues, it should nonetheless be
prepared to use email in all cases where claimants have opted into email for this purpose by
providing an appropriate disclaimer.

(iii) Our members report that the quality of helpline service to agents improved in September 2005,
when tax credit helpline staV began to recognise agents. However, helpline services are still
struggling to cope with technical queries, and recruitment of additional high calibre staV is needed.

HMRC tracking of an individual case should be transparent to the claimant; the system should
ensure that details of all notifications of changes in circumstances are displayed onscreen to the
helpline operator and in print on each award notice.

Reliance on helpline facilities would be reduced if HMRC was to interact with joint claimants as
a single unit where the claimants opt for such treatment. This could be used not only to reduce
duplication by sending out only one copy of each award notice, but also to facilitate online filing
by allowing shared registration and access.

(iv) We cannot comment on HMRC’s speed of resolution of IT system problems and processing errors.
Neither claimants nor agents receive detailed computations of tax credit awards, so it is often
impracticable for them to identify processing errors or their subsequent correction. It is
unsatisfactory that claimants are not given detailed computations of how their tax credit awards
are calculated.

With regard to IT systems, we believe that there should be facilities for submitting tax credit claims,
not only in hard copy or online on the HMRC website, but also using third party software that
produces computerised facsimile application forms and annual returns.

(v) We are unaware of the development of innovative ways of working with the voluntary sector.

Tax credits are not working well. The system is extremely complicated, places onerous obligations
on claimants, and is incomprehensible to many of them. The regime is creating significant
problems for millions of families.

Traditionally a proportion of the population has relied on the voluntary sector for help in claiming
social security benefits. This reliance has increased under the tax credits regime and is becoming
unsustainable. The voluntary sector should be a safety net—not a primary support mechanism.

The tax credits regime has distorted the personal tax services market. A recent survey of our
members in practice reveals that many of them are now operating de facto as part of the voluntary
sector. This has arisen because many of their personal tax clients rely on them for support on tax
credits claims without either understanding or being willing to pay for the extensive additional
work involved. While this Institute takes its public interest role seriously, we cannot expect our
members to continue to carry such a burden indefinitely, and their withdrawal from such work
would put further strain on voluntary organisations.

(vi) Overpayments are an inherent feature of the tax credit scheme established by Parliament, and this
causes confusion and hardship for claimants.



3288761024 Page Type [O] 06-06-06 02:14:46 Pag Table: COENEW PPSysB Unit: PAG1

Treasury Committee: Evidence Ev 157

3. We have examined HMRC’s recovery of overpayments of tax credits. The current arrangements are
ill defined and cause ongoing hardship to claimants.

It is unclear in what circumstances an overpayment is regarded as “disputed”; for example, there is no
guidance available on whether this includes overpayments which have been referred to the Adjudicator or
the Ombudsman.

There is a dearth of information for claimants and agents on how tax credit awards are calculated. Award
notices show no detailed computation of the award, no reconciliation to earlier notices, and no link to
notifications made of changes in circumstances. When an overpayment arises, there is no clear collection
procedure shown on the award notice and many claimants are unsure how to ask HMRC to reconsider the
decision to recover the tax credits overpaid. When an overpayment arises on a joint claim, a demand is issued
to each claimant to repay the full sum overpaid, and we are aware of cases where both have complied—
resulting in an over-repayment which then causes hardship.

Withholding the recovery of overpayments may assist some claimants. However, others are anxious to
repay such sums without delay and may find that they are not allowed to do so. We are aware of instances
where claimants have tried to repay excess tax credits, and HMRC has not only refused to accept repayment
but also insisted on continuing to overpay further sums.

4. Having considered future solutions to the diYculties encountered in administering the payments
system, we submit the following recommendations for radically improving and simplifying the regime:

(a) Transfer the £545 family element to child benefit

The family element of the child tax credit (currently £545) should be taken out of the tax credit system
and paid instead as a universal increase in the rate of child benefit. At a stroke this would remove from tax
credits many claimants with incomes above £13,910.

The child benefit system works well. It involves no annual renewals process. It deals automatically with
changes in rates, notification procedures for children leaving full-time education, and payment directly into
the claimant’s bank account. Its existing mechanism for paying benefit at diVerent rates could be used to
pay the higher “baby” rate for children under the age of 1.

The cost of paying a universal child benefit increase of £545 without a means test that excluded wealthier
families would be small compared with (a) the resultant savings in administration costs and (b) the higher
rate tax paid by such families.

(b) Reduce the number of tax credit claims

With the family element removed from the regime as explained in 4(a) above, only those entitled to
additional tax credits would opt into the regime and complete tax credit claim forms. This would reduce
massively the number of claims to be processed by HMRC. Our recent survey of our members in practice
confirms that such a change would reduce substantially the number of tax credit claims submitted by or on
behalf of their clients.

(c) Introduce a quarterly or six monthly basis to improve responsiveness

The link between short term benefits and annual income defeats one of the fundamental objectives of tax
credits by making the system unresponsive to the immediate needs of claimants and their children. For the
reduced number of claimants remaining within the regime after the changes outlined at 4(a) and (b) above,
tax credit awards should be based on income and circumstances assessed on a quarterly or six monthly basis
(rather than annually). Using a shorter basis period in this way would result in underpayments and
overpayments becoming less extreme and more manageable. It might even be possible to fix the awards made
for each such shorter period, eliminating much of the processing of small inherent over-/under-payments
and reducing the uncertainty for recipients.

(d) Extend the time limit for claims

The quarterly or six monthly basis proposed at 4(c) above could present diYculties for self employed
claimants who compute their income on an annual basis. To accommodate the self employed and allow them
time to prepare their year-end accounts, the time limit for tax credit claims should be extended from 3
months to 18 months for all claimants, with the option to claim immediately in respect of each quarter or
half year. We would expect this quarterly or six monthly option to be used by virtually all claimants who
are not self employed, and on a provisional basis by those self employed who can demonstrate particular
need, for example, on the basis of estimated income.
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(e) Reduce the number of provisional claims

The existing regime forces many taxpayers to submit provisional tax credit claims to preserve their rights
in the (often unlikely) event that their circumstances will qualify them for tax credits. The extended time limit
proposed in 4(d) above would obviate the need for such provisional claims, removing a heavy administrative
burden from both HMRC and claimants. The only provisional claims needed would be those lodged by self
employed claimants choosing to claim quarterly or six monthly before their income is known, as explained
in 4(d).

(f) Adopt common returns for tax and tax credits

The changes proposed in 4(a) to (e) above would sharply reduce the number of people requiring to
complete both tax returns and tax credit claims. However, many self employed would still have to complete
dual annual returns. Bearing this in mind, there would be substantial benefits for the self employed and
HMRC as a whole if the income tax and tax credit regimes were rationalised by adopting common
definitions and rules for measuring income, allowances etc, and by adopting a common form serving as both
tax return and tax credit claim.

(g) Allow earlier notification of changes in circumstances

New claims to tax credits are based on the income and circumstances of a prior year, and then updated
for changes in claimants’ current circumstances. This is inherently ineYcient, since changes in the current
period may be known already when the claim is made but cannot be reflected until an initial award has been
made, notification of the changes submitted, and then a subsequent revised award issued. This cumbersome
procedure has a particularly harsh impact on new claimants with young children, who often have rapidly
changing circumstances. We recommend that the tax credit claim form should be amended to allow
notification of such known changes in circumstances from the outset, so that these can be reflected in the
initial award.

December 2005

Memorandum submitted by the Institute for Fiscal Studies

1. In my oral evidence (Q174), I discussed the fact that families receiving income support or income-
related JSA have not yet been “migrated” to the child tax credit. I did not say, however, that new claimants
of income support or income-related JSA since April 2003 have received support for their children through
the child tax credit, and not through child additions to out-of-work means-tested benefits. So for these
families, the Government has met its objective to create a unified system of support for children that spans
the welfare-to-work divide. Eventually, of course, all families with children claiming out-of-work means-
tested benefits will be “new claimants”.

2. In my oral evidence (Q198), I discussed the implications of removing the family element of the child
tax credit. I did not discuss the impact this move might have on take-up of the child tax credit. Part of the
Government’s justification for extending tax credits all the way up the income distribution, so that 9 out of
10 families with children were entitled to them, was that it would produce a non-stigmatising form of support
to which the vast majority of families with children would realise that they were entitled. As a result of this,
it was hoped that non-take-up would fall (compared to that under WFTC).

3. Clearly, removing the family element of the child tax credit would reverse the thrust of this aspect of
the reform, because only around 5 out of 10 families would be entitled to the child tax credit without the
family element. There is a risk that some families may then perceive this residual child tax credit as being a
hand-out for the poor, and therefore not wish to claim it. There is also a (arguably greater) risk that families
who are genuinely entitled to this residual child tax credit might not realise that they are entitled. One
advantage of the current child tax credit is that it is simple to decide whether a family will be entitled: if the
joint family income is less than £58,000, then the family should be entitled. But a child tax credit without
the family element would have a more complicated set of rules for determining eligibility, with the maximum
family income consistent with being eligible to the child tax credit varying by the number of children, hours
of work and childcare costs.

4. An alternative proposal to removing the family element altogether might be to reduce the second
threshold (currently £50,000) beyond which the family element is reduced, but it would be harder to
compensate the losers cheaply with increases in child benefit in this case.

Mike Brewer

3 February 2006
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Memorandum submitted by the National Audit OYce

Introduction

1. The Treasury Sub Committee announced on 26 October 2005 that it is undertaking an inquiry into the
administration of Tax Credits. This will include an examination of HM Revenue and Customs (HMRC)
recovery of overpayments of Tax Credits and the diYculties encountered in administering the payments
system.

2. In recent years, the Comptroller and Auditor General (C&AG) has reported annually on Tax Credits as
part of his Standard Report on the Accounts of the Inland Revenue. The purpose of this Memorandum is to
summarise the National Audit OYce’s (NAO) recent work on Tax Credits that is relevant to the Committee’s
inquiry. It isbasedon theC&AG’sStandardReports for 2003, 2004and2005,which have examinedHMRC’s
administration of Tax Credits up to 31 March 2005 including the overpayments. The main conclusions are set
out in paragraphs 4 to 8.

3. Therehave beena number of recentdevelopments onTaxCredits and the NAOwill be considering these
in the context of the C&AG’s Standard Report for 2006, which is due for publication in July 2006.

Conclusions

4. Thedesignof thenewTaxCredits systemnecessarily results inoverpayments.Thescaleofoverpayments
is however higher than the Department anticipated when the schemes were designed. (paragraphs 9 and 12)

5. To alleviate hardship, the Department allows claimants to make repayments over several years. The full
recovery of overpayments from 2003–04 is expected to take at least five years. (paragraph 16)

6. Although overpayments inevitably occur due to the design of the scheme, there have been further
unforeseen overpayments, including those arising from software errors. (paragraph 10)

7. The Department has written oV some £95 millionof overpayments and, in preparing its Trust Statement
for2004–05,madeaprovisionof£961million,representingoverpaymentswhich, in itsview,wouldeventually
also be written oV. (paragraphs 14 and 15)

8. The Department’s interim findings of an investigation into the levels of claimant error and fraud in
2003–04 indicated that it overpaid3.4% by value (£460 million). The final results are likely to show an increase
in these figures. The C&AG qualified his opinion on the Department’s Trust Statement accounts for 2003–04
and 2004–05 because of an unacceptably high level of error and fraud. (paragraphs 23 and 25)

Overpayments

Inherent overpayments

9. The design of the new Tax Credits system necessarily results in overpayments. A Tax Credit award is
provisionallybasedonafamily’s incomeandcircumstancesfromtheprecedingtaxyear.Theaward isfinalised
after theendof thetaxyearonce incomeandcircumstancesareknownforcertain.Thefinalawardwillbe lower
than the provisional award where incomes increase, although the first £2,500 of any income increase is
disregarded.TheDepartment estimates that thefinal entitlement toTaxCreditswouldhavebeen£800million
lower without the £2,500 disregard.

Other causes of overpayments

10. Although the design of the new Tax Credits necessarily results in overpayments, there have also been
unforeseen overpayments. For example, software errors resulted in overpayments of £184 million in 2003–04
and 2004–05. The Department is continuing to investigate the reasons for further incorrect payments caused
by system miscalculations. Departmental error can also lead to many overpayments.

Total overpayments and recovery

11. The Department identified that some £2.2 billion was overpaid in 2003–04, aVecting some 1.9 million
families. TheDepartment does notyet knowthe level ofoverpayments for 2004–05awards, but estimates that
these are likely to be similar to those for 2003–04.

12. The scale of overpayments is higher than anticipated when the schemes were designed. The
Government expected one million awards to be reassessed as a result of rises in income in the first year of Tax
Credits, falling to around 750,000 in subsequent years. The Department explained that this was because the
extent of income rises in excess of the £2,500 threshold was greater than anticipated and that many families
overestimate how much their income has fallen or is likely to fall when notifying the Department of a change
in circumstances.

13. Figure One shows the distribution of these underpayments and overpayments for 2003–04. These are
based on the department’s initial figures for overpayments of £1.9 billion.
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Tax Credit awards can be backdated and subsequent payments made in 2004–05 relating to 2003–04
brought the total overpayments for the year to £2.2 billion.

Figure One

FINALISED 2003–04 AWARDS UNDERPAID OR OVERPAID AT 5 APRIL 2004

Banding Underpayment Overpayment
Awards (000s) £m awards £m

£10 to £50 82 2 134 4
£50 to £100 81 6 121 9
£100 to £200 111 16 193 28
£200 to £500 170 56 414 141
£500 to £1,000 124 88 388 280
£1,000 to £2,000 92 129 347 493
£2,000 to £5,000 47 136 243 725
£5,000 and above 5 29 40 252
Total 713 464 1,879 1,931

Source: HMRC.

14. Some £391 million overpayments were recovered in 2004–05 either directly from claimants or through
adjustments to Tax Credit payments later in the year. The Department also wrote oV some £95 million of
overpayments. Looking forward, some overpayments that the Department is currently seeking to recover
might become irrecoverable because claimants successfully contended that they could not repay because of
hardship, or because the Department had diYculty in tracing claimants no longer entitled to receive Tax
Credits.

15. In preparing its Trust Statement for 2004–05, the Department had to form a view on what further tax
credit debt would eventually have to be remitted or written oV. The Department concluded that a total
provision of £961 million (£481 million for each of 2003–04 and 2004–05) was appropriate.

16. The Department does not ask claimants to pay oV overpayments in a lump sum if they are continuing
to receive Tax Credit payments. To alleviate hardship, the Department allows claimants to make repayments
over several years. The full recovery of the remaining £1.3 billion overpayments from 2003–04 is expected to
take at least five years as shown in Figure Two.

Figure Two

EXPECTED YEAR OF RECOVERY OF 2003–04 AWARD OVERPAYMENTS OUTSTANDING AT
APRIL 2005

Expected year of recovery: £bn

2005–06 0.5
2006–07 0.4
2007–08 0.1
2008–09 0.1
Later 0.2
Total overpayment for recovery 1.3

Source: HMRC.

17. Overpayments for 2004–05 are likely to be similar to 2003–04. The Department therefore expects the
amounts needing to be recovered to grow, as a result of overpayments for further cycles.

18. In 2004–05 the Department received 217,000 disputes against recovery of overpayments. It struggled
to manage this level of work and introduced new streamlined procedures from April 2005 for dealing with
“oYcial error relief”,where anoverpayment isdue toamistakeby theDepartmentand if itwas reasonable for
the claimant to think that the award was right. These procedures were likely to be more generous to claimants
in many situations and at that time the Department estimated that the new procedures were likely to result in
a net loss of £46.5 million.

19. The recovery of overpayments was automated and the Tax Credit computer system could not stop the
recovery while staV considered hardship cases. We understand that the Department has subsequently
developed a manual workaround to stop this automatic recovery from November 2005. It intends to have a
computer based solution in place by the end of 2006.

