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Oral evidence

Taken before the Treasury Committee
(Treasury Sub-Committee )

on Wednesday 25 April 2007

Members present

Mr Michael Fallon, in the Chair

Ms Sally Keeble Mr Mark Todd
Mr Andrew Love Peter Viggers
John McFall

Witnesses: Mr Frank Haskew, Head of Tax Faculty, Institute of Chartered Accountants in England and
Wales, Mr Robin Williamson, Technical Director, Low Incomes Tax Reform Group, Mr John Whiting,
Chartered Institute of Taxation and Ms Kate Green, Chief Executive, Child Poverty Action Group, gave
evidence.

Q1 Chairman: Can I welcome the four of you to the
Sub-Committee. Could you identify yourselves
formally for the shorthand writer, perhaps starting
with Mr Haskew?
Mr Haskew: I am Frank Askew, I am the Head of
Tax at the Institute of Chartered Accountants.
Mr Whiting: John Whiting, Chairman of Tax Policy,
Chartered Institute of Taxation.
Ms Green: I am Kate Green, Chief Executive of the
Child Poverty Action Group.
Mr Williamson: Robin Williamson, Technical
Director of the Low Incomes Tax Reform Group of
the Chartered Institute of Taxation.

Q2 Chairman: Thank you very much. We have a
series of questions for you. Please do not feel that
you all have to answer each question. If you try and
move it between you, that would help us
enormously. Perhaps I could start by asking the tax
practitioners what impact has the eYciency
programme had on your interaction with HMRC?
Mr Haskew: If I start, I am sure John will chip in. As
I think you know, we sent a written submission to
you in which we have actually tried to do our own
survey in relation to the service standards of
HMRC.1 In doing that we are trying to adopt a
constructive approach to it, because we feel that
there needs to be some independent scrutiny, but we
are also very concerned about HMRC’s cost
reduction programme and eYciency savings and
that it is too much of a task for HMRC to actually
improve services. We are still working on the survey
as we speak. We have had to do it in a very short
timescale and we are still analysing the results. In the
submission we made we gave you a few headline
figures, but what we seem to be coming up with is
that pretty much 65% of our members feel that the
merger of HMRC has not improved services and
about 45% of those people seem to think it is getting
worse, about 25% of those people think it is about
the same, but also 71%t feel centralisation has gone
too far and 79% feel that the lack of HMRC oYcers

1 Ev 91.

and contacts is making their job much harder than it
was previously. All in all, our evidence so far is that
on the ground the eYciency savings are resulting in a
deterioration of service, which is obviously a serious
issue for UK tax generally, and it is something that
we do want to work positively and constructively
with HMRC to try and address, bearing in mind that
they are not masters of their own destiny in relation
to the overall budget.

Q3 Chairman: Kate Green, what is the equivalent
impact on tax credit claimants of the eYciency
programme?
Ms Green: It is quite diYcult to connect the
eYciency programme directly with service quality
standards, and, of course, tax credits, being a much
newer product area for the Revenue, we cannot
really see a long track record of performance and
whether that has improved or deteriorated in the
way that we can in relation to tax. I think we have
also got to acknowledge that, of course, in the early
days of the tax credit scheme—around—2003 the
Revenue were grappling with incredibly diYcult
problems and it is fair to acknowledge that some of
those situations have improved. More resource is
being put into the helpline, for example, and that has
certainly served to improve quality of standards, but
I think people still find contacting and
communicating with the Revenue a diYcult
experience, both tax credit claimants and those who
advise them, including advisers in the voluntary
sector. They also, of course, find that the
information can be quite diYcult to understand, that
is the written information but also oral
communication with the Revenue too.

Q4 Chairman: Robin Williamson, HMRC has so far
reallocated some 3,000 staV to frontline operations.
Are you able to assess how that reallocation has
improved the frontline service to customers?
Mr Williamson: There again, as Kate was saying, it
is diYcult to connect any particular developments in
service quality with cuts or reallocations directly. We
have observed certainly some improvement in the
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quality of service given to tax credit claimants,
though there still remains a very long way to go,
probably owing to the huge complexity of the system
and also owing to particular trends like the steady
withdrawal of face-to-face service within Revenue
oYces and steady withdrawal also of home visits.
One of our sister charities, Tax Help for Older
people, is sometimes telephoned by local Revenue
oYces with whom they have a relationship asking
them if they will go and see a particular person to
whom they would very much like to give a home visit
but cannot owing to resource constraints. In
summary, if there is an increase in revenue staV on
the frontline we would certainly welcome it, but
maybe the general complexity of the systems, both in
tax credits and in tax generally, is out stripping the
ability of the Revenue to allocate people to the
frontline.

Q5 Mr Todd: Are the HMRC actually retaining the
right people in this programme? Are they losing the
more experienced staV who are better able to cope
with the more complex issues that people wish to
talk to them about?
Mr Whiting: I think that is a very good question.
From our own polling of our members, it is certainly
something that people say is the case. It is very
diYcult, of course, to be statistically valid or sure
about it, but there is undoubtedly enough consistent
feeling coming back that says there is a loss of
experience within HMRC. It may be down to a lot
of factors: the tax code getting more complex,
having to cope with additional things such as tax
credits, the fact that you may get through to
somebody who was originally a VAT oYcer and
now you are asking him or her to deal with direct
taxation. So there can be a lot of factors within it, but
undoubtedly our members do report that it is more
diYcult to get good interaction with somebody who
can answer the question that they want to deal with.
Very often they do not get the answer the first time
on the helpline or letters have to go round the houses
a bit before an answer comes back.
Mr Haskew: That is certainly our experience as well.

Q6 Mr Todd: There have been some surprisingly
vigorous local campaigns to protect tax oYces,
making HMRC staV almost local heroes, which one
had not anticipated them being. What are the risks
of closing local oYces in terms of ability to interact
with HMRC?
Mr Whiting: Probably most felt, I suspect, by my
colleagues to the left when you are talking about the
unrepresented, but even the agents will find it
diYcult at times when they do value the local
dealings, although really what the agent wants is to
have a quick, reliable way of interacting with the
Revenue. In this day and age of email, for example,
one of the things a lot of our members ask for is
email contact with a local Revenue person. Of
course that local Revenue person might be the
person assigned to their firm, who does not have to
be sitting anywhere near, because local can be just at
the end of the email or a good agent’s helpline.

Q7 Mr Todd: So where the geography might make a
diVerence, what are the risks?
Ms Green: I think there is a real wish for greater
provision of face-to-face advice for low income tax
credit recipients, and, of course, HMRC was not
originally designed around that concept of high
street face-to-face advice. So, what we even began
with was a network of walk-in inquiry centres that
were eVectively the wrong kinds of oYces in the
wrong kinds of places, or, if they were in the right
places it was by accident rather than design, and that
has particularly left some of the more geographically
disadvantaged communities or, for example, rural
communities particularly all served by what was
there anyway. What we have now got is a
rationalisation programme where I think the
Revenue are doing their best to rationalise logically
in a way that seeks to provide face-to-face advice as
much as it is reasonably possible to do in the right
places but which is going to take a situation that was
not good to start with and, inevitably, make it rather
worse. I think it is also important to note that many
claimants would tend to interact with the state not in
a revenue oYce but more likely in a Jobcentre Plus
oYce, and we are continuing to feel quite anxious
that staV in Jobcentre Plus oYces are properly
trained and equipped to discuss and advise on tax
credits matters too.
Mr Haskew: I think there is an element of
segmentation here as well. Certainly in terms of
agents and our members, what they really want is to
be able to deal with somebody they either know or
have regular dealings with who they can trust and
feel they are going to get an answer from that is
going to work, and I do not think they feel that any
more. I do not think that person necessarily has to
be in a local oYce. Email has transformed the way
we all do business. I think HMRC are a long way
behind in email, but email, I think does oVer a way
forward in restoring some of the personal contact
and the ability maybe to get things dealt with.

Q8 Mr Todd: Mr Williamson, briefly.
Mr Williamson: So far as unrepresented tax payers
are concerned, I think they face very much the same
sort of problems as unrepresented tax credit
claimants. If they are using an inquiry centre, then
they face long journeys in rural areas sometimes
getting to them. If that inquiry centre is closed down,
then they might face an even longer journey getting
to the next nearest one. When they get there, they
might find that they are not able to join a queue and
get the advice they wanted and leave having got an
answer to their question, as they were previously:
they might be encouraged to ring a helpline or go on
the Internet. They might not be comfortable doing
either. They might want actually to see somebody
face-to-face, as they were able to previously,
particularly in the better run oYces. They can no
longer do that.

Q9 Mr Todd: Mr Haskew, in your organisation’s
submission you refer to a lack of adequate support
mechanisms to deal with oYce closures. What did
you mean by that?
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Mr Haskew: I think we are referring there
particularly to the fact that we seem to have moved
away from the classic district structure to a call
centre approach where agents are eVectively treated
the same, if you like, as tax payers, where there is no
diVerentiation in the service being provided. For
agents I do not think that is good enough. We need
a better service than that. We seem to have replaced
the traditional structure which relied on those
personal contacts and confidence in people, with a
call centre structure where it is very diYcult to get
the right answer and speak to the right people. What
we are looking for really is to try and improve the
support structure, certainly in our case, for agents.

Q10 Mr Todd: The consultation that has been
undertaken so far, have all of your organisations
been contacted in some way or another and
consulted, or none of you, or to what extent?
Ms Green: This is in relation to the provision of high
street networks?

Q11 Mr Todd: The closure programme.
Ms Green: We have a voluntary and community
sector advisory group which meets regularly with
Revenue oYcials, and that is being used as the means
of discussion with our sector about e-plans and
respective closure of the Revenue’s oYces and,
indeed, also the kind of service that will be oVered in
those oYces that remain open. It is also the case that
when the closure programme was first decided upon
Revenue oYcials made the eVort to contact certainly
my organisation and, I imagine, others directly to
inform us that an announcement was about to be
made; but I think we are not really in a position
where we able to give much input into how you
might design a network and where you might have
it. I think it is more that we are being informed and
asked to make the best of a situation rather than we
are able to have much real input into where and
when you might want to have oYces opened or
closed.
Mr Whiting: I have no doubt any consultation has
been patchy. I think one sees that a certain amount
through the Working Together network, but there
has not been a lot of direct, organised consultation
on when and how an oYce might be replaced,
although, that said, I think lessons are being learnt
and there is more discussion going on now.
Mr Haskew: Our survey is showing about 88% of
our members, I think, did not feel they had been
adequately consulted in relation to eVectively the re-
organisation programme; so I think the message has
not probably got out to our members. HMRC is
clearly learning, I think, from a lot of this and a lot
of the measures, things like the Agents and Advisors
Unit. We are working much more closely with
HMRC, in a sense, at national level to try and
address and resolve these sorts of issues, which we
very much welcome. I am still not sure that on the
ground it is filtering through in quite that same way.

Q12 Mr Todd: The substitution of direct contact
with call centres, what has been your experience of
that so far? Has that been a positive and acceptable
alternative or negative?
Mr Williamson: It is very diYcult for people who are
perhaps older tax-payers, who may have hearing
problems, who are being pushed to use a mechanism
which they may be very uncomfortable using
because of their particular disability. Again, we
come back to the problem of face-to-face. A
commitment was made on behalf of the Government
to tax credit claimants during the House of Lords
stage of the debate on the Tax Credits Bill that there
would always be a face-to-face capacity for tax
credit claimants who wanted it. We have been told
unoYcially that there will always be a face-to-face
facility wherever there is an oYce that oVers such a
facility at the moment, but what kind is it going to
be? Is it going to be as good as the facility that is
there at the moment, or is it going to operate a few
days a week and suVer the same entrenchment as
other areas of service?
Mr Whiting: On a call centre, we are no diVerent to
any other profession or ourselves as individuals. If
you can get through to a call centre and talk to the
right person and get the right answer, it is a very
eYcient way of solving things. Too often for the
Revenue it takes too long to get through: you have
to end up with two or three calls. I would come back
to something that we have suggested as the two-tier
system, which is not to say we want a superior “we
are better than you” service, it is realistic: because an
agent will have a diVerent level of questions and is
probably speaking for 100 or 200 clients and, if they
can go oV to one stream, maybe more centralised
technical support, rather than a separate system for
the more routine, particularly the tax credits, that
would work a lot better.
Mr Haskew: I certainly would wholly endorse that.
Again, the survey results seem to suggest that the
service standards are not as good as you get from, if
you like, a commercial type call centre, which is
probably not necessarily too unreasonable.
Nevertheless, when you are up against that sort of
competition, it is not as good and the result is a lot
of people end up not making the call or having to call
back. I think the segmentation point, again, is very,
very valid.

Q13 Ms Keeble: Frank and John seem to be both
arguing that the model can work (the issues about
the eYciency of the model), whereas Kate and Robin
are saying that you do not agree with this particular
model of service delivery, which is a slightly diVerent
order question, is it not? Would that be fair?
Ms Green: I do not think we are saying that there is
no role for a call centre model within the range of
ways in which the Revenue communicates with tax
credits recipients. I think what we are saying,
though, is that that must be supplemented with
adequate access to face-to-face advice, which it is not
at the moment, and I think we are also saying that
for tax credits recipients, dealing with what is
actually a pretty complex product, and often, for
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people who have quite complicated financial needs
and challenges themselves, trying to deal with that
on the telephone can be particularly diYcult.

Q14 Ms Keeble: You have to draw from what you
have seen. I remember when there was a sort of
network of DHSS oYces up and down the country
(and I do not think anyone would want to go back
to that kind of face-to-face contact because it was
awful), you used to go in, you would take your ticket
and you would wait for a couple of hours and
perhaps, at the end of it, somebody might talk to you
through a glass screen. It was awful.
Ms Green: You had to report.

Q15 Ms Keeble: Yes, but compared now with no
screens, personal contact, personal advisers, it is
transformed. What kind of personal contact are you
talking about exactly? What is your ideal model, if
that basically is what your complaint is about is the
way in which the service is provided now?
Mr Williamson: The Pensions Service has a very
good model where they are prepared to do a bit of
outreach, to go out to local charities, local Age
Concerns, for example, and give advice in the
locations where their customers feel comfortable,
rather than expecting them all to come to them. That
is one possible model.

Q16 Ms Keeble: That is a model we have got?
Mr Williamson: That is a model which the Pensions
Service started.

Q17 John McFall: Are we going back to the old
model? John, your submission to us states that on
arriving at HMRC inquiry centres nowadays, in a
number of areas, one is greeted by a floor-walker
who directs visitors to a telephone or a computer.
Only then, if you cannot solve your problem, can the
receptionist be spoken to, and often the result is to
be oVered an appointment at a future date. That
seems to me a recipe for total and utter frustration
on people’s part. Is that prevalent?
Mr Whiting: That was reported by two or three of
our branches. That is the experience that agents and
individuals have had. I do not think I can say it is
universal, but it is certainly something that, you are
absolutely right, is a recipe for frustration and
ineYciency on all sides because it wastes the agent’s
time, or the tax-payer’s time, and it wastes
HMRC’s time.
Ms Green: The Revenue have specifically advised us
of the floor-walker model, but that is what they are
doing. As you walk into one of these inquiry oYces,
that is the person you would first meet. We would
make the point that that individual needs to be very,
very well trained and experienced. You do not put
your most junior person in that role; you put
someone who genuinely understands the range of
questions that they might be asked and can
appropriately direct them to have them handled.

Q18 Peter Viggers: On a parallel line, the
professional bodies have said to us that the eYciency
savings may be made but at the risk of passing on

extra work to the professional bodies. There are
horror stories about diYculties of filing on-line, and
we have just had reference to the diYculty of making
contact. How robust is your evidence on this? How
confident can you be that in stating this to us this
reflects the professional view?
Mr Haskew: As I say, we are still looking through
our survey, but we did ask some questions about the
time that people are spending eVectively having to
deal with errors, for want of a better word, and
things that did not work first time. It is obviously
diYcult to take a survey and multiply it up, but at the
moment, on one assumption, we have come up with
a figure that it might be costing agents probably in
the order of £100 million a year in terms of dealing
with issues arising out of eVectively problems with
the service that is being provided. We will be
providing the Committee with a further paper when
we have actually finalised our research; so we will be
sending you something further on that. It is very
broad brush. I think we are probably going to have
to do further surveys, to be honest, to look at these
areas in more detail, but on a very broad brush
approach, those are the sort of figures we are coming
up against. Only a small fraction on that would
probably be passed on to clients and, therefore, it is
a real productivity loss to have to deal with these
problems.
Mr Whiting: I cannot give you a figure from the
surveys that were done at our branches, we did not
try and quantify it, but we have consistent messages
coming back and consistent examples, be it of VAT
registration, be it of trying to check whether coding
notices have been issued; very routine stuV that ”this
is taking longer” and previously would have been
dealt with by a quick telephone call, or a quick visit,
or whatever. It is taking two, three or four more
operations, it is taking longer to do the relatively
simple things and, therefore, it is taking more of the
agents’, the adviser’s, time. So, in the sense that there
are less frontline staV able to solve the questions
quickly with HMRC, that means our members are
spending more time, and I suspect there are equally
reflected frustrations with unrepresented tax-payers.

Q19 Peter Viggers: Is the Chartered Institute of
Taxation also carrying out further research?
Mr Whiting: We went a slightly diVerent route.
Because of the timescale, we just asked our branches
to carry out quick surveys of meetings and shows of
hands, but we would be very happy to join in with
further research if the Committee would like that.

Q20 Peter Viggers: In your written evidence you
have criticised the basis on which the Treasury has
concluded that the eYciency programme has not
resulted in lower quality services. How should the
Treasury measure the impact of the eYciency
programme on the quality of customer service? Are
you satisfied with what they are doing there?
Mr Whiting: I think they need to look at the sort of
every day interactions that our members and the
unrepresented want to do. How many things are
solved the first time? How many additional
frustrations does perhaps somebody get with having
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to repeat a visit, repeat a phone call? It is relatively
simply stuV, but I am not convinced that they are,
looking at these very simple measures. That means
such a lot to our members in practice.
Mr Haskew: I would agree with that, John. I think
there is a need for all stakeholders—agents and
HMRC—to actually look at this as a team, for want
of a better word, because we all have an interest in
these issues, HMRC as much as us. We all want to
improve these things. We have attempted to do a
survey which tries to at least start that. We are going
to need to do further work, but it is something, I
think, we would be very happy to consider joining in
with and, obviously, sharing it with HM Treasury,
etcetera, to try and come up with some sort of
analysis that we can all buy into as a profession.

Q21 Peter Viggers: Do you have a dialogue? Have
you a procedure, a means by which you can express
your views to HMRC?
Mr Haskew: Yes, we do.

Q22 Peter Viggers: So there is a dialogue?
Mr Whiting: We do have very good dialogues, and,
I have to say, there are some very good pilots
working, for example in Manchester, looking at call
centres and better ways of working there. On-line
filing is something you may come to, but there is
some very good dialogue going on there as to how to
get a better system to work better with agents.
Probably what it comes back is to an acceptance that
there really is a tripartite relationship here between
the tax authority, the taxpayer, obviously, but also
with the agents, and designing systems and
interactions that work for all three parties in their
diVerent ways and diVerent needs. This has an
enormous pay back.

Q23 Peter Viggers: Moving to on-line services, of
course, will be a major factor in enabling HMRC to
achieve its staV reductions and its eYciency targets.
What do you see, as the users, as the key challenges
facing HMRC in reaching its targets for on-line
filing and eYciency targets? What are the major
challenges?
Mr Haskew: The major challenges are that we need
systems that are robust, reliable and are properly
capacity tested before they are introduced. It is
essential that those are all in place and that systems
are easy to use and do not fall over when you have
got 90% of the way through it, for instance. HMRC,
I think, have made some major strides in recent years
in improving that, but I think most agents still feel
that on things that are very basic, like an email
facility, we are way behind, and those things are now
the core of how we operate our businesses. If you
look at what people suggested for improvement, it
was better trained staV, nominated staV having
ownership of problems but email access to
HMRC—those are the key things that people want.
Mr Whiting: It is not just filing the return, it is
following it up and having a quick email interchange
with somebody to check that it has been received
properly and that the attachment has been
understood. Generally, I think on-line filing is going

ahead very well. It is clear that there has been a huge
investment by HMRC. We are pretty satisfied that
the capacity is there. If we go back a little, it started
oV rather badly with some teething problems. That,
I think, has been well overcome. It is going ahead
well. E-filing obviously is the way forward, but it
needs to be paralleled by e-communication generally
and also, I have to say, without, ideally, compulsion
for e-filing. E-filing by compulsion always bothers
me because there is a large cadre of people who will
not be comfortable e-filing, either the unrepresented
in many cases or in some cases just small businesses
who still prefer traditional methods. Although we
would always support on-line filing, and it is going
ahead well, there with a good dialogue now that
agents are being engaged in that dialogue, there is
still a place for the old-fashioned ways, I think.

Q24 Peter Viggers: The obstacle appears to be the
human factor rather than the computer system or
mechanics?
Mr Haskew: I think, ultimately, it is just trying to
recognise what people want and delivering that to
them. Email is coming out time and again as the
thing. That is the business freedom of choice for so
much. We have talked about call centres, but I think
the fact is that people do not like call centres a lot of
the time, and with the sort of work that agents do
they are not probably that appropriate, but email
does oVer the facility to engage with HMRC and
take ownership of the issues, which is so important,
and hopefully resolve issues with some sort of audit
trail but in a way that suits agents and should also
suit HMRC. So, we do see that as a key thing moving
forward to help improve HMRC services.

Q25 Peter Viggers: Turning back to Kate and
Robin, I have some constituency cases, a handful of
tax credit cases, where the system has completely
broken down and the case has been taken oV the
computer and they are trying to handle it manually
and they cannot. It is an absolute and total
nightmare and we just cannot sort it out. Are there
many cases like this? Is it possible to get a system
going which is completely smooth?
Mr Williamson: There does seem to be a long period
in between there being a computer failure of some
kind and it being fixed. There was one case we heard,
I think there was a particular computer update that
threw a lot of people oV the system, and this case was
one of them, and instead of going straight onto
manual payments, as should have happened, this
person just received nothing. You must see many
people like this: a single mother on a low income
with no money to feed her family. She was trying to
ring time and time again, getting no joy. Eventually
the phone was cut oV because she was ringing so
often with no result and could not pay the phone bill.
Ultimately, we managed to get manual payments
through her, but then it took another few months
before she could get access to the milk tokens to
which an award notice would normally have
provided a passport. So there are long delays in
fixing these computer glitches, and quite often we
also see that claimants are expected to understand
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the eVects of those glitches themselves through the
rather inflexible application of the reasonableness
test in Code of Practice 26, which the Sub-
Committee has looked at many times previously. It
is a common case. Some of the early computer
glitches tended to knock oV the income of one
partner if the other partner reported a change, but
that did not show up in the award notice. So, as far
as the claimant was concerned, the award notice
gave the right income but the award itself went up,

Witnesses: Mr Charles Cochrane, Secretary for the Council of the Civil Service Unions, CCSU, Mr Peter
Lockhart, HMRC Group Secretary, PCS, and Mr Paul Whiteman, Head of Business Development, FDA
and Ms Michelle Wyer, Association of Revenue and Customs President, FDA, gave evidence.

Q26 Chairman: Can I welcome you to the Sub-
Committee. Could you identify yourselves for the
shorthand writer, please, starting with Mr
Cochrane.
Mr Cochrane: I am Charles Cochrane; I am the
Secretary of the Council of Civic Service Unions.
Mr Lockhart: Peter Lockhart; I am a National
OYcer with the Public and Commercial Services
Union.
Ms Wyer: My name is Mitchell Wyer; I am the
President of the Association of Revenue and
Customs, which is part of the FDA.
Mr Whiteman: I am Paul Whiteman; I am Head of
Business Development at the FDA and I am the
Secretary.

Q27 Chairman: Again, we only have 30 minutes, so
I would invite you not to each attempt each
question. If you could spread them between you that
would be extremely helpful. Thank you very much
for your written submissions.2 Could we begin with
the issue of staV morale. I think the latest HMRC
survey found that only 20% of staV were satisfied
with the department. What eVect did the
Government’s eYciency programme have on staV
morale since it started in 2004?
Mr Lockhart: The staV morale is low, and obviously
you would expect the trade unions to play on the fact
that staV morale is low and all is not rosy in the
garden. Nevertheless, it is a fact borne out, as you
say, by HMRC’s own surveys that their own staV are
feeling particularly undervalued and demoralised at
this moment. In a sense, it is hardly surprising when
any organisation announces that there are going to
be 12,500 job cuts by the middle of 2008, and then,
relatively with no notice whatsoever, the department
announced that not only are there going to be those
12,500 job cuts but a further 12,500 in the period up
to 2011 and, in addition, there will be over 200 oYces
closed in that same period. Added to that the fact
that we have the merger of two large departments,
there is a certain disquiet amongst our members
across the department, and, with respect, I do not
feel that the department have yet addressed the
issues that have caused their own members of staV to
feel demoralised and undervalued and to feel that

2 Ev 81; Ev 122; Ev 126.

for some reason, that reason being that the
underlying systems had zero’d the income of that
other partner. There again, those were cases people
were expected to have spotted for themselves, even
though there was no clue or no trace on the award
notice.
Chairman: Thank you. I am sorry we are out of time
now. Thank you very much indeed for your
evidence. Can we have the Civil Service unions now,
please, as quickly as possible.

they do not know what their future holds. We will
perhaps go on to talk about the consultation
process, but there have been opportunities for
HMRC to address some of that low morale, and no
doubt they will take the opportunity in the future,
but our members feel there is not a great deal of
certainty or a great future for them by remaining
in HMRC.

Q28 Chairman: I am sorry to hear that. When we
took evidence from the Paymaster General she said
she was a little perplexed about the strike at the end
of January because she said matters were settled
within HMRC, there was not anything
outstanding.3 Was that strike, or the participation
by HMRC staV, particular? Were there particular
reasons that applied to HMRC, or was it more the
same concerns that applied more broadly across the
Civil Service?
Mr Cochrane: If I can try and answer that question,
there was a strike by PCS members across the Civil
Service and into non-departmental public bodies,
and the issues at the heart of it were issues that were
over-arching but very much linked into the impact of
the eYciency review, present policies on pay and on
privatisation. Under that over-arching theme, there
was diVerent emphasis within diVerent departments.
I think it would be fair to say a major feature within
PCS, by my analysis, would have been the aftermath
of the oYce closure programme which was
announced shortly before. I do not think one can
underestimate that in terms of its impact on staV
morale in this particular department. There may well
be other issues that prevail in the Ministry of
Defence or DWP, for example.
Mr Whiteman: It might be worth adding on the
point of view of the ARC members, we have got
about 2,700 members in the senior grades that are
not participating in the industrial action, but, going
back to the basis of your question, the morale issue,
the low morale figures, which you would expect to be
experienced in any organisation going through the
amount of change that HMRC is going through, are
also being experienced in those grades and the
figures coming back from surveys are more worrying
than they would normally be in relation to any

3 HC 192–i.
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organisation going through change; they are more
prevalent than in other organisations going through
similar changes.

Q29 Chairman: Do you accept that some form of
cross-departmental eYciency savings are going to be
inevitable? Do you dispute that?
Mr Cochrane: I think the answer is probably “Yes”
and “No” from all of us. I do not think any of us
would disagree that it is always possible to do the job
better and provide better services to the public. That
is what we all want to do; that is what people go to
work to do. There is much in the report prepared by
Peter Gershon that no-one could disagree with. The
emphasis on procurement, on productive time is
really good stuV. It is the narrow bit about what I
think he described as “back oYce to frontline”
which I think we would all take issue with, partly
because it portrays civil servants, whether it is in
HMRC or other departments, as somehow being a
burden on the state rather than a provider—but that
is not always totally popular—of a key service, and
I think that is one of the crucial issues that we would
see. Also, I think we are very taken by the point that
Peter Gershon made when he made his original
announcement, that he believed that this should be
it and that there was no more that could be cut, and
I think what is very worrying at the moment is that
there is evidence emerging that the next Spending
Review may well lead to greater cuts, which I think,
inevitably, is going to cut even deeper into the level
of services and make morale even worse.

Q30 Chairman: In the written evidence you have
given us you refer to the way the eYciency
programme has been undertaken by the department,
who say that it is done by the directorates rather
than by the work stream. To what extent to you
think that senior management are taking a clear
strategic approach to the eYciency programme?
Mr Lockhart: The eYciency programme manifests
itself in various ways, and I think the diYculty for us
and our members is that one of the only gains in
town is: how do you get the numbers down? So you
say eYciency equates to the numbers game, and it is
certainly not a game for our members, of course, but
how do you get the many individuals in post down
and how you fall over yourselves to try and do that.
An added diYculty for HMRC, certainly in terms of
logistics, is that they are spread into 35, 36,
depending which day it is, separate directorates and
work streams. For instance, therefore, when HMRC
came to looking at the way that they would
announce job cuts for 2008 to 2011, we regarded that
as a fairly arbitrary paper exercise in which broad 25
kilometre bands were placed around the country
without proper regard necessarily to how that might
aVect separate business streams and, therefore, how
that might aVect individuals who are working in
oYces that see the numbers in their oYce are due to
go down from X to Y without having any recourse
to look at: “What does that mean for me in my
sphere of influence in the work that I do?” There are
signs to us that it was not, again with respect,
particularly well thought out in terms of the way that

the exercise was announced and the thought that has
gone into that, particularly when we see all the
practical problems that come out those
announcements and what it means for individuals
in oYces.

Q31 Chairman: Michelle Wyer, can I ask you the
question we put to earlier witnesses. What is your
perception of the impact of the eYciency
programme on the level of service that the
department is oVering its customers?
Ms Wyer: Certainly the grades that I represent are
very much the people that would interact with the
professional associations that we heard from earlier.
I think there is some validity in the argument made
there, in the sense that it should be much easier for
people, external agents who are dealing with highly
complex aVairs to do with taxation, to find their
counterpart within HMRC relatively easily and
quickly.

Q32 Chairman: Would anybody like to add to that?
Is there any other measurement of the impact on
customers?
Mr Lockhart: There are lots of things we could say,
depending on the business streams, and each one of
those would probably take us all afternoon to
discover. The main area for job cuts is looking at
processing and centralisation various aspects of the
way that that process is conducted, and we can see
that it is a logical conclusion if you bring together
services that are location specific, but I think our
concern is about, for instance, ensuring compliance
with various tax regimes, and there are currently
16,500 staV in HMRC who ensure that tax-payers of
all varieties comply with the various tax regimes. We
understand that it has recently been announced that
5,000 of those compliance staV will be cut. Our
concern is that the yield that comes from those tax
returns takes some time, years in some instances, to
show on the various balance sheets that measure
eYciencies. So, making those cuts in the short-term,
we argue that they are currently under-staVed, there
are not enough staV to ensure that, for instance, the
14% shortfall in VAT—. The VAT tax cut alone is
moving at 14%. It is nonsense to cut the very staV
that are around to ensure compliance with that
single tax at a time when it is running at an all-time
deficit. Again, we are concerned about those kinds of
cuts, potentially the hidden cuts (and I could go on)
and then we go across the various business streams.

Q33 John McFall: Michelle, in your written evidence
you say that you understand that, rather than
spreading the £12,500 full-time equivalent
reductions planned for 2008 to 2011 across that
period, the department intends now “to increase the
target from 12,500 to 16,000 by 2008”. If that is the
case, are you suggesting that 3,500 of the 2008 to
2011 reductions will now in fact take place prior to
March 2008?
Mr Whiteman: I might be better placed to answer
that question, if I may. We are still confused about
some of the job reduction targets, to be perfectly
frank, because the level of consultation that we have
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had over these job reductions is lacking. We know
there is the overall target of 25,000 and we know that
the original announcement to us some time ago has
been increased, and the pace of that reduction has
been increased too. We are still trying to get a hold
of where those reductions might take place, and I
think it leads into the last question about customer
service. We still have not got a hold of the road map
to where these job reductions are going to take place
or how we are going to continue to deliver services
and productivity when we get there. All we know is
the figure.

Q34 John McFall: Would you call the consultation
totally inadequate then?
Mr Whiteman: I would not say it is totally
inadequate. There are examples of good
consultations as well as poor, but I am now thinking
on some of the really big issues.

Q35 John McFall: You have got not got a clue really
on the global numbers. That is what you are saying
Mr Whiteman: We know the global number of
25,000, we have had discussions about how that may
change, but we have not got a handle on—

Q36 John McFall: You do not know about the
process?
Mr Whiteman: We are not completely clear on the
process, no.

Q37 John McFall: So that needs to be clarified?
Mr Whiteman: Yes.

Q38 John McFall: Okay. What is your
understanding of the department’s likely approach
to compulsory redundancies for September 2007? It
did say in its annual report it has agreed with the
unions that there will be no compulsory
redundancies.
Mr Whiteman: We are very pleased at the moment,
we still have running with the department a “no
redundancy agreement”. That is renewable on a six-
monthly basis—we go back and talk and talk—and
at the moment we do not think there is a need for a
prospect to alter that. Clearly, as reductions are
made, we will have to keep having those
conversations, but we very much hope that we can
continue to agree with the department that no
compulsory redundancies specifically will need to
take place; and I think what that is going to take is
some invention and some wider thinking to make
sure that we can work together and make sure the
processes work in order to avoid that.
Mr Cochrane: Can I add something very briefly? I
think all the Civil Service unions have been working
very hard and, to be fair, people on the management
side have been working very hard across the Civil
Service to try and avoid compulsory redundancy
situations for people who want to continue their
careers, and it has been very hard work, I think it is
fair to say, on everyone’s part. What we are
concerned about is the way we see the numbers
stacking up, it will become harder and harder to
achieve that unless we can achieve a joined up

approach across the Civil Service. To try and deal
with it merely in silos department by department will
not work, particularly, I think, it is fair to say, when
you get to the junior grades where if you have got an
oYce closure in HMRC in, say, Dumbarton,
completely at random, I cannot possibly think why,
it is very often the case that there are four or five
other Government departments in Dumbarton
some of whom may be recruiting, and one of the
tricks that we have all got to do (and this is both to
help preserve the jobs of our members and also to
defend the public purse) is to try and ensure that we
can do that. The problem we face at the moment in
many cases is if an HMRC oYce is closing there is
not necessarily another HMRC location within 10
or 20 miles, and certainly part-time workers and
people with children will have some real problems
there because it is not a joined up approach.

Q39 John McFall: My experience of asking for
redundancies in both the public and the private
sector is that you end up, on a number of occasions,
with both sides being dissatisfied and with, if you
like, square pegs in round holes. I think that sounds
a very good idea. On the issue of consultants, a
number of you complain about consultants and the
excessive use of external consultants with the
associated costs and implications for permanent
staV. To what extent has the department’s eYciency
programme led to the increased use of consultants?
Is it a false economy?
Mr Lockhart: Yes, it is a false economy. It is clearly
a false economy. The department have avoided
compulsory redundancies, but, equally, they have let
3,200 (I think it is) staV go on approved early
retirement programmes. One of the criteria for that
is that you need to be over 50. So, by default, they
are the people with the most experience. So you have
got those people. It costs about £58,000 per person
to let those people go. There is a budget set aside for
it. Our concern is that you get rid of those
experienced staV and then it is covered up by the
likes of consultants, by the use of overtime, by the
use of fixed term appointees, staV on fire and hire
contracts. How the balance sheets work God alone
knows, but there is clearly some double accounting
going on. You get rid of experienced staV and you
employ the same people as consultants to do the
same jobs. We have pointed out in some written
evidence that over 400 staV the department alone
identified—consultants this is—were doing Civil
Service jobs. We would argue it is a lot higher than
that. Secondly, the consultants are being paid at
roughly five times the rate that civil servants are
being paid to do the same jobs. We would hope that
HMRC would have a policy whereby they develop
their own people, they do not get rid of people, they
reinvest in people, and at the same time we are
disappointed to report that it looks as though what
they call the fast-stream means of developing staV
has been abandoned for internal staV but is retained
for external staV.
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Q40 John McFall: In January, Mr Gray told us that
senior management were seeking to ensure that “we
are skilling up our own staV working alongside
secondees or consultants so that we get the
appropriate skills transfer and so that in future we
are less dependent on that source of labour”. Has
any progress been made in that at all and how would
you classify that progress?
Mr Whiteman: We remain concerned about the
knowledge and skill transfer from employed
consultants. Our members that occupy those senior
positions are reporting back to us that they do not
feel or see any skills transfer, and certainly we cannot
see any process for an audit of such a skills transfer
either. Certainly what we are saying is that we are
not anti-consultant, but where you have to bring
somebody in for a specific skill or a specific
knowledge, that should be very clearly short-term
and we should have a process in place from day one
that seeks to audit the transfer of that skill so that
there is not that opening or that exposure in the
future.

Q41 John McFall: Concerns have continued to be
expressed about the LEAN programme and the
imposition of hard targets, which you say have
proven particularly unpopular and demoralising
among members and have been criticised by outside
experts. What hard targets have been set up under
this programme?
Mr Lockhart: My understanding is that it varies
between oYces. The way that LEAN should work is
that it is non-target driven, that you do not have
hard targets that individuals then adhere to but
rather it is the individual teams that come up with
their own, if you like, work regimes to which they
adhere. It is not about the specific targets
necessarily, the numbers, but it is about the way
those targets are conveyed to individuals, and the
way that is done in some work places is that you have
got a publicly displayed white board with
individuals’ names written on the white board and
each one of the those individual’s targets for
processing—whether it is six forms or 10 forms or
whatever the work they are working on—is there,
clear, for those individuals and those individual
teams need to comply with that particular
processing regime. I guess they would say this, but
our members are concerned that that in itself is
demoralising, dehumanising.

Q42 John McFall: Is that a bit of a public naming
and shaming?
Mr Lockhart: It can be used like that; that is the
problem. That is clearly the diYculty in some oYces.
Mr Cochrane: The Civil Service Union, PCS, has
published an academic paper by Professor Greg
McCall from Hertfordshire University on the issue
of LEANand its operation in the Civil Service. We
would be happy to make copies of that available to
the Sub-Committee if it would be helpful.4

4 Not printed.

Q43 John McFall: What impact has the LEAN
programme made on the level of service received by
customers? Do you have any specific examples of
that for me?
Mr Lockhart: We are oft quoted, and again it will be
an interesting question for HMRC, as saying that
there are now over one million pieces of post that
have been unactioned, and that means that there are
individual tax-payers who are subject to various tax
regimes who have written in about a tax query and
there are over one million of those queries still not
dealt with because of the types of processes that
LEAN entails individual teams in the way that they
deal with things. Again, my understanding is that,
even by HMRC’s own ambition, there are over a
million pieces of post still not being actioned. That
is since the introduction of LEAN processing. That
in itself is scandalous enough, and the diYculties for
our staV, irrespective of the service to the customer,
are that it is a demoralising, dehumanising way of
splitting work from two or three bits to seven, say,
component parts and each, like battery hens, do a
part of that particular process.

Q44 John McFall: What impact has the Lyons
relocation programme had, if any?
Mr Whiteman: I think there is a confusion at the
moment between what we are trying to achieve
through the Lyons relocation programme and the
eYciency savings. The drive for hard cash and
immediate eYciency savings is not always
compatible with moving work outside of London
and then talking about: do the people undertaking
that role go with the work or are there people waiting
to undertake that work? We are concerned at the
moment that people are leaving the organisation
when really they could follow the work outside of
London under voluntary programmes, and we are
not sure they are compatible at the moment.

Q45 John McFall: In your written evidence,
Michelle, you referred to an increasing rather than
decreasing centralisation of very senior non-
technical posts in London. What are your concerns
in that respect?
Ms Wyer: I think, first of all, the objective of the
Government relocation programme was to do that,
relocate work outside of London. I think in the
course of the merger HMRC has perhaps taken its
eye oV the ball in terms of actively dissuading senior
directors from recruiting in London. This ties in for
me with the use of interim directors and consultants
on projects and programmes, which, inevitably,
because of the way the economy works, quite
frequently they are based in central London, means
that they are based there, and so there is a real
tension, I think, between where the senior grades are
based and where government relocation wants the
work to move to. Having said that, I am confident
that HMRC has now put its eye back on the ball
again and that will be a priority moving forwards.
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Q46 John McFall: Lastly, what message do you have
for Mr Gray, who is appearing after you, in terms of
the negotiations and how HMRC relates to you? Do
not all answer at one time!
Mr Whiteman: We would appeal for on-going and
frank engagement. I think Mr Gray will contend
that that is on-going at moment. It is not as we
would like to see it. We do not think we are getting
long enough to respond to proposals and we do not
think we are getting the proposals in enough detail
to go out and consult alongside the corporate
agenda, and certainly from ARC’s point of view, we
want to be alongside that corporate agenda, we
think we can modernise, we think we can take the
department forward and what we did think was that
the modernisation programme and the long-term
funding of the department would give us space to
have those conversations and we would not be faced
with hard cash savings up front where all you are
looking at is the numbers game rather than the
longer term success of modernisation.

Q47 Peter Viggers: I want to ask a question on
consultation specifically to Mr Lockhart. It was
reported in February that managers in the oYces in
Keighley, Skipton, Shipley, Halifax and
Huddersfield had all told their staV that the oYce
was likely to close and the staV would be relocated
to Bradford. In fact HMRC said it had not made any
decision. Is that your understanding of the present
situation?
Mr Lockhart: My understanding of HMRC’s view
of their announcements back on 16 November is
that they are not decisions, that they are proposals
on which they intend to consult, and betwixt those
various constraints lies the diYculty: because we
trust in the consultation process and we do hope,
from the statements that were made on 16
November, that we do not go through a consultation
process and then, low and behold, at the end of the
process we find it exactly matches what was
proposed on 16 November. Certainly we abide by
HMRC’s view that this is a consultation process, no
decisions have been made and we enter into that
consultation process in that spirit.

Q48 Peter Viggers: Ms Wyer, in your written
evidence you refer to a decision to close the Large
Business Service’s Peterborough oYce and said that
this rendered the department’s wider estate
proposals “unworkable”. Can you tell us something
about that comment and where the present state is in
regard to the Peterborough oYce?
Ms Wyer: Firstly, if I can make it clear, it is not
proposed, as I understand it, that the Peterborough
oYce will be closing. A large chunk of the work done
by a large part of the people in that oYce will be
moved away from Peterborough, and this was of
concern because it demonstrated three things. First,
we were not consulted on the proposals initially,
which we found alarming because the majority of
people based there were our members. Second, these
members are in very complex areas of tax which can
take up to seven years to become expert in. We have
concerns around levels of customer service if that

work was withdrawn from that area. Third, the
proposals that were put forward by HMRC for
Peterborough had not envisaged that that large
chunk of business would be taken away, and we felt
it would be very diYcult to produce a fully informed
response to that consultation document if we were
not absolutely certain what work would be being
done in the Peterborough oYce. No final decisions
appear to have been taken on that and we have made
full detailed responses.

Q49 Peter Viggers: So have you any final thoughts
about the consultation process in so far as it relates
to your workers and the customers?
Mr Whiteman: As well as cogitating about the
industrial issues of our workers we represent the
professionals as well and the people that deliver it
and what we do not feel we are getting is any
consultation on how do you deliver the targets with
less staV. So at the moment we are saying, okay, you
have this target of reducing 25,000 staV but the
conversation we have not had is what do we do to
make sure we achieve what the Department is being
asked to achieve. So it is diYcult for us to predict
other than saying there is less, but that is going to be
more diYcult for us to do.

Q50 Mr Love: I want to go back to the issue of
increasing centralisation of non-technical staV, to
ask Michelle first whether HMRC are having
diYculty in achieving whatever objective they have
in relation to that or whether they have not actually
prioritised it as you would want, and I wanted to ask
Peter Lockhart whether there was a morale issue of
staV at the lower levels who feel that they have been
asked to sacrifice by moving out of London whereas
the higher graded staV are not?
Ms Wyer: Can I just clarify what you mean around
centralisation? Are you talking about centralisation
in urban centres?

Q51 Mr Love: I am talking about here in London.
Ms Wyer: I can only speak for the members that I
represent, which are very much technicians and
policy advisers, that sort of thing. Some of the work
arguably has to stay in London, the policy work and
advising Ministers—you do need to be on the spot.

Q52 Mr Love: But what you put into us suggested
that there was an increase in concentration, not just
that there has not been a decentralisation, there has
been an increasing concentration and that seems to
be the concern.
Ms Wyer: Yes, there is.

Q53 Mr Love: So why are not HMRC doing
something about it?
Ms Wyer: HMRC, I believe, have plans to look at
that.

Q54 Mr Love: We all have plans.
Ms Wyer: I know. It links in with the relocation and
workforce initiative in that Central London is of
course very expensive accommodation, so there is a
clear cash incentive to move out of Central London.
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What has to happen, I think, is some central
management and control to ensure that recruitment
in London is not an attractive option. That is what
we would like to see, although of course we do need
to protect the interests of our many members who
are based in London as well. It is the additions that
we think are questionable.

Q55 Mr Love: Peter, is there an issue about double
standards here for your members? Do they think
they are being asked to move out of London when
all the senior staV are not?
Mr Lockhart: That is not the issue that is coming to
us. I think the issue for us is that London is a big
place and I think it covers a variety of constituencies
and there are various issues depending where you are
in London and for many of our members who, for
instance, are black or minority ethnic staV, they see
that they are in workplaces where they are in high
concentrations of either whether there are part-time
workers, lots of women, and they are no diVerent
from their colleagues perhaps in oYces in Yorkshire
who are not subjected to the double whammy of the
HMRC oYce closure programme and the Lyons’
closure programme. In addition, where do you want

Witnesses: Mr Paul Gray CB, Chairman and Mr Stuart Cruickshank, Chief Finance OYcer, HMRC, gave
evidence.

Q56 Chairman: Mr Gray, can I welcome you back to
the Sub-Committee. Could you formally identify
yourself and your colleague, please?
Mr Gray: I am Paul Gray, Chairman of HM
Revenue & Customs. On my left is Stuart
Cruickshank, who joined the Department last
December as our new Chief Finance OYcer.

Q57 Chairman: When you last appeared before us
you were Acting Chairman, so on behalf of the
Committee can I oVer you our congratulations on
becoming the proper Chairman.
Mr Gray: Thank you very much.

Q58 Chairman: The eYciency programme has been
going on for over three years, and if I can summarise
it very crudely you have made 83% of the targeted
reduction in the staV but only 50% of the targeted
monetary savings. You have a year to go, you have
£252m more to save and 2,500 more staV to shed.
Are you going to hit the target?
Mr Gray: Yes, we are on both the head count and the
money. As your own figures suggest we are
somewhat ahead of a straight line schedule in terms
of the head count reduction. In terms of the financial
saving we sought to bring out in the memorandum
that we let you have5 is that there is a risk of apples
and pears on diVerent definitions of numbers, but as
our memorandum indicated in relation to the basis
on which our financial saving was set, which was to
deliver £507m of eYciency savings over the three-
year period, our latest estimate is that we will exceed

5 Ev 114.

your people who are seeking compliance to our tax
regimes? You want them in areas of high economic
activity. Where are those current high areas of
economic activity? They are in London and the
southeast. So the context on which Lyons manifests
itself in HMRC is not wholly logical for our
members in that sense, but it is not a division
between grades.
Mr Cochrane: Might I add two points very briefly to
that? If you take the relocation overall in the Civil
Service there is certainly some evidence of moving
people from large city clusters to large city clusters
and areas outside of London and the southeast, to
take the Cumbria coast, are becoming increasingly
short of Civil Service locations. We also understand
that you may in a future session be taking evidence
about the impact of more of this on other of the
Chancellor’s departments and there are some
particularly interesting issues about relocation in
relation to the OYce of National Statistics, and we
would be happy to give you chapter and verse
because there are particular issues around that.
Chairman: Of which we are aware, thank you.
Thank you very much, we will leave it there and will
now invite HMRC oYcials, please.

that. Our figure is £581m at the moment—I am sure
that estimate will change over the course of the year,
but I am confident that we will at least hit our target.

Q59 Chairman: Are these actual figures or forecast
figures?
Mr Gray: That is a forecast figure.

Q60 Chairman: If you look at the actual figures I
think I am right in saying that you are actually
behind, is that not right?
Mr Gray: If you look in the memorandum in the
table towards the end of paragraph 14 we have given
you there the latest figures in terms of where we are
at the end of 2006/07, where we are at a figure on a
full year basis of £354m out of the 507, and I think
that is broadly on track on a straight line curve over
two out of the three years.

Q61 Chairman: How, whilst this is going on, are you
monitoring the levels of customer service to be sure
at any one point whether the eYciency programme
is actually having a beneficial or a detrimental eVect?
Mr Gray: Extremely closely. It is something which I
review regularly, monthly, as part of our
management accounts and all the key indicators.
The key things by which I am being measured on the
terms service and outcomes are the PSA targets on
which we had some discussion the last time I
appeared before the Committee, when we were
looking at our annual report.6 During the course of
2006/07, the year that has just ended, the second year

6 HC 51–i.
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in this three-year period, we have made overall
pretty good progress in moving upwards on most of
the target areas. So the balance between eYciency
saving and cost reduction on the one hand and
improvement and performance in relation to the
performance targets I have been set is absolutely the
balance we need to keep our eye on the whole time
and I am seeing to do that on a very regular basis.

Q62 Chairman: Can I be clear about the head count
reduction target? Is the target to 2008 still a
reduction of 12,500 or are you aiming to deliver
more than that?
Mr Gray: The target is 12,500; the target remains the
same, that is the target I have been set. As came out
in my previous answer, we are probably ahead of
schedule on course for that and in doing my
planning, not just for 2007/08 but looking ahead
over the following three years, for which I now have
the clear financial envelope in which I need to
operate, we are looking at what is a sensible profile
over the whole of that remaining four-year period to
deliver not only the targets for the Spending Review
2004 period but also Spending Review 2007. I am
currently expecting that we will achieve a reduction
of rather more than 12,500. I have not been set or set
myself a formal target to do that. I am trying to
continue this balancing act I have described of
making the costs reduction at a sensible pace in
relation to the performance improvement targets
and those longer-term targets that I now also need
to deliver.

Q63 Chairman: But if you make more progress than
12,500 that will then reduce your next target, will it?
Mr Gray: It will. Again, as I explained I think last
time I came, in relation to 2008/11 I have a very
specific financial target; I do not have set for me or
set by myself an explicit head count target as well. I
have sought to be open with the organisation, with
our external counterparts that I envisage over the
whole six-year period, that we will be looking at a
head count reduction of around 25,000, i.e. another
12,500. But that is not a target, that is my attempt to
be open with people about the likely implications of
the financial target. Obviously on a financial target I
can achieve that by an appropriate balance between
head count and non head count reductions and the
more I can drive out of non head count costs the less
I have to take out of head count. That is not the
degree of flexibility I have had between 2005 and
2008 where I have had to hit both concurrent.
Chairman: Andy Love.

Q64 Mr Love: Mr Gray, you have stated in your
evidence that you are endeavouring to retain “the
right people, in the right places, with the right skills
and behaviours”. The other evidence that we have
received has been characterised by suggestions of a
deterioration in service an din the levels of customer
satisfaction. Is this not evidence of a significant loss
of experienced staV?
Mr Gray: I am certainly endeavouring to retain the
right people. There are some diYcult trade-oVs to
strike here because I have also, as came out in some

of the earlier evidence you heard, been trying to
maximise the extent to which I can deliver savings
and head count reductions without resort to
redundancy processes and seeking to maximise the
opportunity for voluntary exits. There is inevitably
a degree of tension between those two objectives and
I am going to have to look over the rest of the period
at how I exactly strike that balance, which is why in
terms of commitments on avoiding compulsory
redundancies I have only done this on a rolling six-
month basis. I hope I might be able to extend that
but it may not be possible. In terms of the
implications for performance and customer
satisfaction there are a number of key indicators in
our PSAs which bear on this and I am cautiously
pleased about the progress that we have made during
this last year on a number of those indicators. So, for
example, we have a target to increase a proportion
of individuals and businesses that feel they have
achieved success at the first point of contact, and
that is done through a survey. Our positive response
on that went up by two and a half percentage points
over the course of the last couple of years, and we are
now already exceeding our targeted proportion of
small businesses that find it easy to complete their
tax returns. We have a target for next year of 90%
and we have already achieved 92.6%, so we are
monitoring as closely as we can through this
rigorous data collection what the statistics are saying
to us. I recognise that that picture I have painted
gives a rather diVerent point of emphasis than some
of the earlier qualitative evidence that you have
received and I do not dispute that are issues that we
need to get a hell of a lot better at on our
performance, but I do think overall I am very
mindful of the importance of hitting my improved
customer service targets and I am cautiously
satisfied at the progress we have made during the
course of this last year.

Q65 Mr Love: Can I talk about the trade-oVs that
you mentioned at the beginning of your
contribution? We realise that you have an increased
workload at the present time and of course we also
sympathise to some extent that these targets have
been imposed on you, but if it was left to you to set
the targets yourself as HMRC would you have set
the same level of staV reductions or would you have
gone for a diVerent mix?
Mr Gray: You are right that these are not targets
over which I have complete control. I have been
content to sign up for the targets in discussion with
the Treasury and which the Chancellor and the
Paymaster General have set me. They are
challenging targets achieving significantly more with
significantly less. It is challenging. Broadly, I believe,
we are on course to hit both those elements and I am
perfectly happy to operate within the framework of
those targets.

Q66 Mr Love: That was not quite the question I
asked you and whilst I do not expect you to say that
you would not prefer to have autonomy over all of
these things—clearly you would—what I am really
asking you is do you think you could have achieved
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your PSA targets and all the other things that you
have to do if it had been left to HMRC to decide on
the balance of staV reductions and other savings that
went into that mix—that trade-oV that you talked
about?
Mr Gray: It would certainly have been easier for me
to hit my performance targets if I had had less
challenging cost reduction targets, but I am
committed to and I am content to operate on the
basis of doing it with the resources that I have
been given.

Q67 Mr Love: Can I move on to consultation
because you have said very clearly in evidence to us
that you will have full consultation with the staV, the
trade unions, etc, but evidence that we have received
and heard today suggests that that sort of full
consultation is not actually taking place—they feel
that they are not being consulted properly. How do
you respond to that?
Mr Gray: I am seeking to ensure we engage in full
consultation processes. One of the issues for which I
have been criticised is in relation to the oYce closure
programme, that this is all taking a very long time—
“You announced on November 16 2006 the likely
scale of things and this is all going to take two, three,
four years to complete.” The reason I have done
that, which was not a decision I took lightly, was that
I was keen to make sure that all our staV and our
trade unions that represent some of our staV have
the opportunity to be involved in that consultation.
I am committed to consultation processes with my
trade union colleagues—I have heard their
comments today that they are not fully satisfied with
that—and I am doing my best to meet my aims and
obligations there. I am also completely committed to
ensuring that I consult fully with all my members of
staV and I regard that as a parallel process and I
think we are putting a hell of a lot of eVort into
communicating, sharing with staV possible likely
directions of travel. I am conscious that that is
generating a significant degree of uncertainty for
members of staV but I believe that is the right, open
and honest way to go about running the
organisation.

Q68 Mr Love: The trade union representatives who
were before us are sitting at the back of the room
listening very carefully to every word that you say.
Mr Gray: As I was to them.

Q69 Mr Love: So I will give you a further
opportunity and ask you whether you believe that
further consultations, to answer some of the issues
that have come up here, will be carried out in the
future?
Mr Gray: I am certainly committed to increasing the
degree to which we consult with our trade unions. As
I have said to them both in our formal consultations
and in informal consultation we will make a lot more
progress in that consultation programme if we can
actually concentrate on consultations about how the
Department best delivers the targets we have been
set rather than focusing a lot of the conversations
and consultations on whether we should meet the

targets that we have been set. I have a target
framework within which to operate and the more
time that consultation meetings is taken up with
questioning whether they are the right targets rather
than coming forward with positive suggestions
about how best to meet them I think is part of the
reason for the frustration that may be felt on both
sides of the table in the consultation process. I am
sure they were listening very carefully and I am
saying this to you as I said it to them separately.

Q70 Mr Love: I am sure they have heard that loud
and clear. You mentioned earlier on in responses to
the Chairman that your target for 2008/11 is 12,500.
Mr Gray: Not a target, that is my assessment I have
shared with staV of the likely scale of staV reduction
consistent with my overall financial target for that
period.

Q71 Mr Love: So far there have not been any
compulsory redundancies although there has been
regular concern about oYce closures and staV
reductions, and that is a very serious target to try and
reach. How do you intend to accomplish that
without a very dramatic impact on all of those issues
that are currently of great concern to the staV that
work for HMRC?
Mr Gray: By seeking to carry forward the same
process and approach that we have adopted over the
last two years, during which period, over the last
three years since April 2004, we have now made a net
staV reduction of just over 10,000 people, which is a
substantial proportion not just of the 12,500 but of
my broad estimate of 25,000. As I said earlier, I think
overall that is consistent with our continuing to
improve our performance. I do not believe that we
have reached anywhere near the end of the scope for
us to continue to achieve more performance with
fewer resources. The main area in which I am
convinced an awful lot better is around our
compliance activity, where I entirely understand the
concerns you have heard today about the possible
impact of reductions in the number of staV working
in compliance, but the fact of the matter is that we
have hugely variable performance across the
organisation—and I think I made this point to the
Committee on an earlier occasion—between
diVerent parts of the Department and diVerent
oYces. We have far too many compliance
interventions which are not generating a net return. I
do not expect every intervention to produce a return
because there are important deterrent eVects but I
am clear that there is a huge scope further on our
compliance work as well as on our more routine, if I
can put it that way, processing work to deliver a lot
more than less.

Q72 Mr Love: Finally can I ask you about
compulsory redundancies? There has been an
element of goodwill in your relations with the trade
unions and staV representatives because there have
not been any compulsory redundancies but it seems
diYcult to grasp that there will not now be
compulsory redundancies of part of reaching your
target. Will that happen and what sort of numbers
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are we talking about in that 12,500 of staV saving
that you are looking for in this period between 2008
and 2011?
Mr Gray: As I said earlier, I hope we will be able to
do this without compulsory redundancies. I honestly
do not know whether we will be able to; that is why
we have been regularly reviewing the position every
six months. As one of the earlier witnesses indicated,
in our approved early retirement scheme already
3,000 have gone under that scheme. I currently still
have a list of 1800 people who are feeling frustrated
that I have not granted them that early retirement
scheme—they have made applications that we have
chosen not to meet, partly as a result of trying to
retain the right people and keep them in the right
place. We still have a very substantial number of
people on fixed term appointments in the
organisation, which we have run down a little bit
over the last year but we still have several thousand
staV on fixed term appointments, which does give us
a degree of flexibility again to achieve a significant
reduction in our total head count without actually
reductions in permanent staV through whatever
means. So I hope we can continue without
compulsory redundancies; I am not sure whether we
will be able to or not and I cannot give a
commitment that we will not because I need to judge
this period by period in the light of that balance we
talked about earlier.

Q73 Mr Love: In terms of priority and balance how
do you prioritise the need to explain that
experienced staV that you talked about, where you
are resisting giving them early retirement with the
need not to have compulsory redundancies? Which
one comes first?
Mr Gray: I do not think I can ever get in the position
of saying one comes first and the other comes
second. I will hope to judge this by what is
happening to performance, which is why the
Chairman’s questions about how regularly we are
reviewing performance are clearly right. Month by
month I am going to have to see how this is going. If
we can continue to hit the performance targets that
we have been set, consistent with achieving the staV
reductions without redundancies, then the
presumption is I will carry on doing that. If that is
getting much more diYcult we may face a diYcult
choice and I shall be very open and frank about this
with the unions and with staV if I feel the need that
we have to be more targeted, if I can put it that way,
about the way in which we achieve the further stages
of manpower reductions.
Chairman: Mr Viggers.

Q74 Peter Viggers: I am looking at head count
reductions, particularly in the light of the National
Audit OYce Report, which said that only partial
assurance can be given about some of the
reallocations. The Treasury agreed that 1,325
additional staV for the Contact Centre should be
treated as a new policy burden, but the National
Audit OYce has pointed out that this programme
does not really represent a new policy burden at all
because it is “improving the quality of existing

services”. How can that really be regarded as a new
policy burden? It is part of the reorganisation, is it
not?
Mr Gray: It was a decision to put significant
additional eVort into our Contact Centre work,
particularly driven by concerns expressed by this
Committee and others about performance around
tax credits. We discussed that proposition with the
Treasury; the Treasury agreed that this should be
treated as a new policy burden and that is the basis
on which we have implemented it. I think it reflected
a judgment that the degree of capacity that we
required to deliver our business, particularly the
Contact Centre side of the business, was significantly
greater than had been foreseen at the time of the
Spending Review 2004 settlement, and that was the
judgment that the Treasury reached.

Q75 Peter Viggers: So it is a significant dilution of
Gershon and a reduction of the cutting edge?
Mr Gray: No, I do not accept it is a significant
dilution. As I say, looking at the overall figures I
think we are ahead of the Gershon curve, if I can put
it that way on head count reduction—the point that
the Chairman brought out at the beginning—so I am
certainly not feeling that I have under achieved in
relation to the extent to which we have driven staV
costs down for the organisation.

Q76 Peter Viggers: Following the merger of HMRC
and of course the Carter recommendations there
must have been a number of projects and policies
which have been wound down. Have you included
any associated full time equivalent reductions from
these defunct projects in contributing towards your
policy targets?
Mr Gray: In terms of the head count reduction in
terms of eYciency certainly there has been some
benefit in there from earlier investment projects and
that is always one of the key ways in which you
deliver eYciencies in an organisation—you invest in
new processes or whatever in order to deliver those
eYciencies. I do not think it was ever part of the
Gershon approach that one should not be able to
operate in that way. In terms of—which I think was
your precise question—the disbandment of project
staV, has that contributed to the overall reduction,
no it has not because over the course of the last
couple of years we have had a significant net increase
in the proportion of staV engaged in modernisation
projects because obviously I need to invest now in
further projects, whether it is the next stages of the
Carter Programme, or whatever, in order to support
the delivery of eYciency savings over the next three
or four years.

Q77 Peter Viggers: You have spent £108m on
voluntary retirement and there is a provision for a
further £150m up to March 2008. Are there any
other costs associated with the eYciency
programme?
Mr Gray: A number of the investment projects, as I
have already said, will be making a contribution
towards the eYciency target reductions, but I think
that was always recognised as part of the Gershon
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philosophy, that where departments were investing
in processes that would enable them to deliver
eYciencies it was perfectly reasonable to take that
into account in setting the overall scale of the targets.

Q78 Peter Viggers: You have redeployed some staV
and the National Audit OYce says that your
reallocation figures lack robustness. Some staV, for
instance, it is alleged, have been nominated as
frontline rather than back oYce. How can we ever
have confidence in these figures if they do not appear
to be based on provable changes of function?
Mr Gray: There was never at the beginning of the
Gershon process a definition of frontline that was
either required or imposed; there is no definition
within our Spending Review 2004 settlement. We
have taken the view—and I recognise that the
National Audit OYce is not fully persuaded of
this—that applying an overly narrow definition of
frontline is not reasonable. If I can give you one
example, Mr Viggers, where we are putting more
eVort into risk assessment intelligence gathering in
order to target our eVorts more eYciently, to make
sure that more of our interventions are focused on
areas we need to look into, then I think it is
reasonable to regard that part of our frontline
activity as a key contributor to business
performance. I also think that frontline managers in

large organisations such as mine, whether it is in the
ports where we have significant redeployment, to say
that the person at executive oYcer level, who would
be the most junior level of management are not part
of frontline operation, which I think is the
implication of the NAO’s approach to this, I regard
as unrealistic.

Q79 Peter Viggers: You heard earlier evidence that
eYciency savings in your oYce have resulted in more
work being required elsewhere by professional
advisers and customers. How do you respond to
that?
Mr Gray: I do not accept the word “required” and I
did hear the earlier evidence, which I think included
the use of that word. We are committed to working
increasingly closely with a whole range of agents,
representatives of organisations that speak for the
unrepresented. I believe that we can be more
eVective by deepening our partnership working with
them. It is certainly not part of my philosophy and
approach that we should be requiring them to
undertake work on our behalf. I think there are quite
a number of areas where actually working more
eVectively together we can produce a better overall
outcome for the people we are serving.
Chairman: We are going to leave that part of it here
and move into private session now. I will ask for the
public gallery to be cleared, please.
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Q80 Chairman: Can I welcome you all to the Sub-
Committee hearing this afternoon. Perhaps our
witnesses could introduce themselves.
Mr Dugmore: Keith Dugmore, Chairman of the
Statistics User Forum, which represents about 20
user group interests.
Professor David Rhind: David Rhind, Chairman of
the Statistics Commission.
Professor Holt: Tim Holt, President of the Royal
Statistical Society and a former Head of the
Government Statistical Service.

Q81 Chairman: Professor Holt, perhaps I could start
with you. You have said in your paper that the ONS
really has four big challenges at the moment: the
eYciency targets, the relocation, the modernisation
programme and, of course, the new legislation. Is
that too much for the ONS to handle?
Professor Holt: It is a huge set of challenges and they
are all challenges which are going to go on over quite
a long period. These are not short-term issues really
so one can expect that over the next four or five years
the senior management of ONS is going to have to
continue to manage that broad range of things. It is
very heavy.

Q82 Chairman: What do you think the eVect will be
on staV reductions with the ONS running the Lyons
and the Gershon programmes on a parallel basis?
Will there be intended staV reductions from the
eYciency programme as well as unintended losses of
staV from the relocation programme?
Professor Holt: My understanding of the assessment
on relocation was that the decision to move
everything more or less out of London is really
driven by the two sets of parallel headcount
demands and that, I think, has probably meant that
there is a more accelerated movement of staV from
London than the original proposals allowed for. I
think that is what is driving it. Those are both
externally induced pressures. Neither of those
pressures has anything to do with producing a single
good statistic. They are very significant management
tasks which are externally imposed upon the ONS.

Q83 Chairman: Keith Dugmore, what eVect do you
think these various change programmes are having
on the quality of the statistics that are provided to
the users?

Mr Dugmore: It is probably not terribly apparent as
yet. Our fears are more for the future on this, and I
think there are a couple of dimensions to this. One is
the particular nature of particular statistical datasets
but I think there are also problems in not being able
to get more of a dialogue with users. The risk is that
certain datasets will continue to be produced or
marginally trimmed but when one has discussions
with users about their use of information, how they
want to access it and so on, the risk is that there will
be less of that sort of dialogue going on and I think
that will be to the detriment of the use of
information.

Q84 Chairman: Professor Rhind, when you were
asked by my colleague Mark Todd in February
about how easy it was going to be for ONS to absorb
the Gershon savings and maintain the standard of
performance that was expected, you answered “That
is a matter of real concern.”1 Would you like to
expand on that?
Professor David Rhind: I do not think we have
changed our view—my view personally but also the
Commission’s view. We have had a meeting with
senior staV from the OYce for National Statistics
examining their risk register of the various things
that could possibly go wrong. I think what is clear is
that in the last year there were no major disasters,
and this year my understanding is that they will meet
the vast bulk of their programme and achieve most,
perhaps all of their targets. The issue is really the one
that you have already addressed to my two
colleagues here about, given the challenges over the
next two to three years, is it conceivable that, with
the best will in the world, an organisation under such
pressure can actually continue to do well? On that, I
have to say, the jury is still out.

Q85 John Thurso: Can I ask you, what is your
understanding of why the numbers of staV aVected
by the relocation programme have increased?
Professor David Rhind: I do not know the answer to
that. My suspicion is that pressures for further
eYciencies have been placed upon the OYce for
National Statistics.

Q86 John Thurso: The ONS already has 1,200 staV
in Newport and, according to the RSS submission,
there is a relatively strong methodology presence on

1 HC 326–i, Q19.
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the Newport side. I am wondering why, in that case,
with 1,200 people already there, it should be a
problem.
Professor Holt: I draw a distinction between
methodology, which generally covers statistical
methodology and survey methodology, and areas
like National Accounts, which is a very precise set of
expertise. Both methodologists and national
accountants, to be absolutely frank with you, are not
produced by our universities to the standard that
ONS needs, so that even if they recruit from the
rather diYcult labour market of competently trained
statisticians, those people will not have the skills to
move into middle-ranking positions in national
accountancy nor in methodology. One has to take
them, bright as they are, and then spend several
years of on-the-job training, extra courses, things
like this, to build up the level of expertise that the
organisation needs. It is a well-known fact. It is not
unique to this country. That is true throughout
Western Europe and throughout the US and
Canada too.

Q87 John Thurso: You would see that actually as a
pretty high risk or severe risk to the organisation?
Professor Holt: Our single biggest worry is the loss
of expertise. It is really a major risk and it is a risk
which will continue over quite a period of time. It is
not a question of just managing the point of
transition of the work; it is actually a longer period
than that before one can get the critical capacities
back up to full speed.

Q88 John Thurso: Why then do you think the ONS
is so eager to go along with Lyons and relocate its
London staV at this particular challenging time?
Professor Holt: My understanding was the original
plans were to leave a reasonably large sized nucleus
of perhaps 250 to 300 people in London and that
would have allowed, in our view, the transition of
work, but also to retain core expertise in London if
it could not be transferred until, by parallel working
and so forth, one could build that expertise there,
and it is a period of years, but it looks as if ONS have
had to revisit that decision. My guess is that it is in
the light of the Lyons and Gershon targets.

Q89 John Thurso: Perhaps, Professor Rhind, I can
address this question to you. In your opinion, how is
the modernisation and eYciency programme
progressing? Can its impact be separately observed
from the eVects of the relocation programme?
Professor David Rhind: We in the Commission have
always supported the need for modernisation. The
previous circumstance of large numbers of disparate
and old systems was a recipe for disaster and
ineYciency. It is non-trivial, of course, to build good
computer systems, as we all know. It is a bit
concerning three of the targets in the modernisation
programme were missed. I think they were reported
as such in the last Annual Report. As to where we are
at the moment, since we have not had another report
out, perhaps I may suggest that would be a suitable
question for our colleagues from ONS.

Q90 John Thurso: I will make sure that they are
asked that. A final question, if I may, to Professor
Holt. You have stated that the separation of staV
reductions from the job relocation targets is a very
harsh interpretation by HM Treasury of the two
targets and must be having a significant eVect. Why
do you think the Treasury has adopted this
interpretation?
Professor Holt: If this is the interpretation that they
have adopted, and that is my reading of some of the
documents I have seen, it must be a question for
Treasury.

Q91 Mr Gauke: Could I further ask about the
relocation and eYciency programmes? What do you
think the eVect will be on the quality of statistics and
the prospects for a new, more independent statistics
organisation, given both of those?
Professor David Rhind: ONS have already made a
number of changes to prioritise outputs. They have
cut back in sample sizes, mainly in the business
surveys. They have reduced data validation and
reduced the frequency of some outputs. So there are
already changes going on. One of the good things
about the legislation—and, as you know, we have
some concerns about it—is the way the funding
situation is going to operate in the future, in so far as
it is a five-year funding settlement, and let us assume,
because we do not know, that the funding is
adequate for doing that the things that are there, it
appears that there are no elements ring-fenced. So
from that point of view, it would be up to the Board
to actually set priorities and a crucial element, in our
view, is that the priorities are set after a widespread
public consultation and discussions with many
parties, not simply continuing on the existing lines
and legitimated. So transparency will improve but it
is up to the Board to reset those things. I would be
astonished if there were not some pain in the future,
and cutbacks because, after all, there will be many
new demands as well as the existing ones.

Q92 Mr Gauke: How do you feel about the timing of
having both the relocation and eYciency savings and
a new body being created all at the same time? Is that
the ideal circumstance for any organisation to be
reformed?
Professor David Rhind: Certainly not. In the famous
phrase, if I were you, I would not start from here. It
does present enormous challenges to the
management and it comes back to the Statistics
Commission’s concerns. We think there are serious
risks, which, of course, the staV are trying to
manage, about the individual elements that Tim and
Keith have mentioned, and indeed others, but it is
the combinatorial eVect of all of these: in our view,
there is a heightened risk by one of these triggering
another one. I cannot tell you what is likely to be the
problem in two years’ time but it would be an
amazing achievement if ONS got through all of this
period, with all of the changes that are going on,
without something going wrong.

Q93 Mr Gauke: Professor Holt, would you agree
with that?
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Professor Holt: Yes, I think I do agree with the
general assessment. None of us are very clear about
the budgetary settlement and we raise a few
questions in our paper about interactions between
these things. For example, if the modernisation
programme was meant to deliver certain eYciency
savings which have been delayed, then to what
extent have they been built into the funding
assumptions, and things like that? None of us is in a
position to make a judgement about any of those,
but I agree entirely with David Rhind that the real
worry would be if there were some major problem,
particularly whilst this new Board and new
legislative arrangements are being put into place
because, if anything—and Heaven forbid, none of us
want it—were to go seriously wrong, it would create
quite a strain on the senior management of ONS and
it would colour the relationship between the Board,
Parliament and the National Statistician, which
might be damaging for a period of time.

Q94 Mr Gauke: Mr Dugmore, in the written
evidence from the Statistics User Forum, you talked
about a deterioration in quality comparable to the
Rayner period. Could you elaborate on that, in
particular in the context of a new organisation for
National Statistics and how you see that working?
Mr Dugmore: Yes, I think the fear is that some of the
most obvious parallels with Rayner would be cuts to
surveys and so on; also, a cultural attitude which
used to be the case with the Rayner review, that
information was only for government purposes and
not for the wider use and wider world. I think there
have been good moves in all directions, and there is
an acceptance that statistics are for the general
public and business and so on. On quality, one of the
things that particularly strikes us is that it is not just
a matter of keeping things going broadly as they are
but there are developments in wider society, and one
needs to have innovation in how data is collected.
For example, the current concerns about population
estimates and migration open up questions of access
to DWP registers, things like that, and that needs
experience and intellectual commitment to grab hold
of it and do something novel. It is not just keeping
the machinery going and oiling it. The lack of
experience will show if there are not enough people
around to develop new things.

Q95 Mr Gauke: Professor Rhind, we have talked
about the cuts outlined in the ONS’s 2007-2008
work programme. How radical are we talking, and
what eVect will they have on the relocation?
Professor David Rhind: I hesitate to sound inept but
I think we just do not know at this stage the scale of
that, except for one or two examples. There have
certainly been some concerns expressed about the
cutbacks on sample sizes and indeed, I think some
concerns also about the frequency of some outputs.
We have received only one formal complaint
recently about ONS activities from the Association
of Regional Observatories, which came in very
recently. I am going to sound inept, I am afraid. At

this moment in time I cannot actually predict the
eVects of the cutbacks that have been announced
already.

Q96 Mr Gauke: We know that the Monetary Policy
Committee of the Bank of England has raised
concerns about some of the re-engineering
programme, if you like, and we know that the MPC
wrote to the ONS saying the MPC remained
concerned about the need to reduce the quality of
some statistical data in order to carry out the re-
engineering programme. Is that a criticism that you
would share?
Professor David Rhind: The criticism by the Bank is
not public and in that sense . . .

Q97 Mr Gauke: I think it is now.
Professor David Rhind: Is it? I am not sure that I
have a sensible argument until I have read that. It is
clear that the Bank is, understandably, concerned
about the quality of any economic statistics and,
given the consequences for MPC of information
which may be out of date or which may be
inadequate in some other ways, it would have very
serious consequences, so I think they would have to
take it very seriously and I look forward to reading
the public document.

Q98 Chairman: Just for the record, you are on the
Court of the Bank, are you not?
Professor David Rhind: I am on the Court of the
Bank of England. We have some discussions about
data quality and, of course, the Bank uses a vast
amount of data in terms of its MPC work, not just
ONS work, so I occasionally sit in and watch the
presentation of the data for the MPC members but
thereafter the MPC is entirely independent and
makes its own conclusions and also writes
independently from the Court.

Q99 Mr Gauke: I can understand your not being
able to comment on the Bank of England position
but one additional point that the Bank of England
has made is that sample cuts bring with them a
sizeable risk of a reduction in data quality that will
not be oVset by planned improvements in methods.
Given that, how confident are you that the ONS will
be able to deal with a risk that does appear to be
there?
Professor David Rhind: It seems to me that, in a
situation where there are real concerns of that sort,
this is inevitably a matter for prioritisation,
assuming one has the necessary resources and skill
sets, and to address that particular one, it would be
very surprising if other things did not have to take a
lower priority.

Q100 Mr Todd: Have you seen at any point a risk
analysis of this programme?
Professor David Rhind: We have very recently
discussed with ONS their analysis of the dozen or so
major risks that they have identified mapped on to
the risks that we have identified and had a discussion
with them about all of that. We understand why they
have identified the risks that they have. We see that
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each of the five Board meetings of ONS each year
considers the risk register and has it updated
appropriately and we know that, being good
professionals, the people in ONS are seeking to
mitigate those risks wherever possible. Our prime
concern as the Commission is the combinatorial
eVect; there are just so many things going on that it
could easily get out of hand if something went badly
wrong and then the demand for senior management
time to fix that might have consequences elsewhere.

Q101 Mr Todd: You have outlined an iterative
process in which you have exchanged your
perceptions of risk with theirs.
Professor David Rhind: I wrote to the Financial
Secretary. In fact, I wrote two years ago to the
previous Financial Secretary about risks of this sort
and he responded saying that he was confident that
this was well in hand. I wrote to the current
Financial Secretary given the new things involving
the legislation and so on, and he directed us to ONS
for their risk registers to be discussed with us, and
that has happened very recently indeed.

Q102 Mr Todd: Is there a planned output from the
meeting that has taken place?
Professor David Rhind: My understanding is that the
meeting was a private one in so far as documents of
that sort, under Whitehall conventions, are actually
confidential, so I think all that I can say is something
about the general outcome rather than the details of
the individual risks and their assessment.
Mr McFall: Given that you have spoken to them,
and the overt and maybe covert risks that are on the
ONS, could you imagine them under-estimating the
risks when they appear before us shortly?

Q103 Mr Todd: Bearing in mind they are sitting
behind you.
Professor David Rhind: I can only see forwards.
What I took from our meeting was that these are
very professional people, utterly committed to doing
a good job. I think they have, if I may use a technical
term, a hell of a challenge in front of them. It looks
diVerent outside from inside. Inside you know far
more of the detail than you do outside. I remain
concerned.

Witnesses: Mr Dean Rogers, PCS, Ms Rose Willis, Prospect, and Ms Ro Marsh, FDA, gave evidence.

Q107 Chairman: Let us resume. Could you kindly
introduce yourselves formally for the shorthand
writer, please.
Ms Marsh: Ro Marsh from FDA.
Mr Rogers: Dean Rogers from the Public and
Commercial Services Union.
Ms Willis: Rose Willis from the Prospect trade
union.

Q108 Chairman: You are from diVerent parts of the
workforce so I will understand if you all want to chip
in on each question, although we only have until half

Q104 Mr Newmark: In an article in the Financial
Times in March it said “The ONS said the losses to
gross domestic product data in part reflected a new
computer system.” It then went on, “But some
believe the extent of the problems has not been made
public.” Clearly, it has been today. “The ONS says
GDP growth could be ‘significantly revised’ when
the full data publication is resumed.” Is that likely to
be the case?
Professor David Rhind: Can I defer to my
professional statistician colleague on my left and see
if he is able to speak authoritatively on that?
Professor Holt: I certainly cannot speak
authoritatively about the quality of the GDP figure
but if there are delays to implementing changes,
revisions, over time, and these are accumulated
together in order to reduce or manage the eVort that
people have to put into it, then clearly, when they are
reintroduced, it is likely to lead or may lead to a
higher revision than one would otherwise see, albeit
one might see a series of smaller revisions if the
things were introduced in a more sequential way. I
do not know whether that is the underlying
explanation for the question you are posing but that
is the only thing I could obviously oVer.