20. The Department’s Code of Practice on Tax Credits overpayments (COP26) is being reviewed as part of
the measures that the PMG has asked the Department to take forward.
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Changes Announced in the December 2005 Pre-Budget Report

21. A number of important changes were announced in the December 2005 Pre-Budget Report. These are
designedtoprovideapplicantswithmorecertaintyas to theirawardandwill reduce the levelofoverpayments.
The main changes were:

— From 2006–07, the Department will disregard increases in income between one year and the next of
up to £25,000 (previously £2,500).

— From November 2006, claimants will be required to report, within three months, any changes in
their circumstances which will reduce their level of entitlement. This limit will be reduced to one
month in April 2007.

— From November 2006, recovery of overpayments during the year of award will be at the same rate
as recoveries made after that year.

— From April 2007, lump sum back payments will no longer be made when awards are increased
following an in-year reduction in estimated income.

— From August 2006, the renewal deadline will be advanced by one month.

— From 2007–08, provisional payments will be based on more up to date family income.

Administration of the Payments Systems

22. This section looks at a number of issues relevant to the administration of the payments system.
These are:

— Error and Fraud;

— Computer problems on the introduction of tax credits;

— Software errors;

— Controls over payments;

— Tax Credits targets; and

— Complaints.

Error and fraud

23. The C&AG qualified his opinion on the Inland Revenue Trust Statement Accounts for 2003–04 and
2004–05 because of an unacceptably high level of applicant error and fraud.

24. A Departmental exercise in 2000–01 identified that they had overpaid some 10–14% by value of the
former tax credits because of claimant error and fraud. In December 2003 told the Committee of Public
Accounts that it envisaged that error rates would be halved with the introduction of the new Tax Credits.

25. The Department’s work to identify the level of error and fraud in 2003–04 awards is not due to be
completeduntil Spring2006. InJuly2005, it announced interimfindingswhich indicated that it overpaid3.4%
byvalue (£460million) becauseof claimant error and fraud.These results are subject toa widemarginof error
as theybased onan initial sampleand are likely to involve the more compliant cases.Thefinal results are likely
to show an increase in the proportion of cases involving claimant error and fraud.

26. Tax Credits have been targeted by organised criminals and the Department closed the Tax Credit
internet facility on 2 December because of attempts to defraud the system. A recent estimate by the
Department shows losses to the exchequer of some £15 million due to organised fraud. This figure relates to
the losses todate in some25casesof significantorganised fraud,definedas those involvingmore than£25,000.
Asaresult of the furtherworkon tacklingorganised fraud, theDepartmentbelieves that the£15millionfigure
will increase, but it is too early to give a firm estimate at the moment.

27. The Department has acknowledged that better checks could have been made where claimants notify
them of changes of circumstances which aVect their award. Measures designed to improve compliance were
announced in the Pre-Budget Report in December 2005.

Computer Problems on the introduction on tax credits

28. The administration of payments suVered from the serious problems with the computer systems during
the introductionof Tax Credits in April 2003. These both delayed the processing of claims and led to incorrect
payments being made. These problems continued to have ramifications in 2004–05.



3288761026 Page Type [E] 06-06-06 02:14:46 Pag Table: COENEW PPSysB Unit: PAG1

Ev 162 Treasury Committee: Evidence

29. On 22 November 2005 the Department announced a settlement of £71.25 million had been agreed with
EDS for the problems experienced with these systems.

Software errors

30. Although the design of the new Tax Credits necessarily results in overpayments, there have also been
overpayments resulting from software errors. These resulted in overpayments of £184 million in 2003–04
and 2004–05.

31. TheDepartment is continuing to investigate the reasons forother incorrectpayments causedby system
miscalculations.

Controls over payments

32. The C&AG’s Standard Report has also drawn attention to various aspects of HMRC’s controls over
Tax Credits payments, including:

— controls to ensure that only authorised payments are actually made;

— the reconciliation of the Department’s records of payments made with those paid by its Bank; and

— the validity of Tax Credit payments made by employers.

33. Since the introduction of Tax Credits in April 2003, the Department has not been able to perform the
important control of a daily reconciliation of payments authorised with payments made. Checks are instead
carried out in bulk some time after payments have been made. This means that some incorrect payments to
claimants are not recognised promptly and that Department staV may not have accurate information when
dealing with queries. The Department plans to introduce the fully automated system in the second half of
2005–06

34. The Department has had diYculties in reconciling its own record of payments with those cleared
through the banks. This is complicated by the need to account for some 400,000 payments in respect of
2003–04 and 2004–05, which had not been allocated to claimants’ accounts at the end of 2004–05.

35. Some tax credits are paid directly by employers. The Department gains assurance over these payments
by reconciling a sample of amounts reported as paid by employers to the Departmental record of awards. The
2003–04 exercise resulted in a reconciliation rate of 78.9%. This indicated that of the £2 billion paid via
employers, there was a likely net overpayment of £20 million. The Department believed these results to be
reasonable given that this was the first such reconciliation exercise and that this was the first year employers
had operated the new scheme. Payment via employers is being withdrawn between November 2005 and April
2006 and replaced by direct payments to the claimants.

Tax credits targets

36. The Department checks how accurately it processes information received from claimants. In 2004–05
the accuracy of processing exceeded the 90% target, improving from 78.6% in 2003–04 to 96.5%. The
significant improvement reflects continuing eVorts by the Department to identify reasons for inaccuracy and
to introduce new procedures to prevent error.

37. The Department’s research indicated that the inaccuracy was mainly due to:

— inputting of income from wrong financial year;

— inputting of incorrect income; and/or

— omission of a partner’s income, when the claimant notified a change in their own income.

Complaints

38. The Department’s Tax Credit OYce has received around 51,000 complaints in 2004–05 and has had
diYcultiesmanagingthisworkload.Consequently, this requiredan increase instaVnumbers fromaround200
in April 2004 to a peak of around 400 in April 2005.

39. TheDepartmentpaid compensation tocomplainants in accordancewith its publishedCodeofPractice
1, Putting things right, for the costs they incurred as a direct result of the Department’s mistakes or delays and
for the worry and distress caused. Payments for worry and distress are not intended toput a value on the upset
caused but acknowledge that the Department was responsible. In 2004–05 it made 20,000 compensation
payments, totalling £1.24 million.
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Annex 1

Relevant Material

C&AG’s Standard Report on the Inland Revenue 2004–05 (HC 446, Session 2005–06).

C&AG’s Standard Report on the Inland Revenue 2003–04 (HC 1062, Session 2003–04).

C&AG’s Standard Report on the Inland Revenue 2002–03 (HC 1072, Session 2002–03).

January 2006

Memorandum submitted by One Parent Families

1. Introduction

1.1 One Parent Families is grateful for the opportunity to submit further evidence to the Committee on
tax credits (see Treasury Sub-Committee, HM Revenue and Customs Spring Departmental Report 2005, HC
524 i-ii). We welcomed the changes announced to the tax credit system in the Pre-Budget Report,
particularly the increase in the income disregard from £2,500 to £25,000 and the introduction of automatic
limits on recovery of excess amounts paid where awards are adjusted in-year following a reported change
(in year overpayments). We think that these changes will help to address some of the problems identified in
our earlier paper on tax credits/submission to the committee (attached for reference), and will particularly
help to ensure greater income stability for claimants.

1.2 Taken together with the measures set out by the Paymaster General in May, and the announcement
that recovery of overpayments will be suspended where these are disputed, we hope that we will see
substantial improvements to the experience of tax credit claimants. However, problems remain that have
not yet been addressed by these announcements, including:

— The lack of a right to an independent appeal of the decision to recover an overpayment.

— The need for better explanation of why an overpayment has occurred and a delay in the recovery
of overpayments for 30 days.

— IT errors appear to still be causing problems, and the system is still not geared up to deliver a
claimant centred response. There remains a need for a fundamental review of the operation and
design of the IT system underpinning tax credits to see whether it is fit for purpose and can deliver
a claimant focused service.

1.3 In our previous paper we recommended that childcare be taken out of the tax credit system, and we
remain convinced that this would be sensible. We also suggested that, if problems continue, Government
should consider returning to a system of fixed awards. The changes announced in the Pre-Budget Report
should increase the stability of the system and reduce the number of overpayments, but the lack of a clear
analysis of the cause of overpayments means that we do not yet know the extent to which these measures
will help. If problems continue, the case for a return to fixed awards will be strengthened, and we welcome
the Paymaster General’s statement that this will be kept under review.13

1.4 We also have a particular concern about the recovery of overpayments when couples separate. We
believe that there is a risk that they will be likely to be recovered from whichever half of the couple has an
ongoing claim, and that this in most cases will mean recovering from a lone parent.

1.5 In this additional submission we briefly discuss the changes outlined in the Pre-Budget Report, before
describing areas where action is still needed.

2. Changes to the Tax Credit System Announced in the Pre-Budget Report

2.1 Increase in the income disregard from £2,500 to £25,000.

This change is extremely welcome and should help to significantly reduce the number of overpayments
which occurr both within and at the end of the year, although we note that the Paymaster General estimates
that this will only be by a third. The change will not minimise those overpayments caused by changes of
circumstance. Our research found that these were more frequent than had perhaps been anticipated—47%
of our sample had experienced between two and seven changes of circumstance that would aVect tax credit
entitlement during the year.14

13 Hansard, 5 December 2005, Column 57WS.
14 Griggs J, McAllister F and Walker R (2005) The new tax credits system: knowledge and awareness among recipients One

Parent Families.



3288761027 Page Type [E] 06-06-06 02:14:46 Pag Table: COENEW PPSysB Unit: PAG1

Ev 164 Treasury Committee: Evidence

2.2 It is also worth noting that this change will not impact on those whose income falls and then rises
again during the year—for example those on maternity leave. For example, if a claimant goes on maternity
leave and her income falls from £30,000 to £10,000 within the year, but then rises to £15,000 when she goes
back to work, this rise of £5,000 will not be disregarded, as the disregard relates to income rises between one
year and the next—in this case the claimants income would still have fallen across years, rather than risen.

2.3 Finally, it must be made clear to claimants whose income rises that they will that, due to the way that
income is assessed on an annual basis, they are likely to see their award fall again in the following year of
their claim.15 Explaining this to claimants is likely to be diYcult, and underlines the complexity of the system.
This reinforces the case for a system of fixed awards.

2.4 From November 2006, HMRC will apply automatic limits on recovery of excess amounts paid where
awards are adjusted in-year following a reported change.

Having called for this change we entirely welcome it, as it should help to prevent the hardship caused by
sudden drops in income under the current system. We also welcome the fact that recovery of overpayments
will not be compounded where these have occurred both cross year and in year.

We understand that the Revenue are considering using hardship payments to aVect a similar change
during the period from April to November before this change can be introduced. This would be extremely
welcome. The sooner that dramatic falls in income as a result of the tax credit system are reduced, the sooner
claimants trust in the system will be improved.

2.5 From 2007–08 HMRC will adjust future payments when an estimate of lower current year income is
reported but not make a one-oV payment for the earlier part of the year.

This change has been introduced in order to deal with situations where claimants overestimate a fall in
their income, which leads to an overpayment of tax credits when their true end of year income is reported.
The holding back of any underpayment during an earlier period of the year should enable this to be set
against an overpayment which occurred in this way—forming a useful buVer. On balance this change seems
sensible, although there are some concerns that this will deprive claimants of a boost to their income at a
time when it has fallen.

2.6 From 2006 the deadline for the return of end-of-year information will be moved from the end of
September to the end of August; and starting in early 2007, HMRC will contact key groups of tax credit
recipients to collect up-to- date income information before the start of the New Year.

These changes are intended to reduce the incidence of overpayments caused by provisional payments
being paid at incorrect rates during the renewal period for tax credits at the end of the tax year. Again, these
seem sensible. It is important that the limits on in year overpayment recovery are in place before claimants
are contacted to inform the Revenue of changes of income. At present, if claimants report an increase in
income towards the end of the tax year, they may face a sharp drop in their entitlement. We are therefore
concerned about intentions to pilot this claimant contact prior to the introduction of limits on in year
recovery.

2.7 From November 2006 the range of changes reducing entitlement that must be reported to HMRC
within three months will be expanded to include changes in work status or in the number of children for
which the family can claim support and from April 2007 the time allowed to report a change that reduces
tax credit entitlement will be decreased from three months to one.

While we understand HMRC’s desire to reduce delays in reporting changes of circumstance, we think that
these changes must be handled with a light touch approach. With changes such as family breakdown, it may
not be possible to report within a month—we also think that when a new child enters the family, reporting
this change within a month may be diYcult. Changes in childcare costs have to have lasted for four
consecutive weeks to be reportable—in these cases the deadline for reporting must clearly be one month
from the end of this four-week period. In all of these circumstances, a penalty of £300 for failing to report
a change seems excessive, and is likely to penalise people who are also receiving a drop in their tax credit
entitlement. We hope that the Revenue will consider introducing a reduced penalty overall, or taking a light
touch approach to enforcement in these cases.

15 For example: A claimant earned £10,000 in 2005–06 and her award for 2006 is based on this level. At the end of September
2006, she receives a pay rise of £10,000 and her salary is therefore £20,000 for the rest of the year. When her award is reassessed
in April 2007, due to the operation of the increased disregard, she will not have to pay back the tax credits she received between
September 2006 and April 2007 which were paid on the basis of earnings of £10,000. Her award for 2007–08 however will be
based on her total annual income for the previous year—six months at £10,000 and 6 months at £20,000 ie £15,000. Her tax
credits payments will therefore be lower during 2007–08 than in 2006–07. If the claimant stays in the same job during 2007–08,
when her award is renewed, payments for 2008–09 will be on the basis of an income of £20,000—her salary for the entire year.
This will mean that her tax credits will fall again.
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3. Improvements to the System still Necessary

3.1 The Revenue must provide a better explanation of why an overpayment has occurred and must delay
recovery of overpayments for 30 days.

We welcomed the Paymaster General’s recognition that there may be “more that can be done to alert
claimants about the recovery of an overpayment before HMRC starts to collect it”16 and think that this must
be a priority. We support the Ombudsman’s recommendation number eight, that:

— Customers who have been paid too much in tax credits, whether identified during the year or at
year end, should be sent a letter outlining:

— The total amount they owe;

— The reasons why the overpayment or excess payment in year occurred and the date or dates
when it happened; and

— The repayment arrangements which will apply in their case.

— The letter should enclose a copy of COP 26 (the code of practice on overpayments) and draw
particular attention to the circumstances when recovery can be waived and the availability of
additional tax credits in cases of hardship.17

We think that this letter should also set out that the claimant has 30 days before the payment will start
to be recovered, during which time they may decide to dispute that recovery.

3.2 The Revenue must introduce an independent right of appeal of the decision to recover an
overpayment.

Claimants may appeal decisions about tax credit entitlement, but not about the decision to recover an
overpayment. Yet the scale of oYcial error within the new system has been high. It is not clear how much
of this was caused by computer errors, and how much by errors of processing, for example failure to input
a change of circumstance that a claimant has reported via the tax credits helpline, but we know that
£37 million worth of overpaid tax credits had to be written oV in 2003–04 due to computer error. The
Comptroller and Auditor General’s Report on the accounts of the Revenue gives details of additional errors
which led to write oVs of overpayments. These included:

— Writing oV £2 million of overpaid tax credits caused by major software errors in 2003–04 and
2004–05 that altogether resulted in overpayments of £174 million.

— Writing oV £33 million in respect of some manual payments made in 2003.

— Writing oV a further £95 million by June 2005 when oYcial error relief had been granted to
claimants who disputed the recovery of their overpayment.18

3.3 Parliamentary questions show that significant amounts of overpaid tax credits continue to be written
oV, with £24,400 written oV in July, £27,300 in August and £18,500 in September of this year.19 Claimants
therefore lack confidence in HMRC’s ability to pay them the right amount of tax credits at the right time.
As these figures show, HMRC will write oV overpaid tax credits where they have made a mistake, provided
that the claimant could have “reasonably believed” their award to be correct. The lack of an independent
right of appeal means that HMRC acts as its own judge and jury in such cases. While we accept that HMRC
will want to retain this test, experience to date means that neither we, nor claimants, have any faith in their
ability to do so fairly. The introduction of an independent right of appeal of the decision to recover an
overpayment is therefore essential to restore faith in the integrity of the system.