Q105 Mr Newmark: Obviously, the Government
sets great store on GDP growth and what is going
on, but if in the implementation of everything there
is going to be a significant revision to GDP growth,
clearly, that has an impact on everyone’s thinking.
That is why I asked the question.
Professor Holt: I would also add that often, it
depends on what state the economy is in as to how
critical these things become. If a revision, for
example, turns you from being in growth to in
recession, then politically that is a huge implication,
or a revision that goes from 3 to 3.3 may be the same
revision but actually does not carry the same sort of
connotation with it. So it is tough being in statistics
because sometimes revisions coming at the wrong
time can actually have much greater significance
than at other times.

Q106 Mr Newmark: That is all a question of
perception.
Professor Holt: Yes.
Chairman: Thank you very much. We will move on
to our next witnesses now.

past three on this section. What eVect have the
eYciency and relocation programmes together had
on staV morale at ONS?
Ms Willis: The chief evidence that we have actually
provided is in the FDA submission in paragraphs 8
and 9.2 It is about the two surveys that have been
held there. We do want to say that this is not just
about the trade unions banging on about low staV
morale, because you would expect us to say that.
There is evidence here from the staV at the OYce for

2 Ev 125.
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National Statistics. There is civil service evidence
and there is the ONS staV perception survey carried
out in November 2006, and they obviously give
exceedingly damning evidence as to how the staV
actually feel about what is going on there at the
moment. That staV perception survey was actually
prior to the most recent announcement, which is that
there are going to be very few jobs left in London. At
the time of that survey they did not know that, so
you can imagine that there has been a significant
reduction since then as well. Every time there has
been an announcement, the staV have wanted a
meeting to have things explained to them. We
obviously know anecdotally the way that our
members feel. There has been industrial action from
one of the unions and our union did have a vote on
industrial action as well, because there is really poor
morale. They do not feel valued, they do not trust
senior management, they do not believe that there
was ever a proper plan to carry this through and the
main issue is that they feel that targets are now being
pursued on Lyons and Gershon which are actually
impossible to meet and are detrimental to the future
of the organisation.

Q109 Chairman: We will come to the targets in a
moment. Let us just hear the other two on the eVect
on morale of the two programmes.
Ms Marsh: I do think those surveys are critical, and
they are referenced in the FDA submission, and in
particular the SCS survey that was conducted by the
Cabinet OYce where only 11% of ONS senior civil
servants—this is October last year—believe that
ONS is well managed, and this is 40 percentage
points lower than the civil service as a whole. The
documents are available. I understand that they are
available for you to access if you would like to look
at them. I think those are the most damning
documents. StaV morale in ONS is disturbingly low.
It is quite significant, I think, that the FDA is saying
this as well as PCS and Prospect. Without meaning
to be critical of my colleagues in any way, PCS and
Prospect produced a document a few years ago, in
2005, I think, Saving ONS from itself, which the
FDA did not sign up to at the time because, although
we supported some of the stuV that was in there, we
did not think it was the appropriate way to behave
at the time. Since then morale amongst our
members, the more senior people in ONS, really has
been damaged beyond repair, with people leaving in
droves as well, and I do think the SCS survey is
evidence of that, and the meetings we have had with
John Healey and with the senior level of people
within ONS are indicative of that. As we put in our
evidence, we believe that ONS is at crisis point and
we do not say that lightly; we are very, very
concerned. Our evidence was drawn up by senior
people, FDA members—it was not just drawn up by
me—who are mostly statisticians, but some
economists as well, because across the FDA there
was real concern for the future of ONS. The most
recent announcement of the closure of the London
oYce, which happened pretty much out of the blue
as far as the staV were concerned, in January, was
received with some shock by members.

Q110 Chairman: I understand that. We will go into
some of those details in a moment. I am just trying
to get a general picture.
Mr Rogers: The PCS’s submission to you was across
the whole of the civil service and the areas that cover
all of the departments but I would say that,
especially in the ONS, staV morale is a particular
concern. Some of the issues that we have raised with
you nationally are of concern and apply in the
ONS—low pay, concerns about fewer people being
asked to do more for less money in relative terms—
but what is particularly frustrating and depressing in
the ONS is that there is an acknowledgement
amongst staV that they are not only having to put up
with what everyone else is having to put up with, but
their output and what they care about doing is being
put at risk. It is almost as if “I am going to be
damaged goods if I have ONS on my career CV.”
They talk to colleagues in other departments and
they are met with “Oh, right, you work there, do
you?” What has been really frustrating is that since
2003 in particular, when the Lyons and Gershon cuts
were first announced to us, there has been a sense of
no plan. There has just been a sense of commitment
and targets with no strategic strategy of how you are
going to deliver on those, and when we have asked
and staV have asked for a sense of a plan and a sense
of direction, they have not been given one. At the
first meeting in 2003, when they announced the cuts,
we asked, “How are you going to do this? Who is
going to be delivering what, at what grades at each
site at the end of this? Do the relocations and the job
cuts mean that they overlap? Are they going to be
new jobs? Are all these jobs that are going to
Newport going to mean there will be 700 more
people at Newport?” These were basic level
questions that would demonstrate a sense of
understanding of how they were going to deliver
this. 15 or 16 months later we were still asking the
same questions and not getting any answers. That is
why we did Save the ONS from itself. It was only
after that, when we first met with John Healey, that
we started to get any concrete information and there
was an acceptance shortly after that, after the first
meeting with John Healey, and Hilary Douglas
came in to act as a liaison for the Treasury and the
Department, that we began to get recognition from
the Department that they had over-stretched
themselves, that they did not know how they were
going to deliver this plan and there was a degree of
serendipity about it, but they carried on with that;
that has still been the approach and that is very
depressing. People are now seeing the beginnings of
the impact on service delivery and that is what is
really depressing staV.

Q111 Chairman: Given that some of these
programmes have been imposed on the ONS, what is
it that the ONS management can do to improve the
situation when, apart from better consultation, they
are being ordered to do this; they are being ordered
to meet Gershon targets, to meet Lyons targets?
Mr Rogers: There is a sense from the oVset, that I
think is in the submissions from all of us, that the
staV in the ONS do not fully accept that the scale of
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what was being volunteered by the Department was
placed on them. There is a sense that Lyons and
Gershon was going to happen and everyone was
going to have to contribute to it, but the
proportional scale oVered up by the ONS in terms of
relocation and job cuts was massive in comparison
to a lot of other departments. At that time the
Treasury were oVering 14 relocations in total while
ONS were oVering 800 originally. What has become
clear is that the scale of those targets was over-
ambitious. That became clear. They did not have a
budget for it. It was also tied into the delivery of a
modernisation agenda, an IT-driven modernisation
agenda, which by the latter part of 2005 was so far
behind schedule it was evident that was not going to
deliver the eYciencies that these numbers were based
upon. Since then there has been a pursuit of one set
of targets, i.e. the cuts targets and the relocation
targets, at the consequence of everything else. That
is what is really making the situation so desperate.
Ms Willis: The cuts target has actually increased
over the period as well. It started oV at 700, then
went down to 500, and we reckon now, although one
of the problems we have had all the way along the
line is not knowing what the final picture is and we
certainly do not know the precise details of the final
picture in relocations following the most recent
announcement even to this day, it is about 850 jobs
going now and that was certainly not the original . . .

Q112 Chairman: When were you told about the
change to the original relocation plan?
Ms Marsh: That is where it gets muddled. A lot of
the information we have had has been unoYcial or
informal. In fact, most of the information that we
have had has been unoYcial or informal, and that
has been part of the problem with the evidence of the
lack of consultation at ONS but it is certainly clear
both from ONS management at various of these
informal, unoYcial meetings and elsewhere that the
original Lyons targets were set without expectation
and without knowledge of Gershon, and actually,
there was a belief that if they did a very eYcient
relocation, they would actually get some support for
that. It is not a political agenda but very much the
agenda of ONS to relocate itself out of the South
East, and it oVered up a high target, and then
Gershon came along on top of that. At some of the
meetings that we did have with the senior
management, after the meetings with John Healey
started, they admitted that to us; they admitted that
the targets were too high and that they were going
back to Treasury to try and get them reduced
because they were really concerned themselves
about whether or not they could continue to reduce
the output. I do think throughout all this the
consultation has been informal, unoYcial, and that
has been part of it in terms of being able to look at
targets and say, “Well, it was that target and now it’s
that.” The figures all contradict each other.
Mr Rogers: I would go further. Apart from a very
short period when Hilary Douglas was put in after
the first meeting with John Healey, we have had to
fight tooth and nail for any information and any

credible information at all. The Save the ONS from
itself document was compiled entirely from
documents that had been leaked to us unoYcially.

Q113 Ms Keeble: I wanted to ask a bit more about
the relocation and modernisation. First, rather than
ask you to go through it all, it might be really helpful
if we could have a note setting out the sequence of
meetings and the stages that you have been through,
because it does seem there is a lack of clarity about
when you got which bits of information and it might
be helpful if we could have that set out when you
have had a chance to consider it outside of this
meeting.3 I wonder if you could tell me: normally
when you relocate large oYces, there is a fairly clear
procedure, is there not, of oYce relocation,
redundancy, redeployment and such like? Were you
made an oVer like that?
Ms Willis: We worked on some documents; that was
the process. Yes, we did do that.

Q114 Ms Keeble: So there was such an oVer that you
had to put your members?
Ms Willis: No, no.
Mr Rogers: There was an announcement. In
October 2003 we were called into a meeting with
Peter Walton. We talked. I was happy.

Q115 Ms Keeble: If we can go through that process,
there was never any clear oVer, “This is what the
oVer is to you, as an employee, relocation,
redundancy”?
Ms Marsh: There was a relocation project, which we
were copied in to, but it was not done as formal
consultation with the unions at all. There was no
formal consultation with the unions on that project.

Q116 Ms Keeble: Perhaps we could have a note of
the diVerent meetings. Obviously, moving out to a
place like Newport is a big challenge. Was there any
study done of the skill sets that were required and of
the skill base in Newport, assuming some people
would not want to move, because lots of people
would not for all kinds of reasons, children in
schools and this, that and the other? Was there a
study done as to whether there was a local labour
force to recruit from?
Ms Marsh: That is one of the questions we were
asking.
Mr Rogers: We asked for a business case and a
strategic plan that could back up the commitments
that they had made and we got no sensible answers
or credible answers or information from that, and
we kept repeating the questions and that is what led
to the Saving ONS from itself document. What we
did get was very flawed. Originally, they were
planning to relocate to 200 posts from Titchfield to
Newport. They then worked out later, having made
the commitments, that Titchfield was actually
cheaper than Newport, so they have since tried to
find 200 additional moves from London. The most
critical thing recently in this saga was they did a
Vision for London study, which was again internal,

3 Ev 129.
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with no union input, last year. That highlighted that
to go below 350 in London, particularly on the
statistical side, was a critical number that provided
critical risk to delivery of outputs, and that again has
been dismissed.

Q117 Ms Keeble: So far PCS—that is Dean—say
there have been 50 relocations.
Mr Rogers: That is approximate.

Q118 Ms Keeble: Is that since 2003 or 2004,
whenever you had the first announcement?
Mr Rogers: Since the announcement, yes.

Q119 Ms Keeble: Is the relocation actually viable?
Mr Rogers: No.
Ms Marsh: We do not know. There are diVerent
aspects of the relocation. The relocation of the head
oYce has pretty much happened in that the head
oYce of ONS is now, as of April last year,
technically based in Newport. We have actually
never opposed that. We are not completely against
the move, the relocation to Newport. What we are
very concerned about, and all three unions are very
concerned about, is the eVective closure of the
London oYce.

Q120 Ms Keeble: What I was saying is that if you
cannot get skilled people to move to Newport and if
there are not skilled people in Newport to do the
jobs, then actually the move is not viable. Is that
what you are saying?
Ms Marsh: That is our view, yes.
Mr Rogers: We did get some information from a
business study. We have raised concerns all along
about aspects of the relocation to Newport. PCS in
particular raised concerns about the race impact
assessment, which was done after they had made the
commitment rather than following the study, and
again done without any consultation with us. But
one of the things that they said in this study, in the
business case that they eventually gave us, was that
there was a larger travel to work population in
Newport than Bristol or CardiV. I am actually from
Cwmbran, which is just outside Newport, and I just
thought that was completely bizarre. There is no way
that Newport could have a bigger population of
working age than Bristol or CardiV. It just defied
fact.

Q121 Ms Keeble: It is the particular skills as well. In
your view, if there is not the skilled staV to recruit in
Newport and the staV from elsewhere will not move,
is that one of the threats to the eYciency of the
statistics you are producing, because in Newport
you simply would not be able to get the skill base
that you need to produce the stats?
Mr Rogers: Colin Mowl said that to go below 350 in
London was a critical figure because of the
interchange and the interaction, particularly at the
specialist levels of the organisation. It is critical to
the validity and credibility of the output. That is
their own evidence, which has been ignored to chase
an original target and to please, I guess, somebody
in the Treasury.

Q122 Ms Keeble: Are the people leaving the ONS
due to relocation included in the reductions that you
need under the eYciency programme? Presumably
people are drifting away, are they, because of this
pressure, or because they do not want it on their CV?
Mr Rogers: They are now, yes. One of the other
problems is, because there has been no strategic plan
from the outset, they have never really had a clear
strategy for how to do this. Nobody actually
thought. If this is A, the starting point, and this is C,
no-one actually worked out B. That has meant that
there has been no control over the situation and little
direction. There is no way they can guess whether the
right people are leaving. When we challenged the
latest cuts, when we had a meeting in January, the
phrase that was put back to us by the Chief
Statistician was “We are following a serendipitous
approach,” and I took that to mean “We are making
this up as we go along,” and that is just not good
enough.

Q123 Ms Keeble: Letting job losses rest where they
fall. Which of the diVerent factors that were outlined
at the beginning do you regard as the biggest
challenge to the performance of ONS: the
relocation, the modernisation or the eYciency
programme, or the number of targets you have?
Ms Marsh: We think it is all of it.

Q124 Ms Keeble: Can you prioritise? It seems there
is this huge muddle going on, but which in your view
is the most serious of those?
Mr Rogers: The relocation targets and the
redundancy targets were based on an understanding
that the modernisation programme was going to
deliver certain eYciencies, which it is not delivering
and is not going to deliver, but if I had to put a point
to this—and the others might have a diVerent view—
it is the pursuit of the original set of targets and those
original public figures over the realisation that
actually, this is not working. They have had enough
time now to see that this is not working and those
targets, with a bit of honesty, openness and
transparency, could be adjusted down; if they just
said, “This is not working. We are going to have to
adjust our figures and be honest,” because making
ONS work and the independence, whatever, is the
most important thing. It is the pursuit of those
original targets over all else that is really the critical
factor, if I had to pick one of those three, but they do
interlink.
Ms Willis: Those two targets were integrated, the
eYciency and the relocations. It was not worked out
how they were going to fit in together.
Ms Marsh: If it had just been Lyons, the three unions
had been working at that stage with management to
mitigate the whole Lyons process, and then Gershon
comes along on top of that. It is the combination of
all of it that is the problem. One of the particular
concerns of the FDA in terms of the move and the
fact of having to recruit in Newport is that the
critical production of statistics in London, in
particular National Accounts, with specialist skills
which cannot be recruited externally, has to be
home-grown.
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Q125 Ms Keeble: Can I put a point back to you? It
is trade unions’ bread and butter really to be able to
negotiate a sensible relocation programme. What I
am bemused by is, if the management did not oVer
one, why you were not equally able to negotiate one.
Mr Rogers: We have subsequently had negotiations.
It was not part of the early stages but we have
subsequently had negotiations with them once we
had met with John Healey. You can only negotiate
when people sit down and negotiate with you. We
cannot force people; we can try and force people to
the table by industrial action, but we try not to,
believe it or not. We did get a relocation package,
negotiated, I think, towards the end of 2005. The
point is though if people do not want to move
somewhere and you have picked a site to which
people indicate they do not want to move, and it has
been a problem endemic in the organisation. They
knew Newport was going to be a problem from the
outset. One of the things that was quoted back to us
at the first meeting by Peter Walton was “The trick
to making this work is convincing people that
working in Newport does not mean living there.”
When that is the oYcial line from the organisation
from the outset, you can imagine what my reaction
was, as somebody who grew up looking at Newport.
It was not particularly impressive, but if that is the
view from the top from the outset, it is going to be
a struggle.

Q126 Ms Keeble: Can I just ask one final question?
Obviously, relocating to a place that might
appreciate having a lot of skilled jobs coming to the
area is a very important move. Was any eVort made
to try to make Newport appear a more attractive
place to which to move?
Ms Marsh: I do not think that is up to the unions to
do, is it? I think there was an attempt at that and they
certainly did quite a lot of work on the building
itself, and there has been talk about what a nice
greenfield site it is and it has good car parking. From
the FDA’s perspective, in some respects initially we
were quite positive. Our branch convener is actually
in Newport so we already have quite a presence
there. The relocation package was good, but what
soon became apparent with statisticians in
particular is that most of them seem to want
London. They want to have the ability to move
around government departments and to have the
centre of government available to them.
Mr Rogers: Management did make some eVorts and
we were not trying to run Newport down—I did not
get involved in this, to stop jobs going to where I
grew up—but there were some particular problems.
The race impact assessment was particularly
problematic and Newport was particularly
problematic in that regard. There has always been
the issue of specialists. If you are on a career path,
there is a serious risk: if you want to develop your

career and you start oV in the ONS and then go
somewhere else, and you are thinking of having to
relocate from Newport at some point back to
London, that is going to be an enormous risk for
someone to take.
Ms Keeble: I was going to ask if there were any other
issues you wanted to highlight but I think I might
forego that one.

Q127 Mr McFall: I would like to get to the bottom
of it. The Bank of England have given us their
submission and they say that the relocation
programme poses a serious risk to the maintenance
of the quality of macroeconomic data. If skilled
workers do not want to move, it could have a severe
impact on the range of statistics and possibly pose a
risk to the successful implementation of the
National Accounts re-engineering. That issue is very
serious, so where are we? You mentioned the figure
of 350. Where is it at the moment and where will it
be in six months if people are not willing to move?
Ms Marsh: That is one of the critical points here
actually. People are leaving. They are not waiting for
the relocation; they are not waiting for the packages.
Various quite senior civil servants have left willingly.

Q128 Mr McFall: Can you give us an idea of where
we are just now?
Ms Marsh: No, I cannot.
Ms Willis: The last information we have was from
January.
Ms Marsh: We are not getting that information
ourselves. The critical announcement was the one in
January which talked about beyond 2008 actually
closing the OYce. We believed it was going to be
reduced down to 300 or 400 by 2008. We have
subsequently been told there will be further closures
beyond that, and that is when people started losing
faith completely in the ONS and leaving. In terms of
numbers, we do not have that information.
Mr Rogers: All we have had is that the promised
number of relocated posts to Newport between 2004
and 2008 was meant to be somewhere in the region
of 450 in that period of time, and the now projected
increase in the number of staV in Newport in that
period is 50. So 400 jobs have been lost somewhere
along the M4. We also know from the latest staV
numbers that we are not getting people relocating.
The number of people moving is still very small. We
should by now, with 2008 approaching and that
being a critical delivery date, see people relocating,
if they are going, but they are not. We are also seeing
the impact of the statistical modernisation
programme, where the shortfalls in that and the
eYciencies that are not being delivered is leading,
apparently, to further movement of resources in the
direction of meeting these cuts.
Chairman: Thank you very much. You have given us
plenty to fire us up for the next session.
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Q129 Chairman: Ms Dunnell, could you introduce
your team, please.
Ms Dunnell: Yes. I am Karen Dunnell, the National
Statistician and Registrar General for England and
Wales. On my right is Steve Newman, who is our
Director of Finance and Planning, who is
responsible for our eYciency programme, and on
my left is Dennis Roberts, our Director of Corporate
Services, who is responsible for relocation.

Q130 Chairman: You have a modernisation
programme, an eYciency programme, a relocation
programme, a change programme from the new Bill,
and you are preparing the 2011 Census. Are you
losing control of all this?
Ms Dunnell: I do not believe so at all. In fact, these
programmes have been going on for several years
now and we have just done our evaluation of last
year, and in terms of our outputs of statistics, we met
our targets of time and quality 100% for our market-
sensitive outputs and 99% for the other outputs. So
our estimation is that, while this is a very, very
challenging agenda, we are managing very well to
deliver what we are there for. We are also achieving
our eYciency targets and we are making progress on
our relocation.

Q131 Chairman: The Bank of England describes
aspects of your performance as “unsatisfactory”,
continued diYculties in implementing National
Accounts as “very unwelcome” and the MPC are
seriously concerned that the relocation programme
should be managed in a way that does not pose a risk
to the quality of ONS economic data, which are vital
for monetary policy.
Ms Dunnell: Yes, we agree . . .

Q132 Chairman: How can you describe your year as
satisfactory? The Bank is one of your major
customers.
Ms Dunnell: Yes, and I think, as previous answers
have shown today, what we are talking today about
is an evaluation of the risks coming up in the future.
The picture I have just painted is a situation where
we have been living with these risks for the last
couple of years and have managed to manage them,
and continue to deliver the outputs of the OYce.

Q133 Chairman: I am sorry to interrupt you but the
Bank’s letter does not only talk about the future. It
complains about the cuts to regular activities and
specific ONS projects, such as this year’s Blue Book,
that the ONS deemed necessary to tackle those
problems. That is not the future. They are
complaining about something that has happened in
the past. It is happening now.
Ms Dunnell: That is a statement about a very
detailed negotiation that we carried out with the
Bank in order to take forward a very important part
of our modernisation programme, which is the re-
engineering of National Accounts, and, as part of
the evaluation of that project, it became quite clear
that we did not have the resources, partly human

resources and partly technical resources, to both
deliver the 2007 Blue Book in full and deliver a
modernised system for the 2008 Blue Book. So we
were in a situation where we either had to say we
would put oV the modernisation and the
implementation until 2009 or we would negotiate—
not significantly and in full consultation with the
Bank—a reduction in the work that we would do on
the Blue Book in 2007. We regarded that as
preferable to delaying the finalisation of the project
to 2009.

Q134 Chairman: That is an admission that you are
not being able to cope with all these programmes
running simultaneously. You have had to cut things.
Ms Dunnell: The modernisation programme, as you
know, is very ambitious, and we discussed this at a
previous time when I came here, how we are not
thinking of doing a “big bang” to things but of
having a more continuous programme. We are
always re-evaluating the programme and we do
acknowledge that some projects go better than
others but actually, the National Accounts project is
one of our more successful ones.

Q135 Chairman: Let us turn to this issue of staV
morale. Why, according to the FDA survey, do only
11% of your senior civil servants think the ONS is
well managed?
Ms Dunnell: That is of great concern to us and is
something that we have spent quite a lot of time
discussing, not only among the senior managers but
also among the senior civil service themselves, who
are of course the leaders and managers of the OYce.
We have a group of only 40 or so senior civil servants
and we need to understand this better. One of the
reasons is because we are, as you say, in a
programme, or several programmes, which impose a
lot of change and a lot of uncertainty on the
organisation. That is one of the things which creates
disaVection and lack of confidence in the leadership.
That is something that we are addressing and we are
addressing with the rest of the staV, which is to get a
clearer focus on what we are actually aiming to
achieve in the next three or four years and to have a
much clearer strategy about how we achieve it. That
is a programme which we aim to complete in June.

Q136 Chairman: I can understand why lower down
the organisation individual members of staV may
have very poor morale. What I do not understand is
why senior civil servants in your organisation do not
think it is well managed.
Ms Dunnell: The decisions that we have made about
relocation have been very diYcult for the
organisation. At the time a large number of senior
civil servants worked in London and you see that
reflected there, because it was a very diYcult and
very unpopular decision.
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Q137 Chairman: We will come to that in a moment.
It was said in the House of Lords two weeks ago that
none of the 35 staV in the division that produces the
RPI and CPI, one of your most important divisions,
have chosen to relocate. Is that true?
Ms Dunnell: As far as I know, they have not decided
to yet, but of course, what we were expecting with
this relocation is that about 10% of staV will go, will
move with the job. That was our original estimate.

Q138 Chairman: So 90% will be made redundant?
Ms Dunnell: No, they will not be made redundant.
Many of them are finding jobs in other parts of the
Government Statistical Service. I am sorry. To get
back to the question about the CPI, we expect,
generally speaking, between 10% and 15% of staV in
a relocating area to eventually decide to relocate.

Q139 Chairman: So you only want three of the 35
people dealing with the RPI to move to Newport,
and that is a success? What happens to the other 32?
Ms Dunnell: That would be the average result, but
can I just say that the decision around the CPI is
actually a very interesting one, because what we
know about the situation in Newport, which has not
come across today yet, is that the Newport oYce is
a very well established statistical oYce, with many
hundreds of skilled statisticians in it, and one of the
very large groups of people who work in Newport
run all our other price indexes, producer price
indexes and so on. So we have taken a decision,
which is very similar to decisions we have taken
when we have moved other types of work, that we
will consolidate all our prices work in Newport, and
the senior civil servant who runs the prices work in
Newport is working with the people in London at
the moment to transfer the work. So people are
coming up from Newport to sit side-by-side with
staV in London while the RPI and the CPI are
produced, and gradually those skills will be
transferred. We have in recent weeks appointed two
Grade 7 statisticians to lead on the work in Newport
and, of course, all the data collection is something
that we out-source to a research organisation and
that contract will continue untouched. We have a
very clear plan about how that work will gradually,
over a matter of months, migrate from one place to
the other and join up with this other expert group.
That is the way we have managed over the last two
years, in exactly that same, planned way.

Q140 John Thurso: Can I just follow up on a
question that I asked earlier and promised that I
would follow up with you? You will have heard
Professor Rhind suggest that I ask you this. Can the
impact of the modernisation and eYciency
programmes be separately observed from the eVects
of the relocation programme?
Ms Dunnell: Of course, in our programme
management this is what we try to do. The
modernisation programme, when we went into the
2004 Spending Review, was never meant to produce
benefits until the year that we are in now, so we were
not expecting benefits until 2007-2008 and, as I said
in my introduction, our eYciency programme has

actually managed to produce, up to December,
something like £23m of the £25m target without
getting very many benefits from modernisation as
such.

Q141 John Thurso: I have to tell you as background
that, having listened to experts from various oYces
talk about eYciency savings, I think they are all
completely ethereal and that if you ever did a
forensic accounting analysis of them, there would
not be a penny saved. I am a sceptic in these matters,
I have to say. What we have heard today is the users,
the Statistics Commission, the Royal Statistical
Society and the unions, all say that this is a vast
programme with very serious risks and some major
challenges. Why are you compounding all of these
challenges, any one of which would give a good
senior management enough on their plate, and
trying to run the whole thing at once? Have you just
been given a series of hospital passes by the
Treasury?
Ms Dunnell: All of these targets, apart from
modernisation, which I can talk about, certainly
eYciency and relocation, are central government
initiatives which we are delivering our part of. There
have been times when we have talked about the
targets but all I can say is that every time we have
had meetings with the Treasury to talk about our
progress towards them, there is no let-up on these,
and in fact, eYciency is going to be a continuing
challenge to all government departments, as
evidenced in the Spending Review, and certainly
continuing eYciency targets are a basic assumption
of our settlement. We manage them separately but of
course, they are all combined at the end of the day.

Q142 John Thurso: The RSS told us that staV
reductions arising from the relocation programme
are separate from the 700 FTE reduction eYciency
targets. Is this actually correct?
Ms Dunnell: Yes. We are relocating. We have
already relocated 250 posts and we have already
reduced numbers by 350 or something like that.

Q143 John Thurso: I think you said a little earlier
you expect 10% of staV to move to Newport. Where
does this figure come from?
Ms Dunnell: Relocation to our regional oYces is
something we have been doing for more than 20
years actually, starting, in my memory, in the 1980s,
and we have just used 10%; that was our starting
assumption.

Q144 John Thurso: Is that an average from previous
relocations?
Ms Dunnell: Yes. That is what you can expect and
what we are actually experiencing now is that it is
about 15%. We are also getting people wanting to go
to South Wales from other government
departments, so we have actually had several people
relocate from elsewhere in the Statistical Service.

Q145 John Thurso: What do you say to the point was
made, I think by Professor Holt, that statisticians
are in short supply anyway and, by definition, good
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ones—and I am sure you only have good ones—are
in even shorter supply, and they do not particularly
want to go to Newport, and therefore your problem
is not going to be shedding jobs but filling posts?
Ms Dunnell: It is quite interesting when you go back
a few years, because we and other government
departments have had ongoing problems recruiting
statistical staV in London. The turnover of staV in
London is particularly high because the job market
is so alive and well, particularly for people with
statistical and numerate skills.

Q146 John Thurso: It is the case that once you get
them down to Newport, they never get out again.
Ms Dunnell: Our experience of recruiting in
Newport over the last three years has been very
optimistic. We are doing a lot of work with
universities in the West Country and we have
recruited quite substantial numbers of new people.
At the moment we are investing even more in
recruiting people in order to fill the spaces, and of
course, we already have a large group of skilled
statisticians in Newport. It is not like relocating to
an empty pot.

Q147 Mr Todd: Part of your work programme
involved some changes in sample sizes in some of the
datasets that you provide to your customers. What
sort of reaction have you had from your customers
to that?
Ms Dunnell: Can I say that we have a programme of
constant, regular review of all our surveys, in
particular in relation to fitness for purpose and
quality and so on, so it is not unusual to review
sample sizes. What we have done this time is to
produce a complete document setting out all the
changes that we are putting in place for 2007-2008.
It took us quite a long time to put that together
because we put a lot of methodological eVort into it
to ensure that any reductions in quality were
absolutely minimal. That has been presented to our
colleagues in government first of all, and we did get a
mixed reaction, partly because we did not have time
before we put some of them in place to consult very
thoroughly, but some of the reaction has been very
positive and there is quite an acknowledgement that
actually, a statistical programme has to change and
adapt at all times. That is not to say that there has
not been some negative feedback on a couple of
surveys, in particular where we are cutting the
sample size by quite a large number, partly because
it is a set percentage sample of the workforce, which
is growing all the time, so you cut it back and you
end up with the same number or slightly less
respondents.

Q148 Mr Todd: What has been your response to
these negative reactions?
Ms Dunnell: We are now sitting down and talking to
people in more detail, explaining why we do not
think that the statistical impact will be very great,
and we are also, of course, working out a
programme for evaluating at the end of the year

what the impact actually has been and seeing what
the implication is for next year, because we will have
to do the same thing next year.

Q149 Mr Todd: If I have read this right, this was a
unilateral step on your part. You have imposed
changes in sample sizes on your customer base, they
have objected and you have told them they are
wrong or wish to persuade them they are wrong, and
you will then carefully examine whether you are
wrong by looking at the outputs through the year. Is
that right?
Ms Dunnell: That is a very simplified explanation of
it because do not forget, in this case many of the
customers are also statisticians, so they also
understand the statistical arguments and the
eYciency arguments around how you would
evaluate and re-design a sample or indeed an editing
strategy or anything else, so they are generally very
understanding about it but they, of course, work
with other customers who may not be so
sophisticated and it takes a bit longer to explain the
rationale.

Q150 Mr Todd: Do you include the MPC amongst
your view of non-sophisticated customers?
Ms Dunnell: No, I would say they are very
sophisticated.

Q151 Mr Todd: In their note to us they comment on
the limited rotation of sample locations for the CPI,
a slightly diVerent point, and their concern that a full
rotation of locations be restored as soon as possible.
You have said that is a sophisticated source of
comment. What has your reaction been to that?
Ms Dunnell: For those who do not understand it, the
CPI and the RPI are based on collections of prices
every month in a very wide range and selection of
retail outlets and so on, and you have to balance
changing those, and every time you change them you
raise the chance that your change monitoring is
more diYcult to do, so you have to balance that out
and also, of course, changing the locations will have
a cost, so it is quite a sophisticated balancing act to
do that.

Q152 Mr Todd: You are aware of the centrality of
the CPI as a core piece of the economic data?
Ms Dunnell: Indeed.

Q153 Mr Todd: So are you doing as you suggested
earlier, that you are going to tell them they are wrong
on this?
Ms Dunnell: No. We will do what we do every year
with that and look at the methodological basis for
making changes to the CPI sampling frame.

Q154 Mr Todd: You have a code of practice with
your customers which suggests you should give them
12 weeks’ notice of changes in service, I think. Is
that right?
Ms Dunnell: Yes, that is our consultation protocol,
which is largely to do with very formal consultations
about things. One of the things that we do with
customers, particularly those in government and in
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the Bank, is that we have very active procedures and
specific people who are charged with keeping in
touch on a regular basis with customers so that they
understand the way we are thinking and we
understand the way they are thinking.

Q155 Mr Todd: What sort of notice period did you
give to your customers on what, from your own
reaction, were some rather unwelcome changes in
the way in which their data would be produced?
Ms Dunnell: We did not give them very much notice
at all, partly because we ran out of time and partly
because we judged that, at the end of the day, they
would have a very small impact on the outputs.

Q156 Chairman: You breached your own code—is
that right?
Ms Dunnell: In some senses, but these were people
that we are in touch with all the time.

Q157 Mr Todd: Indeed. I have tried to use the word
“customer” throughout this discussion. I spent my
career before this in the private sector and I am not
used to dealing with “customers” in quite the way
you have outlined, which is to give them rather short
notice of some quite substantial changes and then,
when they object, tell them they are wrong. I am not
sure what sort of business it would be if one ran it
that way. Not a very successful one.
Ms Dunnell: It was not quite like that, because the
announcement of the changes came with all the
explanation of how we had reached the decision, and
indeed, in reaching the decision we actually rejected
a huge number of potential changes that we could
have made. So at the end of the day, we judged that
these had a minimal impact.

Q158 Mr Todd: What was the reason for you
running out of time, as you put it?
Ms Dunnell: Because we wanted to have the
rationale quite clear and to be able to make our own
decisions because, as I said, we had a whole lot of
ideas about things that we could reduce and we had
to do a prioritisation of them, and that in the end
took longer, so next time we will have to start much
earlier, and obviously, from what we have learned,
involve our colleagues earlier on in the process. But
I can say that when you do a consultation about any
cutbacks in statistics, you never hear “Oh yes, we
can’t wait,” I have to say. It is always “No, you can’t
possibly do that.” That is always the case.

Q159 Mr Todd: There has been lengthy discussion
about the challenges that ONS faces. In the question
that I put to Professor Rhind I asked about the
comparison of risks that had been presented. Can
you disclose a little more on that process? He
indicated it was a private discussion.
Ms Dunnell: Yes. It is our best management practice,
I believe, that we have a risk register for all of our
projects and indeed, all of our ongoing crucial work,
and these risk registers enable the management of
any of our projects, small ones or large, to manage
those, to put contingencies in place, and to deliver,
to cost and to target. That is the way we manage and

it is generally accepted practice. Then we very
regularly review all the risks from all our projects
and programmes to determine a list of corporate
risks to the whole OYce, and those are the ones that
we discuss with our Board, which includes our non-
executive directors, several times a year. Of course,
they are constantly changing. That is how we do it
and that is the corporate list of risks that we have
shared privately with the Commission.

Q160 Mr Todd: Is there any chance of you sharing
that with us?
Ms Dunnell: Probably not.

Q161 Mr Todd: Perhaps it would be helpful for you
to summarise it at least for our purposes?
Ms Dunnell: The risks cover things like the
reputation risk . . .

Q162 Mr Todd: I meant in writing.
Ms Dunnell: We can summarise them. Yes, of course
we can. That is much easier to do in writing.4

Q163 Mr McFall: Ms Dunnell, you said the MPC
are very sophisticated and that you are in touch with
them all the time.
Ms Dunnell: With the Bank, yes.

Q164 Mr McFall: Yes, but I find the Bank’s
comments quite alarming today. Why do you think
they made them, if you are in touch with them all
the time?
Ms Dunnell: I think, as we have seen today, many of
our customers and stakeholders are concerned
about the pressures on the OYce. I believe it is part
of their job to raise their concerns in public about the
challenges to . . .

Q165 Mr McFall: What negotiations are going on
with the Bank at the moment to convince them that
they are mistaken? Surely, before they wrote it they
would have thought, “Wait a minute. We have
spoken to you on an intimate basis”—because you
are in touch all the time—“We’re not going to be
convinced by what they’re coming out with.” It
seems as if you have failed in trying to convince the
Bank that they are mistaken.
Ms Dunnell: I do not think the Bank are necessarily
mistaken. I think the Bank have alluded to and
actually been quite specific in their evaluation of the
kind of risks that we are facing.

Q166 Mr McFall: If the Bank are not mistaken, then
they are correct in saying there is a serious risk to the
maintenance of the quality of macroeconomic data.
That strikes fear in us, if they are not mistaken and
we are to take that at face value. There is something
wrong somewhere.
Ms Dunnell: Yes. I do not know which document in
particular you are referring to and I do not have
their formal assessment of us in front of me, and I am
not quite sure that says they are worried about
macroeconomic data.

4 Ev 110.
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Q167 Mr McFall: Let me read it to you very clearly,
that “the relocation programme poses a serious risk
to the maintenance of the quality of
macroeconomic data.”
Ms Dunnell: Yes, well . . .

Q168 Chairman: This is their letter to you.
Ms Dunnell: Their letter to me? Fine.

Q169 Chairman: You have read this?
Ms Dunnell: Yes, of course I have read it but there
are so many diVerent documents from the Bank
going around.

Q170 Mr McFall: If had received that, I would have
picked up the phone and said, “Hey, Mervyn, what’s
the score here?”
Ms Dunnell: Yes, we have been back and talked to
them about it. I do not think, in the circumstances,
that the letter was particularly unexpected because
one of my executive directors is directly responsible
for managing relationships with the Bank and the
Bank were, of course, informed about the changes
that we were making to some of the surveys and their
evaluation is that that is very risky.

Q171 Mr McFall: Have you had a meeting with the
Governor, Mervyn King, on this?
Ms Dunnell: I personally have not had a meeting
with the Governor.

Q172 Mr McFall: Do you not think you should have
a meeting?
Ms Dunnell: I may very well do, yes. I meet with him
maybe once a year.

Q173 Mr McFall: Can you give us some reassurance
that after today’s meeting you will go and have a
meeting with him?
Ms Dunnell: Yes, well, I meet with him about once a
year and I meet with one of the Deputy Governors
twice a year and somebody . . .

Q174 Mr McFall: Maybe this is a wrong impression
but the impression given is that you have been in
post 18 months, and perhaps Len Cook has given
you a poisoned chalice and he has gone oV to a
happy retirement in New Zealand. The big issue for
us, as a Committee, is that the professional integrity
of the ONS is at stake here. Can you give us an
assurance today that the professional integrity of the
ONS is not at stake or will not be at stake in the
future?
Ms Dunnell: I very much hope that it is not and I
would re-emphasise that to date, and certainly last
year, we did not fail on the delivery of any of our
statistics. That is our prime goal, to continue to
produce the statistics that we produce to the highest
quality possible given the resources and, as I
explained, every year or very regularly we have to re-
prioritise how we spend our money, particularly on
very expensive and very large surveys. That is what
we have done, and I accept that we have handled it
in an imperfect way. We have already learned the

lessons from that but it does mean we have to
continue to make sure that the surveys are fit for
purpose and value for money and all the rest of it.

Q175 Mr Todd: Firstly, with the risks involved, how
are you going to monitor the quality of your output?
Ms Dunnell: Every output has a manager and
basically, an output is not published if it does not
meet its quality requirements. There is an enormous
amount of checking that goes on and if something is
not going to meet its quality requirement or we have
suspicions about something, we will postpone
publication until we have got it right.

Q176 Mr Todd: What I had expected and hoped to
hear was some reference to your customers’
perceptions but I did not hear that.
Ms Dunnell: Our customers are always the first
people to ever notice when we do something wrong.

Q177 Mr Todd: Lastly, we have not touched very
much on the Census, which is another major task
facing you. The last two OGC reviews were red.
When is the next one?
Ms Dunnell: I cannot quite remember when the next
OGC review is. They come around regularly but, in
spite of the red, the Census project is in fact going
very well and both the reds of the last two reviews
were on one aspect of the risks, one of which we
managed to fix very quickly and the second one is on
our corporate risk register and being actively
managed.