3.4 There remains a need for a fundamental review of the operation and design of the IT system
underpinning tax credits to see whether it is fit for purpose and can deliver a claimant focused service.

As outlined above, errors and mistakes appear to continue to be a feature of the delivery of tax credits,
and this undermines confidence in the system, as well as being expensive for the Government. Claimants
who contact One Parent Famileis advice line also continue to report receiving a poor service.

3.5 The model that has been set up for the management of tax credits cases appears to work against good
customer service. Each transaction in a particular case is dealt with by a diVerent staV member, entirely at
random and there is no consistency of contact throughout a case. This can be incredibly frustrating for
claimants who can speak to several diVerent helpline advisers and receive diVerent advice from each one. It
also means that in complex cases, or when problems arise that are diYcult to resolve, staV who have no
history with the case can struggle to understand or deal with it.

3.6 The Revenue have now set up a unit which can deal with complex cases, named “Group 33” and based
in the Tax Credit OYce in Liverpool. Cases are referred from Call Centres to the Group, which takes
ownership of and endeavours to fully resolve them. The Group will call back a claimant within 36 hours of
the initial enquiry to inform them of progress. Initial evaluation of this process20 seems positive, although

16 Hansard, 5 December 2005, Column 57WS.
17 Parliamentary and Health Service Ombudsman (2005) Tax Credits: Putting Things Right The Stationery OYce.
18 HMRC (2005) Department of Inland Revenue 2004–05 Accounts The Stationery OYce.
19 Hansard 15 Nov 2005 : Column 1214W.
20 Provided to the Tax Credits Consultation Group by HMRC.
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at present the Group can only deal with a tiny proportion of cases, and, importantly, cannot deal with
overpayments. We think that this represents a good model of customer service and would like to see it,
expanded, and given a remit to deal with overpayment cases.

3.7 We think that the development of such a system to deal with complex cases may be the conclusion
of any review of the operation of the tax credit system, and the extent to which it is appropriate to meet the
needs of claimants. Such a review should also identify the causes of IT problems and areas where oYcial
error is common.

3.8 Recovery of overpayments when couples separate.

We are concerned that when overpayments are recovered from a separated couple, lone parents may be
disproportionately aVected. When an overpayment has occurred in such cases, recovery is covered by
HMRC’s Code of Practice 26 “What happens if we have paid you too much tax credit?”, which states that:

“In a case in which a couple had broken up and owed money in relation to tax credits before the
break-up, we would look at each case on its facts and take into account the circumstances, income
and expenses of each of the former partners in reaching a decision.”

However, we remain concerned that recovery of such overpayments is more likely to be imposed on the
claimant who has an ongoing tax credits award—and that this is likely to be the parent who retains care of
any children. In enquiring about this situation, we were told by the Revenue that:

“In the situation of a couple (or ex-couple), we send a Notice to Pay to each of them for the full
amount, but it does not matter if one pays the full amount or they split it 50:50, or on some other
basis. If one of them will not, or cannot pay, or disappears, we will attempt to recover the full
amount from the other person.”

As the partner with whom any children are left is more likely to have an ongoing award, and to need to
remain in contact with the Revenue, we are concerned that they will be made liable for any overpayment.
At present however, guidance around this issue seems very unclear, and we think that procedures need to
be more tightly defined.

4. Conclusion

We are pleased that the Government have listened to concerns about the operation of the Tax Credits
system and are introducing changes that should improve income stability for claimants and reduce hardship.
However, the system remains complicated, and claimants do not yet seem to be seeing the impact of eVorts
to improve administration. Further reform is needed including:

— The introduction of a right to an independent appeal of the decision to recover an overpayment.

— Claimants should be sent a letter informing them of the cause of an overpayment and allowing
them 30 days before it is recovered.

— A fundamental review of the design and organisation of the IT system underpinning tax credits is
required.

— Clarification of how an overpayment will be recovered when couples separate to ensure that lone
parents are not disadvantaged.

December 2005

Supplementary memorandum submitted by One Parent Families

1. We think that there are good reasons on both administrative and policy grounds for removing the
childcare element of Working Tax Credit. The lack of responsiveness of childcare costs was one of the major
criticisms of the fixed nature of WFTC awards. Research suggested that this was one element of the system
that claimants did want to be more responsive. Under Working Families Tax Credit callers to our helpline
reported problems in not being able to claim new or increased childcare costs after the date of the initial
claim for WFTC. Other research also suggests that this lack of responsiveness was a problem. Research into
the childcare element by MORI for the Revenue found that “The fact that WFTC awards were fixed created
diYculties for some recipients. The key issue was where needs changed over the course of the award. This
could lead to disparities between the award and actual childcare use.... On occasion the gap between what
was being claimed and what was being paid out in childcare had caused severe if short term hardship.”21

2. But the system chosen for the payment of the childcare element of tax credits at present represents a
halfway point between simplicity and responsiveness that satisfies neither requirement eVectively.
Moreover, the childcare element may not be the most eVective way to meet policy goals. Removing the
childcare element from Working Tax Credit would considerably reduce the administrative burden on the
Revenue.

3. The operation of the childcare element is far from simple. At present, there are four basic methods of
calculating average weekly costs, based on past childcare costs:

21 Nicholls J and Simm C (2003) The childcare element of Working Families Tax Credit—qualitative study Inland Revenue.
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— Same amount weekly—add last four weeks and divide by four;

— DiVerent amounts weekly—add last 52 weeks and divide by 52;

— Same amount monthly—take last month, x 12, divide by 52;

— DiVerent amounts monthly—take last 12 months and divide by 52.

And two based on future costs:

— An estimate of costs over the next 52 weeks if childcare has not yet or has recently started;

— Total costs divided by the total number of weeks used if childcare is expected to last less than a
year (eg few months before a child goes to school).

4. In order to report changes in childcare costs, costs have to have fallen to zero, decreased by £10, or
increased by £10 per week over a period of four consecutive weeks. Therefore while increases in costs can
be recouped, they must have been incurred for a month previously, which for those on a low income does
not constitute a high degree of responsiveness.

5. Our own research found that parents find the current system diYcult: just over a quarter of those in the
sample required to calculate their childcare costs struggled with this, with lone parents reporting problems
recalling how much was paid, understanding the instructions provided by the Inland Revenue and actually
performing the calculation.22

6. Two options for reform have been put forward for the way in which the childcare element within the
Working Tax Credit operates:

— System 1 (Average weekly costs)—Claimants would estimate their total costs for the tax year,
divide by 52 to arrive at their average weekly cost, and receive an award based on that average
weekly cost each week or 4 weekly. Claimants could base the cost on their costs over the last tax
year, or could estimate how much they expected to spend in the current tax year if they were
anticipating a significant change from the previous year’s costs, or if none had been incurred. If a
claim was made in-year, the claimant would estimate their total costs to the end of the tax year
and divide by the number of weeks left to the end of the tax year.

— System 2 (Actual costs)—Claimants would claim for their actual costs. They would provide the
Revenue with their actual weekly cost (or monthly if costs paid monthly) and would then receive
an award paid every week/four weekly based on the actual cost until that cost changed or
childcare ceased.

7. System one has been criticised for being diYcult for low income parents to operate, as the extra cash
will not be in their pockets at the time of the increased childcare costs. System two has however come under
similar criticism as placing an unreasonable administrative burden on the Revenue. Following several
meetings about the issue the Revenue now appear to have reached an impasse in attempts to reconcile
simplicity and responsiveness.

8. Looking at the policy objectives of meeting the costs of childcare there are also reasons to think that
the childcare element of working tax credit may not be the best or only mechanism available. There may be
a number of reasons why the Government wishes to subsidise formal childcare use through the Working
Tax Credit, including:

— To encourage or enable families, and particularly women, to work.

— To encourage the use of formal childcare which may have beneficial outcomes for children.

— To help reduce poverty by meeting the costs of childcare that low income families are already
using.

9. The Institute for Fiscal Studies in their Green Budget of this year suggested that the current system
does little to address these objectives. Their arguments can be summarised as follows:

— It is not transparent—it is likely that mothers who are thinking about returning to work and using
formal childcare will find it hard to work out how much money they will be entitled to receive for
childcare, and this uncertainty may reduce the extent to which the childcare element of WTC can
persuade mothers to enter work.

— It is not well designed to raise the quality of formal childcare—research from the US suggests that
subsidies like the childcare element of WTC are not well designed to increase the quality of care
used by parents. A review of the economics literature on childcare found that “when price falls,
consumers substitute towards quantity and away from quality”.23 They also point out that the
termination of childcare payments when a job ends is unlikely to be beneficial for children due to
the disruption caused (One Parent Families have long argued for a run on in childcare costs at
this point).

22 Griggs J, McAllister F and Walker R (2005) The new tax credits system: knowledge and awareness among recipients One
Parent Families.

23 D Blau, “Child care subsidy programmes”, in R A MoYtt (ed), Means-Tested Transfer Programs in the United States,
University of Chicago Press, Chicago, 2003. cited in IFS (2005) The IFS Green Budget January 2005 IFS.
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— It is not the best designed instrument for helping mothers to work; evidence from the US suggests
that childcare subsidies are reasonably eVective in increasing what parents spend on formal
childcare, but have little or no impact on mothers’ labour supply decisions.

— It is not particularly well targeted on helping the poorest families—because the poorest families
are not in work, which is a condition of claiming the childcare element of WTC.24

10. The childcare element of Working Tax Credit therefore does not seem to be operating eVectively
either administratively or in terms of meeting its policy objectives. We therefore think that there is a good
case for removing childcare subsidies from the tax credit system and paying them by another means—and
thus removing an administrative burden from the Revenue.

11. We obviously do not want Government to stop meeting the costs of childcare and therefore need to
suggest other ways in which this could be done. The IFS Green Budget suggested two ways in which
childcare costs could be met:

(a) To give the Government greater control over the quality of childcare provision, the demand side
subsidy of the Childcare element of Working Tax Credit could be turned into a supply side
intervention that directly increases quality. Such interventions could be universal, limited to
deprived areas, or means tested against parental income in some way.

(b) The childcare element of the Working Tax Credit could be replaced by tax credit changes that
encourage all mothers to work—for example by increasing Working Tax Credit elements (eg the
lone parent/couple element). Alternatively extra money could be redirected to children whether
their parents are working or not by increasing Child Benefit or the per child element of the Child
Tax Credit.

12. Providing greater supply side funding to secure universal free, quality childcare is an ambitious vision
and one that we have long supported. In their vision for childcare in 2020, the Daycare Trust and Social
Market Foundation suggest that all two, three and four year olds should be entitled to 20 hours per week
free early education and care for up to 48 weeks a year, funded by payments to providers. They also suggest
that additional wrap around education and care be available from 8 am to 6 pm for 48 weeks a year for all
two, three and four year olds, and that additional wrap around care for five to 14 year olds is delivered
though extended schools, and suggest, much as in the first IFS option that: “Childcare tax credits would
eventually be abolished to help meet the costs of this package, which would primarily be funded through
supply side grants to early education and care providers.”25

This vision has to some extent been taken up in the Government’s ten year childcare strategy which
sets out:

— A goal of 20 hours a week of free high quality care for 38 weeks for all three and four year olds
with this Pre Budget Report announcing a first step of 15 hours a week for 38 weeks a year reaching
all children by 2010; and

— An out of school childcare place for all children aged three to 14 between the hours of 8 am to
6 pm each weekday by 2010.

13. Yet the out of school childcare places are not necessarily free. Even if they were, and with full
implementation of these goals, there will still be parents who need to pay for additional childcare, for
example to cover atypical working hours, and who will need help with the costs of this. Although we think
that the balance of funding should shift to providing supply side subsidies in order to secure free childcare
places, there will still remain a role for some demand side payments.

14. Would demand side funding best be provided by giving more money to all working parents, or all
those with children as in the IFS’s second suggestion? While this may help to reduce poverty if extra money
is put into Child Benefit and Child Tax Credits, or to increase work incentives if put into Working Tax
Credit, we think that it is likely to make things diYcult for parents who are actually trying to meet the costs
of childcare, as it could bear no relation to childcare use. If, for example, the addition to Working Tax Credit
amounted to £50 a week, those using childcare that cost, say £100 a week may be forced to reduce their hours
in order to have to use only £50 worth of childcare.

15. We do not however want to replicate the highly responsive but complicated system we already have
operating through the Childcare Tax Credit. An alternative, simpler system is operated in New Zealand,
which might provide a model. The system includes some means testing, and relates to both the number of
children you have and the number of childcare hours you use. A set payment is given for each childcare hour
you use, depending on your income band. Income bands are diVerent depending on the number of children
you have in your family. At present you can claim for up to 50 hours a week if you are in paid work or study,
and for nine hours if in neither. Current rates are as follows:

24 Adapted from Chote R, Emmerson C, Miles D and Oldfield Z eds. The IFS Green Budget 2005 IFS.
25 PricewaterhouseCoopers (2004) Universal early education and care in 2020; costs, benefits and funding options. Daycare Trust

and Social Market Foundation.
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The family’s weekly The subsidy (per hour)
Number of children in family income before tax per child is up to

1 less than $770 $2.91
$770 to $849.99 $2.03
$850 to $929.99 $1.13
$930 or more No subsidy

2 less than $950 $2.91
$950 to $1,039.99 $2.03
$1,040 to $1,129.99 $1.13
$1,130 or more No subsidy

3 less than $1,110 $2.91
$1,110 to $1,219.99 $2.03
$1,220 to $1,329.99 $1.13
$1,330 or more No subsidy

Source: Ministry of Social Development, New Zealand
http://www.workandincome.govt.nz/get-financial-assistance/extra-help/childcare-
oscar-subsidy.html

16. We think that it might be possible to operate a similar system on a local authority level. This could
operate in a similar way to the currently piloted Local Housing Allowance with local maximum rates being
set. While in New Zealand the payments are made direct to childcare providers, we would prefer to see
payments made directly to parents—and as local authorities are making payments directly to claimants
under the Local Housing Allowance scheme this should be possible.

17 Advantages of operating a scheme like this would be:

— It is simpler and more transparent than the current system of tax credits. Parents thinking of going
into work and using childcare should be able to easily work out how much subsidy for this they
will receive.

— It would enable local diVerences in childcare costs to be accounted for—we would expect, for
example, the per hour subsidy to be higher in London.

— It takes into account family income, number of children and actual childcare use, albeit less
precisely than the current system.

— It allows parents choice about the type and hours of childcare they use (although this is assuming
that the payment would remain in place only for formal rather than informal childcare).

— It encourages childcare use amongst those not in work—albeit that free childcare provision should
already be doing this.

18. Possible disadvantages with this system however are that:

— Local Authority practice in delivering Housing Benefit does not inspire great faith in their ability
to provide timely and accurate payments to claimants.

— Parents using expensive childcare may lose out.

— Marginal tax rates would be very high as parental income reaches the upper limit of each
income band.

These would have to be weighed up carefully but we do think that it is worth examining the potential of
this model.

January 2006

Letter from Rt Hon Dawn Primarolo MP, Paymaster General

Thank you for your letter of 20 January 2006. You asked for three updates ahead of Wednesday
afternoon’s hearing.

First, the most recent data on levels of overpayments, broken down by income group, is set out in Table
5, page 6, of the enclosed National Statistics publication Child and Working Payment Statistics, Finalised
Annual Awards, 2003–04, Supplement on Payments.
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Second, the table below compares the numbers benefiting from the Child and Working Tax Credits and
the Family Credit system that the Government inherited.

Numbers benefiting
(latest year for which data available)

Families Children People

Current tax credits 5.9 million 9.9 million 19.4 million
Family Credit 0.8 million 1.6 million 2.8 million

A comparison between take-up rates is below:

First year take-up rate

Current tax credits 80%
WFTC 65%
Family Credit 57%

In addition to a high number of people receiving tax credits and high take up rates, the Child and Working
Tax Credits provide more generous support than previously. The table below shows the amount of support
that a two child family on half male mean earnings (£15,400 a year) would receive.