Q178 Ms Keeble: I wanted to ask you more about
the relocation. The specific thing that the Bank said
was that the relocation project had to be managed in
a manner that did not pose a risk. From what has
been said so far, it seems to be an unclearly defined
process and I wondered if you had a document that
set out when it would begin, when it would end, how
many staV would move where and what the
configuration of functions in diVerent oYces was
actually supposed to be. Do you have such a
document?
Ms Dunnell: We probably do not have the document
in one place because it has been a long process.

Q179 Ms Keeble: Nobody goes through a major
relocation unless they have worked out what is going
to go where; you are going to have your relocation/
redeployment/redundancy package that you put to
people and work your way through it, and you
normally do that before you start, particularly when
there are such important functions at risk.
Ms Dunnell: Can I ask Dennis Roberts to answer
that?
Mr Roberts: There are two aspects there. One is
looking at the programme going forward. I think
you asked “Do you know exactly where you’re
moving . . . ”

Q180 Ms Keeble: No, what I asked for first was
whether you have a document, because then we can
see the document and that will save a lot of
questioning.
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Mr Roberts: I was going to say it is in diVerent
documents. A lot of the relocation has already
happened so we are looking forward. We have
programmes for the next two years which set out
quarter by quarter the moves from each division to
the diVerent locations for the four quarters ahead
and then for the year beyond, of the numbers of staV
moving in each of those areas.

Q181 Ms Keeble: How many staV will be moving?
Mr Roberts: Over the next year it is a further 200
posts that will be moving.

Q182 Ms Keeble: Do they all know it?
Mr Roberts: Yes, because everyone, a year in
advance of their post moving, is sent a formal letter,
but usually they will have known well in advance of
that that the division is moving. Twelve months in
advance they receive formal notification that their
post is moving.

Q183 Ms Keeble: So you have a procedure, a very
clearly defined procedure, that they can then go
through if they do not want to move?
Mr Roberts: We have very clearly defined
procedures and also a clear set of programmes to
help them—there should already have been
discussions at that stage with them—a very clear set
of discussions with them to see just what they want
to do, to help them with the redeployment, some into
other parts of the OYce, some into other
departments within government.

Q184 Ms Keeble: Can I just ask how come the unions
did not seem to know about it?
Mr Roberts: I think they do know about that. I think
they know that we have these procedures because
they have attended many of the sessions where they
have had the 12-month letters.

Q185 Ms Keeble: Can we see the documents? I think
that would be very helpful.5 The other thing is that I
was very alarmed indeed to hear about the splitting
of functions. It might well be possible to have some
statistics calculated half here and half in Newport
but if your customers are not confident that that is
going to be a satisfactory way of doing it, how do
you manage it?
Mr Roberts: That is what we are trying to avoid, the
splitting of functions. That is why we are relocating
the work to Newport, because at the moment we do
have the work split. Traditionally, we have had the
data collection in Newport and the analysis in
London and that is one of the diYculties that we
have faced. One of the advantages of the relocation
of the work to Newport is that we will have the full
set of the work of the statistical value chain
happening in one location and the staV will be able
to see the full set of that work and become equipped
on that. What we are doing, and what you may be
referring to, is that during the transition, as we move
the work down, we actually do parallel running in
the two halves to ensure that the work is properly

5 Ev 109.

transferred with the skills to the new location. That
is normally done over something like a six-moth
period. It depends on the precise type of work
involved. That is part of the normal eVort in order
to ensure that the quality is maintained.

Q186 Ms Keeble: When is the relocation going to be
complete? How much is it going to cost?
Mr Roberts: We had an initial target of relocation to
2008 and a recalculation to 2010. The business case
we did last year and the work that was done on that
over quite a long period and in discussion with a lot
of people, through both the Vision for London and
then the formal business case, set out what was going
to happen up to 2010. We looked at a number of
options for moving the work out of London. One of
them in particular was about the timing of the
moves, whether you should do it very quickly or
whether you should take a long period. What we
have said is that we will move the bulk of the
statistical work out of London by 2010, retaining
between 50 and 100 posts, most of which will be on
the National Accounts side because of the particular
skills that they have there and our recognition that
one cannot move that work particularly fast and one
needs to spread it over a period as we build up the
expertise in Newport. The programme that we have
set out actually runs to 2010 and it says that our
intention would be that we would expect further
work to continue to move to Newport, probably
over another three-year period; that is what we have
talked about. There is nothing further about that
period because we have always recognised that that
is clearly a matter for the Statistics Board to decide
once they are appointed.

Q187 Ms Keeble: Is it any wonder that staV become
very demoralised if they think they might be moving
by 2008, it might be by 2010, and they have to make
all kinds of plans for their careers and where they are
going to live, etc?
Mr Roberts: That is why we have had this
programme of helping them and, as you say, it is not
quite like that because the particular branches and
divisions do know when they are to move. We are
still working on the moves for the National
Accounts side in that period. That is being done in
full consultation with the staV.

Q188 Ms Keeble: It says here that the unions say 50
people have moved but you say 213 people have
moved.
Mr Roberts: Two hundred and forty posts have
moved.

Q189 Ms Keeble: How many people?
Mr Roberts: It is about 15%, so it is about 50.

Q190 Ms Keeble: The others have all been
recruited locally?
Mr Roberts: Yes. A lot of them were already in post,
so some of them were already working on
modernisation and moved across to working on this.
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Q191 Ms Keeble: Yes, but the other ones have been
recruited in Newport, have they?
Mr Roberts: Yes.

Q192 Ms Keeble: Was that always in the plan?
Mr Roberts: Yes, that was always the intention of a
lot of the Government’s relocation programme. It
was never to move everybody out of London, to
move all the people out of London; it was to create
job opportunities in the regions, and that is exactly
what we have done.
Ms Keeble: Thank you. If we can just see the
document.
Chairman: I will come to that at the end.

Q193 Mr Newmark: We have not heard from Steve
yet, therefore my question is addressed to Steve. The
business case—this has primarily come from the
unions—for the relocation has been described as
both “inadequate” and “fundamentally flawed”. I
would like to ask you where you consider mistakes
were made. You batted back your defence but there
must have been some mistakes made and I am
curious to hear from you where those mistakes were.
Mr Newman: I am not sure which mistakes they are
referring to because the business case was built up on
relocating a number of people, disposing of surplus
property and all of those have been logged in the
business case. So how they can say it is flawed from
a financial perspective I do not know. From the risk
perspective, from an implementation perspective, we
are implementing the relocation. The targets that we
were set in the eYciency and relocation programme
we have achieved, and we have plans to continue
going forward, as my colleagues just expressed.

Q194 Mr Newmark: So the unions are wrong?
Mr Newman: I believe they are.

Q195 Mr Gauke: The processing for the
modernisation of the registration services has been
contracted out to a firm in India. We have heard that
many of the records have come back unusable and
that many oYces have not been able to use the
systems to submit death registrations. Is this
contracting out an eYciency saving or merely a
cost saving?
Ms Dunnell: The modernisation of registration is
another one of our programmes which Dennis is
responsible for so I will ask him to answer that.
Mr Roberts: Can I just say that you have confused
two distinct parts of that programme. There are two
elements. One part of the programme is to digitise
the existing records going back to 1837 and that is
where some of the work has been contracted out to
India and is being done in India, which is work being
done by Siemens. There is a second block of work
which is about moving our registration, the live
registrations, on to a web-based system, away from
the current system we have based on a computer

system held in each local oYce. The two are not
really directly related. The diYculties that we have
had in recent days and which have been reported in
the press relate to the second of those exercises, not
to the first, which is the digitisation which is being
done in India. The problems that we have had
actually relate to the second one and that arose from
a set of teething problems as we started to roll out the
new system. We started to roll it out after extensive
testing in the autumn and early part of this year, in
March. We rolled it out to about 50 or 60 oYces in
those first few weeks. There were no diYculties
encountered during this time. We then rolled it out
to the rest and we suddenly hit some problems. After
a couple of weeks we thought it was something
simple to resolve. It proved not to be something
simple to resolve. Some registrars were simply being
cut out in their access to the system and a few
authorities were having diYculties in getting into it
at all. So we went to our contingency plan—we have
talked about risk registers; this was one of our risks,
and we had a contingency plan. The contingency
plan was always to go back to the existing system
based on local oYce systems. That is what we
reverted to after a couple of weeks in order to resolve
the problem. We also took oV about half of our
authorities at that time; half of the registration
authorities were taken oV the new system and
reverted back to the old one. We have subsequently
gone through and asked them whether they wish to
remain on the new system or to revert back to the old
one while we sort it out. They decided that last week.
I think there were seven authorities that decided to
revert. We have 54% of authorities on the new
system, another 18 authorities who are not on yet
have requested to get on as soon as they possibly can,
because the new system is really very good where it is
working. We have these teething problems to getting
the other ones on. We have not sorted out exactly
what that is. We have time to sort that out because
we have most of them, over half, on the new system,
and half working properly on the old system. We will
gradually move those across over a longer period
than we had hoped. We had hoped it was just going
to be two or three weeks but it is going to take a few
months but it is OK.

Q196 Mr Gauke: One of the consequences of the
contingency plan that you have outlined is that loved
ones have had to be asked for details for a second
time.
Mr Roberts: A few members of the public have
suVered that.

Q197 Mr Gauke: How many are you talking about?
Mr Roberts: We do not have numbers. We have not
collected that. It is only a few registrars.

Q198 Mr Gauke: How do you know it is only a few?
Mr Roberts: We are working very closely with local
authorities on this. They form the majority on our
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steering group looking at this and setting the
programmes. This is something they deliver; it is not
something we deliver on the face to face basis. It is
really important to them that they have systems that
work. They are really delighted with the system.
They are the ones who have done all the testing with
us and so on, where it is working. In a few places it
just did not, for some reason.

Q199 Mr Gauke: They are not exactly delighted
there, presumably?
Mr Roberts: No, they are not when that has
happened but, interestingly enough, even where they
have had the odd problem—and it has just been the
odd problem—they are keen to carry on and are
carrying on, because we have sorted out a lot of the
issues already, and we will sort out the rest. It is
about a connection problem. We are not quite sure
exactly what it is. I cannot tell you exactly what it is
because we have not got to the bottom of it yet.

Q200 Mr Gauke: Will we ever know how many
people have had to give these details for a second
time? Is that something that you will have the
numbers at some point?
Mr Roberts: We have not asked for that information
to be collected. It has happened occasionally. It used
to happen with the old system occasionally that the
system just crashes.

Q201 Mr Gauke: I understand. When will you know
the scale of the problem that we have just gone
through, where the system has crashed or whatever
and you have had to revert to the previous system?
Mr Roberts: Most authorities reverted very quickly
actually where they found they could not get the
connection. The contingency arrangement was there
and they just reverted to using the old system where
they were having these connection problems. As I
say, in some cases they simply could not get into the
system at all so they never even had the opportunity
to start to take information from the public using it
in some cases. It was a few cases. It was not a huge
number. We have obviously apologised to those
people where it occurred.

Q202 Mr Gauke: Will the costs incurred in trying to
sort this out be deducted from eYciency savings
made in this area?
Mr Roberts: All of this is something which we have
to look into. Our priority when we have hit a
problem like this is customer service.

Q203 Mr Gauke: Good.
Mr Roberts: We are going to have to sort it out. We
are going to have to look to see what it was that went
wrong, where the problem lies, if there are any
financial implications between diVerent parties and
all of that, but that is downstream. The important
thing is to get something up for the public. We
cannot aVord not to. We had a contingency, we
brought it in, we got the system working. The next
eVort is to get it resolved so that we have an even

better system and we will also be looking at where
the problems are, how they arose, and what the
lessons are for the future.

Q204 Mr Gauke: I am not disagreeing with that
approach but, in working out your eYciency
savings, where something goes wrong and costs are
incurred to sort it out, presumably those costs
should be deducted from the eYciency savings.
Ms Dunnell: Yes.
Mr Roberts: We will also be looking at that as well.

Q205 Mr Gauke: Good. The withdrawal of weekly
death statistics: when is that suspension likely to
come to an end?
Mr Roberts: That comes to an end now, with the new
arrangements that we have put in. We have just
formalised it now so that everyone is either clearly
on the new system or clearly on the old system,
which means that the information is flowing
properly. We have an issue about those few weeks in
between times when we have not actually got the full
numbers. We have to get those sorted out and that
will take us I do not quite know how long. We still
have to sort that out. It will be a matter of weeks
at most.

Q206 Mr Gauke: So you are saying from now on
weekly death statistics will be available?
Mr Roberts: Yes, they will be back on stream. I am
not sure if it will be this week or next week because
of the Bank Holiday.6

Q207 Mr Gauke: Can I just move on to other aspects
of the modernisation programme as a whole. The
Royal Statistical Society has said that the
modernisation programme is overdue and the FDA
says it is over budget and not delivering eYciencies,
but your position is that it is on track. How do you
reconcile that?
Ms Dunnell: It is not all on track. What we did a year
or so ago was an evaluation of it and an acceptance
that this was not a programme that was going to
finish and we could breathe a sigh of relief and say,
“That’s all over” and forget about it. What we are
now trying to do is predict the kinds of innovation
and development that we are going to have to carry
forward over the next few years in order to keep up
with demand, modernise the systems, take
advantage of technology, methodology and so on.
So we are constantly re-evaluating the programme
and some parts of it are going much more slowly
than we planned because they have turned out to be
more complex or for other reasons. It is not going all
to plan but we are constantly re-evaluating it and
so on.

Q208 Mr Gauke: Do you still think your savings will
be £35 million, that is, £10 million over target?

6 Ev 112.
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Ms Dunnell: We are on track to deliver that, yes.
Mr Newman: There is very little that was ever
expected from the modernisation programme in our
eYciency from day one so therefore it is not aVecting
our £35 million at all.

Q209 Mr Gauke: It does seem somewhat in excess of
your target. It is not for us to complain about that
but that is exceeding it by a wide margin given all the
other diYculties or challenges faced by ONS. Why
are you able to find such savings and why are you
achieving these savings?
Mr Newman: The majority of the extra savings come
from the non-cash side, which are the statistical
benefits. In cash terms we were due to deliver £12.5
million and we delivered £16 million. As I say, the
modernisation programme was never going to
deliver much for that. Part of what we are doing is
concentrating very much, as we have been for the

last year, on internal business process re-
engineering. Rather than a “big bang” approach, we
are trying to put across the OYce this whole idea of
eYciency and that is where we are getting the
savings from.
Chairman: Thank you. We are going to leave it there.
I am certainly left after this afternoon with a strong
impression that the OYce is struggling to cope with
all this, and I do need to put on record that this
Committee takes evidence from the Bank of
England extremely seriously. Any impact on the
conduct of monetary policy is something we are able
to pursue in other quarters. You promised us two
documents, the one that Ms Keeble asked for, the
original papers and the current papers—not to write
a new paper but the documents you are actually
working to so far as the relocation programme is
concerned—and secondly, a written summary of
your risk assessment. I should be grateful if both
those documents could be with us as quickly as
possible. Thank you very much.
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Acting Chief Executive, OYce of Government Commerce, Mr Chris Daykin, Government Actuary,
Government Actuary’s Department and Mr Jim JuVs, Chief Operating OYcer, Debt Management OYce,
gave evidence.

Q210 Chairman: Mr Macpherson, welcome back to
the Sub Committee. Could you introduce this squad
you have assembled?
Mr Macpherson: Certainly. From my furthest right
is Jim JuVs, who is the Chief Operating OYcer of the
Debt Management OYce; Chris Daykin, who is the
Government Actuary; Peter Fanning is Acting Chief
Executive of the OYce of Government Commerce;
Samantha Beckett is Director of Operations of HM
Treasury; Mary Keegan is Group Finance Director,
and I am Permanent Secretary.

Q211 Chairman: Thank you very much. We are
looking at the progress that you are making on the
eYciency programme within your own departments
in Whitehall, and we have been advised by the
National Audit OYce that as at September you were
47% of the way there, as against a Whitehall average
of 62%. Why are you behind the others?
Mr Macpherson: Are you talking about the Treasury
per se?

Q212 Chairman: The Treasury Group.
Mr Macpherson: I think at any point in time you get
discontinuities in progress and I am extremely
confident that we are on track as of the end of March
2007. We are making the staV savings; at the end of
the financial year we had reduced our staYng
numbers by 131. So inevitably departments have
diVerent trajectories but I am confident we will not
only hit our target but I hope exceed our target when
the time comes.

Q213 Chairman: One of the recurring themes of our
first two evidence sessions was the large number of
diVerent programmes which both HMRC and ONS
were trying to implement in terms of modernisation
and so on, even before you imposed eYciency and
relocation targets on them. Why were such targets
imposed on departments which were already under
pressure to do other things, and in a state with the
merger of HMRC and the modernisation of ONS?
Mr Macpherson: Inevitably citizens have high
expectations of government departments and they
expect them to be able to multi-task. I think private
sector organisations have to be able to deliver their
products as well as become leaner and more eYcient.
I was running the public spending side of the

Treasury in 2004 when the Gershon and Lyons’
reviews were going on and reaching a completion
and I think at that time eVectively we were trying to
solve a set of simultaneous equations, whereby we
were thinking of how much money departments
needed, what they needed to achieve through the
PSA framework in the coming period, and also how
they needed to become more eYcient. Inevitably the
eYciency and relocation programmes provide
challenges to all departments but that is what the
government wants. These are ambitious but they are
achievable targets. A lot of work went into them—
they were not imposed by Treasury whim. Sir Peter
Gershon, who was then Chief Executive of the OGC,
put a huge amount of work into his task and I think
his view, as I recall, was that these targets were
challenging but achievable.

Q214 Chairman: But one of the customers of the
ONS, the Royal Statistical Society, described the
decision to count staV reductions from the eYciency
programme separately from staV reductions from
the relocation as “a very harsh interpretation by HM
Treasury of the two targets which must be having a
significant eVect”. You have just described all this to
us as solving a set of simultaneous equations, but the
customers are saying that it is having a very
significant eVect.
Mr Macpherson: I saw this comment. I did not agree
with it simply because these are two separate things.
You are taking a view on what the size of the
organisation needs to be in the coming period but
you are also taking a view about where that
organisation should be located, so the location issue
does not actually impact on the aggregate number of
people working in an organisation like the ONS, and
in many ways it supports the eYciency agenda;
moving the location of government activity can
bring huge benefits—I think Karen Dunnell wrote to
your Committee yesterday recording that the cost of
accommodation for the oYce in Pimlico is five times
the cost of the accommodation in Newport, and that
makes a serious diVerence in terms of the cost to the
taxpayer of providing services.1 I think the
description by the Royal Statistical Society is
slightly harsh. I am confident that the settlement for

1 Ev 111.
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ONS will result in a better, more eYcient, more
coherent OYce of National Statistics in the coming
years.

Q215 Chairman: But they are coping with
modernisation, with eYciency targets, with a
relocation programme and a new statutory
framework for statistics and then preparing for the
census, and the Bank tell us that the relocation
programme poses a risk to the quality of ONS
economic data which are vital for a monetary policy.
Mr Macpherson: These are big challenges but in our
view they are manageable challenges. Of course, any
significant change in running any organisation
carries risks. The critical challenge for the leadership
of government departments is to manage those risks;
risk is a part of life and managing it is a part of life.
I am aware of the Bank’s letter on this subject and
they are right to highlight the fact that there are
risks, but in my view those risks are being managed
in a sensible way. It is very striking, for example—
and I think the Treasury and the Bank are agreed—
that modernisation of national statistics, the
national accounts, is critical, and that is on target to
be reflected in the 2008 Blue Book. Inevitably in
running any organisation in government you are
continually having to trade oV priorities and in this
instance the decision was made not to do the
traditional re-benchmarking in the 2007 Blue
Book—and I think that is what the Bank is referring
to. That decision was made after the Treasury and
Bank were consulted and I think it was a perfectly
reasonable decision to make under the
circumstances. I do not think it is impacted on at all
by the issue of relocation because the relevant staV
are set to remain in London through to 2008 and I
think beyond. So the critical thing here is managing
the risks and maintaining a good level of service. If
I may use the example of the 2007 Blue Book, it is
very striking that only the UK and Poland re-
benchmark their GDP figures annually—they are
the only two major countries to do that, most other
countries only do it every two to three years. So it is
tempting in the current climate to think that
somehow—and especially the media sometimes
encourages it—our public services are somehow
second rate. Actually in a lot of areas they are very
much at the cutting edge of international practice.

Q216 Chairman: If the Bank is worried by the risk we
have to take it seriously.
Mr Macpherson: Absolutely and so do I, very
seriously.
Chairman: Peter Viggers.

Q217 Peter Viggers: Whilst every organisation no
doubt tries to be eVective and competent the
expression “eYciency programme” as used in the
context that we are discussing this afternoon is really
about driving down the number of people employed
and thus costs. I see that the five diVerent Treasury
Ministers share between them the control
responsibility for the diVerent departments. Is there

one individual department responsible for the
setting of targets, making sure that the baselines are
accurate and specific?
Mr Macpherson: Yes. There is an eYciency team,
which is now based in the Treasury—it was formally
based in the OYce of Government Commerce—
which works with departments to make sure that we
have a common understanding of the baselines; that
we have sensible measurements; and so that we can
continually review the progress against the
programme.

Q218 Peter Viggers: Obviously a person who is
seeking to avoid the harsher of the reductions will try
to make sure that his baseline is fuzzy, which is the
basis of the questions I would like to put to you. In
the 2005 EYciency Technical Note the baseline for
headcount reductions is 1,243, but a year later, in the
2006 EYciency Technical Note this baseline has
increased to 1,258, thus allowing you to claim 15 job
reductions without actually doing anything. Was
that sloppy proof reading or is there a reason for
that?
Mr Macpherson: No, one of the problems about
running a programme like this is that—

Q219 Chairman: We will have to suspend for 10
minutes, unless there is a second division, so we will
resume at 10 past, and you may ponder on your
answer.
Mr Macpherson: I have a very good answer to that
one.

The Committee suspended from 3.00 pm to 3.11 pm
for a division in the House.

Q220 Chairman: Let us resume. Do you want to add
to that answer?
Mr Macpherson: Yes. Inconveniently but reflecting
life the machinery of government changes quite
frequently and what you are referring to, I think, is
the transfer of 15 staV from the Government Social
Research Unit from the Cabinet OYce to the
Treasury and also six members of the Ministerial
Correspondence Unit in HM Revenue and
Customs, who came over to the Treasury. This is a
good example of us rationalising and making more
eYcient our ministerial correspondence process. We
do report on this in our annual report and, do not
worry, the Cabinet OYce’s numbers’ baseline will
have been reduced one for one to reflect that. So the
numbers across government, I promise you, will sum
to zero.

Q221 Peter Viggers: The EYciency Technical
Note—and it is a Technical Note, absolutely clear—
the baseline was 1,243 and the following year it is
said the baseline is 1,258. At the least I would have
thought that a footnote would have been helpful.
Mr Macpherson: As we revise the Technical Notes I
fear it is going to happen again in the coming year
because we have recently taken on 68 people from
the OYce of Government Commerce into the Core
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Treasury, and we have taken the eYciency team of
12 people to the Treasury and we will footnote this
and make it very clear.

Q222 Peter Viggers: I would think that would be
helpful. To the OYce for Government Commerce,
why did you not include the baseline figures against
which your targets are being measured in the
EYciency Technical Note?
Mr Fanning: I cannot answer that. I can explain the
content of the figures but I cannot answer that
particular question.
Mr Macpherson: Do you want me to try to answer
it then?

Q223 Chairman: Somebody answer it; it needs an
answer.
Mr Macpherson: I will try. A decision was made in
2004 about how the Treasury Group would provide
its staV savings. We took the view at that time that
since the OYce of Government Commerce was
taking on a whole lot of new functions, such as the
EYciency Programme, and expanding its remit on
procurement, that it would not be sensible to
introduce staYng reduction targets. We also took
the same view with the Debt Management OYce. So
we decided to take all the pain across the road in the
Core Treasury, and that is the reason.
Ms Beckett: On the most up to date numbers, as
Nick said earlier, the Core Treasury savings are in
March 2007 compared to 2004, the baseline, and we
have reduced head count by 131 staV in the group as
a whole; the head count number is down by 156 staV
on latest data.

Q224 Peter Viggers: I will move on to the
Government Actuary’s Department. You oVered
eYciencies of £120,000; does this mean that you
chose your own eYciency target, or was this after
discussion?
Mr Daykin: Treasury sets the eYciency target and so
I think there was a discussion about what was a
reasonable target to set and that was the target that
Treasury set us.

Q225 Peter Viggers: You have exceeded your target
three times over; does that mean it was not taxing
enough?
Mr Daykin: It was very taxing but we are in a
competitive business so we are always looking for
eYciencies and we do that all the time.

Q226 Peter Viggers: The Debt Management
OYce—and it looks like an opaque statement here—
stated that “the impact on the quality of DMO
outputs is treated as a key measure of project success
and has been duly assessed”. Who assessed it and
what is the result of the assessment?
Mr JuVs: Again, we are in the same position as the
Government Actuary’s Department; we wanted to
make savings that were real, realistic, achievable and
so on, and we agreed the measures we would take
with the Treasury. At the same time we know we
have a core business to run that is quite important

and we wanted to make sure that we delivered things
that were actually real but did not aVect the
underlying business. We were audited internally on
our numbers, on our achievability of our numbers
and on our performance against our numbers by an
internal audit team and the response from that was
very positive. So we have been internally assessed on
that particular issue and we have come out pretty
well.
Mr Macpherson: It is relatively easy to measure
whether the DMO is maintaining the quality of its
service because we give it a very clear remit to sell so
much debt a year and as an organisation they have
been incredibly successful in selling it at a very good
value price.

Q227 Chairman: If it is a business organisation run
on business lines why do you consider saving
something like “negotiating supply of price
reductions in specific areas”? Would you not be
doing that normally?
Mr JuVs: Yes, we would. I think we took the
opportunity on this occasion to make sure that we
got the best value from our suppliers. We took the
opportunity here to address specific suppliers and
negotiate a sustainable tariV going forward that
would not impact the underlying business. There are
some specific examples here that I can give you of
what that language actually means. For example, we
list gilt stock on the Stock Exchange; the Stock
Exchange used to assess the fee that you pay the
Exchange on an ad valorem basis, and given that we
are very large issuers of stock that structure was very
disadvantageous to HMG, so we negotiated a
capped fee and that is the sort of thing that we have
been doing. So it has prompted that sort of solution.

Q228 Peter Viggers: Whilst your objective is to make
eYciency targets and follow through the eYciency
programme and satisfy Ministers, no doubt, on
reflection would it not be easier to demonstrate to
the outside world the success or otherwise of your
programmes if you had specific head count targets
and budget targets for each department?
Mr Macpherson: I am not sure that is the case. The
thing about the eYciency programme as a whole is
that it is quite important that your head count
target should not just be some one size fits all across
the board number, say X%. You may want that
sort of approach generally to inform your strategy
around eYciency, and indeed in the next period, in
the CSR 2007 period we are already putting in
place quite ambitious targets in terms of eYciency
and indeed administrative cost limits, but you need
to take into account the needs and objectives of
particular organisations. We were talking earlier
about some of the challenges facing the OYce of
National Statistics. If you are asking an
organisation, as we were, with the OYce of
Government Commerce, to take on a whole lot of
new functions it could be really harming your
prospects of making progress if you impose some
sort of standard head count target. But where you
are absolutely right, is that we need to be rigorous
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about this; we need to learn from the programme.
The programme which was put in place following
the Gershon Report, I think even the National
Audit OYce acknowledges, that was perhaps one
of the most ambitious eYciency programmes ever
put in place, and inevitably with something like this
you learn as you go along, and I would hope, as
we move forward into the next period, that we can
learn. And it may well be that there will be
organisations and indeed we have taken decisions
in the context of our zero-based review that now is
the time to contract and focus the role of the OYce
of Government Commerce, and although I would
not necessarily argue that you necessarily need
head count targets there are going to be big
reductions in spend across the group and that is
already being reflected in a contracting size of the
OYce of Government Commerce.
Mr Fanning: Yes, we are moving from over 400 staV
at the end of last year to under 200 staV by the end
of the Comprehensive Spending Review. We have a
fixed budget, which has been agreed with the
Treasury, for the Comprehensive Spending Review,
but the relationship between the head count and the
resources available will partly reflect the staV mix
that we will need in several years’ time, and to
impose an arbitrary head count target would
actually constrain one of the key variables that the
Chief Executive in the future will have to manage in
discussions with the Permanent Secretary at the
Treasury.

Q229 John Thurso: How important is it for the
Treasury Group to maintain service levels both
during and after the eYciency programme?
Mr Macpherson: I think it is absolutely essential. An
organisation like the Treasury has huge
responsibilities; it is a very small organisation, so
perhaps its impact on the economy and on
government as a whole is greater than its size and
spend would suggest. So this is critical. Inevitably
with an organisation, especially like the Core
Treasury—as I was saying, with something like the
Debt Management OYce, it is somewhat easier to be
absolutely clear about whether the department is
achieving all its objectives—we have a set of PSAs,
and I think on the whole—inevitably you do not
achieve everything, and indeed if we achieved
everything, as you would argue, we have not set
ambitious enough targets—in the recent past—and
actually I would not even say the recent past, I would
say going back over the last 15 years or so—the
Treasury has been, in my view, a successful
organisation reflected in the stability of the
economy, reflected in stable prices, reflected in high
levels of employment, and those things are all
critical. If economic performance started to
deteriorate or if we fail to control public spending or
we fail to manage fiscal policy in a sensible way, then
I hope that you, as a Committee, which holds us to
account, would say, “Hang on a second, are you sure
that this is eYciency and not down to just cuts?”

Q230 John Thurso: Those are obviously the big
headlines and I am sure we would, but within your
group you provide a lot of services for a lot of
diVerent customers and, for example, the ONS and
the Bank has already been raised. What system does
the Treasury Group use to audit those service levels?
Mr Macpherson: Following constructive dialogue
with the National Audit OYce for us to accept the
eYciency savings numbers which the departments
provide us, they have to satisfy us that service levels
have been maintained.

Q231 John Thurso: How do they do that?
Mr Macpherson: In the case of HM Revenue and
Customs they actually have a PSA in relation to
customer service, which has a number of indicators
and we will have a good look at that. If there are
areas where it appears that performance has
deteriorated—and, as I say, I think there are
precious few—we would not accept those as
eYciency savings; that would just be a cut.

Q232 John Thurso: Is any of it done independently,
using an outside system?
Mr Macpherson: Some of the organisations will use
their internal auditors, but in some cases you will use
your external auditors. So, for example, the Audit
Commission has been involved in some of this. We
have not gone for wholesale external validation,
partly because there comes a point where that
imposes quite a big overhead and cost, and eYciency
and indeed value for money is not an end in itself, it
is a means to an end and it is a means towards
providing a better service with the same amount of
resources or the same level of service with fewer
resources, and we are happy to leave it to others to
judge whether ultimately the programme is
succeeding.

Q233 John Thurso: If you look at most service
industries—and this is very largely what you are in—
you have ISO 9000, you have Hospitality Assured,
you have a whole range of diVerent external ways of
validating whether or not what you say is accurate,
and given the questioning that is going on from
several Members would it not be helpful to have
something external so that we did not have to ask the
questions and you did not have to worry about it?
Mr Macpherson: Possibly. We do have some
external measures and where we do we make use of
them and publish them, but I think to do it in a
comprehensive way would just be adding an
additional control mechanism which might just . . .
Of course you would get some benefit from it, but
you would also impose quite a big cost. Peter, you
have been involved in the procurement aspect of
this.
Mr Fanning: We have. We have a service desk where
you can either email it or you can phone it up and we
monitor very, very closely firstly the number of calls
and the type of calls and where they come from, and
we monitor that through time and over the past three
years we have seen the number of calls go up and
then dip very slightly but essentially they have been
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running at about 50,000 a year—roughly that, so it
is a very large number. In addition to that we look at
how the calls and the queries are handled and the test
of success is whether they are handled at what we call
the first level, which means that if you were to phone
up a DOGC service desk would they be able to
answer your question at the time that you make the
call? Broadly speaking, about 50% of our calls are
solved at the time, and that standard service has been
achieved and in fact improved over the last three
years. We also measure the hits on our website and
that has been going up from just under a million at
the beginning of the period to just over a million
now, and that is across all the changes in OGC’s
remit over the past three years.

Q234 John Thurso: Can I ask each of the
Department’s representatives here, the National
Audit OYce suggested that one way of achieving
eYciency savings was to seek suggestions from your
staV, and whether anybody has been doing that and
how successful it has been?
Mr JuVs: There has not been a formal request to
staV, although lots of our initiatives do come from
staV. I think it is a very good idea that if you are
trying to engender a culture of innovation and
change that, yes, your own staV are a very good
source of that. I agree it would probably be a good
idea to do something along those lines.

Q235 Chairman: Does that mean you have not
done it?
Mr JuVs: We have not done it.

Q236 Chairman: But you are going to do it?
Mr JuVs: We can do it. We do get ideas from staV
but not on a structured way, on a formalised way; we
do things very much as part of the day job.

Q237 Chairman: But the National Audit OYce is
suggesting that you do do it formally.
Mr JuVs: Yes.

Q238 Chairman: So will you?
Mr JuVs: We can do it; yes, we will.

Q239 Chairman: You think you will, you can, you
will.
Mr JuVs: We will; we will do it.
Mr Daykin: The Government Actuary’s
Department is a very diVerent sort of organisation,
a commercial organisation and the big test of our
eYciency is whether our fees are competitive and
whether, as a result, we get a lot of fee income
coming in, which we have been very successful
doing, and we have a very high level of client
satisfaction. We have run a series of staV focus
groups and all members of the Department have
been invited to participate in that to identify ways in
which we can serve the customers better and
improve our eYciencies.

Q240 John Thurso: You are obviously doing it; can
you recommend it to your colleagues?

Mr Daykin: I am happy to do so.
Mr Fanning: We have done it, we are doing it and
will do it, and I shall give you some examples. My
predecessor, John Oughton, had a particular style
and he used to have lots of floor-based meetings, so
on a regular basis, at least once every six months, he
would visit each floor in the building and tell people
what is going on, and as part of that process he
would receive very directly calls and there would be
a dialogue with staV at which issues were regularly
raised. He spent a lot of time moving around the
oYces. We also have a very eVective intranet system,
which gives people an opportunity to raise issues.
My style is slightly diVerent and one of the first
things I did was to initiate an “Ask Peter” system
and we are receiving a steady of emails to me
personally about business internally and externally,
and we reply to them and I am sure that my successor
will have other techniques for engaging staV in the
business.
Mr Macpherson: The Treasury is a very un-
hierarchical organisation and we would hope that a
desire to promote eYciency—

Q241 John Thurso: Did you say un-hierarchical?
Mr Macpherson: Yes.

Q242 John Thurso: Sorry, I thought I had missed
that!
Mr Macpherson: I am convinced that the desire to
make eYciency savings is in the DNA of Treasury
oYcials. We have regular events where we discuss
how we can save even more money, focusing on
things like travel and so on, where generally the
Treasury oYcials have very vigorous views. There is
a top down process for how we do our business
planning; we also have a bottom up process from the
teams and that has given rise to a lot of interesting
ideas which we are now incorporating as we seek to
get smaller in the coming period. So I would say that
it is very well entrenched.

Q243 Chairman: It does not mean that you have to
travel second class, does it, Mr Macpherson?
Mr Macpherson: I certainly would not travel first
class on aeroplane journeys.

Q244 John McFall: Club class?
Mr Macpherson: If it is a long journey and I had to
get up and make some speech and not get any sleep
I think I might stretch to a club class ticket on
occasions. Our guidance is very clear—it is totally
ungradist; we are not one of those organisations that
think the mandarins should be treated in one way.
Indeed, you have come to visit our oYce from time
to time and I live in an open plan area and I speak to
my colleagues at all times.

Q245 John Thurso: Moving on, the Treasury Group
is close to achieving its overall targets for eYciency
services with less than £3 million to achieve the next
year. Do you expect to exceed the eYciency targets
set for 2007/2008?
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Mr Macpherson: Yes. And why do I do that?
Because I have an incredibly prudent finance
director, who is sitting on my left, and she is very
cautious about releasing figures on eYciencies, and
it would not surprise me a bit if she has held some
money back to ensure that we exceed the figures by
a reasonable margin. There is another reason why in
our case—because I know you will start saying we
set ourselves a far too easy target—we already have
to cope with our CSR 2007 settlement—

Q246 John Thurso: Do you have scope to hold some
back to help you with that settlement?
Mr Macpherson: Certainly if we do not take action
now it is going to be quite uncomfortable. If we do
take action now living with that settlement should be
perfectly doable. So we are taking action now. Sam
has an incredibly big programme of bringing
corporate services together and we are sharing
corporate services across OGC and the Treasury.
We are also taking other steps. I have recently been
merging directorates and this is quite serious and the
Treasury is getting smaller.
Chairman: David Gauke.

Q247 Mr Gauke: Mr Macpherson, I do not know
whether you have just answered my first question
but I was going to put to you the fact that looking
at the ONS and HMRC the staV reduction and staV
relocation targets are considerably more demanding
on the face of it than is the case for Core Treasury,
and indeed looking at savings as a whole it seems to
be more demanding than for the Treasury. Is that
correct and how can you justify that?
Mr Macpherson: I do not think it is correct. Just the
sheer size of Revenue and Customs—and bear in
mind at the point of merger there were something
like 100,000 staV there compared to around 1,000 in
the Treasury—I do not think it is necessarily the case
that somehow we got oV lightly.

Q248 Mr Gauke: Just looking at staV reductions,
full-time equivalents, HMRC 16%, ONS 16%,
Treasury 12%, then looking at relocations the
respective figures are 2% for HMRC, 14% for ONS,
2% for Treasury.
Mr Macpherson: Yes.

Q249 Chairman: It would appear that Core Treasury
is facing a slightly less demanding position.
Mr Macpherson: It may be that if you look across
the group we may have a marginally less challenging
target, but certainly for the Core Treasury because,
as I said earlier, we are the department which
decided to take the hit. We are losing 150 of about
1100 or so, so actually it is pretty close to the
Revenue one when you think about it. There is a
serious point about relocation. The Lyons’ target—
and again this was my point about not imposing
across the board some flat rate thing, you have to
look at the shape of the organisation—in the case of
the OYce of National Statistics they have three main
sites, London, Titchfield and Newport, and that
provided real scope for relocation and actually

getting a more sensible, integrated business where
the people who are getting the data on the ground
are joined up with the people who processed and
analysed the data, and that is what the ONS is
seeking to achieve. In the case of the Treasury—and
I am not one of these people who think, “Gosh, the
Treasury, it has to be in Whitehall”—we have to
continue to keep under review precisely where our
people are based. Since the Lyons’ programme
began and because of the shared service programme
we have actually in the last year begun to move some
posts in the Treasury on the finance side and on the
HR side to Norwich, a programme which is going
very well. I was in Norwich a couple of weeks ago
and I am struck that you can get the higher quality
staV for the same amount of money and their
accommodation is a lot cheaper and, as far as one
can make comparisons, I thought that their morale
seemed even higher than people in London. What I
am saying is that diVerent organisations have
diVerent scope for relocation. I do not think that the
Treasury should be let oV on relocation, but in terms
of some of the core activities you do need to be in
London because the Treasury is one of those central
departments where if you want to discuss the
spending round with a department it helps to be next
door rather than 500 miles away. I am not saying
that it is not impossible to relocate the Treasury; I
am just saying it is a bit of a challenge.
Ms Beckett: Indeed, on the corporate services side as
a result of the machinery of government change that
Nick referred to earlier we will have 68 Core
Treasury staV up in Norwich and they transferred on
to our books at the beginning of April. As part of the
Lyons’ relocation we moved 10 finance team posts
up to Norwich to the Core Treasury.

Q250 Chairman: That means that we are getting up
to about 6% of the Treasury being based outside
London?
Ms Beckett: Yes.

Q251 Mr Gauke: Still on the subject of relocation
but to return to the issue of the ONS and the
response of the Bank of England, where they have
stated that they have serious concerns that the
relocation programme poses a serious risk to the
maintenance of the macroeconomic data, and it then
states, “If substantial numbers of ONS staV are
unwilling to relocate, the loss of skilled individuals
could have a severe impact on a range of statistics.”
We heard last week from Karen Dunnell that they
are looking at about 10% of staV relocating to
Newport, so of the 32 people who currently deal with
inflation statistics only three are going to be
relocating; so 29 are not and that is certainly
substantial numbers of ONS staV. Do you share the
concerns of the Bank of England on this point?
Mr Macpherson: I have concerns in the sense that
this programme has to be managed but I would take
a rather more positive view. I think the trade unions
are doing a very good job in fighting their corner on
this and they have clearly been eVective in getting a
bit of media traction.
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Q252 Mr Gauke: It is not just the trade unions.
Mr Macpherson: Relocation raises all sorts of
diYculties for the people aVected and I fully
understand that, so understandably there are people
based in London who are not terribly happy. They
see their mates at the Bank of England or the
Treasury and they say, “It is all terrible” and then
that can get fed back to you. I think a bit of
hardheaded realism is necessary here. It is quite
curious at the moment that we have people in
London doing the consumer price index but we have
people in Newport doing the producer price index.
Actually having the people who produce one index
living alongside the other people will give you a
better managed outfit where there is more cross-
fertilisation, and there is actually more scope for
career progression. I think Karen’s reference to 10%
was in relation to previous experience. As it
happens, my understanding is that the ONS has been
rather more successful than that in terms of the
numbers who are actually moving to Newport.

Q253 Mr Gauke: What is that?
Mr Macpherson: I think it is something like 15%.

Q254 Mr Gauke: So it is four not three.
Mr Macpherson: It is a start.

Q255 Mr Gauke: So four not three—four and a half,
maybe five.
Mr Macpherson: Let us be clear about this. They
also have been very successful in recruiting people in
South Wales—South Wales has some excellent
universities. The links with them are increasing.
South Wales is an attractive place for people to live,
especially people with families, and the housing and
other public services are attractive. I am confident
that not only will the accommodation be cheaper but
also actually the quality of staV, not just in the short-
term but also over the medium and long-term will be
significantly higher. There are huge benefits in co-
location, having two locations rather than three, and
all that I hear and see in relation to the ONS is that
this programme is being managed well—I myself
have met enthusiastic people who are actually
singing the praises of moving to Wales—and this is
working.

Q256 Mr Gauke: Have you discussed this with the
Bank of England?
Mr Macpherson: I have discussed this with the Bank
of England. We share a common interest in
modernised statistics. Of course there are huge
challenges going on with the statistical programme
at present, not least because of exogenous forces—
globalisation resulting in huge shifts in trade, capital
flows and people. So the organisation has big
challenges. We all have an idea of a perfect set of
statistics where we can always know what is going on
everywhere, but the reality is you are never going to
get quite to that point. The quality of British
statistics is good but it can get better still and that is
why we value the modernisation programme.

Q257 Mr Gauke: The Bank of England has been
very forthright. The Governor of the Bank of
England’s views on migration statistics are all well
known and longstanding. I have already referred to
you the comments about the relocation programme
and we have also had the evidence saying that, “The
evidence we have received suggests that eVorts to
reach eYciency targets are actually leading to a
deterioration in service quality.” You are painting a
very, very diVerent picture as far as ONS is
concerned, of one of everything is going along
swimmingly. That is not the impression this
Committee had last week.
Mr Macpherson: I have great respect for the Bank of
England; I speak to people there regularly and they
are right to focus on the quality of statistics. Any
organisation in government, not least to protect the
interests of the taxpayer, has to have a resource
constraint and it is always possible to think, “If only
I had a bit more money I could do a whole lot more
things,” but actually I am pretty confident that the
quality of national statistics is high. Of course it can
be improved further.

Q258 Mr Gauke: It is not just the Bank of England;
one can quote the Royal Statistical Society—
Mr Macpherson: There has been quite a successful
PR campaign around this whole issue of relocation
and it is very striking that the thing which people are
going on about in the context of the statistics is the
national accounts and how, in 2007, the Blue Book
will not have the same level of revisions as we have
had in previous years. But that is nothing to do with
relocation, that is just to do with the large demands
which ONS has to trade oV, and they are going to
modernise the accounts in 2008. The Bank and the
Treasury are very pleased they are doing that; and
those will be higher quality accounts, they will not
just be higher quality than 2007, which is obvious
because they are not re-benchmarking this year, but
it will be a lot higher quality than 2006 than 2005.
They are putting in place processes and systems
which should in the future require fewer revisions.
So I regard this as progress and I regard this as
potentially a serious improvement in performance.
Where I would agree with you is that this is an
organisation that has to deal with a whole lot of
changes and it is presenting challenges. I am
confident that Karen Dunnell and her team can
deliver. We have regular conversations with one
another—I was talking to Karen only this morning.
Her departmental Minister, John Healey, takes a
close personal interest and the Treasury has a
massive interest in good quality statistics, so we will
be continuing to press for further progress.

Q259 Mr Gauke: You do not think that the Treasury
have made on the OYce of National Statistics, with
the modernisation programme, eYciency
programme, relocation programme and such are too
much for an organisation like the ONS to cope with
all at once?
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Mr Macpherson: I do not.

Q260 Ms Keeble: I wanted to ask in particular about
the process of setting and operationalising the
targets. Chris Daykin said that they were set by the
Treasury and there was a bit of discussion and that
was that. Then Peter Fanning talked about longer-
term personnel and skills planning. Firstly, has there
been any discussion about the process for the targets
and the process for setting about achieving them and
whether the Treasury had engaged in that process as
well? I do not know whether Chris and Peter want to
say first whether I have their views right or whether
they want to change that a bit?
Mr Fanning: I think you did in that when you set the
target in the first place you have to have some idea
of how the gains are going to be made, but the world
changes and one of the jobs of managers is to deliver
on the targets and recognise that you have to
manage the changes in the outside world. For
example, we expected in OGC to generate £400,000
eYciency gains out of our own eYciency target;
however, when it came to the crunch we managed to
generate £1.5 million—three times as much—from
procurement, and that was unexpected. But other
things we have not done so well on, so life changes.
It is absolutely essential to have some idea from
where the savings are going to come but you have to
react to the real world as it evolves and hit the target
in a way that is appropriate for your business at
the time.

Q261 Ms Keeble: Chris?
Mr Daykin: As I say, the Government Actuary’s
Department is a rather diVerent organisation from
most of the others; we are eVectively providing
consulting services. We could not have a head count
target because to cut our actuarial consultants
would be to cut our income and to reduce our
eYciency. We increase eYciency as a consulting
organisation by having more people providing
services to the public for a lower level of overheads.
So our eYciency savings are based on cutting our
overheads—they do not relate to overall head
count—our overheads are very small anyway—and
we negotiate and discuss with the Treasury what was
a reasonable and sensible target for us to have in that
respect, and that has been frequently and constantly
monitored by us and by the Treasury.

Q262 Ms Keeble: My question really for the
Treasury is how much scope was there for
negotiation and how did you try to make sure that
the departments took ownership of what they were
doing?
Mr Macpherson: I think that is incredibly important
because where the centre of government sometimes
fails is when it imposes something without a proper
dialogue and in eVect disempowers that department
so that it does not have ownership. Of course the
Treasury would never do anything like that! I
remember in 2004, when we started this process, the
whole Gershon Report, which in eVect we
implemented in full, reflected a huge amount of

dialogue with the departments in question. I can
remember in particular the point when we settled
Revenue and Customs and the Department of Work
and Pensions’ budgets in the 2004 Spending Review
there was extensive dialogue about what was
possible. And the relevant Secretary of State or, in
the case of HMRC, the Paymaster General, Dawn
Primarolo, were actively involved in discussions
with the Chief Secretary and Chancellor, and at an
oYcial level, and I was talking to the Permanent
Secretary. So at the point the settlements were
agreed—and they have to be agreed because
historically if you do not agree your budget
settlement you can take it to Cabinet and Cabinet
can change it—at the point it was agreed in eVect it
had to become owned by the department in
question, and this comes back to the interesting issue
about how much we externally validate things and so
on because there is a trade-oV here. The Treasury’s
position—and it used to be the OGC who was doing
this, but it is the same sort of people really—is that
we want suYcient confidence that departments have
a plan for achieving their agreed eYciency savings;
that they broadly know how they are going to do it
and that they will then report to us, ideally once a
quarter, to tell us how they are getting on. Beyond
that it is not for us to tell them how to do it and,
indeed, the Treasury is in no position to implement
eYciency programmes, it has to rely on the people
who are delivering the service. Obviously where a
department gets into diYculty the Treasury then get
slightly more involved and start asking questions,
and we have had systems of priority reviews where
there clearly is an issue and we have to try and
bottom out whether the department is going to hit its
target or not.

Q263 Ms Keeble: The description that you gave to
David Gauke about ONS, I have to say, did not bear
much relation to what I heard in the evidence at the
last session. What I wondered was whether, in the
eYciency savings and the rollout of it, it was the
targets that were unrealistic or the department had
not taken ownership of it or they did not have a plan
or it was just a weak management, or quite what had
happened to produce quite what we heard in
evidence, which, I take your point, may not be
exactly what it is like on the ground, but certainly
what we heard in evidence at the last session.
Mr Macpherson: One of the issues for ONS is it was
Dr Len Cook who was then in charge and who
would have agreed the settlement with the Treasury
in 2004 and he then retired back to New Zealand, so
there may be a corporate memory issue around
precisely why target X or target Y was agreed. But as
someone who was around there at the time the senior
management of the OYce of National Statistics were
fully aware and fully engaged; indeed, Len was a
great proponent of relocation as a way of improving
the business.

Q264 Ms Keeble: I think that is a bit disingenuous in
a way because the civil service does not rely on
corporate memory, it has bits of paper—or
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computers now probably!—so there must have been
discussions about why the targets were set,
discussions with the staV about all of this. Was all of
that done before they embarked on their
programme? Personally I do not have a problem
with the relocation stuV because that is possible.
Mr Macpherson: I think diVerent departments have
diVerent practices about how much they bring their
staV into the Spending Review process in the run-up
to a settlement. Certainly in my Treasury experience,
mainly because I think the people in the Treasury
always find this endlessly fascinating, people are
very involved in the discussions. Obviously
ultimately management has to manage and
somebody has to take some decisions, but I would
really hope that the Treasury staV are really engaged
about how we are going to continue to provide the
same level of service or even better with less. Having
said that, as I say, I had some dealings with the
senior management of ONS in 2004 and sometimes
you can agree targets which, with the passage of
time, you realise may be a bit more ambitious than
you thought, and vice versa—we have been
discussing a lot of issues where we are overshooting
our targets—and this is a learning process. We have
just set ONS a budget for the next five years; I think
it is quite a generous budget given the circumstances
and I would hope that they can plan—

Q265 Chairman: I am sorry to interrupt, but let us be
clear about the past three years. You said earlier that
you were actually in charge—before you were
Permanent Secretary you were in charge of these
targets for spending, so you must know whether
there was some validation carried out or not?
Mr Macpherson: Yes. Look, I know—

Q266 Chairman: These are your targets.
Mr Macpherson: These are our targets and these
were agreed—

Q267 Chairman: These were the Macpherson
targets.
Mr Macpherson: These were agreed with the OYce
of National Statistics. What I cannot tell you is the
extent to which the staV at the time were involved in
that sort of discussion; all I can tell you is that the
target was agreed, there was extensive discussion,
not least because I can remember being pleasantly
surprised by the numbers which ONS were bringing
to the relocation party and that was not us imposing,
that was actually reflecting real dialogue and
enthusiasm, potentially, for that agenda.

Q268 Ms Keeble: They have actually achieved 90%
of their target, according to the figures, which is
quite extraordinary. I wondered whether, firstly, to
pick up again on David’s question, you are
concerned about the performance—because I
certainly was—and secondly as to whether centrally
you had any thought as to, one, how the roll-out
should be achieved of the savings programme in the
diVerent departments; and, secondly, if there were
points at which you as customers of these

departments feel that you should intervene if, as you
say, it is not done eYciently and instead of being an
eYciency saving it is a cut?
Mr Macpherson: We take these things seriously. As
a consumer of their services this is of critical
importance to us; it is important anyway—and there
are lots of services of which we are not customers.
We appeared here after the budget, I remember, and
we had a good discussion about the migration
statistics and so on. These things really matter. We
do want the ONS to succeed and are committed to
their success. If we thought that things really had
reached the point where there were real problems we
would most definitely want to intervene, and there
are diVerent ways we could intervene. If it was
ultimately that we had miscalculated the budget and
actually they needed more money, whatever, then
there are mechanisms for addressing that and we will
continue to monitor it and continue to work very
closely. I go down to Newport only next month just
to see what is going on.
Chairman: Mark Todd.

Q269 Mr Todd: The National Audit OYce’s report
on the eYciency programme says that about a
quarter of the programme has produced validated
savings; that in about half there are some
measurement issues to be resolved; and about a
quarter, as they rather politely put it, “do not yet
demonstrate eYciency or may be substantially
incorrect”. Do those figures ring any bells with the
Treasury’s own experience of eYciency programmes
with its ambit?
Mr Macpherson: You would expect the NAO to be
extremely rigorous. I do wonder sometimes whether
they may have been excessively purist in their pursuit
of high-quality measurement. What is clear is that
this is a very big programme starting pretty much
from scratch in 2004. I think the measurement has
improved as it has gone along, we actually welcomed
the NAO’s contribution to this debate. The vast
majority of savings are clearly there and I have got a
high level of confidence in the overall data, but there
is still scope for improving it further and as we enter
the next phase I hope we can build on the progress
made on measurements to get even better data.

Q270 Mr Todd: Did the NAO cast its eye over any
part of the Treasury eYciency programme it did, the
sampling of the programme?
Mr Macpherson: I think it did. As far as it has
done—

Q271 Mr Todd: Wake up at the end there!
Ms Keegan: I was wondering who I could turn to!
My understanding is that the NAO reported well on
the way we report on our eYciency savings. To be
honest, I do not remember them having tested the
way we calculate them, but core Treasury monetary
savings are calculated in a very straightforward way:
we take total administration costs as the baseline as
it was in 2003-04, use the GDP deflator to inflate
those and compare them with administration costs
today, so there are no hidden mirrors.
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Q272 Mr Todd: That part is fine, but I think they
looked at one of the HMRC programmes?
Mr Macpherson: Yes, I think they did. They have
got comments on HMRC, generally I think they are
reasonably positive, but quite rightly, and that is
their job, they identified areas where there could be
further improvement.

Q273 Mr Todd: The task of the OGC is changing this
whole process. What does that indicate about its
function? Does it suggest that perhaps there was too
much resource put into this? Is this a re-focusing of
the programme because experience has emerged of
increasing capability within departments, or is there
a desire to keep this more firmly within what is
clearly a Treasury-branded grip?
Mr Macpherson: Can I try and answer the question
and if Peter has got anything to add, do chip in.
OGC’s role in this reflects the evolution of the life
cycle of any major programme. You needed at the
beginning a big investment in systems. We have been
talking about measurement, you are saying that can
be improved further, I think it probably can be, but
a lot of the heavy lifting has now been done. We have
got the systems generally in place, people are
reporting and the NAO accept that we have made
considerable progress. With something like this, it
was right at the beginning to set up, in a sense, a
dedicated section of the OGC to do it. We were very
keen following on from Peter Gershon that this was
done slightly at arm’s length from the Treasury
because it does require diVerent skills in some areas
from those which the average Treasury oYcial has,
but as we move into the next phase we think that
eYciency is becoming embedded and we are making
serious progress. It does not mean we are going to
take the foot oV the accelerator, far from it, but it is
core to what the Treasury should be doing. The
Treasury should be interested in spending control
and outputs, and, in a sense, eYciency helps you
relate the value of money for the inputs to the
outputs.

Q274 Mr Todd: I think Mr Fanning’s remarks
earlier suggested that there was a change in skills set
as well implied in this process and that OGC would
not be requiring so many of certain kinds of people
or rather more of others, is that right?
Mr Fanning: Yes.

Q275 Mr Todd: Just expand on that.
Mr Fanning: I can expand on it. Perhaps taking all
the questions you have posed, one was the eYciency
programme located in OGC—I was not around at
the time so I am reading the documents that I read
and what people have said to me—originally the
eYciency programme was given to the chief
executive of the OGC. He took a decision to bring
the eYciency programme within OGC as an
organisation and he did that because it was
administratively convenient. Also OGC had a track
record of setting things up and getting things going
and it particularly had quite a lot of programme
management skills, certainly at senior management

level, so the eYciency programme nestled quite well
within the old OGC. The second component of that
was if you look at the £21 billion worth of eYciency
gains, the largest component of that arises from
procurement which is absolutely core OGC activity.
As the eYciency programme has matured and OGC
has grown closer, I think, to our colleagues in the
Treasury, I hope we have infected them with some of
our skills in the same way they have infected us with
some of theirs. It seems natural to pass the eYciency
programme over to nestle within core Treasury so it
drives out the better use of resources right through
across the spending and not just within the original
areas.

Q276 Mr Todd: So you focus more on purchasing
function?
Mr Fanning: On procurement, but “procurement”
very widely defined, if I may say so. It includes major
projects, complex procurements as well as
commodities.

Q277 Mr Todd: Does it also involve developing
more robust skill sets in areas like risk analysis,
because one of the things that has certainly come up
in our discussion with witnesses was how risk
analysis has been applied to a variety of activities
within the field, particularly when ONS was being
discussed?
Mr Macpherson: Mary, who has played a key role in
promoting better risk management across
government, may well expand on this. I think, yes,
this is critical across government that we need to
improve governance and Mary is now going to tell
you all about it.

Q278 Mr Todd: Is this the group chaired by that
reassuring figure, the former Permanent Secretary
of Defra?
Ms Keegan: Yes, but it is a cross-government group
which has worked very well to inspire in each other
and across government an understanding of what
risk is and how it should be managed. May I add one
other skill—because I would say so, would I not—
the change in finance skills that we have seen in
Government over the last three or four years
actually contributes hugely, in my view, to the
eYciency programme, just having monthly
management accounting up-to-date, timely and
realistic on the desks of all budget holders. I am not
saying we are there everywhere in government, but
we have made huge strides. It just enables people to
focus on what they have spent so far, to derive
realistic forecasts of what might be spent in the rest
of this period and next period, and people
instinctively start to cost control. I have been
thinking about what has enabled us to make savings
in core Treasury because, if anything, our outputs
are greater than they probably were in 2004, it is
diYcult for me to judge, but it is having absolutely
rigorous management accounting all the time that
enables people to know where they are in spend. It is
no one thing, but it is everybody being aware of what
the spend looks like, which is why I am very positive
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about the eYciency programme coming back within
the core area of Treasury spend, it is just part of
business as it should be run.
Chairman: Let us move on. Jim Cousins.

Q279 Jim Cousins: Mr Macpherson, you talked
earlier to the Committee about service quality issues
and you instanced HMRC. You said there were
precious few of its indicators about which you had
anxieties. Which were those precious few?
Mr Macpherson: I cannot oVhand give you a list of
their indicators.

Q280 Jim Cousins: No, I checked, there are several
hundred of them but, even so, a precious few is—
Mr Macpherson: The main indicator to me of
HMRC, rather critically from the point of view of
public finances, is whether revenues are coming in as
we expect because sometimes actually a decline in
HMRC performance will be reflected in greater tax
loss. Certainly, over the last two years revenue
growth has been strong, the economy has been
strong, and so it should be, but it has been coming in
line with expectations, so that is a critical one. Then
there are all the customer performance measures
around things like telephone—

Q281 Jim Cousins: Mr Macpherson, if you and I
attempt to go through 300 indicators, I am afraid we
should be detaining people unduly. Perhaps, if you
are not able to say which were the precious few not
to your satisfaction, you could let the Committee
know that after you have had time to consider the
issue?
Mr Macpherson: I would be very happy to let the
Committee know, but I should make clear that I am
not responsible for every last bit of HMRC
performance—Paul Gray, who appeared here last
week or the week before, is—but I am happy to do
so.2

Q282 Jim Cousins: No-one is suggesting that you
are. Could I just ask, though, this change between
OGC and Treasury, does this mean that the
responsibility for trying to monitor service quality
now lies with the Treasury more than it lies with
OGC? Is that one of the functions that has been
transferred?
Mr Macpherson: Yes.

Q283 Jim Cousins: So it is perfectly proper to
address those issues to you?
Mr Macpherson: Absolutely.

Q284 Jim Cousins: Perhaps I should address my
question here to Mary Keegan. You were talking
earlier about risks and you referred to rigorous
management accounting but, of course, one must
attempt to identify future risks. I just wondered if
anywhere in Government it was thought that
perhaps the quality of migration figures, one of the
things that has cropped up in our discussions here

2 Ev 120.

this afternoon, was something that presented a risk
in terms of government resource allocations to local
authorities?
Mr Macpherson: Yes, we do consider risks and the
Treasury—

Q285 Jim Cousins: Is that a risk you have identified?
Mr Macpherson: The whole issue of migration is a
risk—it is also an opportunity—but one of the risks,
as you say, is around the data and as a result of
that—

Q286 Jim Cousins: I am not asking for a discussion
about migration and migration statistics. I am
simply putting the point to you, has this uncertainty
about the quality of our migration statistics caused
Government to think when it is distributing
resources, say, to local councils and local health
authorities that there may be issues about the
accuracy of that resource allocation? Is that a risk
that has been identified?
Mr Macpherson: Of course it is a risk which has been
identified.

Q287 Jim Cousins: Who is dealing with it?
Mr Macpherson: There are a number of dimensions
to it. We have talked about ONS statistics, that is a
key element, and the ONS has reported on what it is
doing on that. First I should say, having identified
the risk, a cross-Whitehall working group was set up
to address specifically this because it is partly an
ONS issue.

Q288 Jim Cousins: Mr Macpherson, that is about
the quality of the statistics. What I am asking you
about is the risk management of the consequences
that flow from that, which is a diVerent issue.
Mr Macpherson: Yes, that is a matter for the
Treasury.

Q289 Jim Cousins: There are four local authorities
that are quite open in saying they are considering
judicial review.
Mr Macpherson: They are saying that.

Q290 Jim Cousins: Is this a risk that has been
identified and, if it has, who is trying to manage
that risk?
Mr Macpherson: The allocation of expenditure at
the most general level is the responsibility of the
Treasury, and we take a huge interest in these issues
and would be active in identifying risks and working
with departments to manage them. In this instance,
and I remember discussing this with you in the past,
in terms of the formulae by which resources are
allocated, there are a whole number of programmes,
revenue support grant in local government, also the
NHS and so on, all of these things are allocated by
the relevant departments on the basis of weighted
data. It is important that data is as accurate as
possible. We know there are problems with
migration statistics and we know there are,
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therefore, risks that allocations may not be
absolutely right. Whether they are as wrong as some
of the local authorities in question argue I rather—

Q291 Jim Cousins: Mr Macpherson, I am sorry to
interrupt you. The risk I am asking you to focus on
is not the data quality issue, it is the consequences of
the data quality issue. We know that out there there
are local authorities, and I can tell you there are
health authorities, which are extremely concerned
about this resource allocation issue and which are
focusing on the issue of migration; the possibility of
judicial review is plainly on the table. What I am
saying to you is, who is managing that risk? That is
what I am asking you. It is not a data quality
problem.
Mr Macpherson: I totally understand now what you
are saying. In the case of local authorities, the
formula is a matter for the Department of
Communities and Local Government. Their
approach to their formula will be agreed with the
Treasury.

Q292 Jim Cousins: Mr Macpherson, the point is not
the formula, it is how the money is distributed based
on the data.
Mr Macpherson: You feed the data into a formula,
the formula then—

Q293 Jim Cousins: Who is managing this risk which
is plainly on the table?
Mr Macpherson: In the case of local government, the
Department of Communities and Local
Government.

Q294 Jim Cousins: It is not an issue for the Treasury?
Mr Macpherson: Any issue which aVects the
allocation of spending, the Treasury has a huge
interest in. Anything where there are risks to public
spending, both on the upside and the downside, are
of massive interest to the Treasury, so the Treasury
will be working closely with DCLG, and if we think
that somehow either the Department or anybody
else is somehow missing a trick, we will be pressing
for action. We are actively involved in managing the
risks around this.

Q295 Jim Cousins: In the particular instance I have
given, which nobody can dispute is on the table, how
are you actively managing that risk from the
Treasury or, put more simply, have you done
anything about it and, if you have, what have you
done?
Mr Macpherson: You have got to pursue this in a
number of diVerent dimensions. I know you are not
asking about the statistics and improving the
statistics.

Q296 Jim Cousins: No, I am not.
Mr Macpherson: But that actually does matter,
because if you can improve the statistics to pick up
migration in a better way, that is part of the way you

can manage this risk. Then there is an issue about
how you engage with the local authorities. I am quite
certain that—

Q297 Jim Cousins: Is this something that has crossed
your desk at all?
Mr Macpherson: It is something I am aware of, yes.

Q298 Chairman: What Mr Cousins is asking is what
you have done or are doing, and you keep describing
what you might be doing.
Mr Macpherson: The issue here is, as I understand
it, Mr Cousins is making the point are we going to
somehow change the allocation of spending towards
those local authorities which, allegedly, have greater
migration than the statistics are picking up.

Q299 Jim Cousins: No, I am asking you, who is
managing that risk? Who is considering this issue?
Who is considering the range of things that might
happen or might have to be done about this? Who is
doing it?
Mr Macpherson: I sought to answer that. The
Department of Communities and Local
Government is doing that, the Treasury is engaging
with it and talking about risks, because there is
always a risk to the Exchequer if there becomes a
popular view that the solution to any problem is to
throw more money at it and that is why it is of huge
interest to us, because that impacts on the public
finances.

Q300 Jim Cousins: Coming to a point that was in the
NAO’s report about HMRC, they suggested that the
new policy burdens justification for a lot of
additional posts, which were not included in the
headcount reduction process, was not, in fact, a new
policy burden at all. How do you respond to that?
Mr Macpherson: I do not agree with that. I think
where it was agreed that HMRC could increase their
staYng numbers, which was mainly in relation to
their contact centres, it was with a view to improving
the service the Department was oVering, so I do not
agree with the NAO. I would not get too hung up on
this, because on any measure HMRC is making
serious progress on its eYciency-saving and its
overall headcount reductions.

Q301 Jim Cousins: Could you let the Committee
know that if the additional staV in contact centres
were to have been included in the headcount figures,
what diVerence it would make to the eYciency
savings that have been achieved? Could you let us
know that?
Mr Macpherson: I am happy to let you know that,
but we do not think such an approach is warranted.3

Q302 Jim Cousins: The additional staV in contact
centres were put in place because of all the concerns
largely about tax credits.

3 Ev 113.
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Mr Macpherson: Correct.

Q303 Jim Cousins: One of the indicators of service
performance is the rate of accuracy in administering
tax credits, that is one of the indicators. What is it?
Mr Macpherson: You expect me to give you some
number?

Q304 Jim Cousins: Yes, why not? The service quality
depends on numbers, that is an indicator.
Mr Macpherson: It does, and on a whole lot of
indicators the performance in processing tax credits
has improved.

Q305 Jim Cousins: Could you send the Committee
a number?
Mr Macpherson: I would be very happy to.4

Q306 Jim Cousins: If we are to rely upon measuring
service quality by numbers, that is the approach of
indicators, the one you are adopting, and it is
perfectly appropriate to ask for a number.
Mr Macpherson: No, it is. I am sorry I cannot give
it to you right now but, as you say, we will give it.

Q307 Mr Todd: The accounting of upfront costs in
savings target, which I think the NAO made some
remarks about, the diYculty of working out whether
some of the projects were net or gross gains, again
how is that applied to the Treasury? Have you had
any diYculties? You have already lauded your
finances as rigorous in these matters and I am sure
would not have let these things creep through which
had an inappropriate disclosure of substantial and
upfront costs.
Mr Macpherson: I will ask Mary to comment on our
own approach in a minute. You are absolutely right,
as originally put in place the Gershon programme
was very much a gross eYciency programme. Some
parts of the programme are reported in net terms,
like local government eYciency savings; others are
not. We wanted to pump-prime eYciency, get it
embedded and give people the incentives to get it
embedded. I think very much from here on it is going
to get as it is now, becoming embedded. For the CSR
period we will be looking in net terms, but I would
like Mary to comment on our eYciency numbers.
Ms Keegan: I was not around in 2003-04, which was
the baseline year for the programme, but from all the
calculations we now use there is nothing separately
taken out of 2003-04, or subsequent years, in terms
of investment costs for the eYciency programme, we
are just measuring cost as inflated compared with
cost today.

Q308 Mr Todd: EVectively you are producing a net
position, is that right? So you are looking at it in
cash terms?
Ms Keegan: We are looking at it in cash terms, yes,
broadly.

4 Ev 113.

Q309 Mr Todd: I was puzzled when I had an
encounter with HMRC a few days ago when they
came to discuss their programme in GAD. Upfront
costs, at least initially, do not appear to be taken into
account in their savings programme, so they
produce a gross saving. What I thought was an
entirely reasonable question about the upfront costs
that might have to be borne to produce this saving
was greeted with the remark, “Well, we’ll work that
out later after we’ve worked out what we are going
to do”. No attempt had been made at a reasonably
early stage to analyse what the potential upfront
costs in terms of oYce closures, redundancies, any
premia to staV to achieve certain outcomes,
whatever, might have been involved in this? Does
that fit with the methodology that is used in the
Department? Upfront is something that is
considered at a later stage in the exercise.
Mr Macpherson: HMRC is subject to an overall
budget constraint, so it cannot go around spending
money willy-nilly, it has got some fairly rigorous
ceilings and has to live within those. Coming back to
my previous point, I think it is fair to say that the
way HMRC’s eYciency savings were measured was
on a gross basis, which reflects the genesis of the
programme but I do not think it makes—

Q310 Mr Todd: How were the investment costs to be
disclosed in that, because that is very material in
working out the value of eYciency savings achieved?
Mr Macpherson: Absolutely. Any major investment
programme tends to have to be agreed with the
Treasury and we are not in the business of agreeing
spend just to meet notional savings, it has actually
got to be based on a sound business case where the
return is identifiable, the cost is identifiable and it
makes sense in its own terms.

Q311 Mr Todd: Is there any chance of you giving us
a sample of a business case, because I have asked
about that elsewhere and have found it a little
diYcult to nail down? I would be interested to see the
methodology that is used and the data you seek to
present to justify a position. You may want to strip
out certain elements, but it would be useful.
Mr Macpherson: Clearly there may be some
sensitivities from a management point of view, but I
will certainly consider that. In many ways it might be
easier for us to give you an example from the
Treasury as opposed to from another department.5

Mr Todd: That would be excellent.
Chairman: David, final question.

Q312 Mr Gauke: One very quick question—
apologies—I should have asked earlier. You may
have seen the newspaper report in the Daily
Telegraph this week under the headline: “ONS
revolts may delay relocation to Wales”. As far as you
are concerned, is there anything in the story?
Mr Macpherson: No.
Mr Todd: But you are going down to Newport to
find out next month!

5 Ev 114.
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Q313 Chairman: There is no revolt, but you are
going down to stamp it out. Is that right?
Mr Macpherson: I am told that the people who are
working in Newport are very happy.
Mr Gauke: The revolt will be in London.
Jim Cousins: Give them a whiV of gunshot!

Q314 Chairman: Could I ask two final points. Some
of these things you or your colleagues have described
this afternoon are regular practices, practices of
good business, good organisations or, indeed, the
Treasury itself. What diVerence has the eYciency
programme actually made other than drawing
together a number of these programmes which are
actually underway, and to what extent is it a re-
branding exercise?
Mr Macpherson: I really think—and I know you
think I probably have to say this—this is changing
the culture. It is not on its own changing the culture;
as Mary said, there are a number of diVerent
programmes in place now around greater
professionalism, financial management and
eYciency, there are more demanding administrative
cost ceilings and it concentrates senior
management’s minds, it forces us to trade oV
decisions and optimise what we are going to do. I

genuinely think, certainly from a narrow perspective
of the Treasury, we are managing our organisations
better as a result.

Q315 Chairman: If it is changing the culture, was it
not rather unfortunate for you earlier today to
describe the NAO’s audit of all this, as I think you
put it, “excessively purist” if what they are trying to
do is to genuinely check whether these gains have
been properly validated?
Mr Macpherson: I do not think I said it was
“excessively purist”, I said, “Some might say it was
excessively purist”. The NAO is a good thing, and
the Treasury and the NAO are allies. Sometimes you
think whether some things are yellow or green,
perhaps they might have given us a bit more green,
but they are doing the right thing, they are holding
us to account.

Q316 Chairman: So you are not criticising the NAO?
Mr Macpherson: No.

Q317 Chairman: I would be concerned if you were.
You did use the phrase “excessively purist”.
Mr Macpherson: I may have been flippant and, if so,
I apologise to the NAO unreservedly.
Chairman: That is it for now. Thank you very much.
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Q318 Chairman: Good afternoon. Professor Talbot,
welcome back to the Sub-Committee. Would you
introduce yourselves, please?
Dr Law: My name is Dr Jennifer Law. I am a
Principal Lecturer in Public Management at the
University of Glamorgan.

Q319 Chairman: Thank you very much for helping
us today.
Professor Talbot: Colin Talbot, Manchester
Business School.

Q320 Chairman: Welcome back to the Sub-
Committee. You do not each have to answer each
question because we have quite a lot to get through,
before the Minister. We have often been told that the
EYciency Programme is the most ambitious ever.
What was so special, if anything, about the Gershon
targets in the 2004 review?
Professor Talbot: First of all the scale: 21.5 billion
was several orders of magnitude larger than
anything that had been attempted before as a specific
target. If you go back to the EYciency Programme
that Margaret Thatcher initiated in 1979, none of
them gave specific ideas of how much money they
would save—or exceeded 0.5 billion—so 21.5 billion
seems an extraordinarily large amount of money to
forecast to be able to save. I suppose the second
point is that there have been in spending settlements,
regularly documented between the Treasury and
spending departments, notional amounts of
eYciency which departments were supposed to be
achieving; but they were never backed up with
anything in terms of reporting or intervention
around those to make sure they were actually
happening; so they were always pretty notional.
Largely they were just notional cuts in the total
amount of expenditure.

Q321 Chairman: One of the things that came across
from previous evidence is that there is a multiplicity
of changed programmes that happen to be occurring
in two of the biggest departments, HMRC and ONS.
To what extent is the Gershon programme
appropriate for a department that is already under
considerable pressure? Should it have been
exempted to some extent?
Professor Talbot: It is probably worth taking a little
historical detour to understand the roller coaster
that HMRC has been through. Back in the early
nineties it was subjected to the Next Steps

reorganisation, which created executive units within
each of the then Inland Revenue and Customs and
Excise, and about thirty in each of those were
created. Then they were gradually wound down to
about 15 in each and they were gradually
amalgamated up to around 2000. Then they were
dropped altogether and the two organisations were
re-centralised; and then they merged into one
organisation. So they have been through almost a
decade of continuous reorganisation. It does raise
some questions about just how much reorganisation
an organisation can take, and I think we have seen in
the Health Service some of the consequences of that
with multiple reorganisations and losing control.

Q322 Chairman: Dr Law, one of the key points in the
EYciency Programme was that the savings had to be
achieved without any loss of outputs. Having
reviewed the targets for 2004, do you think it is
possible to make these kinds of changes without
having market consequences?
Dr Law: I think it is very diYcult to do that, and
obviously great care has to be taken to ensure that
when eYciency targets are being attempted there is
some monitoring to ensure that quality of output is
at the very least staying the same. I know that some
of the departments have indicated that they are
attempting to measure quality at the same time as
ensuring eYciency. I am a little concerned that some
of the evidence for that is not readily available. They
may say they are making a whole range of eYciency
savings; but it is diYcult to see from publicly
available documents the extent to which quality of
service is at the very least staying the same. It may
well be that departments have their own data on
that. I am sure that many of them are attempting to
check whether quality is staying the same; but it is
diYcult to see that from some of the publicly
available documents, and that is a slight concern.

Q323 Peter Viggers: Professor Talbot, the amount
of the budget taken by administration diVers very
considerably between departments. The Home
OYce, for instance, is 4.5%; the Lord Chancellor’s
Department is as high as 95%. A number of
departments have administration budgets of less
than 10% of their overall departmental expenditure.
What implication does it have that the Chancellor of
the Exchequer’s department has such a high
percentage of its budget taken by administration?
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Professor Talbot: If I can answer a slightly diVerent
question first and then come to that, the first
question is how they define administration budgets.
I find the figures pretty mystifying, frankly. There is
no publicly available definition of how they define
administration. It seems to be the case that in
relation to departments that deal in transfer
payments, in other words collecting taxes and
paying benefits, which is DWP and HMRC now,
they have simply put everybody who works for them
into the administration budget. Whereas a prison
oYcer would be regarded as a programme
expenditure in the Home OYce, a tax collector in
HMRC is regarded as administration budget. That
is the only explanation I can see for the massive
discrepancy in figures. Historically, administration
budgets in its predecessor were accounted for in a
slightly diVerent way. If you are asked to make cuts
in your overheads budget, whatever that is, you can
do that in one of two ways: one is by making real cuts
and the other is by re-defining things as programme
expenditure, being able to move them around. Given
that in CSR07 it looks as though there are going to
be very hard targets on reducing administration
budgets, it is going to impact disproportionately on
HMRC, in particular because of the way in which
they define what constitutes administration. There is
very little room for them to transfer any of that on
to programme expenditure, given that that is only
5% of their total expenditure.

Q324 Peter Viggers: Dr Law, you have looked at the
eYciency savings and head count reduction targets
for the diVerent parts of the Chancellor’s
departments. To what extent are these targets
appropriate for each department, do you think?
Dr Law: It is sometimes diYcult to say how
appropriate some of the targets are. In terms of the
data that is available, it is diYcult to see, for
example, why some parts have particular targets and
why their target was determined at particular levels.
There are lots of good practice guidelines about how
to set targets involving staV, looking at base lines
and so on, but very little information to see how they
came to this particular level for the targets.

Q325 Peter Viggers: Is there any justification within
the eYciency technical notes or similar departmental
documents for the precise targets set, or is there
more of a feeling that the targets have been imposed?
Dr Law: My impression was much more that the
targets were imposed. There was no real justification
for particular targets, and there is quite a lot of
detailed explanation as to how they are going to be
measured and so on, but those measures in the
technical notes are not publicly reported.

Q326 Peter Viggers: They are called eYciency
targets, but do they promote eYciency?
Professor Talbot: Not necessarily. There are a
couple of issues here. One is that if you set a target
for a particular area of activity within an
organisation, it is quite possible to make savings in
that area that can be defined as eYciency savings,
but the net eVect across the whole organisation is

actually negative. This is particularly true across
whole systems in the public sector. The classic
example was back in the 1990s, when hospitals
ceased dispensing drugs to patients when they were
leaving hospital. It was a massive eYciency saving
for the hospitals, and massive ineYciency for the
NHS because they were paying three times as much
for the drugs because prescribing them through local
chemists costs the NHS three times as much as
dispensing them through a local hospital. You can
quite easily get system eVects that are negative
around specific targets which appear to be saving
money. You can only tell if you have a robust set of
measures for the way the whole system is
performing, and I am certainly not confident that we
have got that across any part of central government.

Q327 Mr Todd: The mechanism for measuring the
savings, as set down in the technical note—how
robust is that? The implication of that is, I think,
not very!
Dr Law: My view is that they are not as robust as I
think would be appropriate. There are quite a lot of
details about how diVerent measures of eYciency are
going to be used, but the OYce of Government
Commerce itself states that you cannot say there are
eYciency savings unless you can prove that the
quality of service levels has not changed. In many
cases there is lots of evidence about, “here is how we
are going to measure eYciency”, but there is almost
no evidence about, “and here is how we are going to
measure the quality of that service.” So we are going
to say: “We measure eYciency in this way” but there
is not enough indication of, “and here is how we are
going to measure quality so that we can ensure that
eYciency is not achieved at the expense of quality.”