Award (2006–07 prices)

Child and Working Tax Credit £82 a week (£4,200 a year)
(April 2006)
Working Families’ Tax Credit £53 a week (£2,700 a year)
(April 2002)
Family Credit £18 a week (£900 a year)
(April 1999)

In 1997, a one child family on average earnings received just £11 a week and a two child family £20 a week.
From April 2006, a one child family earning less than £50,000, which represents 80% of families, will receive
nearly £28 a week, while families in the poorest 30% receiving nearly £62 a week. For a two child family,
support will rise to nearly £40 a week for families with incomes below £50,000 and over £107 a week for
the poorest.

Third, on the six points identified in my statement of 26 May 2005, I look forward to updating your Sub-
Committee on the most recent progress when I will be providing information on:

— improvements to the IT system;

— the early evidence from our pro-active contact pilots to help people keep their records up to date;

— pilots working with the voluntary sector to provide help to the most vulnerable claimants;

— progress in dealing with disputed overpayments;

— plans for publishing a revised Code of Practice; and

— progress on implementing the measures announced in the 2005 Pre-Budget Report.

31 January 2006

Supplementary memorandum submitted by HM Revenue and Customs

(i) Provide an Account of the Requirements for Establishing Identity when Making Claims or
Contacting the Helpline

All new claims—whether they are submitted online or by returning a paper claim form—are subjected to
verification checks, which attempt to match basic personal data (eg name, address, NINO) against other
information held on HMRC systems. After these initial checks, all claims are assessed according to our risk
rules and claims that are deemed high risk are subjected to further detailed checks before going into award.

Many claimants call the helpline to ask for advice about their award, to report changes or renew their
annual award. When a call is received our advisers ask a series of security questions based on personal
information in order to satisfy themselves that the caller is genuine. An incorrect answer will lead to
additional questions, again based on personal information. If the caller fails to answer these additional
questions the adviser will explain that the caller cannot access their records. During this verification process
the responsibility for providing the information rests entirely with the caller. StaV receive training to ensure
that they do not indicate whether the information given agrees with that held on HMRC records and that
they never divulge information and ask the caller to confirm it.
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(ii) Provide a List of the Computer Changes that are due to come On-stream

Enhancements in Release 8—planned for implementation in April 2006—include:

— re-designed award notice;

— new functionality to match information about ceased employments held on other Departmental
systems with customers’ records on the tax credit system;

— changes to reflect the new rules in the Child Benefit Act which extends eligibility for the Young
Person element of CTC up to a new age limit of 20 in certain circumstances;

— further improvements to functionality to ensure that low-income families receive the additional
Child Trust Fund endowment, building on the functionality introduced in April 05;

— improvements in the way data from the tax credit system is used to update other departmental
databases;

— further improvements in reconciling and accounting for payments and a tool to monitor debt
recovery;

— changes to support the transition to the new tax year (eg uprating)

— increasing the level of the income disregard to £25k per annum (PBR).

Enhancements in Release 9—planned for implementation in November 2006—include:

— automating the suspension of disputed overpayments;

— applying restrictions to in-year adjustment of payments (PBR);

— changes to reflect greater changes to claimants’ obligations to report changes of circumstance
announced in PBR;

— A package of technology improvements designed to improve the performance and reliability of
the system;

— changes to the Payments Framework to improve the accounting for BACS payments;

— full play-back version of the Renewals Notice.

Enhancements in Release 10—planned for implementation in April 2007—include:

— standard uprating changes;

— changes to the renewals form associated with the Child Benefit Act to ensure consistency with the
legislation;

— shortening the time limit that claimants have for reporting changes of circumstance and the period
of backdating (PBR);

— withholding arrears where a reduced income estimate is reported (PBR);

— changes to the Employer Business Service system to incorporate amendments to the P35 form as
a result of the withdrawal of PVE;

— risk rule enhancements to better support internal & external security checks.

(iii) Provide a Copy of the New Draft of COP26 that is Subject to Consultation

A copy of the version of COP26 circulated to the Tax Credits Consultation Group is attached.

(iv) Examine whether the Committee’s Concerns about the Breakdown of the net Savings of £250
million Arising from the Packages of Changes Announced in the PBR can be Addressed in the Form
of Further Information

The Treasury will provide further explanation of the cost of the tax credits package in its response to the
Treasury Select Committee Report on the 2005 Pre-Budget Report.

(v) Provide Further Costings and Information Relating to Separation of the Childcare Element

As PMG already indicated at the hearing, the information asked for is not available.

(vi) Provide Detail about the use of Temporary National Insurance Numbers

Where a claim for tax credits is received from someone who does not have a NI number, HMRC will refer
the customer to DWP before assessing their entitlement to tax credits. DWP arranges a personal interview
at one of their oYces where the customer’s identity is established. If DWP is content, it will instigate the
process to issue a NI number. Only after HMRC has confirmation from DWP that they are content with the
claimant’s identity, will they process the claim and allocate a temporary reference. If there are any diYculties
issuing a NINO in a particular case DWP will contact HMRC which will take action, including ending the
claim if necessary. Once a permanent NINO is allocated, HMRC replace the temporary reference.
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(vii) Additional Information on the Proportion of Staff on Fixed Term Contracts

Tax credits staYng varies seasonally and staV are redeployed from other areas of work to help the
department deal eVectively with peak periods. At end-December Tax Credit OYce employed 2,520 FTEs
on a permanent basis and 245 FTEs on fixed-term contracts, around 10% of the total.

March 2006

Letter from Mr David Laws MP to Mr Michael Fallon, Chairman of the Treasury Sub-Committee

The Paymaster General, in her evidence to your Committee this afternoon, said she was unaware of the
problem of organised fraud in the tax credit system until late in November 2005. This statement appears to
contradict her answer to a Parliamentary Question from me in which she admits that she had been updated
on the problem in June and had probably known about it for far longer.

“Over the last 12 months HMRC has detected an increase in the number of organised attacks on the
tax credits system, predominately via the internet. HMRC continued to monitor the situation closely
and updated me in June 2005. A decision was taken to suspend the internet service from 2 December
following an assessment by HMRC that the nature of the threat had changed, which in turn changed
the balance of judgement between maintaining the service for genuine customers and the need to
protect revenues.” [PQ 35700—10 January 2006]

I believe the Paymaster General has therefore misled Parliament and I would like to request that you
investigate exactly what the Paymaster General knew about the level of fraud and when. I shall also be
writing to the Chancellor of the Exchequer about the Minister’s answers.

1 February 2006

Letter from Rt Hon Dawn Primarolo MP, Paymaster General, to the Chairman of the Treasury Committee

I reject completely the accusation that I misled Parliament in my appearance before the Treasury Sub-
Committee on 1 February.

Fraud in the general sense is something that HMRC have been aware of from day one. Like any system
that distributes large sums of money, the department assumed that the tax credit system would be a target
for fraud, including by organised criminal gangs. That is way the GOvernment established powers to pursue
and prosecute fraudsters as part of the Tax Credits Act, built in checks and risk assessments into the
procedures for claiming tax credits and employ significant numbers of compliance staV to tackle fraud.

I receive reports on compliance which provides information about the nature of suspected fraudulent
activity, attacks and attempted attacks on the tax credit syste, the performance of existing checks that
HMRC use to detect fraud and HMRCs plans for detecting and countering new or evolving fraud risks.

My written answer of 10 January refers to a specific report I received in June 2005. This report provided
information about trends in suspected fraudulent activity, the eVectiveness of the current set of procedures
to detect fraud and plans for further anti-fraud measures. In June, HMRC advised that the compliance
procedures in place were eVectively managing the risk.

In November, new information came to light about what appeared to be a specific and unprecedented
attack on the system, which used identities stolen from the Department of Work and Pensions (and which
subsequent investigation has shown also included stolen identities of Network Rail employees). In the light
of the virulent and highly organised nature of this attack, HMRC judged that the balance of risks had
changed significantly, and recommended closing the e%portal.

My written answers of 18 January 2006 (OYcial Report, columns 1357–58W) and 28 February 2006
(OYcial Report column 681W) provided further information on this specific attack on the system.
I am copying this letter to Michael Fallon and David Laws

10 March 2006
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Memorandum submitted by The Public and Commercial Services Union

Introduction and Summary

1. The Public and Commercial Services Union (PCS) is the largest trade union within the Civil Service
and Her Majesty’s Revenue and Customs department (HMRC). PCS has 325,000 members with 83,000 of
these employed by HMRC.

2. PCS welcomes the select committee’s inquiry, and is happy to supplement this written submission with
oral evidence or further written evidence.

3. PCS strongly believes in the social objectives of Tax Credits (TC), as one of the means of reducing
poverty and encouraging people to remain in regular employment.

4. PCS wants to see improvements in the TC system. We believe it should be easier for claimants (and
those voluntary agencies who seek to assist claimants such as Citizens Advice Bureau) to understand, and
HMRC staV to administer with greater accuracy.

5. We broadly welcome the recent recommendations from the Parliamentary and Health Ombudsman.
However, these have implications in terms of resources and staYng. Within the former Inland Revenue (IR),
decisions on how to deal with overpayments have historically been undertaken by an experienced member
of staV. We are concerned that this no longer happens across HMRC, and are concerned that in the haste
to clear enquiries or disputes, standards have been allowed to drop.

6. Additionally, PCS has serious concerns over the capacity of HMRC to implement much needed
administrative improvements in the face of 12,500 proposed job cuts. The workforce within the Tax Credits
OYce (TCO) relies heavily on temporary staV and is continuing to employ fixed term staV for long periods.
There has been a continual extension of contracts that limits the job security and prospects for these staV.

7. Moreover, there is a huge reliance by TCO management on overtime working. Whilst PCS
understands the political imperative for HMRC to take action to deal with complaints and overpayments,
we believe that overtime is out of control, and is hiding what we believe could be up to 200 full-time jobs
per year. PCS believes that public money is better spent on the provision of quality full-time jobs that reduce
bureaucracy within the system.

8. The experience of our members with the IT system suggests that the concept of replacing people with
technology has been a failure. The system still underperforms and fails to provide “joined up” access
between HMRC departments.

9. PCS also has major concerns over the eVects that oYce closures will have on local communities.
Taxpayers need access to locally based oYces and new enquiry points where HMRC currently has no
presence. These should be staVed by well trained people who can provide high quality “face to face” advice
and assistance.

10. This submission oVers constructive commentary on:

— The progress of the six measures for improvement of TCs, submitted by the Paymaster General
(PMG) to the select committee in May 2005.

— The diYculties caused by the recovery of overpayments of TCs and future solutions.

— The need for a redesign of the TC system.

— Measures that PCS believes will improve TC administration and the service to the public.

PMG Submission to the Treasury Select Committee, May 2005

Measure 1

11. PCS notes that in April 2006, the responsibility of employer payments of TCs will fall to HMRC. This
should bring more clarity to the system.

12. We acknowledge the diYculties in improving the clarity of the award notices and also the system
itself. This is exacerbated by continuing “legacy” problems with the IT system. Nevertheless, PCS believes
that senior HMRC management must take responsibility for failing to deploy suYcient resources to this
problem in the form of permanent, well trained front line staV with the skills to reduce repeat contact and
assist confused claimants. Far too much reliance has been placed on the ability of temporary staV and large
amounts of overtime.

13. PCS understands that HMRC management has initiated a number of projects in partnership with
voluntary and support groups to improve the clarity of tax award notices. Their complexity has been borne
out by a recent BBC television documentary that demonstrated how diYcult these can be.

14. Our members in front line TC work indicate that despite management initiatives their experience has
not been suYciently taken on board in this process. It is also notable that since the creation of HMRC, there
has been a negative change of attitude at senior HMRC level to the role of PCS as “stakeholders” in this
important project.
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15. PCS believes that its members opinions—as “stakeholders” with an obvious interest in the eYcient
operation of Tic’s, must be fully taken into account, and we seek support from the select committee to ensure
that our members’ concerns are addressed.

Measure 2

16. PCS notes that a simpler award notice is due in April 2006. However, this has taken nearly two years
to reach fruition, and has followed extensive discussion with consultative bodies; sadly PCS were not asked
for our views.

17. We also note the increase in advertising activity to remind TC claimants of their responsibility to
inform the department of a change of circumstances.

Measure 3

18. Not all claimants can visit an HMRC oYce and the development of a network of Contact Centres
has put the department at the forefront of dealing with the public by telephone. These centres now service
around 70% of HMRC’s customers and this will increase to 90%. At present these centres oVer a varied level
of service and opening hours.

19. By standardising these aspects, HMRC can ensure consistency and provide a customer focused
service for TC claimants who currently find it diYcult to contact HMRC. We believe there is also an
opportunity to extend the services currently oVered, by allowing more executive action on TC enquiries as
a result of phone calls. It should be possible to transact more substantive business over the telephone.

20. In this respect, PCS expresses its disappointment that the Contact Management Application (CMA)
has still to be fully utilised within HMRC. We believe it makes sense to try and be pro-active in resolving
problems, or ascertain key aspects of information that can be fed into the TC system at an early stage.

21. The computer system is not user friendly and continues to be often unavailable at key times. Our
members are concerned that the focus is on quickly “clearing” incoming telephone calls at contact centres,
and then forwarding tens of thousands of diYcult enquiries to specialists at the TCO, often staVed by fixed
term appointees.

Measure 4

22. PCS notes that agreement has finally been reached between HMRC and the former IT contractor
Electronic Data Systems, over the early failures of the TC system. However, our members report continuing
problems with the interface between the TC computer system and treatment of data that HMRC operatives
are forwarding for inclusion (such as a claimants’ change of circumstances).

23. PCS acknowledges that identification of IT system problems has improved. However, the resolution
of processing errors has not. Other operational demands and a lack of resources can mean that these errors
are delayed or stockpiled for the attention of already overloaded TCO staV at Preston and Liverpool.

24. PCS welcomes the planned review next year by the Chief Information OYcer of IT use across
Government. In view of the historical diYculties around TC computerisation we would welcome an
opportunity to submit evidence to this review.

Measure 5

25. PCS believes that HMRC have failed to meet what is a key measure to alleviate the diYculties faced
by claimants and voluntary agencies that try to assist them.

26. In our submission to the 2003 Comprehensive Spending Review, PCS set our agenda for
improvements to the interface between the then IR and its customers.

27. HMRC enquiry centres provide the bulk of the department’s face-to-face contact, but are sited in a
relatively small number of towns and cities around the UK. There is no enquiry centre in Blackburn, a “high
density tax credit area” or anywhere on the East Coast between Edinburgh and Alnwick. Even where there
are enquiry centres, they are often in areas of towns and cities, which are not suitable for claimants to reach
easily. This vital work can only be eVective if HMRC retains oYce locations in communities rather than
planning to close them.

28. In some cases a full-blown enquiry centre would not be appropriate, but by working with other civil
service departments and/or local councils “Enquiry Points” could be located in towns/cities where HMRC
does not have a presence. Furthermore, the number of people travelling across the UK continues to rise,
and there is an argument for locating HMRC enquiry points at major airports and railway termini.
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29. We believe HMRC should be much more outward facing by developing new channels of contact, so
staV will be in a position to ensure that everyone gets their TC entitlement, but can also access support from
other government departments. Similarly, the provision of “joined up” support for business on tax and VAT
issues must be thoroughly investigated.

30. We firmly believe that links need to be built with a wide variety of organisations, including:

— Parent groups.

— Disability groups.

— Ethnic minorities.

— Voluntary Sector.

Measure 6

31. PCS welcomes the statement by the PMG at the select committee regarding the HMRC Spring
Report that announced the implementation of this measure.

32. We are however concerned about the length of time it has taken HMRC management to act, given
that there are over 1.6 million recorded overpayments of TC’s that HMRC say will take 18 months to clear.

33. PCS believe that HMRC have failed to meet their responsibilities under their own operational
charter, and have failed to appreciate the stress, anxiety and financial hardship that has been caused by the
delay in implementing this measure.

Recovery of Overpayments and Future Solutions

34. PCS agrees there is a pressing need to move forward positively, and stands ready to assist in the
process of finding solutions to TC overpayments that have been reported as accounting for £2.2 billion of
the £13.8 billion paid out annually.

35. Our members report that granting additional TC payments is a “quick fix” often perpetuating
claimant’s problems, and leading to greater levels of hardship. We note the new “disregard” threshold of
£25,000 in the Pre Budget Report, but believe this measure in itself will lead to unfairness in terms of relative
need between claimants with vastly diVerent incomes.

36. PCS believes that most overpayments result from the original design of the TC system, which was
predicated on the basis of saving vast amounts of money by using IT equipment to replace people. It was
initially intended that the “rapid data capture” process (the conversion of written information from
application forms into electronic data) would handle around 90% of claims without further need for human
intervention. Our estimate is that only 10% of the information is captured by this method.

37. The knock on eVect of this was the “pay out first and check later” policy. A practice that has enabled
a substantial number of fraudulent claims and “hijacked” National Insurance numbers. This diverts money
from those who are in greatest need.

38. The NTC process was designed to mirror Working Families Tax Credit. This included former IR staV
being deployed on “disputes” teams, to try and prevent matters being escalated as a complaint. This process
ceased when NTC were introduced, in lieu of IT.

39. This led to a situation where at any one time multiple staV may be amending details of applications
without sight of each other.

40. The only solution to these problems is to introduce a new process with staV being the responsibilities,
training and skills to work through entire applications or related processes, or manage work on a
geographical basis.

41. Whilst the HMRC Chairman recently informed Parliament that HMRC intends to “up-skill” its
employees, the impression from the TCO is that jobs are being de-skilled.

42. Following a pilot scheme, there appears to be a move towards downgrading some of the compliance
work around certain cases, by removing the need to interview the claimants.

43. We would ask the select committee to raise serious questions about why there are plans to shed almost
300 jobs from TC compliance and anti-fraud activity in this financial year when, as we demonstrate above,
this work is vital.

Redesign of the Tax Credit System

44. Our concerns demonstrate the need to make changes to the system to minimise the scope for
continuing overpayment and targeted fraud.

45. As this submission is being prepared we received news that over 100 PCS members working in the
Department for Work and Pensions have had their National Insurance numbers “hijacked” by tax credit
fraudsters.
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46. Whilst this incident will be investigated, it is an established fact that organised criminals see the design
of the TC system as the provider of “low hanging fruit” for their activities.

47. PCS believes that a fundamental review of the TC computer system’s current capabilities and future
capacity should be commissioned by Parliament.

Recommended Actions to Improve TC Administration and Service to the Public

— HMRC should create enquiry centres/contact points that allow better access for claimants at
shopping centres and Citizens Advice Bureau’s.

— A network of HMRC enquiry points should be established, possibly in partnership with other
government departments or local authorities;

— HMRC enquiry points should be established, on a trial basis, at two major airports in the UK;

— The opening hours of HMRC contact centres should be standardised and widely advertised to
claimants;

— Claimants should at least be able to receive a substantive answer to their telephone enquiries and
have their changes of circumstances recorded in one call;

— HMRC should accept e-mails and SMS text contact from TC claimants and should commit to
answering these within 24 hours;

— Each HMRC enquiry centre should appoint a TC specialist, who will be charged, initially, with
making contact with community groups and claimants’ representatives to oVer a range of support
and advice services;

— Additional resources need to be put into TC compliance and anti-fraud activity instead of the
reductions we have seen;

— TC administrators need to be trained interactively. Proper consolidation periods must be available
to TC staV after each training package.

Conclusion

HMRC has an excellent record in debt management, detecting evasion and ensuring that individuals and
companies pay the correct amount of tax. The public expect a fair and consistent policy of tax compliance,
but also expect that public money is spent wisely on the administration of TC’s. PCS and our members look
forward to working with HMRC to improve the administration of TC.

December 2005

Further supplementary memorandum submitted by the Public and Commercial Services Union

Further to our submission of written evidence and presentation of oral evidence on 25 January 2006,
please find below some concerns we have relating to the compliance issues of tax credits, ahead of Sir David
Varney’s appearance, before the committee to respond to some of the concerns raised through the inquiry.
The Public and Commercial Services Union (PCS) believe the inquiry has strengthened our case highlighted
in our submission, that properly resourced compliance teams are crucial if the tax credits system is to operate
eVectively.

To illustrate the point the information below has been provided by Claimant Compliance OYcers (CCOs)
many of which worked in the Department for Work & Pensions (DWP) and have many years experience
interviewing fraudulent claimants.

In June 2003 PCS was made aware by the former head of Inland Revenue (IR), Nick Montague that there
was already at least 30% fraud in the New Tax Credit (NTC) system. The Claimant Compliance Teams
(CCT’s) in Britain dealt with 0.6% of the NTC take-up in the year 2003–04, meaning that 29.4% was still in
the system. Subsequent oYcial figures show that £13.8 billion is paid out annually in Tax credits, meaning
that at least 29.4% of the claims are estimated by the CCO to still be incorrect—a figure that equates to
£4.05 billion.

In that first year of NTC investigation the CCT s returned £5 for every £1 spent on them.

Since then however, PCS believes CCO role has been eroded so much that rarely carry out an interview
in a claimant’s home about a possible fraudulent claim. Instead they have been dealing with cases they
believe should never have been raised, where common sense could have been applied to solve the problem
and this has been coupled with a dramatic move away from face-to-face interviews for Living Together As
Husband and Wife (LTAHW) cases. These are one of the most common areas of tax credit fraud and failure
by HMRC in deploying adequate resources exposes the tax credit system to continued abuse and
undermines public confidence in it.
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PCS also fear there are further plans to erode the work by less experienced grades (former IR band E1)
undertaking this work and working in sections managed by a former IR band D, the grade that originally
undertook this work with the impressive results as stated above. Additionally PCS are aware of a project in
Northern Ireland where possible LTAHW cases were dealt with soley by correspondence—but have never
seen any published results. We would ask for these results to be made public.

In December 2005 a profile was run on the system to look for other adults at claimants’ addresses. This
profile raised in excess of 800,000 possible addresses. We have since been advised that of this 22,000 are
“good” cases where there is a real possibility of LTAHW.

PCS believe that the main thrust of a LTAHW examination/enquiry is the interview and they firmly
believe in order to ensure an eVective compliance system these interviews need to be maintained at the
appropriate grades and ought to be increased in number. PCS believes that these interviews need to be
completed by skilled civil servants of band D level. For example, one LTAHW result can save the
department between £5,000 and £15,000 (in some cases far more). A band D, CCO can save the department
the equivalent of a year’s wages with two successful LTAHW cases.

The Chancellor rightly presses the importance of closing the tax gap at every opportunity and we believe
the solution is obvious—in the field of LTAHW where major fraud exists.

PCS believe that we must retain suYcient band D CCO’s in order to interview claimants face-to-face and
resolve more fraudulent tax credit claims.

We also believe that while more band E1s should be recruited into Claimant Compliance Centres (CCC’s),
they should not replace bands D—but enhance and aid CCO’s, as well as taking on some of the examination/
enquiry work.

We have three concerns we would request the Committee ask Sir David:

1. Will he give an assurance that Claimant Compliance OYcers will remain at band D level and
continue with the face-to-face investigation of tax credit fraud, especially LTAHW, for the reasons
outline above?

2. Will he give a commitment that the move to primary and satellite oYces will be put on hold until
meaningful discussion has taken place over the future of Claimant Compliance, which will include
members of staV at all grades within the Claimant Compliance set up?

3. Will he give an added commitment that senior management in the Tax Credit OYce will adhere
to the jobs protocol agreement and consult with the trade union side over any proposed changes
to CCC?

March 2006

Supplementary memorandum submitted by Ian Lawrence, Public and Commercial Services Union

Firstly, may I express my appreciation to the Select Committee for allowing PCS the opportunity to
provide oral evidence which I hope was helpful in terms of supplementing our earlier written submission.

During the session I indicated that PCS would do it’s best to provide you with additional detail in a
number of areas. I have attempted to do so by matching our comments to the questions that were recorded
by the committee clerk as shown below.

Number of permanent and temporary staV dealing with tax credits and also how many are our members

PCS represents around 90% of the total number of c8,200 HMRC staV working on Tax Credits. We
estimate that there are around 3,700 staV working in the Tax Credit OYce (TCO) oYces at Preston and
Liverpool where our membership level stands somewhere between 88–90%. Our members at TCO are
organised into two Branches: Liverpool City Tax Credits and Lancashire Tax Credits. Within these, PCS
members elect their representatives to negotiate locally with TCO management and they do an excellent job
under diYcult circumstances.

We also represent members engaged in Child Benefit administration in Washington and Northern Ireland
and staV involved in processing work for TCO in various locations around the UK. These, together with
our members employed in Contact Centres are organised into various geographically based branches.

At the end of December we understand that the number of Permanent staV working on Tax Credits at
Preston and Liverpool and the Operational Service Units elsewhere were:

Tax Credit oYces 2,519.99 Full time equivalents
(FTE)

Operational Service Units 101.64 FTE

Total: 2,621.63 FTE
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Non-Permanent was:

TCO 244.59 FTE
OSU 908.76 FTE

Total: 1,153.35 FTE

It is also expected that further recruitment will take place this year at TCO/OSUs as follows, to result in
a year end forecast of:

Permanent

TCO 2,604.99
OSU 105.96

Total: 2,710.95

Non Permanent

TCO 709.22
OSU 985.74

Total: 1,694.96

Given the c30% of staV at TCO who are on Fixed Term Appointments (which typically fluctuate between
six and 11 months), and that the first six months membership of PCS is free, it is diYcult to provide an exact
figure of current PCS membership within the response timescale that was set by the Committee.

Details of variations of service in diVerent customer contact centres across the country (terms and conditions
opening hours etc)

The Tax Credit Contact Centres at Dundee, Peterlee, Bathgate and Merryhill, provide a service seven days
a week from 8:00–20:00. However, during peak periods they are supported by non-Tax credit Contact
Centres whose opening times vary substantially (ie some are open at weekends).

We believe that if hours were standardised this would enable a superior level of support to claimants. We
wish to engage with HMRC management on this issue in line with our earlier proposals to the 2004
Comprehensive Spending Review.

What weaknesses are there in the tax credit system in relation to fraud?

PCS reiterates its view that the highly sensitive issue of fraudulent activity is not solely relevant to the Tax
Credits System. The four areas of “criminal attack” that PCS highlighted at the TSC eg: Fictitious names
gleaned from other peoples documents, adoption of identity, use of fictitious dependants and Multiple
Identity Fraud, are those which are known to be commonly used by organised and/or individual criminals
on many systems involving personal identification, with or without financial transactions being involved.

PCS understands the need to ensure that information on this subject is provided and handled in a
responsible manner that meets the public interest. This is not served by the type of “sensationalist” reporting
that has recently appeared in the media, often as a result of pure speculation or, worse still, information
supplied by individuals who PCS are reliably informed, appear to be pursuing a particular political agenda.

PCS is happy to oVer a contextual view of the issues that can sometimes contribute to the possibility of
fraudulent activity on the tax credits system by criminals. We have however couched these in terms of
constructive solutions that we believe are worthy of consideration by the Committee and hopefully HMRC.

— We believe that there needs to be a reduction in TCO/Enquiry Centre (EC) reliance on manual
giros (because they are more open to fraud as well as loss or damage). Instead, consideration needs
to be given to introducing a method to enable a direct BACS transaction, which allows the interim
payment to be made into a bank account.

There is still an inability to bring manual giros to account on the system (ie so customer gets overpaid
when system payments issued in full). This happens on both pre-award cases and post award cases where
system payments breakdown and so manual payments have to be made to avoid hardship.

Enquiry centres should be provided with a manual award notice template for cases which cannot go
through to TCO for award. This is because of the diYculties caused for customers who need to claim some
“passported” benefits (eg school meals) where proof of the Tax Credits award is required to verify
entitlement.
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— Hijacked Identity and Mismatch cases—these cases take time to resolve and have to be dealt with
by specialist teams in Compliance and/or TCO. Yet the Enquiry Centre is faced with diYcult
handling (and not allowed to make hardship payments) whilst issue resolved. Even where (in a
Change of Circumstances case) these changes are corrected, staV have to manage the history aspect
(ie calculating themselves how the overpayment could have accrued).

— Introduce genuine same day payments direct from TCO—in reality, these currently take several
days in all but exceptional cases. This would reduce the reliance on Enquiry Centres making
manual payments, as they are currently the only option to help claimants who require funds
immediately.

The Tax Credits Core System does not show advisors when “cashcheques’ have been physically cashed
(only shows the date issued). This would be useful when dealing with enquiries regarding lost or stolen
“cashcheques”.

Do we have an estimation on what percentage or amount is fraud or claimant error, 460 million pounds is
estimation, although we believe it to be higher, what is our estimated figure?

PCS do not have access to any information that would substantiate or refute this figure. For the sake of
clarity I have looked at the statement that I made last Wednesday to the TSC, and I did indicate that “I had
heard speculation that this could be higher”.

I would expect that HMRC would be in a better position to advise the Committee on this question.

Why do some people fall oV the system around October and also what numbers?

I am able to confirm my initial answer to the committee that this is the period when renewals take place,
leading to a high number of people moving in and out of the tax credit system. This will inevitably include
claimants making fresh applications, those who are no longer eligible.

I have studied the recent exchanges between the representative of the Citizens Advice Bureau (CAB) and
TSC, and would obviously have some sympathy with the case history that was used. Nevertheless, it needs
to be remembered that the vast majority of the 6.3 million tax credit claimants receive what they are entitled
to, and on time.

PCS is broadly in agreement with the CAB recommendations, especially those which link in to our own
views about greater co-ordination between HMRC and the public/voluntary sector.

Is there another way of providing the childcare part of the tax credits payment?

PCS is unable to suggest any radical solutions on this issue at the present time.

Frank Field made the point about staV having to “trick” the system to suspend the overpayments, the
committee would like to know if we can provide further information on:

If this is HMRC’s procedure for suspending overpayments and whether it takes 40 extra minutes to do
this for each case, is this sustainable/eVective? If not, what do we suggest?

PCS has considered Mr Field’s comments and can only surmise that any “tricking of the system” relates
to localised “workarounds” that staV may be operating to overcome the problems we have already referred
to in relation to “Full Functionality” of the system. However, PCS would be pleased to see examples of this
if they exist.

One of the key measures for improvement among the six that the Paymaster General announced last year,
was that TCO will suspend recovery action that is currently taking place on a “Disputed Overpayment” case
until that case has been worked or a decision reached decided.

Recovery must be suspended on ongoing awards to prevent direct recovery being made by staV in
HMRC’s Debt Management and Banking directorate. Cases can be suspended in two ways, Auto
suspension and Manual Suspension.

Auto Suspension

We understand that a “one oV exercise” was performed by Cap Gemini on 06.11.05. StaV were apparently
given a list and guidance on how to identify these cases. Approximately 5,000 cases on the list provided could
not be auto suspended. These cases then had to be worked using the manual suspension guidance.
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Manual Suspension

Written guidance: “Suspending Recovery of Disputed Overpayment” is being used by TCO staV to
undertake this work. The Guidance is at least 10 pages long and is very complex and subject to constant
change. There are 3 types of recovery covered under Manual Suspension.

Direct Recovery—where the applicant is paying HMRC back directly because of household breakdown,
or is no longer entitled to tax credits.

In Year Recovery—where payments are reduced by HMRC due to paying the applicant too much at the
beginning of the award.

Cross year recovery—where HMRC reduce payments to repay overpayments from another year

Once a disputed overpayment case has been worked and a decision made on the recoverability of the
overpayment (either remit in full, part remit, or full recovery the next procedure followed depends on
whether the suspension was auto or manual. Payment suspension action and working a case through to a
decision on a disputed overpayment is complex and time consuming. It involves understanding and
following lengthy guidance and procedures relevant to each type of case. The current expectation is that an
experienced member of staV can undertake full disputed overpayment action on only 3 cases per day. (please
see our commentary below on “Targets”)

PCS’s understanding is that the work load created by suspending disputed overpayments was not
envisaged when the base lined funding for TCO staYng was agreed. The disputed overpayment work load
has significantly diverted resource from other essential areas of work within TCO. PCS believes this has had
a direct impact on the increased need for expensive overtime work in the Tax Credit OYce.