Q328 Mr Todd: It only works if you have a baseline
quality service measure, which most of the
departments I do not think have had. The argument
that has been presented so far is that the BSA targets
provide some sort of linkage back to a quality
measure of some kind.
Dr Law: That would be debatable, I would say.
Professor Talbot: Some targets, clearly, do not bear
any relationship to eYciency. The most obvious one
is head-count targets. They were dispensed with in
most of the public sector in most of the OECD
countries in the 1990s precisely because it was a
fairly useless target for determining the eYciency of
anything. One of the reasons you have seen
reconfigurations of the workforce is in places like
education, health and the police services, to
introduce people on lower grades and lower pay
rates to deal with some of the jobs they can deal with,
like nursing assistants and teaching assistants and so
on. You cannot do that if you have a headcount
target. The way it was attempted to be dealt with in
the past was to have a total budget for an agency or
an organisation and say, “this is what we expect you
to deliver, and it is up to you what you spend that on
within the organisation in order to achieve those
targets; and if you shift money around in your
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human resources budget, for example, you may end
up with more staV but more eYciency, for the same
amount of money.”

Q329 Mr Todd: In most private sector initiatives of
this kind you have some external process—a
customer survey of some kind or a linkage back to
some element of customer service, which would
validate whether there were changes in the quality
measures. We have had evidence from people saying
that there should be some external objective—well,
objective as far as you can get it! Do you think that
would be of value?
Dr Law: I do certainly. Some of the departments
would probably have some of that data. ONS in its
annual report talks about its key stakeholders, and
that it has SLAs with key stakeholders, and they
report in their latest annual report in the form of a
narrative in terms of what a key stakeholder said—
what they are happy with and what they are less
happy with. It would be fairly easy, you would think,
to turn that into something a little bit more robust
than just a narrative, and in the same way for
HMRC.

Q330 Mr Todd: The NAO’s analysis of the savings
programme on a global scale has given the figures
that 51% of the savings had some measure of
measurement issues and uncertainties, and 23% do
not yet demonstrate eYciency or may be
substantially incorrect. Our focus is on the
Chancellors’ departments. Do you have any feel as
to how those relate to the Chancellor’s
responsibilities?
Professor Talbot: I look at the NAO’s note, which
they submitted to you about this. I think they are
probably giving the HMRC in particular a slightly
clean bill of health in the EYciency Programme
overall, but they do raise substantial doubts about
the staYng figures, particularly in relation to the
alleged redeployment to front-line roles. Part of the
problem with that is that we have never had a robust
definition of what constitutes a back-oYce role
versus a front-line role. In any case, my view about
that, as I said to the Committee before, is that it is
particularly unhelpful because some back-oYce
roles are rather important for ensuring the eYciency
of front-line staV. If you do not have proper support
staV for university lecturers to be able to spend our
time doing what we are good at, we end up licking
envelopes, which is not what we ought to be doing.

Q331 Mr Todd: From the thrust of your question, in
the same way that, as you said, demonstrating
headcount change does not demonstrate eYciency,
demonstrating monetary saving does not necessarily
demonstrate good eYciency—or, as in the
Treasury’s case increasing expenditure may not
indicate ineYciency either.
Professor Talbot: No. Unless you have got a robust
measure of output which covers both the quality and
quantity of the outputs and you can say for certain
that either if you are spending less money the
quantity and quality of outputs has remained the
same, or if you are spending more money they have

gone up commensurately, you really have not got a
measurement of eYciency. You have a measure of
how much money you are saving, but that is not
necessarily eYciency because it may well be a
deterioration of service.

Q332 Ms Keeble: I wanted to ask more about the
quality of service, Dr Law. You have already said
you do not think it is possible to easily see from the
departments’ publications anything about quality of
service. How do you think they should set down
criteria for what they define as quality, what is
regarded as quality and how it is measured and
reported, and also involving service users in the
process as well? What do you think should happen?
Dr Law: I think it is extremely good practice to
involve service users in determining what they think
service quality should be. As a professional, I might
have a particular view about what service quality in
a university would be. If I asked a student, they
would perhaps have other criteria, or they might
weight my criteria very diVerently to the way that I
weight it. There has obviously got to be a balance.
Clearly, service users need to be involved in that.
There has been work done in the past on what sort
of things consumers of general public services find
important. It is not particularly diYcult to do that.
It costs something, but it is highly significant in
terms of providing public services that are
improving.

Q333 Ms Keeble: We have heard anecdotal evidence.
I am sure we have heard people say, “They do not
like it because they cannot see people face-to-face”
and that type of issue. Do you know of any objective
or any work that has been done that you might want
to refer the Sub-Committee to as to what changes
have happened and what the impact is on service
quality, just so that we can see it?
Dr Law: In these departments?

Q334 Ms Keeble: Yes, specifically in these
departments.
Dr Law: I looked at the technical notes, which
provided no detail on that. I also looked at the spring
and autumn—

Q335 Ms Keeble: I am thinking of external.
Professor Talbot: Can I just say that there are
examples from other departments of where this is
being done. For example, Jobcentre Plus does
regular customer surveys. They have a mystery
shopper programme, with people who go into job
centres and assess the level of service and so on—so
there are ways of doing things. It is being done in
other parts of Government.

Q336 Ms Keeble: I did wonder if there were an issue
about departmental culture because quite a lot of the
examples we have had are all DWP and the
Treasury. The area where there is all the debate
about the quality is obviously around tax credits,
and although it is linked with income tax, it is more
part of the benefit system than the tax system. Do
you think there is an issue there about cultural
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diVerences between a department dealing with tax,
i.e., getting money oV people, and functions that
relate to providing money to people?
Professor Talbot: I would say not necessarily
because Inland and Revenue and Customs and
Excise were the first two central government
departments to adopt users’ charters, before the
Charter Initiative back in the late 1980s. This is a
wonderful example of organisational forgetfulness.
If you ask anybody in HMRC about that, there is no
knowledge of it. In fact I interviewed the Chair of
Customs & Excise four years after that had taken
place, and at that time she could not find any record
of the fact that they had done it, whereas I had some
of the evidence for it! They have in the past taken
some of this stuV seriously.

Q337 Ms Keeble: Can I ask one more question,
which one might say is a bit one-sided? There is a lot
of discussion about face-to-face service delivery, but
I remember in the early 1980s when industry was
collapsing in Birmingham and the then local DHSS
oYces were so overwhelmed that eventually they all
shut down. There was nothing done and no
payments made for nine months, and the person
who organised the strike is now a Member here, by
coincidence! Do you think that necessarily the
changes in practices that have been quite
transformational in some departments necessarily
detract from quality of service, and that sometimes
just because a service is face-to-face it does not mean
it is always polite at least?
Dr Law: There is always a tension in terms of targets.
Organisations will respond to targets that are set, so
hospitals respond to targets and all organisations
will respond to them. The diYculty is getting targets
that cover a whole range of diVerent dimensions of
performance, and if the focus is just on eYciency,
then the organisation will focus on that. If the focus
is on eYciency targets plus customer satisfaction,
however that is measured, then in theory they would
focus on the two of them. There are always tensions
in organisations between focusing on one thing and
then another aspect of performance declining. At
least if equal attention is given to them, there is less
of a likelihood—

Q338 Ms Keeble: But they can do both perfectly
well, can they not?
Dr Law: Yes, it is not impossible to do it, certainly;
and they may well have their own customer
satisfaction or performance quality of service
measures that they are monitoring. I just did not
really see that from the data that I was able to get

publicly. I would expect that there is some data in
most of these organisations about quality of
service—I would hope so.

Q339 John Thurso: I have a very quick
supplementary on that very point. A lot of
universities I know use a programme called
Hospitality Assured to measure their own service-
giving. Do either of you know that programme?
Dr Law: No.
Professor Talbot: Only by name. I am probably a
victim of it somewhere.

Q340 John Thurso: Do you think a programme like
that, which is well structured and is precisely about
measuring quality and falls under the international
regime and is independent, would be appropriate for
Government departments to measure their output?
Professor Talbot: There are a number of
programmes like that around. The answer is “yes”,
and quite a lot of them are used in other Government
departments. I am not aware of them currently being
used in HMRC or any of the other Chancellor’s
departments, but they are used elsewhere.

Q341 Chairman: Professor Talbot, even if the
planned eYciency savings are achieved, we note that
the administration budget for the Chancellor’s
departments will have increased from £4.6 billion in
2004/2005 to £5 billion in the year just finished, and
then dropping back to £4.87 billion, which is still
ahead of the original baseline. Does that mean that
the EYciency Programme has not actually achieved
anything?
Professor Talbot: Well, no, because, again, it relates
to the total amount of activity and the quality and
quantity of output that the department is achieving,
so that is one issue. It may well be the case that they
are expecting to massively increase the amount of
tax-take and the amount of activity in taking taxes
oV people and paying out tax benefits. As a
consequence of that, therefore, the budget goes up.
I would say, however, that your other committee in
this place that has just looked at one particular
purchasing issue in relation to HMRC, which is the
IT purchasing, suggests that that part of their budget
seems to have increased rather exponentially, which
presumably falls into the administration budget. I
am not clear that that relates to increased levels of
service from the reports that I read yesterday.
Chairman: We are studying that report as well.
Thank you very much, both of you. I appreciate that
you have come quite a long way, and I hope your
back oYces are supporting you during your absence
in London!
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Q342 Chairman: Minister, welcome back to the Sub-
Committee. Can you identify yourself formally?
John Healey: I am John Healey, Financial Secretary
to the Treasury. I am the departmental Minister for
the Treasury in the Treasury group, and for the
OYce for National Statistics. I come also, Mr
Fallon, with Dawn Primarolo’s apologies; she is still
recuperating, but if the Committee has questions on
eYciencies in relation to HM Revenue & Customs I
will do my best to respond.

Q343 Chairman: I understand that. Thank you. We
understand the position that you are in. My
colleagues are queuing up to ask you questions on all
sorts of these things. I appeal again for brief answers.
Perhaps I can kick oV by saying that generally, as at
Christmas 2006, you had made across the Treasury
departments 53% of targeted monetary savings and
71% by our calculations of head-count reductions,
compared to 71% and 73% across the whole of
Government. Why would the Treasury be behind
the rest of Government on monetary savings, for
example?
John Healey: In terms of the Treasury group, we
have achieved the financial savings early, but the
general principle is that each department, or in our
case group of departments that form the Treasury
group, have a diVerent timeline of plans, and in the
end, whilst the public reporting and progress checks
are important—and they are clearly important to us
in keeping tabs on the departments—in the end of
the final judgment must be made at the point at
which the targets are due to be delivered.

Q344 Chairman: You do not feel you are behind in
the Treasury group?
John Healey: No.

Q345 Chairman: Fine. The administration budget
for the Chancellor’s departments overall have
increased from the 2004/2005 baseline of £4.6 billion
to a 2007/2008 figure of £4.87 billion, which is
higher. Can you give us confidence therefore that the
EYciency Programme has actually achieved
something if you are spending more on admin at the
end of that period than you were at the beginning?
John Healey: I can give you that confidence. You
will have seen that when we reported the budget
2007 for the Chancellor’s departments, we reported
a progress of financial savings of £293 million in
total. I suspect that the figures you cite may include
the component of re-allocations that have been
discussed and agreed for HM Revenue & Customs in
two specific areas that I know the Committee is
aware of: to strengthen the contact centre capacity
by around 1300 posts, and also to strengthen the
ability to deal with the new money-laundering
regulations that have come in from Europe to the
extent of about 170 posts, both judged to be
significant new burdens, and therefore reasonably
additional to the SRO for baseline, because they
could not have been foreseen at the time that the
targets were set.

Q346 Chairman: I understand that, but if you have
made in 2004 some of the early hits, if you like, in
terms of redundancy costs, and you are now
increasing administration in those areas like contact
centres and to do with money-laundering, will it not
be even more diYcult for the Chancellor’s
departments to meet the eYciency targets from the
2007 period onwards?
John Healey: I do not think it will be more diYcult.
I come back to the general point that I made earlier
on. The pacing of the reductions will vary from
department to department, and many of the head-
count reductions, or in some cases the financial
savings, will stem from changes that may have been
put in place in the earlier years, so there is no reason
to believe, for instance, in the case of the OYce for
National Statistics, that we should not see towards
the end of the SRO4 period an acceleration in the
pace of the head-count reduction, or in this case
financial savings.

Q347 Chairman: One of the themes of our inquiry so
far has been the number of diVerent change
programmes that both HMRC and ONS are trying
to implement, even before you have imposed your
eYciency and relocation targets—the
modernisation, merger and so on. Wwhy have you
imposed these targets so rigorously on two big
departments that were already under pressure and
already in a state of flux?
John Healey: Because there is no good reason not to
approach the disciplines we should expect from the
OYce for National Statistics or HM Revenue &
Customs in any way that is diVerent from the other
parts of Government. The agreements that were
forged with all departments through Gershon for the
SR04 settlement took into account both the scope
for eYciencies and the ambition for developments
and improvements. It is a good discipline—and
perhaps when we get on to specific departments we
can look at some examples—to say to departments,
“You want to introduce these developments and
innovations; in order to do so we expect you to be
able to make some reductions on your baseline
operations through eYciencies in order to fund
those.” That is exactly what HMRC and ONS in the
two cases you cite are trying to do.

Q348 Chairman: That is not quite the way the
Permanent Secretary put it to us. He said about
2004: “Sometimes you can agree targets which, with
the passage of time, you realise may be a bit more
ambitious than you thought. This is a learning
process.” Is that what has happened with ONS and
HMRC?
John Healey: It is precisely what has happened with
the EYciency Programme overall, because clearly
our ability to challenge and support departments to
plan clearly, our ability to measure what is going on
and our ability to report reliably has improved
during that period. Clearly, in the case of HMRC I
have already indicated that there were new burdens
which the Chief Secretary accepted could not have
been and were not foreseen in 2004 that had to be
incorporated into an alteration of the targets and the
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framework within which HMRC operated. Clearly,
some flex, when there are very good reasons in that
type of circumstance, is required in any form of
business planning, monitoring and management.

Q349 Peter Viggers: The amount of expenditure
categorised as administrative diVers between
departments, and in a number of departments it is
less than 10% of total departmental expenditure; but
in the Chancellor’s departments the administration
budget is 95% of the overall limit. What implications
does this have for the challenge presented by the
eYciency targets for your departments?
John Healey: There are two general implications.
First, the figures that you cite are principally a
reflection that the Chancellor’s departments’ main
resource expenditure is on staYng; and second,
when one looks at the scope for eYciencies on head
count, then generally where you have smaller
departments and fewer people, whatever the total
budget may be going on administration and staYng,
if you have smaller departments then generally it is
more diYcult to see the similar proportionate
staYng and post reductions than the big
departments, and that is why you will see that a
diVerent approach is taken to a big department like
HMRC that had almost 100,000 staV at the
beginning of the SR04 period, and the core
Treasury, which, at the start of the period had
around 1,200.

Q350 Peter Viggers: Mary Keegan of your
department told us that the core Treasury savings
are measured against the baseline of total
administration costs. Does this mean that all
targeted savings are to be met from within the
administration budget; and, if not, what
proportion are?
John Healey: It does not mean that all the savings
are necessarily from within the administration. The
Committee has asked for a business case as an
exemplar of how the Treasury group goes about
planning for the EYciency Programme. The one I
am minded to encourage oYcials to let the
Committee have is on the moves to consolidate what
we call group shared support corporate services. In
this case, the savings that we have been able to
deliver, which are over half a million pounds for
OGC corporate services and 1 million for the core
Treasury services, is in part a question of reducing
staV but it is a question also of reducing some of the
overheads and operating locations by consolidating
them in one place, which is in 1 Horseguards Road.

Q351 Peter Viggers: Is this diVerent within the
diVerent sections of the department?
John Healey: Forgive me, is what diVerent in
diVerent sections of the department?

Q352 Peter Viggers: Is the percentage of targeted
savings to be met from the administration budget
diVerent within the diVerent sections of the
department?

John Healey: The short answer is “yes”. The
configuration of how any department—and within
the Treasury group the component parts of the
department—plans to reach its particular
contribution to the targets we set it will vary on the
nature of the operations, the development plans, the
inherited dispersal of oYce accommodation and
staV, and a number of diVerent factors.

Q353 Mr Todd: The setting of the targets that
included head-count reduction of staV—as you said,
the Treasury departments were looking at relatively
high head counts—does that explain why the overall
picture on savings to be achieved by head-count
reductions was defined at the start of the programme
as about 1% to 15%, but in the evidence we have had
from ONS and HMRC it is about 72% of the savings
that have been achieved? It is a far higher proportion
than was predicted for the global picture of savings
in this exercise.
John Healey: The targets we set were not about the
proportion of the financial administrative savings,
the resource spend savings that would be realised by
head count or staV reduction.

Q354 Mr Todd: To clarify that, John, the oYcial that
we interviewed in 2004 gave the figure of 10% to 15%
as the expected proportion of the savings that would
be realised by a head-count reduction, so there was
that expectation. I agree it was not a target, but there
was an expectation in place.
John Healey: I cannot answer for where that oYcial
may have come up with the figure from. I surmise
that it may be an aggregate figure for the EYciency
Programme across the whole of Government, as an
expected proportion of the £21.5 billion that was
realisable. In our estimation at that point and
subsequently procurement, for instance, has to date
realised just over £6 billion of savings, about 40%, so
it may well have represented an aggregate cross-
Government estimate. As I said earlier on, in many
ways, at the point at which we set this EYciency
Programme in place at SR04, this was, as the NAO
has recognised, the most systematic, structured,
serious attempt to realise eYciencies in any public
sector that we have had in this country at any time. It
was inevitably at that stage something that we would
develop as we went along, and it has in fact done
that. We have become better at measuring it and
better at planning it.

Q355 Mr Todd: The methodology of achieving
savings through head-count reductions is very
diVerent from achieving it through improved
procurement, for example, and certainly takes a
great deal longer and normally carries far more up-
front costs. Do you think that should have been
taken more into account with the Treasury
departments, which clearly have to achieve a much
higher proportion of their savings from the head-
count reduction route than the procurement route,
as we have accepted?
John Healey: No. The reason I say “no” is that I am
confident on the evidence so far that by the time we
reach the target point on the SR04 on headcount, the
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Chancellor’s departments and the core Treasury
group departments will achieve the targets that were
set for them. In the end, that is the principal
justification of the way it was set up in the first place.

Q356 Mr Todd: One of the measures, which came
through the Chair’s question as well, is that these
departments faced very significant challenges from
other priorities within Government, and to press
through a large head-count reduction, which was the
only way they could achieve the level of savings that
we are talking about, potentially jeopardised both
delivery of other objectives and standards of core
service.
John Healey: You are absolutely right, Mr Todd.
Potentially it would. It is a significant risk that has
been designed into the EYciency Programme as a
whole, as the NAO in its report in February
recognised. We have been very clear that
departments must, in their quarterly returns to
OGC, confirm that there has been no deterioration
in the quality of service in the areas to which they are
also trying to record and then have validated the
eYciency gains.

Q357 Mr Todd: How do they do that? PSA targets
are quoted—
John Healey: Let us use the example of HM Revenue
& Customs. In the period so far of the eYciency
period, they have reduced the headcount by
something over 12,000 posts. At each and every
point that HMRC submit their returns on eYciency,
the Paymaster General—although in some
departments it is the permanent secretary’s
accounting oYcer—signs to confirm that on the
basis of evidence that the department has been
collecting of criteria and measures that are agreed
with the Treasury as part of its process there has
been no deterioration in the quality of service. In
HMRC there have been established 12 quality
measures deriving directly from the overall public
service agreement targets that the HMRC operates
from, but concentrating particularly in the areas
where the planned eYciencies may hit directly. On
each and every one of those 12 measures, with the
exception of one that I will come to in a moment,
consistently HMRC has been able to demonstrate,
alongside eYciencies that have subsequently been
evaluated, that there has been no deterioration in
service. In fact—

Q358 Mr Todd: To what extent are those validations
external and objective from—
John Healey: You stopped me in mid-sentence, if I
may say so. If you look at the NAO report in
February, they picked out four of the 12 areas for
HMRC and said not only has there been no
deterioration; there has actually been an
improvement over the period in which eYciencies
have been driven out in those areas. If it is helpful to
the Committee I am very happy to send the
Committee the 12 measures, because it will give you
a clear idea of the way in which the monitoring of
quality must go alongside the monitoring of

eYciency.1 The one area of the 12 in which there has
not been an improvement was on levels of VAT
fraud. It was accepted—and I think the Committee
would be better aware than anyone else on this—
that the particular problem we faced over the last
couple of years with escalation of missing trader
fraud meant that there were exceptional and
reasonable circumstances to say on that particular
measure it was not the eYciencies being driven out
by HMRC that was responsible for that problem.

Q359 Mr Todd: I think we had a quote from the
Permanent Secretary who said—it might be
regarded as a slight classic, this kind of remark:
“Where PSA targets have not been met, if there are
areas where it appears that performance has
deteriorated, we would not accept that those are as
a result of eYciency savings; that would just be a
cut.” He was distinguishing between an outcome
that appears to be related to eYciency savings and a
conscious decision not to provide the service to the
standard that was previously defined. It is not
entirely clear how those two positions can be
distinguished.
John Healey: I think the principal concern here is:
are the measures and the steps that have been taken
by any particular department, in this case HMRC,
in order to achieve the eYciency gains that we are
requiring of them and the benefits that come from
that, aVecting the performance of the department in
the areas we care most about? Clearly, the public
service agreement targets are the principal
performance targets we set the departments. If there
is an impact on PSAs it may or may not be related
to any eYciency measures, but in our view, which we
have taken consistently across Government, the
PSA framework itself is not necessarily set to give
the close scrutiny to the question of quality of service
which the eYciencies may specifically hit. That is
why—and I am using the example of HMRC in this
case—there are specially devised quality measures
that sit alongside and are monitored alongside and
are validated alongside the eYciencies that the
departments wish us to accept that they have
achieved. The National Audit OYce has looked as
closely at this aspect of the EYciency Programme as
it has the eYciency gains—quite rightly too.

Q360 Mr Newmark: One thing that needs clarifying,
Minister, is who in ONS is responsible for setting the
relocation targets. I ask that question because
originally it was Len Cook, who signed up to the
relocation and eYciency targets for the ONS; but
then it was Karen Dunnell who oVered a further
reduction in the size of the London oYce. Is that
correct?
John Healey: It is correct. Len Cook was the
National Statistician at the time of the spending
review 2004. Just as in every other department he, as
the accounting oYcer, the permanent secretary, if
you like, discussed with Peter Gershon, agreed what
could be achieved on the dimensions of the
EYciency Programme we wanted. The Minister at

1 Ev 120.
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the time was required to accept and agree and take a
view on those. Karen Dunnell became National
Statistician as a successor to Len Cook. When I
became the Minister responsible for the OYce for
National Statistics two years ago, we both clearly
moved into the position where we accepted the
challenge that the department had signed up and
agreed to these eYciency targets including on the
relocation.

Q361 Mr Newmark: There was a set of figures
originally set. Did you come in and say, “This is not
good enough”? Did the Chancellor say to you, “You
need to sharpen your pencil here and tell Karen to
sharpen her pencil with respect to the relocation
programme”? I am still not clear as to particularly
the reason given for the change in the figures on the
relocation.
John Healey: There has been no change in the
targets—

Q362 Mr Newmark: Well there was, because it was
50-300 and went down to 50-100.
John Healey: No, the relocation targets have been
consistent from the start, looking to move around
850 posts out of London and the South-East by
March 2010. What changed—and in many ways this
is a reflection of the discussion we have had earlier
on—as departments gauge and analyse and plan
their ability to organisation what is required of them
over the period, they can become clearer about the
extent of what may be required.

Q363 Mr Newmark: Minister, the numbers
themselves did shrink, did they not?
John Healey: No, the targets have not changed.
What did change in 2006 was a view of the extent to
which the relocation principally of statistical work
from London—principally Central London—
needed to be stepped up in order to help meet the
eYciency targets; and needed to be done in a way
that would bring significant benefits to the quality of
what ONS is able to do. In the end that was the
judgment that Karen Dunnell and the Executive
Board of the OYce for National Statistics, in
discussion with me, decided was the right way to
approach this, essentially to locate the bulk of
ONS’s professional staV and statistical work in two
places rather than three; in Titchfield and Newport
rather than Titchfield, Newport and Central
London.

Q364 Mr Newmark: I know that, but the numbers
that were originally going to be in London have
themselves shrunk considerably from the original
decision. I am trying to understand the rationale for
changing your mind as to how many people should
be in London as opposed to Newport.
John Healey: I was trying to explain earlier that the
targets of ONS had not changed. What became
clearer was that when we are faced with a situation
where the oYce costs in Central London are five
times those in Tichfield or Newport; when we are
faced with the situation where there are considerable
professional and technical benefits in being able to

locate staV in the same place—at the moment, for
instance, on some of the key statistical work that is
done, the collection of data is done in one place; the
validation and the analysis is done in another; and
clearly there were obvious benefits in bringing those
together. In Newport at the moment the current
priority for relocation—there is the team responsible
for the Consumer Prices Index—is being able to co-
locate them in Newport alongside those responsible
for producer prices. I think the Committee will
understand that that brings obvious benefits.

Q365 Mr Newmark: Hold that thought there of the
benefits because I am going to come back to that a
little bit later. According to evidence from the FDA
and PCS, you have previously given assurances that
ONS would and could not commit itself to further
eYciencies beyond 2008 because of the
independence agenda. Why did this change?
John Healey: It is not the case.

Q366 Mr Newmark: That is the case because you
said that you would reduce the numbers by X, and
then in 2008 review whether there should be a further
change; but you fast-tracked that and made a
decision in advance of 2008/
John Healey: I am sorry, but I need to be clear! The
framework for the eYciencies in relation to ONS has
not changed. The financial eYciencies required of
ONS, the head-count eYciencies required of ONS
both run, as they have done from the outset, to
March 2008. The third element to this, the
relocation, has always been a programme that
stretches through to March 2010.

Q367 Mr Newmark: Yes, but it is such a process it
seems. You said you would make a judgment in
2008, but you made a judgment in advance of 2008.
If I am wrong, tell me I am wrong; but it looks—
John Healey: No, the judgments that have been
made to date are about how ONS can meet its
obligations under the EYciency Programme; at the
same time use the savings that come from the
eYciencies they are able to make, as they have been
doing, to improve the quality of data that they do;
and at the same time develop their new
responsibilities. The recent five-year settlements that
I was able to put in place for the OYce for National
Statistics as part of the new Independent Statistics
Board—

Q368 Mr Newmark: You are saying then the
statement itself that you could not make a judgment
on what to do beyond 2008 is wrong—is that right—
or you could do it, because you have done; that is
exactly what you have done.
John Healey: No. I am trying to say on two out of
the three elements of the EYciency Programme—
they run until March 2008. Clearly, at that point, as
with other departments, the new comprehensive
spending review period comes into play and there is,
as there has been with those departments that have
settled early, an approach to ensuring that the drive
for greater eYciencies is maintained.
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Q369 Mr Newmark: So that I am clear on the dates,
are we still on 2008 or 2010 now?
John Healey: I will try and spell it out again, if I may.
As published from the beginning of the SR04period,
as reported on consistently twice a year, and in the
technical notes, and as examined by the NAO for
headcount reduction in numbers of posts £25 million
in financial savings.

Q370 Mr Newmark: That is through to what date,
Minister? We need to be clear on the date.
John Healey: March 2008. Relocation is separate
and has always been a programme designed to run
until March 2010. There has not been any change
in that.

Q371 Mr Newmark: I am reflecting what I heard
from PCS who said that there was not supposed to
be a decision beyond 2008, but then in January of
this year they were suddenly told that the numbers
would be reduced from 340 suddenly down to 50 or
100, and they were taken by surprise by that because
they had understood that no decision would be made
beyond 2008, but you have answered my question.
John Healey: I had thought it was your
misunderstanding and clearly it is not; it is a
misunderstanding of the PCS.

Q372 Mr Newmark: I am trying to clarify things for
myself at the moment. The Permanent Secretary said
regarding Karen Dunnell and the ONS that her
departmental Minister, John Healey, “takes a close
personal interest”. Could you tell us how the ONS is
managing the considerable problems with the
relocation programme?
John Healey: I do take a close interest. I regard it as
part of my job and I think the Committee would
expect me to as the Minister responsible. Karen
Dunnell is leading the management of the ONS
extremely well. She has built up, and is continuing to
build up, the strength of good managers at the centre
of the organisation which is necessary. Alongside
that, and it is part and parcel of the essential
characteristics of the OYce for National Statistics,
she has the highest and strongest commitment to the
professional standards of the statistical profession. I
have to say that she balances it very eVectively, and
in my judgment would not be responsible for moves
or changes within ONS that compromise the quality
of what they do. Indeed, I am aware that there are
concerns about the—

Q373 Mr Newmark: Do you agree that there is a
perception of problems?
John Healey: The Bank of England, in its annual
assessment to the Committee, do not produce
evidence or say that there has been deterioration in
the quality of what the ONS is doing. They clearly
have concerns about the risks in the future, and
they’re right to do that, but those are being managed
and they are being managed eVectively in my
judgment.

Q374 Mr Newmark: We may have some problems
now. Our evidence session on the ONS, and news
reports since, have indicated that stakeholders,
including the Bank of England which you have just
referred to, are becoming increasingly concerned
about a loss in both the range and reliability of
statistics primarily due to oYce relocation and the
loss of experienced staV. What is being done
specifically to meet those concerns besides the
general reassurances which you have just given to
the Committee?
John Healey: I want to give more than just general
reassurances. In the last year the ONS has met all its
commitments, 100% of its market sensitive
publications on time, 99% of its other ones. You
have the Treasury’s assessment of ONS performance
over last year, you have the Bank’s assessment as
well in which they concede and accept that there
have been some significant and important
improvements in some of the datasets that ONS
have developed. In terms of the absolutely central
concern that I share, the Treasury shares with the
Bank and other users of statistics about the
continuing quality, there is inevitably a risk to that.

Q375 Mr Newmark: Could you give me an example
of where there may have been a problem at all that
had raised the Bank of England’s concern? Is there
something out there?
John Healey: The Bank of England has criticisms
and concerns about the quality and the nature of
some of the statistics the ONS is producing.
Chairman: Such as the Average Earnings Index?
John Healey: In the case of the average earnings
index the Bank and the Governor have said that they
are concerned about the apparent contradiction
between that and the new average wage index that is
being developed. The Bank is involved with ONS in
sorting those through and they will do. Those are not
concerns that are related to the relocation
programme; they are totally separate.

Q376 Mr Newmark: You are saying that it is not a
result at all of the loss of experienced staV from the
ONS.
John Healey: I am saying precisely that. It is a case
of the chairman’s concern that he reflects from the
Bank of England Governor about average earnings.

Q377 Mr Newmark: You are saying that it is nothing
to do with loss of experienced staV. That has not
been a problem?
John Healey: That is not the case with that index.

Q378 Peter Viggers: The Bank of England has
expressed concern that changes in the way and place
figures are compiled poses a serious risk and may
have a serious impact on statistics. A second fact:
there are 35 staV in the division that produces the
RPI and the CPI, one of the most important
divisions, and none of them have chosen to relocate.
The Permanent Secretary said: “If we thought that
things really had reached the point where there are
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real problems, we would most definitely want to
intervene”. How bad do things have to get before
you intervene?
John Healey: Let’s take the plans to relocate 35 posts
responsible for the CPI down to Newport. We have
already established in Newport the producer
inflation team. Already in Newport we have the head
of the post that will be responsible for the CPI. By
the end of this month the first 12 of the posts out of
those 35 transferred will be filled and in place and in
operation in Newport for nine months before the
planned full transfer of the function. It is a good
example of some of the ways that the ONS is trying
to manage what they accept, and I am clear about,
and the Bank of England is concerned about, which
are the risks to the continuing quality and the
development of what they are doing. First of all, the
ONS has, and this is completely a reflection of good
corporate governance and management, it has a
strong, well-developed corporate risk register which
identifies the sort of problems and they have
explained that in a supplementary memo to the
Committee. They have taken specific steps to make
sure that certain areas are protected, so the reform
and modernisation of the national accounts is
entirely separate from any relocation questions. No
posts connected with the reform and modernisation
of the national accounts will begin to be moved until
after that completion in 2008. They have also put in
place some very significant retention packages in
order to try and make sure that we do our best to
hang on to staV in London before the moves are
completed. There are about half a dozen things that
ONS is doing to try and help people who do wish to
look at and then make a move down to Newport.
Just as with the CPI, their experience has shown that
if they move the senior people first in any of these
operational areas it tends to be a better way of trying
to do it.
Chairman: We must move on to the second of the
two big departments, HMRC.

Q379 Mr Cousins: Minister, you indicated that on
VAT receipts there was slippage. That was one
indicator you identified where there was slippage.
Do you think the scale and intensity of the
headcount reductions in HMRC have played a part?
John Healey: No.

Q380 Mr Cousins: How can you justify that?
John Healey: In the VAT area we have increased the
number of staV that are working on VAT
compliance and therefore I think it is quite diYcult
to argue that it is the eYciencies themselves that are
somehow playing a part in the challenges that we
have faced in trying to clamp down on VAT fraud.

Q381 Mr Cousins: Are the increases in staV in
specific areas included within the eYciency
headcount targets or outside them?
John Healey: I explained earlier on that there are two
specific areas in which new burdens are being
accepted as adding into that. It is precisely because
HMRC have been able to make eYciencies
elsewhere that they have been able to redeploy those

resources and those staV to the VAT area which they
have regarded as a top priority. In other words,
when you have a consistent and tight settlement and,
as you know, HMRC have a flat cash settlement for
this SR04 period, what that means is that if they
need to redeploy their resources, or develop new
initiatives, then they need to be able to find the
resources to do that from elsewhere in the operation
and that is exactly what they have been doing.

Q382 Mr Cousins: You said to us very flatly no, the
headcount targets have not played a part in this
slippage on VAT receipts. The NAO have told us
something diVerent because they have said the areas
from which the headcount reductions have been
made do contribute indirectly to this key target.
John Healey: I would have to understand what the
NAO mean by that. I find it a diYcult proposition to
accept when the number of people we have working
on VAT assurance and compliance has increased
over this period and when the principal problem of
the VAT losses is one of systematic international
organised criminal fraud.

Q383 Mr Cousins: In reversing the slippage against
the target, which you are clearly going to have to
achieve because this is a major area of both tax loss
and potential criminality, how many extra staV are
you going to need to tackle it, do you know? Is there
a figure in the department for reversing the slippage?
John Healey: All the indications are that we have
reversed the slippage and we have reversed the
slippage not just by stepping up our assurance and
compliance work and the staV involved in it.

Q384 Mr Cousins: All the indications are that you
are going to reverse the slippage or you have
reversed it? You cannot tell the Committee at one
point there is slippage and at another point when it
is less convenient that there is not.
John Healey: I am trying to respect both the fact that
at the point at which the latest validated data about
performance on VAT, and therefore published,
which in HMRCs case was in the pre-Budget Report
before Christmas, showed that in 2005/2006 there
was an increase in the loss from VAT fraud. There
was also an increase in attempted VAT fraud. We
have done two really important legislative things
since then and they are legislative changes, not
personnel changes. We have introduced joint and
several liability and reverse charge which will have a
dramatic impact on the levels of VAT fraud
irrespective of the assurance eVort and staYng
applied to them. The early indications are figures
that one can take from the ONS monthly trade
figures—which, as the Committee will know, have
relatively recently started to identify also the
potential impact of MTIC fraud on the trade
figures—bear out our operational experience which
is in the summer of last year we saw a very significant
reduction because of some of the legislative steps we
had been taking on VAT fraud. I apologise if this is
a long answer but I hope it also indicates to the
Committee that an explanation of MTIC levels of
VAT fraud has to look at factors well beyond the
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question of VAT oYcers looking after the
compliance and well beyond the eYciency
programme. It was for that reason, because of the
way the MTIC fraud works, that it was accepted by
the Chief Secretary that failure to maintain
performance in the recent period on that particular
quality measure doesn’t disqualify the eYciency
gains.

Q385 Mr Cousins: When the Chancellor wrote to the
chair of HMRC in April and said that a significant
area that he would have to make progress on was
improved planning and operational delivery of
measures to counter these threats, that in fact was
not right because the Chancellor had already been
clever enough to put changes in legislation in place
not to make that necessary.
John Healey: No, of course it is right and of course
it is part of the picture. What I am trying to explain
to the Committee is the nature of the fraud and the
nature of eVective response to it in the judgment we
have taken is not compromised by the eYciency
programmes within HMRC.

Q386 Mr Cousins: Of the monetary savings so far
achieved by the headcount reductions, we have
learned from the NAO that there is an associated
cost of investment on early releases and other human
resources initiatives to support workforce change.
That expenditure, of course, is outside the eYciency
target delivery, but if you take the two figures, the
£363 million savings that have been achieved on the
headcount are reduced to only £100 million. Is that
correct?
John Healey: I would want to check the precise
figures, but the principle is entirely consistent with
the approach taken with SR04 which was that
Gershon, when he sat down with the departments
and worked out and pushed them and agreed the
targets for this period, was prepared to take gross
savings as well as net savings and therefore it is
perfectly plausible, reasonable and correct that that
could be part of the—

Q387 Mr Cousins: Minister, I entirely accept the way
the Gershon programme was designed. I am simply
drawing your attention to the fact that the £360
million savings that have been achieved are oVset by
an oV eYciency savings balance sheet expenditure of
£258 million. That is correct, is it not?
John Healey: I would have to check the precise
figures. There is often an upfront cost in any change
like this. The gains, of course, are there consistently
year-on-year rather than a one-oV that may be
required in order to achieve them in the first place.
The Committee will recognise that HMRC is about
to go into the CSR07 period, where the eYciency
pressures from the -5% real annual settlement that it
has had means that they are all net, they are all
cashable and so the concern you may have and the
NAO has expressed will not apply in the next period.

Q388 Mr Cousins: If we look at the situation in
HMRC, 83% on figures you have given us of the
headcount reductions have been made, but we are
only half-way towards the savings targets as a whole.
Where is the rest to come from?
John Healey: Of the financial savings?

Q389 Chairman: Yes.
John Healey: They are likely to come from doing
what HMRC does more eYciently and they are
likely to come also from some of the expenditure on
estates, they are also likely to come from some of the
costs of procurement, and if the Committee would
like more detail on where the anticipated savings on
the financial part of the eYciency programme are
expected to come in the next year, I can certainly
provide that.2

Q390 Mr Cousins: The Committee would very much
appreciate that because what seems to be the
situation now, bearing in mind that headcount is a
major cost in HMRC, is that the rest of the eYciency
savings to be achieved are coming from a relatively
small share of HMRCs total expenditure, which
does not seem very realistic. That is the Committee’s
concern but if you can allay that concern by
information, that is good.
John Healey: I am confident that I can, Mr Cousins.
Let me do that and then the Committee can make its
own judgment about how confident the Committee
is about those savings.

Q391 Mr Cousins: In a memorandum to us from the
Treasury, they say to us that accuracy in
administering tax credits currently—as at 5 June
2007—stands at 97%. The latest figures we have for
underpayments and overpayments which have just
been published, which only take us up to 2005/2006,
show that for the three years 2003/2004, 2004/2005,
2005/2006, it is absolutely unvarying 60% of tax
credit receivers are either overpaid or underpaid and
that figure does not change across those three years.
The latest figures we have confirm that. The latest
figures show nearly 900,000 people underpaid and
nearly 2 million people overpaid. How is it
consistent to have a claim of 97% accuracy against
tax credit payments against an absolutely unvarying
picture over three years for which we have figures if
only 40% of the people receiving tax credits are not
subject to either underpayments or overpayments?
How can that be?
John Healey: The figure that was contained in the
memorandum to the Committee was a figure about
the accuracy of processing the information
submitted to them; in other words, accuracy in
processing the awards. That has indeed gone up
from around 78% in 2003/2004 to 97% in 2006/2007.
That was the data that the Treasury Select
Committee was supplied with. Its relevance to the
eYciency programme is that the processing function
of HMRC, of which this is an indicator of its

2 Ev 121.
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performance, is precisely one of those areas where
the maximum eYciencies and headcount reductions
is taking place.

Q392 Mr Cousins: Let’s be clear about this: we could
have achieved a situation in which we have virtually
100% accuracy in processing claims, except that 60%
of the people claiming tax credits are either
underpaid or overpaid and the two things are
perfectly consistent and can be happening together.
Does that make sense?
John Healey: It is perfectly possible because the
nature of the tax credit system is that it is designed
to be responsive to sometimes very significantly
changing income levels. That is a major factor in the
underpayment or overpayment of tax credits, as this
Committee knows better than anyone.