Current problems around Overpayments—views from our “frontline” members

The following is a summary of views and suggestions that PCS have compiled from the many submissions
that we have received from our members directly involved in Tax Credits work. I commend them to the
Committee.

1. Introduce wider access to the Customer Management IT Application so that all parts of the business
have the same information on the customer’s contact history.

2. The current Hardship framework for Enquiry Centre local payments does not allow the Contact
Centre advisor to know whether a payment will/will not be made when customer visits. The decision on
whether a payment should be made, and if so, how much, rests with the Enquiry Centre. Our members in
Contact Centres perceive that the framework allows for inconsistency (ie one Enquiry Centre might pay,
another might not on circumstances presented by customer).

3. Existing guidance requires regular updating in 3 key areas—Payments, Childcare and Residency—to
reflect supplementary guidance contained in Newsboards, Hot Issues, etc.

4. Enquiry Centres are often dependent on specialist teams within TCO to clear certain work-types—yet
they have insuYcient access to these teams so that they can check progress, and ultimately manage
customer’s expectation around likely resolution time.

5. Household Notes entries are often ambiguous, cannot be understood and/or contain jargon. Prevents
advisors from establishing accurately what current position is/what needs to be done.

6. Call Type Processes generally do not include any timescales (illustrative or otherwise) as to when the
particular task/activity will be processed. Advisors are therefore unable to manage customer expectation,
which leads to repeat calls—and often escalations and/or complaints.

7. Navigating through Call Type Processes can be diYcult and time consuming—and it is not always clear
whether the right one has been found. Use of a “search engine” would give easier and more accurate links
to the information required. It would also cut call/enquiry times and improve customer service.

8. Customers do not realise that payments are paid in advance when the due date coincides with a Bank
Holiday. This leads to confusion and additional (unnecessary) enquiries as customers seek reassurance.

9. Where Contact Centre advisors have to refer a case on to TCO via an electronic form, they have to
populate the e-form with standard customer identity information. This takes time and leads to basic
transposition errors. An automatic pre-population of the e-form would eliminate this and reduce
handling time.

10. It is diYcult for Enquiry Centre and Contact Centre staV to determine the exact status of manual
giros issued by the TCO. Household note entries only show when giro paperwork was completed and
despatched by TCO to Worthing TCABS (see above). This makes it diYcult when handling customer
enquiries.
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11. Delays in dealing with High Severity Verifications’ (HSV’s) causes problems for Enquiry Centre/
Contact Centre staV as they cannot resolve the failures themselves. Customer circumstance (eg low income /
dependency on Tax Credits) should feature in worklist prioritisation—ie introduce some sort of “Fast
Track” service for these vulnerable customers (similar to the service already oVered to Jobcentre Plus
customers).

Current Issues on Overpayment Recovery

12. Inability to recover overpayments which have arisen on ceased awards from any subsequent award
to new household(s). Customers do not understand the underlying principles of diVerent households—nor
HMRC inability to recover from any new award (even with customer authority) and this causes frustration.

13. Joint and several liability. Whilst Debt Management and Banking Service (DMBS) staV can explain
principles customers do not understand and/or accept this—main problem usually centres around who
received the Tax Credits payments and those who have previously been given incorrect advice (ie only have
to pay half). Other related issues:

— lack of clarity on notices issued (ie customers don’t understand whether amount quoted is “full”
amount or relevant “share”);

— correspondence automatically issued to both customers—even when one of them is “nominated”
recipient;

— confidentiality (where Time to Pay arrangement agreed for one customer, cannot divulge to the
other);

— sensitivity of recovering from surviving customer in deceased cases;

— where both customers make repayment, any excess is automatically refunded to the recipient of
the original credit.

14. Inability of DMBS advisors to give customers a full explanation of the reasons (or combination of
reasons) that have caused the overpayment. Customer has to be “handed oV” to Contact Centres (and
customer has to re-dial as no automatic facility to transfer call) and is often unhappy that this cannot be
handled by DMBS.

15. Double handling when customer advises DMBS they want to dispute or appeal against the
overpayment. DMB do not determine whether dispute/appeal is “genuine” or just a delaying tactic—
customer basically “handed oV” to Contact Centres. DMBS staV also need to understand when appeal or
dispute resolved and that collection can proceed. Household notes entries can be unclear.

Other Issues

Overtime

PCS members are being invited to work massive amounts of overtime to maintain the Tax Credits system.
Latest figures that we have obtained indicate that this typically involves weekend working as well as
weekdays.

We have already illustrated our opposition to the proposed 12,500 job losses across HMRC and believe
that overtime is immoral in this context. PCS calls for a clear commitment from HMRC to prevent the
excessive use of Taxpayers money on overtime which in our view, masks the need for permanent, well-skilled
jobs that have some certainty of tenure for the individual.

Use of Temporary Promotion

PCS also has an issue around the numbers and duration of Temporary Promotions that are in place
within TCO.

Our estimates suggest that nearly 300 staV have been acting in the higher grade with 40 of these in post
for two years or more. We are especially concerned at the high numbers of basic grade staV at E2 who are
acting in the higher E1 grade (we estimate 170 at last September). PCS calls for an urgent and comprehensive
joint review of staYng levels at TCO so that our concerns over the masking of the need for permanent jobs
can be addressed.

Targets at TCO

As I indicated last week, PCS has now received confirmation that individual productivity targets have
been introduced into Disputed Overpayment Work at the TCO.

Whilst PCS has seen an explanation from management, there has been no consultation about this with
PCS under the terms of the “Jobs Protocol Agreement” that I referred to last week. We are currently pressing
this with senior TCO management and are investigating claims that individual staV have been denied access
to overtime if targets are not reached.
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Fixed Term Appointments

In addition to the staV that are engaged on FTA contracts there are also 122 staV employed within the
Tax Credits & Benefits Services (TCABS) at Barrington Road Worthing.

Since TCABS was originally set up in October 1999 the section has increased substantially in size. It has
a major operational and developmental role and now deals primarily with the accounting and reconciliation
of Working Tax Credit (WTC), Child Tax Credit (CTC) and Child Benefit payments. TCABS also provide
a service for issuing clerically produced Cheques on behalf of Tax Credit OYce (TCO) and Child Benefit
OYce (CBO).

TCABS are situated within the Finance Business Stream owing to the fact that the main function of the
team is to ensure that payments made by HMRC are reconciled and that information fed into the
department’s accounting systems is verified as being accurate.

The staV are mainly clerical workers with 53 out of 88 (AA’s & AO’s) employed as FTA’s. Many of these
contracts have been extended more than once. Originally a number of FTA’s were employed to cope with
the issue of larger than expected numbers of manual payments. Although the levels have reduced from those
reported in previous years (500,000 in 2003) these remain a significant source of work and inevitably a
continuing problem to reconcile.

PCS has a number of issues that it wishes to draw to the attention of the TSC in the context of our wider
concerns over staYng and the administrative aspects of Tax Credits.

— There are continuing concerns about the interface between the work done within the Tax Credit
OYce and TCABS at Worthing. We understand that a review is currently being undertaken on
this.

— The level of manual payments still exceeds original estimates.

— There is continuing concern amongst our members about the readiness of the replacement for the
BACSTEL (BACS) system.

— The reconciliation of payments to the departmental accounts continue to be hampered by the
ongoing problem of multiple payments of Tax Credits.

— The need for interaction between the Tax Credit system and the new departmental IT system being
developed under Enterprise Resource Planning (ERP) will require specific links to be developed.
These must be robust and eVective to ensure that further problems do not occur.

— PCS believes that the above narrative provides a detailed example of how the continual use of
Fixed Term Contracts masks permanent staV deficiencies. The lack of stability in staYng with the
continued reliance on FTA workers has a detrimental eVect on staV morale and the image of
HMRC as a good employer

PCS hopes that the foregoing is helpful to the committee in their deliberations and we remain available
to provide any future assistance that we can to members of the Committee.

3 February 2006

Memorandum submitted by George Wilkinson, Realistic Regulation for Consumer Credit

I have noted with interest the comments made by various members of the Treasury Select Committee and
those appearing before it on the above subject.

I have a great personal interest in the above subject—as I have had to help my daughter wade through a
stressful, long-winded and most unsatisfactory treatment she has received from those administering this
system. In addition—the ultimate insult was a demand for overpayment and heavy-handed tactics in
collecting this. As usual—and as a father—I have had to support the resolution of this matter.

As a professional in the banking and finance sector for over 30 years—and one who has sought to improve
systems and operations in the sector—I have been appalled by the process. It has not been thought
through—tested—refined and more importantly the end user has not been consulted or paid attention to.
The banking sector comes under a lot of scrutiny for its mistakes—and I trust such a fiasco as the Tax Credit
administration is—will not be repeated. Bankers made judgements on future costs and income as part of
the credit granting process. It is not precise but can be made to work—especially if complexity is avoided.

It is possible that in any one tax credit year the following can happen:

— A claimant can be married, divored and have a new partner.

— The claimant—or any spouse or partner—can be living in the house or absent for periods.

— The claimant—or any spouse or partner—can be unemployed, fully employed or part time
employed.

— The children of the family concerned can increase in size—due to new birth or adoption—and
decrease in size due to coming of age. There can be additional children from another family
arriving and departing.
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— The income from work can fluctuate—be paid in arrears—be bonus related—or can even be the
subject of dispute with an employer.

— Childcare can be essential for one or more of the children—but then the childminder—the number
of children—and whether they need to go to school or not—can change.

All the above can have a dramatic eVect on the income and outgoings especially in a lower income
family—not on an annual basis—not on a monthly basis—but on a weekly or even daily basis. In addition
such changes as are expressed above have in the main to be communicated to the authorities.

If but a few of the break-up situations above occur then this is all at a time of distress as well as depending
upon a separating party to co-operate. Frankly its unworkable.

I understand that other countries—particularly France—have tackled the problem by granting quite a
high level of child allowance. This could be done here too—with a judicious ceiling plus making part or all
of the childcare taxable. This could be much simpler—and avoid unnecessary cost and bureaucracy. It might
even prevent those currently too distressed to claim to get what they need and be better targeted.

Childcare is a complex but important and a smarter/easier system should be possible. this should be seen
as a subset of the child allowance and be granted as a right based on a child’s age.

If this process and my alternative is modelled and costed properly—and simple methods are sought,
simulated and used—then the cost of administering this problematic system could be avoided. The thought
of designing solutions to the existing system—especially computer ones—to handle this is frightening and
would be very costly. Going back to basics is essential—and perhaps it might cost just a little more but work!

28 January 2006

Memorandum submitted by Redcar and Cleveland Borough Council

Introduction

1. The Treasury sub committee has requested responses to the six generic proposals for improving the
process of Tax Credits administration announced by the Postmaster General in May 2005. In the last few
days the Chancellor has announced a package of specific changes which it is to be hoped will alleviate some
of the harsher eVects of the Tax Credit system. It would therefore be diYcult to respond without taking
account of these changes given the directions of the sub committee that responses concentrate on
implementation of the May proposals, overpayments and proposed solutions for improvement of tax credit
administration.

Each of the six measures are commented on in turn and where applicable, appropriate reference is made
to the Chancellors proposed reforms.

The Six Measures

2. Improving claimant information, Duplication of award notices

HMRC are still failing in this area and could learn much from their counterparts in the DWP. Tax Credit
award notices would be much improved were they to incorporate the full details showing how awards have
been arrived at. Award notices showing only final income and tax credit figures do not assist the client or
the advisor to understand the workings of the calculations used. Fuller breakdowns would not only highlight
inconsistencies and errors in the assessments but play a part in assisting the client to understand better the
process behind tax credits.

2.1 Claimants provision of information on changes in circumstances

Recent proposals are to make it mandatory to report more changes of circumstances than at present and
in a shorter time thereby shortening the period over which an overpayment might occur. These measures
alone will be insuYcient if the client remains unaware of those details which are important to the
performance of a claim. The emphasis must therefore be on educating the client as to what information must
be notified to HMRC. That must be matched by an improvement in the HMRC systems for receiving and
processing such information. Conversations with helpline staV revealed that they have limited client
information on their screens and are in eVect little more than a conduit for passing the information to the
decision makers. EVectively, a client reporting a change of circumstances has no means of knowing exactly
when that change will be acted upon. The system might also be improved were it able to record and act upon
the clients advance notification of known changes in circumstances. Callcentre staV respond that the system
can only record changes as they occur. A system that can respond in advance to a known change of
circumstance will help reduce risks of overpayment.
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2.2 Improving the Helpline

It is imperative that the performance of the helpline be improved beyond those changes already
implemented. The helpline remains the only instant means of contact for the client and advisor but that
contact often results in frustration. As touched upon above, the helpline is a conduit and not part of the
decision making process so clients are left to ponder when their information will be acted upon. In addition,
helpline workers routinely respond they do not have fuller access to the full range of screens limiting their
ability to respond fully to enquiries and deal with problems. Representatives acting for clients are hampered
by an insistence that proof of representation be provided even where representatives provide their OYce
Identification number, a form of password supplied by HMRC itself. On occasions the refusal to respond
to respond to enquiries has even resulted in HMRC refusing to talk to one spouse unless the other was
present to give permission, a ridiculous situation given that any couple would be jointly and severally liable
for claims and overpayments.

2.3 Identifying IT system problems and processing

No comment to make

2.4 The role of the voluntary sector

In her written ministerial response the Paymaster General indicated that the role of the voluntary sector
was crucial in advising families receiving tax credits. We are unable to respond other than to say any such
proposals would be weighed carefully, especially if similar to those proposals for joint working with the
Jobcentre Plus. Our view would be that the level of any cooperation would be dependant on improved lines
of support and information from HMRC and a regard to the level of responsibility and participation
expected by HMRC.

2.5 Hardship

The Paymaster General announced that the Code of Practice on Overpayments would be reviewed to
ensure that recovery would be suspended in cases of genuine hardship. It is disquieting that the
announcement only talked of a suspension while the overpayment was being disputed and nothing of
improving the process of considering hardship with a view to waiving recovery. The code of practice states
that HMRC may decide not to recover all or part of an overpayment in cases of oYcial hardship and lists
many factors that should be taken into account. These include total means and expenditure, other debts,
the presence of children under five, to name a few. It is important that a claimant in such circumstances be
allowed the opportunity to bring to the notice of HMRC the detail causing hardship. Yet the forms provided
to claimants for the purpose of approaching the section which would consider hardship are inadequate and
concentrate on oYcial error. It is unclear how HMRC will be in a position to determine genuine hardship
unless the claimant is aVorded the knowledge or means of doing so.

Summary

From the perspective of an advisor it is diYcult to see how any future measures proposed will serve to
reassure clients or remedy what is perceived as the major defect in the tax Credit system, namely that the
system itself generates overpayments as a normal feature of its operation. A system that generates claimant
debt will continue to be viewed with suspicion and anxiety by those reliant on it. Those negative feelings are
not assisted by the failure of HMRC to provide the necessary information and guidance that would enable
claimants to better understand their entitlements. Claimants can never feel reassured that the Tax Credits
they receive are the correct amount.

The Tax Credit system lacks the transparency that exists with benefits administered by the DWP.

The sub committee has expressly asked that responses not concentrate on past administrative practices
and decisions but it is diYcult if not impossible to mention Tax Credits without reference to overpayments
and the lack of appeal. The lack of any statutory right to contest HMRC decisions, even through oYcial
error, does not rest easily with claimants or their advisors. It can be appreciated that such is the inevitability
of overpayments occurring that if a statutory right of appeal did exist HMRC would be swamped, a recipe
for administrative chaos. That said, the absence of statutory appeal rights and a reliance on a discretionary
process to recover or not to recover will not endear itself to claimants.

The recent proposals by the Chancellor to reduce overpayments are welcome but models are not yet
available to evaluate whether those proposals will be truly eVective in alleviating the problems with
overpayments. It is however arguable that these proposals will further serve to complicate and confuse
claimants perceptions of an already complex process.