Q393 John Thurso: Can I start by asking a couple of
questions to which I hope you would be able to reply
either yes or no. The first is that, in a previous
evidence session, we had a definition of eYciency
gains that were stated which was that they are either
the same output for less resource, or they are a
greater output for the same resource. Would you
agree with that definition?
John Healey: It is not unreasonable but what I think
it misses are two things: one, it is designed
specifically to allow us to redeploy resources that can
be saved through eYciencies in one area to priorities
in another area.

Q394 John Thurso: That would be more output for
the same resource.
John Healey: The second thing it misses is that the
very process of examining how eYciencies can be
gained often leads to very significant changes in the
way that things are done. Let me give you an
example: if you take the General Register OYce,
part of ONS, because of the eYciency imperatives
they have looked at how they process the certificates
which are issued and because they have changed the
way they do that they are now able to be processing
more certificates—about 13,000 more a year—and
they are able to do so with substantially fewer people
in a way that if they just did what they did before in
the same way to process the same number now they
would need well over 40 extra people at an extra cost
of about £8 million.

Q395 John Thurso: It is a fascinating example,
Minister, and it fits in neatly within that description
that you either do more for the same money or you
do what you do now and it costs you less.
John Healey: My point is that you do things
diVerently. That is part of the eYciency.

Q396 John Thurso: I really do not want to have an
argument about the definition. I thought for a
marvellous moment that you might have just said
yes. Would you agree that eYciency gains are
broadly the same as productivity increases?
John Healey: No. They may largely be when one is
talking about labour and staV costs, but an
important part of the eYciency gains are being

realised through diVerent use of oYce space, they are
being realised by better procurement and better
contract negotiation.

Q397 John Thurso: Broadly it is about people doing
things more eVectively by one way or another and
being more productive.
John Healey: Broadly, yes.

Q398 John Thurso: When we were in Canada we met
with the chief statistician of Canada, who I
understand is extremely well respected throughout
the world, Dr Fellegi, and I put to him the question
how do you measure productivity in the public
sector, because I understand in the private sector
you have a top line but I did not understand it in the
public sector. His answer was unequivocal: he said it
simply cannot be done and he gave evidence of why
he felt it could not be done a previous illustration in
this country having a market in the National Health
which produced outcomes that were not intended.
What he basically said was that the two things that
you can deal with are the amount of resource going
in and the outputs that come out. Clearly in looking
at eYciency and productivity what we can look at is
the resource going in, which is reasonably easy to
establish, and the other end is the output coming
out, which brings us back to the question of the
quality of the service. It is clear from the three
objectives and the PSA Targets that there are really
two sorts of output, one of which is what
government requires, in which case government is
the client of HMRC, but also on the other side what
the users might expect to get out. You indicated
earlier that there were 12 PSA Targets. In the
Departmental Report that has just come out this
Spring virtually every target has against it slippage,
particularly the targets which relate to improving the
customer experience, objective 2. How do you
respond to the fact that there has been so much
slippage in those targets?
John Healey: Is this HMRC that you are talking
about?

Q399 John Thurso: Yes, HMRC. The PSA Targets
are broadly divided into three objectives. The second
objective is: “Improve the customer experience,
support business and reduce the compliance burden.
Target 5: Respond accurately and completely to
requests for advice—Slippage.”
John Healey: Given that the targets have a number
of sub-components it is diYcult to give you a single
catchall answer to that. In some of these areas there
are improvements. They may still be short of what
the PSA target requires by the end of the spending
review period, but if the Committee is interested in
pursuing this question of performance against PSAs,
rather than specifically in the eYciency field, then I
am very happy to ensure that you get the
information that will give you an explanation.

Q400 John Thurso: The point, Minister, is that
earlier on when other members of the Committee
were talking about the quality of the service—and to
me that means my constituents who go into an oYce
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and want help—is their experience getting worse, or
is it staying the same or is it getting better? It would
seem that it is not getting better. My constituents tell
me, particularly where there have been cutbacks in
HMRC and oYces that are going to be closed, that
the service is declining. What I am trying to do is to
get a handle on what is a fact and what is not a fact.
It is very easy to have lots of anecdotal statements.
Why did the department not use external validation?
There are some very good systems. I was told by
Nick Macpherson that none of these are used. Why
does the department not use external validation so
that you can say to us: here it is, it is done and dusted,
the quality is as good as it always was or it is
improving?
John Healey: There are two sets here of
measurements or targets by which HMRC should be
held to account. The PSA framework is clearly one
which over the spending review period it is held to
account and elements of the way that that is judged
are externally produced and validated, including by
the NAO.

Q401 John Thurso: Who does that? Is it just the
NAO?
John Healey: In some cases the data on which those
judgments may be based will be produced from
external sources as well. In relation to the eYciency
programme, which is obviously the concern of your
enquiry, we have settled on these 12 specific
measures which focus on the areas which may be
most at risk from the measures being taken to realise
the eYciency gains. As I promised earlier, if I let the
Committee have the details of those, the details of
the reporting against those, which have incidentally
been examined by the National Audit OYce and
reported on in their February report as well, so there
is an independent NAO slide-rule that is cast over
this, and then I think the Committee would be in a
position to be able to judge, not on anecdotes, but on
the data that is submitted by the HMRC and
validated and checked through the eYciency
programme process, including by the NAO.
John Thurso: We have experience already with DWP
which, as part of its eYciency, closed a number of
oYces in Scotland and centralised on one place
called Clydebank. There has been a massive
deterioration in the service which the responsible
minister has admitted to. It is caused by ineVective
communications equipment and it is caused by a
lack of staV, therefore the overall eYciency has not
improved at all. We have not yet closed those oYces
in HMRC and therefore what I want to make sure
of is that before any action is taken we really do
know that there are going to be eYciencies rather
than a decline in service. I leave that with you—I do
not need an answer—but that is my great fear.

Q402 Ms Keeble: I would like to ask you about
quality of service as well. First of all, when you were
talking to Mark Todd earlier you said that other
departments must certify that there is no
deterioration in quality in the service in the areas

that are subject to eYciency reviews. Presumably
that also applies to the Treasury Department as well,
does it? You do the same process.
John Healey: We essentially follow the same
process, yes.

Q403 Ms Keeble: Is that what you were referring to
when you said to John Thurso that there are 12
areas?
John Healey: I was referring specifically about HM
Revenue and Customs.

Q404 Ms Keeble: It is that same process that you are
talking about?
John Healey: The process is consistent right across
the Government. It is twin reporting on quality of
service and eYciencies gained.

Q405 Ms Keeble: When we took evidence earlier, Dr
Jennifer Law said that she could not find any
evidence on quality. Is the information publicly
available?
John Healey: No, this is internal reporting alongside
the internal quarterly sign oV of the eYciency figures
which is then subject to checking and validation as
part of the system.

Q406 Ms Keeble: Is there any reason for not making
it public? We have heard all kinds of anecdotal
evidence about this and that. Would it not be
sensible if there were at least your own
measurements in the public domain so that people
could see how you are doing it? Why can it not be
made public routinely?
John Healey: I would have to consider that because
it would have implications right across government.
I could not give you an undertaking for HMRC or
the Chancellor’s departments that was inconsistent
with the approach that we took across the board.
There is a good deal of reporting that is public. In the
end it is for the departments principally to be
responsible for the eYciency gains and to report on
them as they do. We responded in the Treasury at the
Budget to the Treasury Select Committee and your
recommendation in your report last year that we pull
together centrally a stock-take of eYciency gains.

Q407 Ms Keeble: This is about the quality of service.
One of the issues about quality of service is that it
depends on who is looking at it. It can be a very
subjective process. Do you involve the public or the
stakeholders, the users or however you want to
define it, in reaching your definition of service
quality and then in discussions about the
measurement of it?
John Healey: The short answer is no, we do not
involve the public in determining which are the best
measures to use, but if I can give you a couple of
examples from the 12 I have mentioned for HMRC,
there is one which is the percentage of formal
complaints that are dealt with within 15 working
days. There are a number of other hard ones like
that. The idea that somehow these are subjective I
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would not want the Committee to go away with, and
when I provide you with the information I think you
find that reassuring.

Q408 Ms Keeble: One of the issues that people have
talked about—it is something that John Thurso
referred to—or one of the reasons that the public
seem to think the standard of service has
deteriorated, although I do not necessarily accept
this, is because of the lack of face to face access. Is
that one of the measures you look at in any way?
John Healey: It is not specifically one of the
measures for the 12. We are very conscious of that
and when the Paymaster General set up the
programme to review the use of oYces from HMRC
across the board, because we have more than 600 of
them and some are from the old Customs, some
from the old Revenue, she has given an absolute
assurance, and this has been there from the start of
the process, that any face to face advice functions
that HMRC currently carries out will continue and
will continue in the same place or, if necessary, in an
oYce very nearby, but in essentially the same town
and city. The value of face to face advice will
continue and it is recognised in that way. It is
important to recognise also that people are changing
the way that they want to do business with
something like the HMRC. Last year, instead of two
million self-assessment tax forms filed on line there
were three million. The performance of HMRC
systems in being able to deal with those, particularly
at the peak time in the run up to the end of January,
was very impressive indeed. It is quite a diVerent
customer service challenge and a customer
experience than necessarily the face to face which I
absolutely recognise can be essential to some people.

Q409 Ms Keeble: Do you think there needs to be
more thought given to the diVerent departments
within the Treasury and their approach in dealing
with their customers? For example, it must be a very
diVerent requirement if you are helping somebody
fill in a tax return to, for example, if you are helping
someone who has quite complex circumstances and
trying to resolve tax credit problems. Do you think
that there is suYcient attention to that diVerence
within the department?
John Healey: No doubt they could improve on any
of those fronts. The challenge for HMRC,
particularly as they deliver not just continuing face
to face help, but increasingly use telephone or
Internet advice and information support services, is
to make sure that the people who are on the front
line either are suYciently skilled themselves to deal
with the range of diVerent requirements people have
or there are arrangements in place to refer them on
to specialists.

Q410 Ms Keeble: One of the things that has been
suggested is that the eYciency programme is saving
HMRC money because it is transferring the cost of
compliance on to taxpayers, agents and the
unrepresented and one might suspect also advice
agencies as well. Would you accept that?

John Healey: No, not entirely. It is an argument that
we consistently debate, particularly when we look to
change some aspects of tax legislation, but equally I
could point to, for example, the administration of
tax credits themselves which previously were the
responsibility of employers and a cost to employers.
They made strong arguments to government that
that was not appropriate and one of the changes a
couple of years ago was that HMRC took on the
responsibility of administering tax credits.

Q411 Ms Keeble: Thinking of a DHSS oYce some
time ago where there were nine people employed
whose entire job was to walk round the oYce
looking for lost files, do you think that the situation
in terms of dealing with bits of paper that go astray
has improved or deteriorated since then?
John Healey: I do not know on the question of lost
files.

Q412 Ms Keeble: It is a serious point. If you are
trying to deal with a system that has problems in it,
it can be lost letters, lost emails or lost files. It can all
be dysfunctional.
John Healey: It can indeed be. There are always a
number of improvements that can be made on those
sorts of things. Part of the look that HMRC has been
taking at the way it deals with bits of paper, as you
have mentioned, comes from this eYciency
programme. In some pilot oYces they have looked
at how they deal with self-assessment returns and
they have found that they are actually moved
around the oYce 500 metres in the way that they deal
with them. That is before any work on them has been
performed. They find that post is sorted into 21
categories when only four is needed and before it is
finally dealt with it is re-sorted up to seven times.
When you drill down to it and you take a hard
enough look at the way you do things under the
discipline in this case of the eYciency programme,
there are ways that you can then redesign and do
things a lot better. Perhaps it is a case of the activity
going on in the question of lost files in a similar way.

Q413 Chairman: We are drawing to a close now but
there are two final quick questions from me. On the
number of jobs going in HMRC, the Chancellor told
us in evidence on the PBR in December “ . . . another
12,500 jobs on top of that would be scheduled to go
within the Inland Revenue in the next public
spending round”. But Paul Gray, when he gave
evidence to us in April, said, “I do not have set for
me or set by myself an explicit headcount target as
well”.
John Healey: That is correct.

Q414 Chairman: Both are correct?
John Healey: Both are correct. The explanation of
the Chancellor’s evidence to the Committee is that
HMRC are expecting, and they have begun to
examine this and alert staV to it, that in the coming
period in order to live within and make the
improvements they want to make within the CSR07
period, then they may be looking at around 12,500
further post reductions. There are no headcount
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targets set so Paul Gray is also correct. The
discipline for further eYciencies comes from the
nature of the settlement which is -5% real terms
each year.

Q415 Chairman: This figure comes from Paul Gray.
John Healey: It is the initial planning assumption
that HMRC are beginning to work with and will
develop and discuss with staV and unions more fully.

Q416 Chairman: Thank you for clearing that up.
Under the CSR07, HMRC has a 5% real terms cut
on its budget but there is also a requirement for it to
achieve a 3% net eYciency saving each year. Does
that mean there are budget reductions that are not
then scored as eYciency savings?

John Healey: No. It means that in coming to the
settlement the expectation that they would make 3%
each year nominal savings on the baseline is factored
into the overall settlement, so in eVect HMRC will
need to be making those on top of the 5% real.

Q417 Chairman: We are now going to release you,
Minister. Thank you very much for giving evidence
today. You have promised a number of notes during
the course of this afternoon, including a note on the
measures which we would like to see the quality
measures and perhaps you could also explain the
genetics involved here. As I understand it, the
measures are drawn from the indicators and the
indicators are drawn from the PSA targets. Perhaps
in the note you can explain exactly how that works
for us?
John Healey: I certainly will.
Chairman: We look forward to receiving that. Thank
you very much.
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Memorandum submitted by the National Audit OYce

Summary

1. This paper sets out evidence to assist the Treasury Sub-Committee’s inquiry into progress by the
Chancellor’s departments in meeting their eYciency targets. The paper shows that the Chancellor’s
departments are reporting eYciencies from a wide range of initiatives. Our analysis pays particular attention
to the headcount reductions reported by HM Revenue & Customs. It concludes that the reductions are
broadly robust and that, while assurances could be stronger, the Department has provided reasonable
assurance that the quality of services has not been adversely aVected by reforms. In some areas, performance
has improved substantially. However, only partial assurance can be given to reported headcount
reallocations to the front line of public services. This paper also examines what more can be done to secure
further eYciencies.

Overview of the second NAO study on the Efficiency Programme

2. The Comptroller and Auditor General’s report1 describes how, halfway through the Programme, the
Government reported that at September 2006 it had achieved: £13.3 billion (62%) of the targeted £21.5
billion of eYciency gains; 45,551 (65%) of the targeted 70,000 headcount reductions; and 9,412 (70%) of the
targeted 13,500 reallocations of posts to the “front line” of public services.2

3. Our report concluded that the EYciency Programme has made an important contribution to achieving
better value for money across the public sector. As a result of the Programme there is now a greater focus
on value for money issues among senior staV. More specifically, within our sample of projects we saw many
examples of improvements in the way public services are being delivered. For example, the Home OYce has
secured more than £200 million of eYciencies through procuring asylum accommodation more eVectively.

4. In terms of the £13.3 billion of eYciency gains reported at September 2006, we assessed their reliability
as follows:

— £3.5 billion (26%) fairly represent eYciencies made;

— £6.7 billion (51%) represent eYciency but carry some measurement issues and uncertainties; and

— £3.1 billion (23%) may represent eYciency, but the measures used either do not yet demonstrate
it or the reported gains may be substantially incorrect.

5. A wide range of issues lie behind these assessments. Common problems included:

— some eYciency measures rely too heavily on estimates;

— some eYciencies continue to be reported gross of additional ongoing costs3;

— a number of initiatives represent financial savings for a limited period only, and therefore in the
NAO’s view are not fully sustainable; and

— some projects are unable to demonstrate clearly that service quality has been maintained.

6. On the basis of our review of the Department for Work and Pensions and HM Revenue & Customs,
the NAO gave substantial assurance on reported headcount reductions. However, across the Programme
some departments include headcount reductions from before the start of the Programme, partly diminishing
confidence in what has been achieved.

7. We could only give partial assurance on the reallocations to the front line as reported figures include
projected rather than actual numbers of staV transferred. Furthermore, we found inconsistencies in the
definition of what constitutes a “frontline” role.

1 The EYciency Programme: a second review of progress, Comptroller and Auditor General, 8 February 2007.
2 In the 2007 Budget, the Government announced that its achievements had risen to £15.5 billion of eYciency gains, 50,888

headcount reductions and 9,703 reallocations of posts to the “front line” of public services.
3 HM Treasury has announced that savings in the next spending period will be reported net of additional costs.
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8. The report recommended that the OGC should make progress across the Programme more
transparent4 and should ensure eYciency gains are subject to greater challenge before they are reported.
Departments should improve their measurement of eYciency gains and report headcount reductions with
greater transparency.

9. To embed eYciency for the long term, departments should focus on the eYciency of all aspects of their
business, not just those covered by eYciency projects, and do more to encourage staV to put forward ideas
for improving eYciency.

The Chancellor’s departments have reported significant progress towards their efficiency
targets

10. As Figure 1 shows, at September 2006 the Chancellor’s departments had reported significant progress
towards the targets set by the 2004 Spending Review. Overall, the departments have reported £258 million
of annual eYciency gains (47 per cent of targeted gains), 8,034 headcount reductions (60 per cent of targeted
gains) and 2,745 reallocations to the front line (78 per cent of targeted gains).

Figure 1: The Chancellor’s departments have reported significant progress towards their eYciency targets

EYciency gains EYciency gains Headcount Headcount
reported target March reductions reduction target

September 2008 reported March 2008
2006 (£ million) September

(£ million) 2006

HM Revenue & Customs 225 507 7,718 12,500
reductions, reductions,
2,745 3,500
reallocations reallocations

OYce for National Statistics 18 25 201 reductions 700 reductions
HM Treasury Group 14.9 18.7 115 reductions 150 reductions
Government Actuary’s Department 0.4 0.1 No target set No target set
National Savings & Investments No target set No target set No target set No target set
Royal Mint No target set No target set No target set No target set
Valuation OYce Agency No target set No target set No target set No target set
Total 258.3 550.8 8,034 13,350

reductions, reductions,
2,745 3,500
reallocations reallocations

Source: National Audit OYce analysis of HM Treasury and OYce of Government Commerce data.

The Chancellor’s departments are reporting efficiency gains from a wide range of initiatives

11. Within the eYciency programmes of the Chancellor’s departments there are a number of key
initiatives. Figure 2 breaks down the eYciency gains reported by the three largest organisations.

Figure 2: EYciencies are being achieved across a range of activities within the Chancellor’s departments

HM Revenue & Customs

Initiative EYciency gains at
September 2006,

£ million

Gains due to headcount savings 125.1
Commercial procurement 73.8
Estates consolidation 13.6
Other 12.4
Total 224.9

4 The 2007 Budget included, for the first time, a breakdown of reported progress by department.
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OYce for National Statistics

Initiative EYciency gains at
September 2006,

£ million

Modernised statistical production capability (eg new 14.3
technical infrastructure)
Corporate services reengineering (eg introduce new 2.8
resource planning system)
Central procurement initiatives 0.8
Modernised system for registration of key-life events 0.3
in England and Wales (eg implement web-based
system and digitise existing records)
Total 18.0

HM Treasury Group

Initiative EYciency gains at
September 2006,

£ million

Increased eYciency of HMT policy activities (eg 4.2
greater use of project-based working)
Other core HMT initiatives 3.3
OYce of Government Commerce 3.2
Group corporate services 1.8
OGCbuying.solutions 1.4
Debt Management OYce 1.0
Total 14.9

Source: National Audit OYce analysis of HM Treasury and OYce of Government Commerce data.

Headcount reductions reported by the Chancellor’s departments are broadly robust, although
only partial assurance can be given to reported reallocations to the front line

12. As Figure 1 demonstrates, the Chancellor’s departments have reported considerable progress to
achieving the targeted headcount reductions and reallocations to the front line of public service delivery.

13. At September 2006, HM Revenue & Customs accounted for 96 per cent of headcount reductions
reported by the Chancellor’s departments. In our most recent report on the EYciency Programme, we
concluded the headcount reductions reported by HMRC were broadly robust. The reductions were
consistent with raw data from the Department’s payroll systems and, on the basis of work conducted by the
NAO in auditing the 2005–06 accounts, that the underlying systems are reliable for measuring headcount
reductions.

14. We also found that replacement labour costs have not risen at a departmental level, thereby providing
further assurance on the validity of reported headcount reductions. Replacement labour costs represent
expenditure which may diminish the significance of reported headcount reductions. As Figure 3 shows, there
have been no significant increases in the use of consultants, overtime or staV substitution (ie the use
temporary agency staV) since the beginning of the EYciency Programme. We also found there to be no
significant changes to outsourcing arrangements since April 2004. Outsourcing staV could potentially be
used as a way of reducing the headcount of a department without improving the value for money of
operations.
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Figure 3: Overall spending on consultancy, staV substitution and overtime has not increased in HMRC
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Source: National Audit OYce analysis of data from HM Revenue & Customs.

15. We had some concern over the authenticity of headcount reductions in HM Revenue & Customs
where the Department had been allowed to exclude increases in headcount in areas deemed to be new policy
burdens. Across the Programme, such approved expansions reduce the significance of reported headcount
reductions. In HMRC’s case, reported reductions do not take account of 1,325 additional posts that have
been created to increase contact centre capacity. This represents 17 per cent of reductions secured by
September 2006. Given the new posts relate to improving the quality of existing activities, the expansion
does not represent a significant change of business for the Department or a new policy burden.

16. Associated with the headcount reductions in HMRC is £108 million of costs from voluntary
retirement schemes for the two years to March 2006. Subject to business requirements, the Department has
made further provision to spend up to £150 million by March 2008 on early releases and other HR initiatives
to support workforce change. In accordance with the Gershon Review, departments do not have to take
account of upfront costs when reporting eYciency gains.

17. Only partial assurance can be given to reported headcount reallocations. While the Department for
Work and Pensions defines the front line as constituting certain customer-facing positions, HMRC defined
its front line with reference to certain business units. HMRC classifies all additional posts in the selected
business units as reallocations to the front line. As such, reported figures include managers, administrative
support and IT staV. For example, HMRC reallocations include 82 posts that were reallocated to “VAT
Operations”, a unit which incorporates the Senior Management, Corporate Support and Web Management
Teams. While this measurement basis was agreed as part of the 2004 Spending Review, the inclusion of such
staV reflects a diVerent measurement basis to that followed by DWP.

18. Furthermore, reallocations reported by HMRC do not always reflect the actual staV in post; the
reallocation data includes projections of staV numbers rather than the actual number employed in
reallocated roles. Where projections are used, HMRC undertakes to reconcile these to actual staV numbers,
but the data available contains insuYcient detail to provide complete assurance.

In some areas assurance about the maintenance of service quality could be stronger

19. In HMRC headcount reductions have taken place across its operations, ranging from the processing
of tax returns to work on compliance with VAT laws. According to indicators agreed with the OYce of
Government Commerce to monitor the impact of the Programme on service quality, performance has not
been adversely aVected during the period of headcount reductions. In some areas, performance has
improved substantially as set out below.

— The percentage of tax returns processed correctly first time has risen from 72% (2003–04) to 76%
(2005–06)

— The percentage of calls handled correctly has risen from 80% (2003–04)to 90% (2005–06)

— The percentage of formal complaints handled within 15 days has risen from 88% (2003–04) to 95%
(2005–06)

— Additional VAT payments secured by HMRC staV have increased from £1,401 million (2003–04)
to £1,840 million (2005–06) (Figure 16)
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20. While performance against these indicators is encouraging there are other challenges facing the
Department in the areas aVected by headcount reductions. For example, alongside the task of securing
additional VAT payments is the broader challenge of trying to achieve the Department’s Public Service
Agreement (PSA) target to lower the “tax gap” to 11% of VAT due. Achieving this target would represent
a significant performance improvement over the 2004 Spending Review period.

21. The latest figures suggest that the VAT “tax gap” is now more than 14 per cent (Figure 3). The VAT
“tax gap” is a complex area and is influenced by many factors, some beyond the control of the Department,
but the areas from which headcount reductions have been made do contribute indirectly to this key target
and therefore some account should be taken of it in assessing the impact of headcount reductions on service
quality. It also illustrates the diYcult choices that HMRC management face in trying to deliver headcount
reductions at the same time as reducing the tax gap. Indeed, restrictions on a department’s total headcount
figures are a potential constraint on how the department responds to issues across all of its operations, not
just those directly aVected by headcount reductions.

Figure 3: Though additional VAT secured by HMRC staV has risen, this has not led to a reduction in the
VAT “tax gap”
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22. In HMRC the headcount reductions are taking place against the backdrop of a broader restructuring
and transformation programme that is intended to achieve significant eYciency savings. At our focus groups
HMRC employees expressed concerns over aspects of service quality and employee morale. However, in the
case of HMRC it is diYcult to be precise about whether perceived reductions in quality are a result of
headcount reductions or broader changes.

Reporting of efficiencies by the Chancellor’s departments is generally good, but more detail
could be provided on the impact of efficiencies on quality of services

23. Each of the Chancellor’s departments uses their annual report and autumn performance report to
explain the nature of secured eYciencies. In their latest reports, all the main bodies provide adequate
background to their eYciency programmes in the context of the government-wide EYciency Programme
and the 2004 Spending Review targets. The bodies also helpfully refer to their EYciency Technical Notes
(ETNs) to allow readers to understand how eYciencies are being measured. To make this more useful to the
reader, it would be helpful if each report included a weblink to the relevant ETN.

24. On the impact of the eYciency programmes, HMRC, HMT and the OGC provide details of how they
are providing assurance on the eVects of eYciencies on the quality of services. However, the information is
at a high level; for example, while it is useful that HMRC links its eYciency initiatives to its Public Service
Agreement targets, the Department could do more to explain which PSA targets are most relevant to the
reforms securing eYciencies. In its next annual report, ONS should also provide information on how quality
of service is being safeguarded by its eYciency programme.

25. In compliance with central guidance, HMT, the OGC and ONS all provide clear breakdowns of their
gains by workstream. For example, HMT has sections in its autumn performance report on each
workstream (eg Policy, Funding and Regulation) which detail the target eYciency gain for each workstream,
the gains made to date and a narrative on the status of individual initiatives. Although HMRC provides
information splitting its reported savings into cashable and non-cashable gains, and makes it easy to
understand its progress towards its headcount target, the Department does not breakdown its savings by
workstream or project.
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What more can be done?

26. Departments are now looking to how they can meet the emerging value-for-money requirements of
the upcoming Comprehensive Spending Review. In the remaining paragraphs we set out key actions for the
Chancellor’s departments to take to deliver lasting improvements in eYciency.

27. Consider all activities, not just a selection of projects. In the EYciency Programme departments chose
which of their activities were to deliver eYciencies. To maximise its eYciency, an organisation needs to
develop approaches to looking at eYciency across all of its activities and establish unit cost measures for all
key outputs.

28. Take account of all costs when appraising an eYciency initiative. In accordance with the Gershon
Review, public sector bodies reporting eYciency gains do not have to take account of investment costs. To
get a full picture of the real benefits of an eYciency improvement, public bodies need to consider all the costs
which have been incurred in making the improvement possible. The Government has accepted this principle
and is building it into departments’ value-for-money targets in the 2007 Comprehensive Spending Review.

29. Make use of employees’ ideas on how to improve eYciency. Participants in our focus groups of public
sector employees were keen to put forward ideas for how they could improve the value for money of their
organisations. An example of good practice is HMRC’s staV suggestions scheme, Angels & Dragons, which
is partly based on the BBC programme Dragon’s Den. StaV present proposals to a decision-making
committee called the Board of Angels, and the Angels invest money in successful ideas.

30. Be open to ideas from outside the public sector. Customers, academics and thinktanks all have ideas
on eYciency worth considering. Figure 4 summarises the ideas from contributors to an NAO opinion-piece
volume. We invited individuals and organisations to suggest one change they would like to see made to
improve government eYciency.

April 2007

Figure 4: The second volume to this report demonstrates there are many ideas on how to improve
government eYciency

Title and author Summary of ideas

GOOD PEOPLE TRAPPED IN BAD Kevin Beeston, argues liberating front-line managers
SYSTEMS provides the key to unlocking eYciencies in
BY KEVIN BEESTON, EXECUTIVE government and public services. With the help of
CHAIRMAN, SERCO GROUP PLC quasi-contractual arrangements and clear

performance regimes that ensure accountability, Mr
Beeston feels front-line managers can harness the
potential of autonomy to innovate, respond to user
needs and make public services more eYcient.

PUBLIC PROCUREMENT REFORM AT THE CBI director of public services Neil Bentley calls on
HEART OF GOVERNMENT EFFICIENCY the Government to get more “bang for its
BY DR. NEIL BENTLEY, DIRECTOR OF procurement buck”. Dr Bentley believes better
PUBLIC SERVICES, CONFEDERATION OF procurement rests on improving commercial
BRITISH INDUSTRY capabilities in Whitehall departments. Proposed

practical steps towards improved procurement
include the introduction of project sponsors for each
major project.

MANAGING FOR OUTCOMES: HOW TO Professor George Boyne feels that focusing on
MAKE IT WORK “outcomes”, not “inputs” or “outputs”, is the key to
BY PROF. GEORGE BOYNE, CARDIFF driving eYciency. Once the most important
BUSINESS SCHOOL outcomes are identified, Boyne argues, outcome-

based targets need to be developed and utilised. And,
having established suitable indicators to measure
progress against outcomes, policy-makers must be
prepared to switch resources between diVerent
objectives.

A SOCIAL DEFINITION OF EFFICIENCY According to the Council of Civil Service Unions
BY CHARLES COCHRANE, SECRETARY (CCSU), the Government needs to make a greater
OF COUNCIL OF CIVIL SERVICE UNIONS eVort to consider social impacts when managing the

EYciency Programme. CCSU argues that too often
the Government adopts a market-oriented definition
of eYciency that neglects social considerations that
are often harder to measure. In particular, CCSU
calls on the Government to put an end to what it sees
as arbitrary job cuts and instead base staYng levels
on the practicalities of what is needed to deliver
public services for all members of society.
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Title and author Summary of ideas

EFFICIENCY THROUGH EFFECTIVE Andrew Haldenby of independent thinktank Reform
OUTSOURCING urges the Government to focus on outsourcing as a
BY ANDREW HALDENBY, DIRECTOR, means of realising greater eYciencies. Haldenby
REFORM addresses the potential of contracting-out and

highlights the obstacles to its eVective
implementation. In particular, the Government is
urged to strengthen local management to equip them
to make the most of outsourcing.

PROCUREMENT BY PUBLIC BODIES GSL’s Chief Executive, Alan Jones, puts forward his
CONTRASTED WITH PRIVATE SECTOR recent observations on government procurement
APPROACHES TO THE PURCHASE OF policy and proposes some solutions for improved
CONTRACTED OUT SERVICES procurement as part of the eYciency drive. Jones
BY ALAN JONES, CHIEF EXECUTIVE, GSL articulates the important role information plays in

the contracting process, the need to bring in suitable
procurement personnel and the risks associated with
expecting immediate benefits as a result of
outsourcing.

WHY MAKE WHEN YOU CAN BUY? Brian Kingham, Chairman of Reliance Security
BY BRIAN KINGHAM, CHAIRMAN, Group, feels that significant eYciencies can be
RELIANCE SECURITY GROUP PLC achieved by contracting support staV as a means to

liberate public sector professionals to concentrate on
the jobs they were recruited to do. Citing the
Prisoner Escorting and Custody Service (PECS)
contract as a model of a centrally-managed, locally-
delivered contract, Mr Kingham outlines his
thoughts on how the public sector can save money,
enhance operational delivery and create eYciencies.

ROLE OF PERFORMANCE DIALOGUES IN The authors present McKinsey’s account of why
IMPROVING GOVERNMENT EFFICIENCY eVective performance dialogues between managers
BY ALASTAIR LEVY, SHARON and those reporting to them are a powerful tool in
MCKEOWN, TIM ROBERTS & JULES the drive to deliver eYciencies. They assert that
SEELEY, MCKINSEY & COMPANY eVective performance dialogues can increase

transparency, reinforce accountability, address all
dimensions of performance and, by clarifying
expectations of performance, change the way staV
think and act.

GAIN-SHARE SYSTEMS AND David Reid of TAP Consulting suggests that the
PERFORMANCE IMPROVEMENT creation of a deep-rooted performance improvement
CULTURE culture across the civil service is fundamental to
BY DAVID REID, TAP CONSULTING achieving the eYciency agenda; a culture that can

only be cultivated if everyone from the lower
echelons through to the senior civil service shares the
same vision. A mechanism is proposed to encourage
this outlook with teams across organisations being
rewarded for successful performance improvement
suggestions via a gain-share scheme.

SUSTAINABLE EFFICIENCY IN THE The Social Market Foundation argues that to
PUBLIC SECTOR “embed eYciency in the civil service”, there needs to
BY ANN ROSSITER, DIRECTOR, SOCIAL be an alternative to “attempts to drive eYciency
MARKET FOUNDATION through targets and monitoring [which] are running

against the grain of embedded incentive structures”.
Considering the civil service to be inherently risk-
averse, Ann Rossiter proposes abandoning eYciency
targets and incentivising eYciency by rewarding
individuals and teams in departments with a share of
the eYciency gains they have helped to achieve.

GERSHON, EFFICIENCY AND PUBLIC Seeking eYciencies is nothing new for governments,
VALUE with the present EYciency Programme largely a
BY PROF. COLIN TALBOT, MANCHESTER product of the Government’s concern to couple
BUSINESS SCHOOL investment with reforms capable of generating

savings, releasing resources to the frontline, and
promoting trust in public services (Public Value). So
asserts Professor Colin Talbot, who goes on to say
that concerns over measurement undermine what
could turn out to be the biggest round of eYciency
savings ever achieved.
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Title and author Summary of ideas

TURN ON THE TAP! “Turn on the TAP!” urges John Tizard, citing
BY JOHN TIZARD, DIRECTOR OF transparency, accountability and performance as the
GOVERNMENT & BUSINESS three factors that must lie behind sustainable
ENGAGMENT, CAPITA GROUP PLC eYciency. According to Mr Tizard, public services
(WRITING IN A PERSONAL CAPACITY) should articulate their public contribution and strive

towards measurable outcomes; those who fail to
achieve best value for the community should be held
to account; and, the Government should balance
national targets with room for local discretion and
responsiveness to local communities.

Memorandum submitted by the Low Incomes Tax Reform Group

Effect on delivery of tax credits

Summary

Spending cuts in HMRC will hamper the Department’s eVorts to improve the tax credits system in
accordance with the Paymaster General’s statement of 26 May 2005.

The award notice and accompanying information have improved, but more needs to be done to enable
those with complex lives to reconcile their current award with past overpayments and to check easily for
mistakes by HMRC. This requires adequate investment in the underlying computer processes.

Reminders to claimants to report changes of income and circumstances, while useful, is labour intensive
and was not devised as an inherent part of the original system.

Helpline performance has improved significantly but is not yet of optimal standard. Yet, more monitoring
is needed as claimants must now report more changes in circumstances than before. HMRC should follow
their DWP counterparts in oVering an 0800 number for their low-income customers, alongside a geographic
number for users of pay-as-you-go mobiles.

Despite the planned rationalisation of the HMRC estates, there need to be more HMRC locations able
to provide the face to face guidance that is essential for the proper functioning of the tax credits system.

The online claims facility is still non-operational 17 months after its removal. IT errors still persist and
timescales expand. Continual upgrades seem likely if policy changes are not to be thwarted by system
inflexibility.

The amount of funding provided to the voluntary sector to enable it to be an eVective support to HMRC
will have to rise exponentially over the next few years.

The Code of Practice on overpayments still causes great diYculties and HMRC’s decision-making on
when it is reasonable for an ordinary citizen to have spotted an HMRC error is poor, pointing to a need for
investment in appropriate training.

It will be essential to ensure that the impartiality and independence of the Adjudicator’s oYce is in no way
compromised by the pre-sorting of complaints (largely on overpayments recovery decisions) by HMRC.

A significant cash spend will be required for HMRC to achieve a stable and comprehensible regime
through IT improvements. Increases in staYng levels are necessary to provide the increased take up and
claimant independence that comes through greater understanding.

Background

1.1 The Low Incomes Tax Reform Group (LITRG) is an initiative of the Chartered Institute of Taxation
to give a voice to the unrepresented in the tax system. It aims to help people on low incomes to cope with
their tax and tax credits, and campaigns for a more friendly tax and tax-benefit system for the unrepresented.
We have focused here just on tax credits as this major issue encapsulates the observations we would make
to the sub-committee. We will leave coverage of the generalities of the tax system to the CIOT.

1.2 We are concerned that two contradictory objectives have been handed down to HMRC in relation
to tax credits—to carry out a programme of improvement in the system, while implementing staV cuts.

Likely effect of spending cuts on programme of improvement

2.1 On 26 May 2005 the Paymaster General set out an ambitious, and widely supported, agenda for
improving the tax credits system. We thought it might be constructive to take that helpful statement and to
annotate it with our fears for the future in the light of the spending constraints being imposed upon HMRC.
Passages from the May 2005 statement are reproduced in the text that follows, indented and italicised,
alongside our related comments.
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Award notice and information to claimants

1. Building on the work already undertaken to improve the clarity of the tax credit award notice
and in consultation with the voluntary sector, HMRC will review the eVectiveness of information
provided to claimants, to support them in understanding the responsive nature of the tax credit
system and the risk of over-payments. In particular the Department will develop solutions to
reduce the number of cases where people receive unnecessary duplication of award notices.

3.1 System improvements have continued over the last two years and the award notice has been
improved. However, in our view, the award notice still does not provide an adequate history of what has
happened to the claimant suYcient to allow those who have a little complexity in their lives to reconcile their
current award with past overpayments and to check easily that no mistakes have been made by HMRC.
This is the more important given the high level of understanding which HMRC expect claimants to have
when considering requests for non-recovery of overpayments (paragraph 8 below).

3.2 Members of Parliament will be able to verify our view in their own surgeries over the next few months.

3.3 It is imperative for increasing take-up, in particular of the Working Tax Credit, and for the long-term
success of the system that claimants are able to have personal confidence that what they are receiving is theirs
to spend and will not be clawed back at some time in the future.

3.4 EVective award notices and comprehensible annual reconciliations are essential and require adequate
investment in the underlying computer processes.

Communicating changes in circumstances

2. HMRC will test out new methods of reminding tax credit claimants of the importance of
providing up to date information in year on changes in their income and circumstances. The
Department will consider options to identify families most at risk of an over-payment and support
them through better targeted contacts to ensure their stated circumstances and income are up to
date.

4.1 Contacting claimants towards the end of the fiscal year has continued and is thought by HMRC to
be a useful method of preventing the build-up of overpayments through early recognition of income
movements. We have no reason to doubt that claim. It is however a labour intensive activity and was not
devised as an inherent part of the original system. Yet, with the requirement to notify in-year changes within
one month being introduced this month, there is an immediate need to ensure that claimants are regularly
reminded of the need to provide information timeously.

Helpline improvements and face to face help

3. HMRC will develop options to improve the quality of service on the helpline, in particular to
ensure that helpline operators can track the progress of individual cases in the system, reducing
the need for families to contact the helpline on multiple occasions.

5.1 Although the ability to get through to the HMRC helpline has improved significantly over the last
two years it is not yet of a standard to which HMRC would aspire. Many of the changes now made for more
frequent notifications of life circumstances will have to be monitored to see how easily claimants are able
to fulfil their new obligations and get through within a few seconds of calling.

5.2 It is also time for HMRC to switch to a freefone 0800 number as has been done by the DWP for its
most vulnerable customers. We would also wish to see an ordinary geographic number (such as an 0207 or
0208 prefix) being provided as an alternative as many people have “pay as you go” mobile phones which
are very expensive for making calls to ordinary helplines.