It is submitted that claimant confidence and a fairer system would result from a return to a system of fixed
awards for finite periods similar to the system of Family Credit. This would aVord claimants the ability to
budget accordingly without fear of overpayments during the award period. Instead of annual assessment a
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period of six months be used with the full income for the past award period being used to assess the coming
award period. If retaining the need to report changes during the award period this would still have the eVect
of such changes only having eVect for the shorter duration of the award and not for the full year. In eVect
a hybrid system incorporating a shorter award period reminiscent of Family Credit with the overall means
testing element of Tax Credits. It would remove the administrative burden of full reconciliation for all
claimants at the financial year end as claims would be staggered throughout the year depending on the date
of claim.

Large numbers have applied for Tax Credits and the migration of those on benefits to Tax Credits is
expected to be completed by November 2006. However high take up statistics are not representative of a
universal approval of Tax Credits. Tax Credits are a treadmill. Once applied for and determined no
withdrawal from the process is possible even in situations where no Tax Credits are paid. Claimants are still
required to respond to HMRC for the process of reconciliation and to notify change of circumstance which
might provide entitlement. Perversely, a claimant can be liable to fines and penalties for failing to notify such
circumstances.

The Tax Credit system itself generates overpayments. Until this is addressed claimants will never feel
confident or secure with them. Fine tuning to reduce the impact of overpayments, in our view, is welcome
but is not addressing that adverse feature of the system.

December 2005

Memorandum submitted by TaxAid

We have limited our submission to points on specific areas of diYculty:

— In-year recovery of overpayments, and payment of underpayments

— Disputed recovery of overpayments

— Income reporting and income disregard

— Backdating, and time limits for notification

— Communication, and dealing with problems

In-year Recovery (Clawback of in year Overpayments)

1. We welcome the announcement that the recovery of in-year overpayments will be capped in the same
way as the recovery of overpayments from previous years, but regret that this will not take eVect until
November 2006.

2. We endorse the recommendations made by the Ombudsman concerning communication in relation to
overpayments, particularly in-year overpayments. Many claimants have complained that they first became
aware when payments ceased.

3. We would therefore like to see in-year recovery dealt with by:

— a period of grace of at least 30 days between notification being given to the claimant that the award
is being reduced or ceasing, and the reduced payments. This should allow claimants time either to
dispute the reduction, or to rearrange their finances where they can to avoid often
disproportionately large penalty charges;

— clear information about how the overpayment has arisen, how much it is, how it will be recovered,
and how to dispute this or to apply for hardship payments;

— a system to ensure that payments are not stopped or reduced before hardship payments have been
put in place, if applied for, or resolution of the dispute.

Underpayment Resulting from Error

4. If an underpayment occurs during the year (for instance, payments are not made to the correct bank
account), the computer system automatically spreads payment of the reinstated amount over the balance
of the tax year.

5. A system is required to allow such amounts to be paid as lump sums. If necessary such payments should
be dealt with manually in hardship cases, to avoid the spiral of debt which arises where families have no
financial “cushion” to cope with such gaps in payment.
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Disputed Recovery of Overpayments

6. We welcome the announcement that payments are to be continued while disputed recovery is
investigated. We consider that this is essential. Nevertheless, it will increase the amount of repayment due
if the overpayment is eventually upheld for recovery. We would like to see measures to limit the impact and
extent of possible increases:

— An agreed timescale for giving decisions on recovery of overpayment (eg 30 days);

— If recovery of overpayment is reinstated after investigation, automatic recovery will be for a larger
amount and often later in the tax year. Automatic capping of in-year recovery from November
2006 will help deal with this. In the meantime, automatic “top up” payments should be oVered in
these circumstances.

7. Given the extent of initial problems, and adjustments to the system now expected over the next 18
months, we would not wish to see any time limit imposed on claimants in disputing overpayments. Often,
claimants seek advice only because the initial problem has now been compounded by further errors or
diYculties—and the question of disputing the original overpayment arises at this point.

8. We also strongly urge acceptance of the Ombudsman’s recommendation that there should be an
independent appeals procedure to review decisions on recovery of overpayment.

Income Disregard, and Income Reporting

9. The increase from April 2006 in the “disregard” by which income can increase over that of the previous
year from £2,500 to £25,000 is expected to eliminate most cases of overpayment arising from increases in
income. We welcome this, but have the following concerns:

— The extent of this increase could exacerbate the problem with “in year” overpayments arising from
provisional payments based on prior year information. Pulling back the date for renewal
information to 31 August 2006 will reduce this, but only marginally. We therefore suggest a clear
programme of publicity and information to explain why early renewal, or providing income
information before renewal early in the tax year, is important to avoid overpayments where income
has gone up.

— There is no requirement to notify increases in income prior to renewal—and claimants attempting
to do so to the helpline are sometimes told they do not need to report it until the renewal notice.

— As noted above, the change from April 2006 will not alleviate the position of those who already
have substantial overpayments because of increases in income between April 2001–02 (the base
year for 2003–04) and April 2006.

10. The Paymaster General indicated that overpayments also arise from overestimates of reduction of
income. Until the capping of in-year overpayments is introduced, there remains a disincentive to report
promptly an increase in income late in the tax year.

11. Estimates of income are particularly diYcult for the self-employed. The self-employed are also more
likely to renew claims on the basis of provisional figures not finalised until January, so extending the period
of provisional payments. We are concerned that the complexity and uncertainty of the system for the self-
employed may have proved a disincentive to claim at all.

Backdating, and Time Limits for Notification

12. There is a time limit of three months for which claims can be backdated. This can result in asymmetry
as reductions in entitlement are automatically backdated to the time of the event, whenever notified. So a
couple claim will terminate at the date the partner left, even if notification is not made until four months
later, perhaps because of uncertainty about whether the separation is permanent. But the new (higher) single
claim can only be backdated three months—leaving a gap when payment would have been due if the correct
(new) claim had been made.

13. Where delays in notification result in overpayments on one claim, which would be oVset by a diVerent
claim if validly made, the practice of Inland Revenue compliance oYcers since April 2005 is to seek to collect
only the “net” overpayment. For instance, supposing John was receiving tax credits as a single claimant. He
moves in with Jane, but they fail to notify this for four months. John has been overpaid £800 of tax credits
during these four months. But under the new joint claim, the couple would be paid £100 per month. Inland
Revenue practice is thus to pay out £300 in backdating the new claim, and to seek to collect only £700 of
the £800 overpaid, recognising that there has been no overall “loss to the Exchequer” of £100 for the “gap”
month which would have been paid out under a (timely) new claim.

14. Claimants who spontaneously notify, but late, do not currently get the benefit of this treatment. We
suggest consideration should be given to making this practice general.

15. It is not clear if the proposed limit of one month from April 2007 will apply to all compulsory
notifications. This could give rise to practical diYculties eg:
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— the current requirement with regard to reduction of childcare costs is if the costs reduce by £10 a
week or more and the change lasts for at least four weeks;

— on a change of claim from a couple to a single claim, because there has been a permanent
separation. It may not be evident for some while that the split of the household is indeed
permanent. In practice, this will often result in an increase in entitlement on a new claim, but there
might be late notification of the end of the “old” couple claim.

— bereavement.

Communication

16. We support the recommendations of the Ombudsman with regard to information to be provided to
claimants, both to enable them to understand the awards and to know what steps are available to them in
the event of recovery of overpayments. The communication with claimants when payments are reduced (or
stop) has been poor. Notices currently do not give adequate explanation of:

— how the overpayment has arisen;

— how to dispute the recovery;

— the availability of “top up” or hardship payments.

17. We welcome the work the Revenue has been carrying out to improve the design and information of
standard forms and documents but are concerned at the time lags involved.

18. The revised version of form TC846 (Disputing recovery of an overpayment), which we have had the
opportunity to see in draft form, sets out more clearly the information the claimant needs to provide to
dispute a recovery. It also demonstrates the onus on the claimant:

— did you check your award notice?

— did you find there was a mistake?

— did you contact us about the mistake (if so, when?)?

— why do you think we made a mistake?

19. This message that claimants need to take responsibility for their claim should be reinforced by a much
wider communication exercise, as part of a general campaign of information. This is a key diVerence between
the tax credits system and earlier systems where claims were reviewed and entitlement decided by decision
makers (subject to appeal). This culture change is greatest for the poorest families who are most likely to
have claimed under earlier versions of Working Family tax credits etc. For some claimants, eg those with
literacy, numeracy or language diYculties, this level of responsibility may not be appropriate at all.

20. In particular, if claimants are to be held liable for overpayments involving oYcial error except where
it is reasonable for the claimant not to know that the payments were wrong, we consider this increased
responsibility needs to be:

— Clearly communicated to the claimant in advance.

— Supported by a more thorough system of computer cross-checks, to ensure that inconsistent
information, or situations where eligibility may be in doubt, are picked up early for pre-award
checking, rather than paying out and then seeking to recover.

— Supported by better use of information already available to government departments (Disability
Living allowance claims, Income support etc).

— Supported by clear and consistent definitions and information, both in paper guidance and on
the website.

— Based on suYcient information being provided to the claimant to check the calculation of the
award, and adequate warning given about keeping records of the date and time of contact with
the TCO helpline if they wish to rely on this.

21. Claimants are also required to make technical judgments in completing the form—for instance, is
their childcare “qualifying childcare”?—a definition which has changed several times. One claimant
commented: “If they’d told me I had to take a GCSE in tax credits eligibility before filling in the form, at
least I’d have known where I stood”.

22. While claimants may be expected to check information where they have notified a change, they might
reasonably expect that all other information on the notice would remain the same—but this is not always
the case. We await the results of work being done to reduce “multiple notices” and unexpected changes to
information.

23. We are concerned that changes relating to both entitlement and procedures should be adequately
publicised. We have particular concerns if changes to the procedures claimants are expected to follow are
made during the year, as many people will not consider the requirements of their tax credit claim except
during the renewal process. For some changes, specific information needs to be directed at relevant groups.
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24. This also applies to changes from year to year—once people have made a claim, they are not likely
to check the “small print” on renewal (for instance, to see if the definition of childcare, which they have
previously met, has been changed so that they no longer qualify).

Dealing with Problems

25. Improvements are still needed to the review process, and communication of this to helpline operators.
Operators are often not able to tell if correspondence has been received—as a minimum this should be logged
onto the central system, so that at least the claimant knows their query or complaint has been received, and
when they can expect it to be dealt with.

26. We would also like to see improvements in:

— Quicker dealing with queries and complaints.

— More informative correspondence—disputed recovery of an overpayment on grounds of oYcial
error is not adequately answered by a response which says “We have looked at your case and
decided that recovery of the overpayment is correct”.

— More accurate information from the helpline particularly about what has gone wrong—despite
substantial improvements it is still not suYciently consistent and reliable as the main means of
communication.

— A “whole case” approach in situations where multiple problems have occurred. Again, we endorse
the Ombudsman’s recommendation—a system where individuals have to contact the helpline time
and time again is ineYcient and frustrating for all concerned.

December 2005

Memorandum submitted by Mike Truman

1. Introduction

My name is Mike Truman. I am a Chartered Accountant and Chartered Tax Adviser. I edit Taxation
magazine, published by LexisNexis Butterworths, which has been the leading weekly tax magazine for over
75 years. I am, however, writing this submission in my personal capacity, and nothing in it should be taken
as a view from the magazine or the company. I have kept this submission focused on a central issue of
proposing a new PAYE-style system for paying tax credits and have not dealt with several “loose ends” that
this creates; if I can help the committee by dealing with those at a later date I would be more than happy to
do so.

2. Tax Credits or Benefit?

Tax credits have their origin in the benefit system, and the old Family Income Supplement. It is worth
questioning whether much has changed other than the line management of the people who administer the
system. Tax credits are claimed on a separate form, which applies a diVerent definition of income and
deductions, and which is processed by a diVerent oYce to the normal one dealing with the claimant’s aVairs
as a taxpayer.

Moreover, the experience of dealing with HMRC for those who are both claimants and as taxpayers will
be very diVerent. For employees in particular, the PAYE system is a world-class current-year highly
responsive deduction system, which ensures that the overwhelming majority of people have more or less the
right amount of tax deducted from their wages during the year, regardless of fluctuations in income. Most
basic rate taxpayer employees will have no tax return to complete, and have no real contact with HMRC
at all. There may be underlying issues about whether PAYE does in fact always deduct the right amount of
tax, but in general it is a system which is accepted and which works eYciently.

By contrast, claimants of tax credits always have to complete a claim form to start the claims process,
may well have to complete one every year, and frequently do not have the right amount paid to them, often
resulting in overpayments being clawed back. The raising of the threshold for adjusting to current year from
£2,500 to £25,000 will significantly reduce this, but is not supportable in the long term, as it gives the claimant
a “heads you lose, tails I win” result—if income is higher in the current year, the award can be based on the
previous year’s low income, but if income is lower in the current year, the award can be adjusted to reflect
this. As an appendix, I have included an extract from an article I wrote in the Dec 15 issue of Taxation
magazine explaining how a £15,000 pension payment can leave a couple with over a thousand pounds
MORE in net income over two years as well as the £15,000 pension fund. This particular loophole can (and
should) be blocked, but the underlying lack of incentive to work more than every other year cannot.
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I believe that the answer is a much greater integration of the tax and tax credits system, with the
introduction of a PAYE type system for making tax credit payments, and moving the entitlement to tax
credits onto a wholly current year basis. This will involve employers being responsible for paying the credits
(or, in most cases, oVsetting them against tax and NI deducted), but that is an obvious corollary of taking
seriously the status of these payments as tax credits.

The exception to this is the family element of tax credits. I suspect I will not be the only respondent to say
that this is anomalous and needs to be removed in one way or another from the tax credit system. My own
preference would simply be to abolish it, and make any necessary adjustment through child benefit.

3. Couples

One of the main problems in trying to adopt any form of PAYE-style system is the fact that the income
taken into account for tax credits is that of both partners in a couple. However, the April 2005 tax credit
statistics published by HMRC show that once the population is limited to those claiming more than the
family element, there are only just over 400,000 claimants where both partners in a couple are working. By
contrast there are close to 900,000 couples where only one partner works, and nearly the same number again
of single workers claiming more than the family element, so only 18% of this population of claimants have
two earned incomes.

Even in the two-earner couples, whilst the vast majority of the main earners are full-time (35 hours a week
or more), only about 175,000 of their partners work more than 24 hours a week. In an overwhelming
majority of cases, therefore, there is either only one income, or one main income, that is taken into account
in calculating the tax credit.

4. How a PAYE Tax Credit System Would Work

The structure of the tax credit system is that a maximum level of credit is first calculated based on personal
circumstances such as the number of children, which is then tapered away at 37% once income exceeds a
threshold. The PAYE system collects tax by applying a tax rate or rates to the income which exceeds a
threshold of tax-free income. The two systems are therefore similar, although not completely analogous.

Within the PAYE system, where earnings are the main source of income, but other income, benefits, or
indeed deductions, have to be taken into account they are “coded out”—taken oV or added to the tax-free
threshold income. PAYE also works out the tax liability on a cumulative basis, so that fluctuations in income
during the year are accumulated to ensure that the right amount of tax has been deducted at the end of it.

A similar approach could be applied to tax credits if they were paid by employers and oVset against the
PAYE they deducted from salary. A simplified example is set out below as Example 1, and then taken further
in Example 2.

5. Example 1:

Assume the income threshold is £13,000, and that Ms A has a maximum tax credit entitlement of £4,800.
She has a salary of £18,000 a year, and she has £1,000 of other income or benefits that need to be taken into
account for tax credit. She is single for tax credit purposes.

HMRC would have calculated the £4,800 entitlement from her claim form. They would also note from
this the £1,000 of other income, and would deduct this from the income threshold. They would therefore
report to the employer an income threshold of £12,000 and a maximum entitlement of £4,800.

In the first month of the tax year Ms A would earn £1,500, and her PAYE would be calculated as usual.
A further calculation would then compare her income to the income threshold, and calculate her tax credit
as follows:

Income in April 1,500
Threshold (1/12 x 12,000) 1,000

Balance 500

Taper w 37% (185)
Tax credit maximum (4,800 x 1/12) 400

Tax credit paid in April 215

The £215 would be added to Ms A’s pay, meaning that her net pay reflected both the tax to which she was
liable and the tax credit to which she was entitled.

6. Example 2:

Suppose that in the following month Ms A’s gross pay increases by £1,200 a year, £100 a month. If the
tax credit calculation is carried out on a cumulative basis, like that for PAYE, this automatically gets taken
into account.
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Cumulative income April & May 3,100
Threshold (2/12 x 12,000) 2,000

Balance 1,100

Taper w 37% (407)
Tax credit maximum (4,800 x 2/12) 800
Cumulative tax credit due 393
Less already paid in April (215)

Tax credit paid in May 178

The change to take home pay resulting from the £100 increase in pay during May would be:

Net increase in pay after 22% tax and 11% NI: 67
Decrease in tax credit (215–178) (37)
Net increase in tax free pay 30

This, of course, correctly reflects the combined marginal rate of 70% that aVects someone aVected by
tapering of credits, and shows that a system such as this would automatically ensure that the correct amount
of tax credits would be paid on a full current year basis, in exactly the same way as PAYE. It should be noted
that if income had fallen by £100 the same cumulative process would have ensured that in the same month
tax credits would have increased by £37 to compensate, so that the net reduction in take home pay would
only have been £30. Whilst the calculations may look complex, they are easy to program into the computer
software which most businesses are now using for payroll, and which will have to be used when online end
of year PAYE filing becomes mandatory in a few years time.

The practice of “coding out” other income can also be used to account for the pay received by the lower-
earning partner of a couple. That would have to be estimated, and might give rise to an underpayment or
overpayment at the end of the year, but the statistics given above show that this would only aVect about
18% of working families, and that less than half of these are working more than 24 hours a week, so the
potential for significant under or overpayments is reduced.

7. Executive Summary

The present tax credit administration is not integrated into the tax system. The recent increase to £25,000
of the income increase disregard is unworkable in the long-term. A PAYE-style approach would allow tax
credits to be administered on a fully current year basis, integrated into the tax system, and to be immediately
responsive to changes in income.

December 2005

Letter from HM Revenue and Customs to Mr Mike Brewer, Institute for Fiscal Studies, provided to the
Treasury Sub-Committee by Mr Brewer

Dear Mr Brewer,

FOI Request Relating to “Tax Credit Package” Announced in PBR 2005

I am writing in connection with the request you made on 9 December 2005 under the Freedom of
Information Act, about the tax credit measures announced in PBR 2005.

Question

1. What information does HMRC hold about the likely costs of the PBR package in 2009–10 and
2010–11?

2. What information does HMRC hold about the likely cost in 2006–07, 2007–08 and 2008–09 of
increasing the earnings disregard in tax credits from £2,500 to £25,000?

3. What information does HMRC hold about the implications of the PBR package on HMRC’s costs of
administering tax credits in 2006–07, 2007–08 and 2008–09?

Answer

1. The estimated cost of the PBR 2005 tax credit package in 2009–10 and 2010–11 is "£50 million and
"£150 million respectively.
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2. The increase in the disregard from £2,500 to £25,000 from April 2006 is part of a package of measures
announced in the 2005 Pre-Budget Report that is expected to have the following Exchequer eVect: "£100
million in 2006–07, !£200 million 2007–08 and !£50 million in 2008–09 as set out in table 1.2 of the 2005
Pre-Budget Report.

The eVect of the changes to the tax credit system depends on the sources of overpayments of which income
rises above the disregard is only one. However, there is only limited information available on the sources of
overpayments as the only year for which HMRC has complete data is 2003–04. This is not a typical year,
and one of the reasons for that is that the initial income information used in calculating awards was two
years old rather than one year old as it is for all future years.

The lack of representative data makes costing the individual elements of the package diYcult. Moreover,
there are uncertainties around the behavioural response to the measures and importantly significant
interactions between the diVerent elements of the package. While the overall cost of the package is not
aVected by the order with which the changes are modelled, the costs of the individual elements of the package
are aVected. It is therefore very diYcult to produce an accurate disaggregation of the overall costs.

Taking these factors together, while the overall Exchequer eVect of these reforms as a whole can be
modelled with suYcient certainty, it is not possible to produce reliable estimates of the cost of the individual
elements on their own.

However, you have requested information that HMRC holds about the likely cost in 2006–07, 2007–08
and 2008–09 of increasing the earnings disregard in tax credits from £2,500 to £25,000. The information
which does exist consists of calculations and estimates provided in the course of consideration of policy
options, and we consider it to be exempt from disclosure under section 35 of the FOIA. Section 35 of the
Act exempts information if it “relates to the formulation or development of Government policy”.

In applying this exemption we have had to balance the public interest in withholding the information
against the public interest in disclosing the information. In this case we have concluded that the public
interest in withholding the information outweighs the public interest in disclosure. In order to ensure that
the Government’s policy decisions are of the highest quality, it is vital that PBR and Budget costings are
based on sound advice reflecting full and frank discussion and analysis. We consider that disclosure of the
information you have requested would in future impact on the ability of oYcials/experts in providing
suYciently free and frank advice.

3. The department does not hold information that separately identifies the eVect of the PBR package on
HMRC’s costs of administering tax credits.

16 January 2006

Supplementary memorandum submitted by HM Revenue and Customs

Further Information Requested at the Hearing on 19 April 2006 and Information Outstanding
from Visit to Preston TCO and the Previous Hearing on 1 February, 2006

Q 458: Sir David undertook to keep the Sub-Committee informed on improvements to the awards statements
customers receive; in particular, how the new “playback” system has improved things for customers.

Currently claimants receive a finalisation/renewals notice that contains a playback or history of their
award at the previous year-end. A full Playback will be introduced in November 2006, as part of release 9
and will mean that a claimant’s finalisation/renewals notice from April 2007 will contain information on
their award throughout the previous tax year.

Q 479 and 482: Analysis HMRC has done on the number of families claiming tax credits who will have
increases in income of between £2,500 and £25,000 a year.

Analysis based on data from the first two years of the system’s operation indicates that about 600,000
families will benefit from the increase in the disregard. Two-thirds of those beneficiaries will be in the bottom
30% of the income distribution.

Q 483: The baseline figure underlying HMRC’s estimates of the cost of the PBR package.

The baseline forecast of tax credit spending published by the Treasury in the Budget and PBR does include
a number of assumptions, including economic determinants as shown in Annex A of the document as well
as, for example, levels of overpayments in future years.

Experience of overpayments has been limited. The costing for the Pre Budget Report package was based
on data from the first year and some early information on the second year of the system’s operation as the
Paymaster General made clear in her statement of 5 December 2005. In the absence of other data the best
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judgement we could reach was that overpayments would remain broadly constant at 2003–04 levels. In
addition, as also mentioned on 5 December, we estimated that the package of measures should reduce these
overpayments by around a third once fully implemented.

Q 572: Figures to back up Sir David’s assertion that HMRC has made “a substantial reduction” in the number
of disputed overpayments.

The following table shows the number of disputed overpayments (rounded to the nearest 1,000) on hand
in Tax Credit OYce at the end of each month between April 2005 and March 2006. There was a notable
increase in the numbers on hand in the months of November and December 2005, in the main attributable to
the introduction of manual suspension of recovery in disputed overpayment cases. There was also a smaller
increase in the numbers on hand in February 2006 as Tax Credit OYce worked through the last of the
renewals relating to the 2004–05 award period. However, with the exception of these increases there has been
a sustained and substantial decline in the numbers on hand throughout this period.

Month Number of DOP on hand

April 2005 142,000
May 2005 136,000
June 2005 115,000
July 2005 102,000
August 2005 79,000
September 2005 55,000
October 2005 44,000
November 2005 54,000
December 2005 58,000
January 2006 44,000
February 2006 47,000
March 2006 38,000

Q 572: The criteria applied by HMRC in deciding which overpayments from the first year of operation of
tax credits to write-oV.

See answer below to question 3 in the request for additional information from the Tax Credits OYce
Preston.

2. Request for Additional Information from Tax Credits Office, Preston

1. What is the percentage of claimants who have their tax credits paid into Post OYce Card Accounts?

Tax credits are currently being paid into around nearly 150,000 POCA accounts.

2. Richard Summersgill outlined the top 3 reasons for overpayment. Can you provide a percentage breakdown
of the proportion of overpayments resulting from each reason?

The Paymaster General’s written statement of 5 December 2005 (Col 56WS) explained that overpayments
result from a number of factors:

— income rises from one year to the next;

— families overestimating the extent to which their income has fallen when they seek extra support
during the year;

— provisional payments made at the start of the tax year, which are based on out-of-date information
that is subsequently updated when the award is renewed; and

— delays in reporting changes in families’ personal circumstances to HMRC.

From the data currently available it is not possible to produce reliable estimates showing the relative
importance of these factors in explaining overpayments. This is because there are significant interactions
between the diVerent factors, for example a family could have had a rise in income above £2,500 as well as
a change of circumstances that reduced entitlement, and both of these could contribute to an overpayment.
However, our broad estimate is that together the first three factors account for around two thirds of
overpayments.
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3. Can you provide a detailed outline of the criteria being applied under the streamlined procedures used for
assessing disputed overpayments?

Significant problems during the initial period of operating tax credits generated significant numbers of
overpayments made in error, which in turn resulted in a much higher than expected volume of requests for
oYcial error relief. The department’s initial response was to increase the number of staV examining cases
for oYcial error relief, however, this work relies on well-trained staV and it was not possible to increase
capacity quickly enough to deal with the volume of requests we were receiving. An increasing backlog was
causing distress for claimants and urgent action was required to handle the volume of disputed cases.

The introduction of streamlined procedures for a limited period was our response to this problem. The
intention was to preserve the existing policy and conditions for relief, clear the backlog of cases and respond
to claimants as quickly as possible, while minimising the loss to public funds through giving more relief than
a claimant would receive if the case were subjected to detailed examination.

The streamlined procedures were designed to give relief in all cases where certain easily identifiable
indicators pointed to a likelihood that relief was due and a relatively low risk of giving relief to claimants
who were not entitled to it. Previously, while we were still operating the streamlined procedures we refused
to publish details of the streamlined procedures on the basis that they involved a risk-based approach that
meant we would not check low-risk claims in detail. Now we have ceased to use the procedures this logic
no longer applies, not least because—given other changes to the procedures for dealing with disputed
overpayments such as the introduction of suspension to recovery—we would not envisage using a the same
matrix in future.

The streamlined procedures relied on a risk matrix based on modelling work that demonstrated a clear
correlation between the number of award versions received by a claimant and the likelihood that oYcial
error was due. Under the risk matrix oYcial error was granted where:

The overpayment is and There are at least:
£600 or less 4 award versions
More than £600 and less than or equal to £1,300 5 award versions
More than £1,300 and less than or equal to £2,000 6 award versions
More than £2,000 and less than or equal to £3,500 7 award versions

Those cases that did not fit these criteria were selected for detailed examination.

4. Can you provide information on planned IT updates?

The Treasury provided information on planned IT changes in supplementary evidence to the Committee
in March.

5. What are the legal grounds on which a claimant can dispute the recovery of an overpayment or appeal a
decision? Can a claimant apply to the courts for judicial review against HMRC’s decision to recover an
overpayment?

The Code of Practice on Overpayments (COP26) states that if a claimant is unhappy with HMRC’s
decision they may wish to contact a professional adviser or an organisation like Citizens Advice to consider
what options are open to dispute the recovery, including action through the courts.

6. How does the TCO apply the “reasonableness test” in practice? Do you have an HMRC-wide working
definition of “reasonable” in this context, in order to ensure it is applied consistently? If so, is it written down?

The vast majority of overpayments are properly recoverable. In a minority of cases, where there was
oYcial error and the claimant could have reasonably thought their payments were correct, or where there
is hardship, we may reduce the amount we recover, or write oV the debt. In all cases TCO suspends recovery
while it deals with the dispute.

The revised version of COP26, published on 6 April, includes a clearer statement of how HMRC applies
the reasonableness test. It lists the details on the Award Notice that HMRC believes it is reasonable to expect
a claimant to check. Provided claimants have checked these details, HMRC would normally agree that the
claimant could have reasonably assumed their payments were right. The checklist also appears on the new
one-page guidance notes, which are issued with Award Notices.
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3. Further Information Requested at the Hearing on 1 February 2006 Following Oral Evidence
from Paymaster General

Q 320: Mr McFall: You gave an answer on the number of people, I think it was about 160, who had been
convicted of fraud. What percentage is that 160 of the false claims made?

The 160 convictions referred to relates to historical data from April to November 2005.

To provide Mr McFall with a figure to show the number of convictions as a proportion of the number
of false claims would not give a clear picture of the full range of activity being carried out by HMRC to
tackle error and fraud in Tax Credits.

HMRC use a number of sophisticated risk assessment techniques and tools to detect claims that contain
error or fraud and wherever possible, this compliance activity is aimed at preventing these claims from being
paid. If error or fraud is detected HMRC investigate and follow this up with those responsible. Where
appropriate HMRC may use its powers to charge a penalty, and in the most serious cases secure a criminal
prosecution. In these circumstances one investigation can cover a number of false claims.

Q 324: Jim Cousins: All of that is extremely interesting and helpful but the Committee has had evidence that
there are a substantial number of staV who are working on fixed term contracts, which is obviously not the best
practice. Are you able to give the Committee some idea of changing that, of reducing the number of people on
fixed term contracts, obviously not by getting rid of them all but by putting them on a more secure basis?

Broadly speaking, HMRC uses Fixed-Term Appointments for three purposes: seasonal; tactical; and
strategic. Seasonal appointment of FTAs enables HMRC to manage high peaks of work which might occur
regularly but too infrequently to justify the costs of permanent appointment, for example during the tax-
credits renewals period. Tactical appointment of FTAs enables HMRC to manage special one-oV tasks
outside of our daily routine, for example to help us cope with the serious backlog of disputed tax-credits
overpayments. Strategic appointment of FTAs occurs where managers expect that current levels of staYng
in a work area or geographical location will diminish and it is desirable to manage the transition to new
works areas or locations sensitively, to avoid the human-resource implications (disruption and costs)
associated with reducing or moving numbers of permanent civil servants. In Tax Credit OYce, Fixed term
Appointments are currently being used for seasonal and tactical reasons.

Q 328: Lorely Burt: Finally, can I ask what action you are going to take in response to the Ombudsman’s
recommendation number eight, which is about the information that should be given to customers when they have
been overpaid?

A further major software release in April 2006 enabled us to start issuing the new award notice and more
simplified guidance notes. The voluntary groups have helped to shape the content and presentation of these,
which will make a real diVerence in helping claimants to understand their award. The award notice explains
in more detail how the award is made up, the payment schedule and details of how payments are aVected
by any ongoing or new recovery action. The guidance notes are much simplified and give greater prominence
to overpayments and recovery, the availability of COP26, waiver and additional payments.

We also published the revised COP26 in April 2006. This includes a more comprehensive explanation of
the reasonable test and details of changes in the way we make additional tax credits payments—now
available following an income increase and in year recovery rates are now in line with the cross year recovery
rates (this will be an automated system function from November 2006).—a TC846 (dispute form) is issued
with COP26 and a revised TC846 is currently being developed and will be available shortly.

Q 371: Peter Viggers: Yes. On 12 September, you said, “No complete analysis exists of oYcial error causing
or contributing to overpayments.”

Dawn Primarolo: That is true.

Q 372: Peter Viggers: This has been studied. Can you give us an estimate of when such an estimate will exist?

The Paymaster General was referring to the work on fraud error in 2003–04 which was trailed in the
Comptroller and Auditor General’s Standard Report on the Accounts of the Inland Revenue 2004–05. The
plan is to publish the work on Fraud and Error in the coming months. This is based on the detailed
examination of a number of randomly selected cases.

However, it will not provide an answer to this particular question. It is diYcult to establish from tax credit
records whether the claimant or the department is responsible for a particular error, for example, whether
information was incorrectly reported or incorrectly recorded. Consideration is still being given to whether
it will be possible to give a meaningful breakdown of the estimates of error between oYcial error and
claimant error for future enquiries.
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Q438: Ms Keeble: Do you have any figures on the claw-back of overpayment of the childcare element?

Child Care is paid out with Child Tax Credit although it is in fact a Working Tax Credit. The element is
not separately identifiable within an overpayment & therefore we could not say how much has been
recovered.
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