5.3 Finally we wish to remind the Committee of the commitment made by Baroness Hollis on behalf of
the Government (Hansard, House of Lords debate on the Tax Credits Bill, 21 May 2002 CWH 79, 80) that
face to face help would be available for tax credit claimants. Such a service is essential for the proper
functioning of the system. At the present time the HMRC network of oYces is inadequate to provide that
support and even so, as has been announced, there is to be a rationalisation of estates. What is needed is an
increase in HMRC locations able to provide personalised guidance to claimants and for HMRC to be willing
to make home visits where a claimant cannot readily travel.

Resolving system problems and errors

4. HMRC will improve the speed with which it identifies IT system problems and processing
errors so that they can be resolved more quickly.

6.1 It is disappointing that 17 months after the removal of the online claims facility due to widespread
fraud it is not yet up and running again and we have not seen a promised date of return.
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6.2 IT problems still persist and timescales for getting things done expand. The PMG forecast in
February 2006 that the automated process for dealing appropriately with in-year overpayments would be
in place by November 2006. This then moved to April 2007 and is now forecast for June 2007.

6.3 There are still major inflexibilities built in to the existing computer system and continual upgrades
seem likely if policy changes are not to be thwarted by such constraints.

Working with the voluntary sector

5. Tax credits are working well for millions of families but the system is new and requires active
engagement from claimants. The role of the voluntary sector in providing advice to families
receiving tax credits is crucial. I have asked HMRC to develop innovative ways of working with
the sector to target more active support on vulnerable families.

7.1 The active engagement of claimants will be tested again by the plethora of new rules applicable to the
new requirements for notification of changes in circumstances. There will be many practical diYculties
arising from these changes. Similarly the eVects of the £25,000 disregard and related changes still have to be
fully understood by HMRC and claimant alike. Some eVects will be capricious.

7.2 The amount of funding provided to the voluntary sector to enable it to be an eVective support to
HMRC will have to rise exponentially over the next few years if it is to help compensate for the lack of direct
eVorts by HMRC to access “hard to reach” groups who may be entitled to claim WTC and CTC but do not
currently do so.

7.3 Take up of WTC is a key platform in the withdrawal of the 10% starting rate as from April 2008.

Overpayment recovery

6. HMRC will review the operation of the code of practice on over-payments. Meeting the
commitment made by HMRC’s chairman to the Public Accounts Committee in January 2005, the
Department will ensure that in cases of genuine hardship where the recovery of an over-payment
is disputed, recovery can be suspended while the dispute is resolved.

8.1 The Code of Practice on overpayments still causes great diYculties and HMRC’s decision-making
on when it is reasonable for an ordinary citizen to have spotted an HMRC error is poor and sometimes
inconsistent. The ability of a senior civil servant to have discovered the error is the yardstick used and not
the level of understanding possessed by the more vulnerable tax credit claimant with low literacy and
numeracy skills and maybe English as a second language. In deciding on the reasonableness test, the
guidelines in COP26 are sometimes not followed.

8.2 Investment in appropriate training is required.

8.3 Back in February 2006 the PMG announced that HMRC were reviewing a streamlining of the
complaints process together with the Adjudicator. The guidelines for such a process have yet to be published
but it will be essential to ensure that the impartiality and independence of the Adjudicator’s oYce is in no
way compromised by the pre-sorting of complaints (largely on overpayments recovery decisions) by
HMRC.

Conclusion

9.1 We have demonstrated that there is still a long way to go before a stable, comprehensible, tax credits
regime is in place. We are committed as a Group to working constructively with HMRC to try and solve
the numerous problem areas that still remain. We are clear in our minds that a significant cash spend will
be required for HMRC to achieve that objective through IT improvements and that increases in staYng
levels will be required to provide the increased take up and claimant independence that comes through
greater understanding.

We therefore have concerns about the priorities to be adopted in the eYciency review.

April 2007
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Memorandum submitted by the Chartered Institute of Taxation

1. Executive summary

1.1 Introduction

Our response focuses on the progress made to date, in implementing the Government’s eYciency
programme, by HM Revenue and Customs (HMRC), being the department with which the Chartered
Institute of Taxation (CIOT) has most contact. It focuses on the relevant experience of the CIOT and our
members in our dealings with HMRC throughout recent changes in the department, and provides some
recommendations, set out in section 7. We have explained who we are in Appendix 1.

1.1.1 As a representative body, we have noticed some significant improvements at a national level,
especially in the last six months, which we welcome. However, our members out in the field have noted
particularly poor and deteriorating levels of customer service. None of the comments should be taken as a
criticism of individual HMRC staV, many of whom, we are aware, are making an enormous eVort to
improve the eYciency of the service provided by HMRC, albeit with decreasing resources. We do, however,
have a very mixed bag of experiences reported by our members.

1.1.2 The term “agent” is used in this report to cover our members and those of other professional bodies
who represent taxpayers in their dealings with HMRC.

1.2 The staV count reduction within HMRC appears to be having a deteriorating eVect on customer
service.

1.3 Compliance burdens for taxpayers and agents are increasing. Whilst HMRC’s eYciency programme
may be cost-eVective for the Treasury, taxpayers’ compliance burdens and costs are increasing significantly,
especially for small and medium-sized businesses.

1.4 Re-allocation of staV to the front line does not seem to be helping customer service, as staV are often
inadequately trained or without suYcient backup.

1.5 Relocations from London and the South East have not proved to be any more problematic for our
members than other relocations.

1.6 Benefits of changes to processing of work—Lean Working is providing some benefits in terms of
increased eYciencies.

1.7 Cuts before eYciencies—cuts in jobs seem to be made to meet targets rather than due to increased
eYciencies.

1.8 Service delivery suVering—for some agents, especially those with many small clients, the staYng cost
related to the time that their staV spend dealing with HMRC is increasing significantly, as they cope with
HMRC errors, a weak telephone service, especially at call centres, and HMRC not always promptly
processing authorisations for agents to act.

1.9 Rulings procedures—some taxpayers are less likely to be able to obtain a ruling as to how a completed
transaction should be treated for tax purposes, leading to uncertainty (See example at 4.9).

1.10 Online filing improving—there have been some real improvements to HMRC’s online filing systems,
with HMRC having quite accurately forecast and supplied the necessary capacity for the large increase in
the level of personal returns filed up to January 2007.

1.11 Benefits of consulting on online matters—consultation regarding online filing is leading to
improvements. Online filing failures need to be addressed.

1.12 Online problems—capacity for PAYE year end return filing—HMRC recommend that businesses,
many of whom are mandated to file online, file their PAYE returns away from the peak hours on working
days, presenting logistical problems for employers.

1.13 Shared Workspace—we welcome eVorts to pilot new approaches to work.

1.14 Consulting on improvements to compliance work—we see this as a positive step, after an
inauspicious start.

1.15 Risk assessment—we welcome HMRC’s development of risk assessment processes, and the
possibility of sharing these processes with our members.

1.16 Local Working Together—the reduction in these groups is another symptom of the eYciency cuts
which has had an impact on customer service.

1.17 OYce closures—we welcome the drive to reduce unnecessary overheads and review HMRC’s
property portfolio. However, we feel HMRC should be consulting with stakeholders over this, as the people
and organisations who deal with HMRC usually have no choice over which oYce to deal with. Stakeholders
may propose new alternative locations for smaller, more eYcient oYces. Closure decisions should consider
the wider issues for the economy as a whole, such as the needs of older and disadvantaged people, not just
short- term financial targets for HMRC. Allocating one HMRC manager to each agent and area may help
alleviate the problems caused by relocation of services.
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1.18 Structure of HMRC enquiry centres—these need to be more user-friendly and aware of the needs
of the people that do continue to use them.

1.19 Specialist oYces—many of these are generally maintaining a good standard of service. The
introduction of one-to-one managers for large businesses is welcomed.

1.20 Combined inspection visits—these would help cut costs for everyone, but HMRC staV need to be
adequately trained in all the key taxes before they can carry this out.

1.21 The Complaints Unit and the Adjudicator—we understand that these departments have a
significant backlog of work, which may indicate that something is going seriously wrong with parts of
HMRC’s administration, and that service levels and/or the Complaints Unit and the Adjudicator’s oYce
are seriously under-staVed.

1.22 The Treasury Sub-Committee should return to this topic in 12 months time to review developments
following implementation of the Varney report and other initiatives.

1.23 Simplify the tax system—this would reduce the need for much of the current contact between
HMRC and taxpayers, tax credit claimants and agents.

2. Factual information we would like the Committee to be aware of

2.1 Introduction

In sections 3 to 5 we refer to the specific questions asked by the Treasury Sub-Committee.

3. Measure progress on, and the overall effects of, reductions in full-time equivalent posts and
reallocations to the front line, and relocation from London and the South-East

3.1 StaV count reduction

In the drive to reduce the head count, which we understand is progressing successfully in terms of global
numbers, we have received anecdotal comments from our members that many experienced and respected
staV have been leaving the department by natural wastage, taking early retirement or other release packages.
From our perspective, therefore, the reduction in staV numbers has been unbalanced in some areas, resulting
in a fall in the proportion of experienced staV amongst the ranks of employees of HMRC. It is with these
staV that, in the past, our members had a significant amount of contact, and it is they who now seem thinner
on the ground. The overall eVect of the reduced headcount seems to be a deterioration in service.

3.1.1 HMRC made the following statement in 2006:

“We are actively managing staV releases to ensure we retain the right people, in the right places,
with the right skills and behaviours to deliver business objective.” and “We recognise the need to
ensure that staV reductions are made through real eYciencies and not cuts, and that there is no
detriment to customer service.”

This seems to conflict with the recent experience of agents.

3.2 Reallocations to the front line

If there have been any reallocations of staV to the front line, we are yet to see any significant tangible
benefit across the board. The frontline staV, with whom many of our members deal, often seem to lack
adequate training to deal with the queries and problems that they face. As a result, queries that in the past
could be resolved in a single telephone call often take several calls, plus correspondence, before they are
cleared up. An increase in staV answering telephones will not make the department more eYcient, if those
staV cannot deal adequately with the calls they pick up.

3.3 Relocation from London and the South-East

We wrote to our Branches and asked for comments on all the questions being posed by the Sub-
Committee. This question was one to which we received no responses, other than the general comments on
staV relocation. We conclude that there is no particular concern here.

4. Examine the impact on customer service of both the efficiency measures taken to date and those
measures yet to be implemented

4.1 This is an area in which our members have had most experience, as many of them deal with HMRC
on a day-to-day basis. As noted below, there has been, and is expected to be, a mixed bag of responses, with
some significant deterioration and some welcome improvements in customer service.
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4.2 Compliance burdens are increasing

Our members have reported back to us that HMRC’s eYciency program is a major problem for them and
their clients, and that, whilst it may be cost-eVective for the Treasury, taxpayers’ compliance burdens and
costs are increasing, in some cases significantly. One member who heads up a VAT team has informed us
that the average time incurred on registering a client for VAT has more than doubled over the last couple
of years, due to time necessarily incurred in contact with HMRC during registrations.

4.2.1 Concerns have been expressed by members as to the pressure that HMRC are under, which at times
appears to be excessive, to the point that service delivery is suVering. HMRC have a duty not only to collect
tax but also to provide an adequate service to those they come into contact with, whether taxpayers, tax
credit claimants or agents. We have received evidence from our members that the service previously
provided by HMRC has deteriorated.

4.2.2 We understand that, for some agents, especially those who deal with many small clients, the staYng
cost related to the time that their staV spend dealing with HMRC is one of their largest practice overheads,
and that this is increasing, as they have to cope with HMRC errors, a weak telephone service and what has
been described to us as “eVorts to raise revenue at any cost”. It is more significant for agents of smaller
clients, because each client still has to complete an annual tax return, however simple their aVairs. In
addition, the deterioration in service seems to be in the non-specialist tax oYces, with which agents with
smaller clients tend to deal. There is therefore a “double whammy” here for these agents and their clients.

4.3 Benefits of changes to processing of work

The drive for eYciency is bringing some benefits. HMRC have reviewed the way in which much of their
work is carried out, and have sought to use some modern working methods, such as the “Pacesetter
Programme” and “Lean Working”. Some positive changes have been noticed in the processing side of
HMRC. In the past, for example, tax returns were delivered to local oYces and processed in those oYces.
This often resulted in uneven workloads and backlogs throughout the UK, with some oYces at certain times
of the year processing returns and other mail swiftly, and others taking many months to process them.
Agents, in particular, found this frustrating when, for example, two related clients’ returns submitted at the
same time were processed many months apart. The centralisation of this work in dedicated processing
centres does seem to be reducing this particular problem, and giving rise to a more uniform response.

4.4 Delays in work

However, centralising work has also resulted in a depersonalisation of, and reduction in, the service. An
example of this is how HMRC deal with paper tax returns giving rise to a repayment. In earlier years, many
local oYces asked for such returns to be marked in red with the words “Repayment case”, and they would
endeavour to give these returns priority. However, we understand that such local practices may have been
dropped, with the result that some 2005–06 returns which included repayment claims, submitted to larger
processing centres, took almost three months to be processed in the autumn of 2006.

4.4.1 HMRC’s response to this problem is to have people file online. However, unrepresented taxpayers
with income possibly under the personal allowance, but outside the scope of HMRC’s free online filing
software (eg with small amounts of foreign or trust income), are precluded from using their software.

4.5 Cuts before eYciencies

Our impression is that jobs are being cut to meet Government targets before the eYciencies that might give
rise to surplus staV have been put into eVect. This “tail wagging the dog” approach gives rise to a significant
reduction in the quality of customer service in the short to medium term.

4.6 Telephone answering service deteriorating

Many of our members attempt to contact HMRC via telephone to deal with minor problems. Currently,
most calls go through to call centres, which we understand have been set up to reduce HMRC overheads.
An increasing number of these calls are answered by an automated message with words to the eVect of:
“Sorry we have been unable to answer your call. We are currently experiencing high call volume, and all
advisers are busy—please try again later”. This message can be received on repeated calls to HMRC oYces
at various times of day and on various days of the week, making it a lottery as to whether a call is successful.
It is unsatisfactory for taxpayers, and also for an agent who may need to make several, if not numerous,
calls to a single number throughout the week to speak to a person. One member has confirmed that she had
been trying in vain to call the Norfolk area tax oYce for over two weeks at diVerent times.

4.6.1 We appreciate that the flooding of the Bradford call centre, which handles calls from several areas,
caused huge problems for some weeks. However we would have expected an organisation of the size and
importance of HMRC to have had contingency plans in place.
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4.6.2 It has been suggested that agents should not be positively discriminated against by having access
to a better telephone answering service. However, members of the public tend to call HMRC only on rare
occasions. Agents often need to call several HMRC oYces every day on behalf of clients, and a poor service
is quite disruptive to their businesses. It also needs to be borne in mind that it is in HMRC’s interest to help
agents to file their tax returns quickly and eYciently.

4.6.3 This increases the costs of dealing with a simple problem, and agents either have to absorb these
costs themselves or justify passing them on to their clients. They often resort to writing letters over minor
matters which could more easily be resolved over the telephone; this is an added cost for their clients, and
results in additional work for HMRC, in that it takes longer to deal with a letter than to answer a telephone
call. Perhaps a better telephone service to agents could be part of a quid pro quo for working with HMRC
on areas such as practice assurance, which is being considered at the moment.

4.7 Agent priority numbers

In the past, many of the smaller area oYces had dedicated agent priority numbers which agents could call.
These tended to be answered reasonably quickly, and by staV who could usually deal with the query. Now
that much of this work has moved to call centres, the staV answering telephones often appear to have less
knowledge and experience than those with whom our members dealt in the recent past. This often means
that members have to explain in detail minor technical issues before the HMRC staV member understands
the issue, only to be informed that they need either to write in regarding the issue, or to wait for a more
senior/experienced member of staV to return the call, often days later.

4.8 Telephone pilots

We are aware that HMRC appreciate that their telephone answering service could be improved, although
we are uncertain if they appreciate how weak the service is across the country. A telephone pilot scheme is
being carried out in Manchester, with dedicated HMRC telephone numbers for agents to call. We hope that
this will give rise to some positive changes swiftly.

4.9 Rulings procedures

We understand that the possibility of obtaining rulings in respect of, for example, residence and domicile
cases is also likely to decrease. Although the Inland Revenue stopped providing a ruling on residence or
domicile some time ago where no tax was at stake, rulings could be obtained from the Inheritance Tax OYce
where a relevant transaction had occurred, and the domicile status aVected an individual’s Inheritance Tax
liability. However, we understand that where the tax at stake is not significant (a term that has not been
defined), HMRC might not provide a ruling in the future. This would leave taxpayers in an unenviable and
uncertain tax position. Taxpayers should have a right to certainty about their tax position and to be able
to plan transactions accordingly.

4.10 Online filing improving

There have been some positive points coming out of the development of HMRC’s online filing systems.
The drive to move taxpayers to file online, and reduce HMRC costs in processing paper returns moves
apace, with almost 2.9m 2005–06 personal self assessment returns successfully filed online by 31 January
2007 (compared to 1.9m returns for 2004–05). We understand that there were few capacity problems in
January 2007, one of the main peak times in terms of online filing, due to HMRC increasing the capacity
of their systems, having quite accurately forecast the increase in the level of filing. We have congratulated
HMRC on this achievement.

4.11 Benefits of consulting on online matters

In addition, as recommended by Lord Carter, HMRC are consulting extensively with software companies
and through Working Together—a collaborative group consisting of HMRC staV and representatives from
agents and their professional bodies, such as the CIOT—and, as a result, are making further improvements
to their online filing systems.

4.11.1 For example, in November 2006, after pressure from Working Together, HMRC added the
capability to send electronic attachments with tax returns. The full benefit of this should be seen over the
coming year, as taxpayers and their agents will be able to submit a greater proportion of returns online:
previously, many returns were posted in paper format because the agents wanted to attach a document, such
as a property valuation.

4.11.2 HMRC are also consulting through Working Together over the issue of online filing failures, to
try to increase the success rate of online filing. These measures should give rise to yet more cost savings for
HMRC, taxpayers and their agents, through an improved service. However, as with any IT system, the
investment comes before the eYciencies flow.
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4.12 Online problems—capacity for PAYE year end return filing

The drive towards increased eYciencies within HMRC includes mandating online filing for certain types
of returns and for certain classes of customers. Certain employers are mandated to file their year end PAYE
returns online between 6 April and 19 April. Agents who wish to file PAYE returns online for clients have
to submit an authorisation form to HMRC in advance; therefore, HMRC have a good idea of the number
of PAYE returns likely to be filed in this short period.

4.12.1 However, despite improvements to the infrastructure, we were surprised to hear HMRC advising
employers on the HMRC “Employers PAYE” podcast, now available on their website at http://
www.hmrc.gov.uk/podcasts/index.htm, that they “. . . might find it easier if they file their returns away from
the peak hours on working days”. In previous years, agents often found it impossible to file returns during
normal working hours, despite repeated attempts at diVerent times during the day, and in some cases had
to employ staV to deal with this work late at night when the system was accessible. Again, this is an example
of HMRC “eYciencies” being eVected by passing additional costs on to agents.

4.12.2 Another example of this is the recent issue of 2005–06 late PAYE return penalty notices over nine
months after the due date. As the penalty increases by £100 per month late, these were for £900. If HMRC
had been able to send these notices out within a month of the deadline, employers would have faced a penalty
of only £100, and might have been able to rectify the situation before higher penalties arose. In many cases,
the employers were not aware that a valid return had not been received by HMRC.

4.13 Shared Workspace

As a further means of minimising costs, HMRC are currently piloting the use of Shared Workspace in
some areas of their work. As virtual electronic rooms, they can be an eYcient way of keeping track of issues.
In some cases, this is proving to be a novel and eVective way for HMRC to communicate with taxpayers
and agents, on a variety of matters, such as reducing the time delays in sending and commenting on
documents. We welcome these eVorts to pilot new approaches to working with agents, taxpayers and their
representative bodies.

4.14 Consulting on improvements to compliance work

One of HMRC’s proposals to reduce costs and encourage a higher level of compliance was the
introduction of “new interventions”, as an alternative to formal and expensive enquiries, which could also
be proactive as opposed to reactive. The principle of these was welcomed, but we felt that the 2006 pilot was
poorly implemented. However, we are pleased to say that HMRC listened to the adverse comments made
and are currently consulting on this issue with a view to developing a new framework to take forward.

4.14.1 As part of the consultation process HMRC have also agreed to examine other areas of their
compliance work, improvements to which the professional bodies felt could benefit HMRC, taxpayers and
their agents. We see this as a positive step, after an inauspicious start.

4.15 Risk assessment

HMRC are also looking at ways of improving their risk assessment processes, and the possibility of
sharing these processes with the members of professional bodies, with the intention of improving
compliance, reducing the volume of full formal enquiries and more eYcient ways of working. We welcome
this collaborative work, which should have benefits for all.

4.16 Local Working Together

For many years, and formally since 1998, local Working Together groups have met throughout the
country to solve problems, usually of a tax administrative nature. Often these problems appear minor, but,
when multiplied by the number of clients in a tax practice, they can cause significant problems for an agent.
Due to HMRC staV relocations, departures and oYce closures, many of these local groups have folded or
struggled to keep active. As a result, local problems have not been solved as swiftly, to the disadvantage of
HMRC, taxpayers and agents. The CIOT welcomes the fact that HMRC head oYce has recently made a
commitment to Working Together, and is trying to help to reactivate these groups. However, it is another
symptom of how the eYciency cuts have had an impact on customer service.
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4.17 OYce closures

We welcome the drive to reduce unnecessary overheads where there is a surplus of accommodation. We
appreciate that the merger of the two previous legacy departments has provided opportunities to review the
property portfolio of HMRC.

4.17.1 Some of our members have expressed concern as to closures which could result in some towns
having an inadequate or non-existent HMRC presence. Dave Hartnett has provided some assurance that
no town which currently has an HMRC presence will cease to have a presence as a result of the HMRC
change programme. However, some of our members are concerned about closures that have already taken
place, and the level of service that will be provided in existing locations with a low proposed head count.

4.17.2 The demand for local oYces has, without doubt, decreased due to many taxpayers migrating to
online filing, more information being available on the HMRC website, use of telephones and, in some areas,
or with specific specialist tax oYces, the use of e-mail and Shared Workspace.

4.17.3 However, there is still a place for local tax oYces, especially for tax credit claimants and for
unrepresented taxpayers. This requirement does not need to be fulfilled by retaining large outdated oYces
in inconvenient locations, but could be satisfied by a more flexible combination of outlets, which could better
service those who need face-to-face contact with HMRC. Our recommendations in paragraph 7.10 below
include some suggestions in this area.

4.17.4 Whilst HMRC are consulting with staV and unions, they are not currently consulting with the very
people who use their service—taxpayers, tax credit claimants and agents. HMRC’s 2005–06 Annual Report
stated: “From December 2006 we will be consulting staV and stakeholders about the proposed changes to
our oYce network.” However, Dave Hartnett stated recently5 that there was no commitment to consult with
agents on this point. Open consultation over this could be more conducive to measured recommendations
that could give rise to yet more savings and avoid the ill-feeling created by the exclusion of users from the
consultation process.

4.17.5 Whereas commercial organisations may not always consult their customers when considering
oYce closures, their customers can move to another supplier. HMRC’s “customers” usually have no choice.

4.17.6 We feel that, in making decisions on closures, the wider issues for the economy as a whole should
be considered, and not just financial targets for HMRC. The impact should be considered not only on
HMRC and their staV, but also on taxpayers, tax credit claimants and agents. The impact on the elderly,
single parents and the environment of additional travelling, and the impact on agents having to absorb a
greater burden of work, should be considered. Our members in, for example, Derby and Chesterfield are
concerned that the current rationalisation will result in closures in their locations, with work moving to
Nottingham or SheYeld respectively. We understand that Derby and Nottingham, for example, are being
considered as a single unit, with the risk that Derby oYces may be closed. These places may look close on
a map, but public transport from outside one town or city to the outskirts of the other can be diYcult.
Historically, transport links are based around County towns, with links into them rather than between them.

4.17.7 Another concern with relocating work to larger centres is the loss of local knowledge within
HMRC. Local Inspectors used to know their area and local businesses, and many matters could be dealt
with eYciently as a result. Now that these links are being lost, agents find that they have to repeat
background to HMRC staV, which takes up additional time for both HMRC staV and agents. The Large
Business OYces are moving towards having an HMRC manager allocated to each large company; we can
appreciate that this would be diYcult for small taxpayers, but we would suggest that to allocate one HMRC
manager to each agent and area may help alleviate the increasing problem of lack of local knowledge.

4.18 Structure of HMRC enquiry centres

On arriving at many HMRC enquiry centres nowadays, one is greeted by a floorwalker, who directs
visitors to a telephone or computer. Only then, if you cannot solve your problem, can the receptionist be
spoken to. Often the result of that is to be oVered an appointment on a future date. Often it is not possible
to speak to someone immediately, even for minor queries. For such a large organisation to be unable to have
staV available during opening hours for people to drop in and ask questions—especially the elderly, disabled
or unrepresented—appears to be a weakness in customer service. Some visitors may have made a long
journey to reach the centre, as many local oYces have been closed down over the last 10 years.

4.19 Specialist oYces

Our members who deal with specialist oYces have commented on the generally continuing good standard
of service that they receive from these oYces. The HMRC Nottingham Trust OYce and the Inheritance Tax
OYce (formerly the Capital Taxes OYce), in particular, were commended. These oYces tend to be staVed
by well-trained specialists, and appear to be coping well with any eYciency targets set for them.

5 CIOT Branches Conference, March 2007.
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4.19.1 Large businesses tend to deal with specialist oYces and often have in-house tax teams or a
specialist agent acting for them. As a result of this, they do not seem to have been so adversely aVected to
date by any of the eYciency changes or job cuts. In fact, the introduction of one-to-one managers for large
businesses within the Large Business OYces is seen as a welcome proposal.

4.19.2 However, it is too soon after the Varney Review for agents and large companies to confirm
whether, overall, there has been a significant change in service, and it is considered that the Treasury Sub-
Committee should return to this topic in 12 months’ time to review developments.

4.20 Authorisation of agents

One oYce which comes in for repeated criticism is the Agent Authorisation Team. Agents continue to
have problems in having their authorisation forms for new clients processed by HMRC, despite assurances
from HMRC that there is little backlog and that at times additional staV have been relocated there. It can
take months for these forms to be processed—usually where a client is new to self-assessment, and therefore
has no Unique Tax Reference (UTR) set up (so that the process cannot be carried out online by the agent).
Until the paper forms are processed, HMRC refuse to speak to agents about a client, which exacerbates
problems.

4.21 Combined inspection visits

One item due to come on to the agenda following the merger which formed HMRC was to have combined
direct tax and VAT teams making visits to premises, instead of several staV making separate visits. However,
it appears that this is not working, and is not likely to work, whilst team leaders do not understand the
“other” tax. We are aware that HMRC head oYce is trying to address this issue, with revised training
programmes. However, knowing how long it takes to train a “generalist”, this could take some years to come
to fruition. StaV cuts in this area should not be made until the trained staV are available.

4.22 The Complaints Unit and the Adjudicator

We understand that these departments have a significant backlog of work, to the extent they are unable
to provide any timescale for responding to issues. It may be that the Complaints Unit and the Adjudicator’s
oYce are seriously under-staVed. We have been informed that complaints on tax credits to the Adjudicator
have been redirected to the very department about whom the complaint has been levied, to sift out and
return only those cases which the Tax Credit OYce felt were justified. Not only is this alarming as an example
of how a complaints system is being run, but it must surely indicate that something is going wrong with parts
of HMRC’s administration and service levels.

5. Assess the clarity and appropriateness of the specific targets which the Chancellor of the
Exchequer has set for his departments under the efficiency programme

5.1 The targets set for HMRC under the eYciency programme appear quite clear in their overall
approach, being specific annual savings in monetary terms, significant reductions in gross Full Time
Equivalent posts, redeployment of staV to frontline activities and relocation of posts out of London and the
Greater South East.

5.2 Whilst eYciency savings can, no doubt, be made through leaner working methods and disposing of
surplus property, we do have concerns over the targets for yet further reductions in staV, and the impact
this may have on services for an important public body. We believe that eYciencies with a maintained level
of service should have been made before any cuts.

5.3 Sir Peter Gershon, in his Review of Public Sector EYciency in 2004 (which was the driver for the
current EYciency and Change programmes), stated, when making his recommendations for eYciency
moves, that he had been mindful of the need to ensure that savings are not delivered at the expense of
impacting on service delivery.

5.4 The HMRC EYciency Technical Note which set out the proposed eYciency savings6 stated at Annex
A-1 that: “ . . . eYciencies will be monitored and assessed through the qualitative process of quarterly
performance reports between individual Directors and the Chairman, where assurance will be sought that
achievement of eYciencies is not to the detriment of the operational activity or quality of customer service”
(our emphasis).

5.5 Despite this, it has been inevitable that the rate of change within HMRC is having an eVect on
services, especially away from the specialist oYces. It is often agents, such as our members, who have to pick
up the pieces and bear the cost, which cannot always be passed on to their clients. Where costs are passed
on to clients, it is often small businesses and individuals that take the brunt of this.

6 Published at http://www.hmrc.gov.uk/psa/hmrc etn.pdf
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6. Consider the likely effects of the efficiency programme beyond 2008, including whether the
programme can be expected to create a “culture of efficiency” within the Chancellor of the
Exchequer’s departments.

6.1 One eVect of the changes appears to be the shifting of costs from HMRC to the private sector, and
especially to small and medium-sized businesses and their agents, as customer service levels fall.

6.2 Some significant improvements in service are taking place within certain parts of HMRC, and the
programme does appear to be contributing to a culture change. This includes wider consultation with agents
and their professional bodies on a number of issues, with the intention of building on good practices and
improving eYciencies. There are signs that this will increase further. We are aware that HMRC staV are
endeavouring to cope with the reductions in the number of posts. However, our experience indicates that
further job losses in some areas may give rise to a further deterioration of the service.

6.3 The relationship between agents out in the field and their clients on the one hand, and HMRC on the
other, appears to be weakening due to the frustration caused by the drop in service. Unless significant steps
are taken to improve the customer service provided by call centres and general tax oYces, we cannot
envisage this trend changing.

6.4 Property rationalisation could have an enormous positive eVect if carried out appropriately. Rather
than simply consider which oYces should shut, the consideration should be for what presence is required
in a 21st century world. This could be a combination of current oYces and some new ones, as set out in our
recommendations. However, if not carried out with full consultation of all stakeholders including taxpayers,
tax credit claimants and agents, (which is not currently happening), there is a risk that HMRC will not have
maximised cost reductions in the long run, will allow the service to deteriorate further and will push more
costs on to others in the economy.

7. Recommendations that we would like the sub-committee to consider including in its report

7.1 Simplify the tax system

A less complicated tax system would lead to fewer uncertainties and mistakes by all parties, so contact
between them would be reduced.

7.2 Openness regarding changes

We suggest that, where HMRC need to make cuts to meet Government targets, which result in additional
costs and work being passed on to agents, HMRC and Government should be open about this. Frank
statements as to changes to be made and the likely eVect of these would help agents explain to clients why
changes have to be made to their services.

7.3 A good telephone/email service

This should be provided by HMRC, manned by trained people who can deal with all levels of query and
eVect immediate resolution of problems. If that means a two-tier system for agents and the general public,
then so be it—a better telephone service to agents could be part of a quid pro quo for working with HMRC
on practice assurance. The service should aim to have:

— more calls answered by a human being,

— appointments for telephone calls with an adequately trained person, and

— calls able to be rerouted to an intelligent voicemail system.

7.4 HMRC should oVer a one-to-one relationship manager for each agent (more for larger firms). They
could act as a portal for queries. They may then develop some knowledge local to the area which they
manage.

7.5 HMRC should provide a good personal enquiry service to visitors. This should be provided at
accessible locations, especially for the unrepresented, who will not necessarily have the skills or the will to
use computers.

7.6 Increased recognition by HMRC of the role of agents as intermediaries in dealing with the aVairs of
taxpayers is required. Whilst Dave Hartnett has acknowledged their importance, this message does not seem
to be getting through to local oYces of HMRC. Steps need to be taken to improve relationships between
agents and HMRC. Whilst we acknowledge that not all agents are perfect, they have to cope with an
increasingly frustrating tax administration system.

7.7 Improved service to agents. HMRC should improve their service to agents, as they become more
reliant upon them. Online services for agents, such as access to clients’ PAYE accounts, should be
developed further.



3737801003 Page Type [E] 23-07-07 09:44:34 Pag Table: COENEW PPSysB Unit: PAG5

Ev 80 Treasury Committee: Evidence

7.8 Initiatives like Working Together should be re-invigorated. All parties should ensure that they do
work, recognising problems on all sides and suggesting improvements to the system in a manner that can
be made to work.

7.9 HMRC should continue to listen to agents and their representative bodies. Proper consultation at the
outset can give rise to better legislation and systems.

7.10 We recommend that HMRC consult on the rationalisation of their property portfolio. Often local
agents, taxpayers and tax credit claimants will know what their needs are—why not ask them? Some of our
branch members would be willing to be consulted. In some locations, it may be possible to replace several
large oYces, which are often on the outskirts of cities at inconvenient locations, with, say:

— one smaller oYce in a more suitable location, such as a high street or shopping mall;

— one smaller oYce in an out-of-town supermarket which has a bus service to it and a car park;

— a mobile oYce which tours smaller towns and cities—eg on market day; or

— closed circuit TV facilities in remote locations; these facilities to be used under an appointment
system to link taxpayers to HMRC tax staV in another more central location.

7.11 We suggest that the Treasury Sub-Committee should return to this whole area in 12 months’ time
to review developments to ensure that the steps now being put in place by HMRC do bring the hoped-for
benefits, and that customer service has not deteriorated further in many parts of the country.

April 2007

8. Appendix 1

8.1 The Chartered Institute of Taxation (CIOT) is a registered charity (number 1037771) and is the
leading professional body in the United Kingdom concerned solely with taxation. The CIOT deals with all
aspects of direct and indirect taxation. Its primary purpose is to promote education in and the study of the
administration and practice of taxation. One of its key aims is to achieve a better, more eYcient, tax system
for all aVected by it—taxpayers, advisers and the authorities. The CIOT’s comments and recommendations
on tax issues are made solely in order to achieve its aims: it is entirely apolitical in its work. The 14,000
members of the CIOT have the practising title of “Chartered Tax Adviser”.

8.2 The Institute was established in 1930 and received its Royal Charter in 1994. It enjoys a high
international standing in taxation aVairs and is a UK member body on the Confédération Fiscale
Européenne (CFE), the umbrella body for 150,000 tax advisers in Europe.

8.3 As part of its charitable activities, the CIOT also sponsors the Low Incomes Tax Reform Group
which works to improve and simplify the tax system so as to make it more responsive to the needs of those
who cannot aVord to pay for tax advice.

Memorandum submitted by the Statistics User Forum

1. The Statistics User Forum is concerned that the combined eVects of several simultaneous major
demands may be placing too heavy a burden on the OYce for National Statistics, with a consequent impact
on statistical output.

2. Demands for statistics from both government and non-government users continue to grow driven, for
example, by the desire for evidence-based decision making and performance measurement in both private
and public sectors, by continuing public interest in key social and economic issues, and by the growing desire
of individuals to find information relevant to their own lives (for example on schools and hospitals). At the
same time society and the economy continue to become more complex, flexible and individualistic, making
the task of measurement more challenging. It is, for example, agreed and has been noted by the Committee
that the 2011 census will be a larger and more complex task than the 2001 or 1991 censuses.

3. It is in this context that the ONS is carrying out a major modernisation programme, while preparing
also for the fundamental changes that will result from the legislation current before Parliament. All of these
developments would by themselves be suYciently challenging and complex for any organisation. Yet at the
same time the ONS is being asked to make £25 million of eYciency savings and a reduction of 700 in staV
numbers and cope with a major relocation programme which is resulting in the loss of many staV.

4. The substantial loss of expertise through the relocation of staV to Newport is a matter of considerable
concern to many users. We understand that for family and other reasons many staV have been unable or
unwilling to move from London to Newport and that reports suggest that recruiting adequate staV of
suYcient calibre and appropriate qualifications in Newport has proved diYcult. Statistical expertise, both
at professional and support level, is not a common commodity in the labour force and it seems obvious to
us that it would be diYcult to recruit large numbers of appropriately qualified people who can function
adequately without an extensive training period in a relatively small centre such as Newport.
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5. While not querying any individual decision we would caution that the combination of all these factors
could place an impossible burden on the ONS. Many users are worried that this could result in a
deterioration in statistical quality comparable to that of the Rayner period. Statistical programmes are long
term in nature and we note that this eVect of the Rayner programme did not become apparent for some time.

6. We note that the Statistics Commission has, on at least two occasions (November 2004 and February
2007) outlined these concerns in letters to the Financial Secretary. We trust that the Committee will probe
this issue.

Keith Dugmore
Jill Leyland
For the Statistics User Forum

April 2007

Memorandum submitted by the Association of Revenue and Customs (ARC), FDA

Executive Summary

1. ARC accepts that decisions around the allocation of resources to HMRC rest with Ministers.

2. However those resources have to be consistent with the demands placed upon the department and must
be applied to the task appropriately by the HMRC Board. ARC consistently seeks to work alongside the
departmental agenda believing that successful modernisation will secure the future of the department and
our members.

3. We believe that problems with structure, planning, control and engagement put at risk the success of
changes planned and could result in reducing tax collection, unfairness in the policing regime and customer
disappointment. We hope that the commitment to positive change that the HMRC board has made will be
supported properly going forward.

4. In particular, we welcome the fact that the reduction of around 10,000 full time equivalent (FTE) posts
to date has been achieved without compulsory redundancy. We welcome the renewable guarantee of no
compulsory redundancies that provides ARC with the confidence necessary to engage in many of the
changes suggested.

5. However we do have concerns that:

— the blinkered drive to achieve hard cash eYciency savings in the short term is at odds with the
longer term aims of the “Lyons” agenda to become less London centered;

— inadequate resources being allocated to “front line” compliance work together with a damaging
fragmentation of the customer experience caused by the variable approaches of 36 directorates;

— monitoring and reporting progress by 36 directorates, rather than by workstream, has meant that
directorates take their own decisions in isolation with no clearly visible commitment to the
corporate objectives. This, along with the disproportionate cuts in HR&L staYng, is itself
ineYcient, leads to duplication, undermines collaborative working and has a significant eVect on
business as usual, especially on eVective planning around local compliance staYng needs. This in
turn will eventually, we predict, adversely aVect yield and front line customer service;

— the unnecessary use of expensive consultants and interim directors ignores the skills already
available and results in extra expenses without knowledge transfer;

— the failure of HMRC (evidenced by staV surveys) to secure the enthusiastic support of its people
is threatening customer service and delivery of PSA/DSO targets; and

— cost considerations will undermine the quality of training and drive highly trained professionals
that are essential to the success of the department away from HMRC.

6. Whilst we have these concerns, we continue to believe that the ongoing agenda for change brings with
it opportunities and we will be happy to engage with the committee on our views. However, the most
important lesson, we feel, is that engagement with staV and unions over a clearly articulated corporate goal
that is sustainable is vital to build confidence in a process. As the trade union and Professional Association
for senior leaders in HMRC we have a positive contribution to make.

Who we are

7. The Association of Revenue and Customs (ARC) is both an independent trade union and the HMRC
section of the FDA, the trade union for senior managers and professionals in Public Service. ARC represents
around 2700 members in HMRC, both at grade 7 and above, and trainees in grade 7 entry schemes. In a
time of reducing numbers in HMRC and the Civil Service our membership (like that of the FDA) continues
to grow.
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What this note seeks to address

8. This note comprises the ARC evidence to the Treasury Sub- Committee inquiry into progress made
to date, by the Chancellor of the Exchequer’s departments, in implementing the Government’s eYciency
and relocation programmes. ARC evidence is restricted to HMRC where ARC has negotiating rights, and
excludes HMRC work on border control, as this is specifically outside the committee’s announced remit.

9. ARC accepts that decisions on the allocation and use of resources available to HMRC rests with
Ministers; however, without the goodwill of staV, including ARC members, who are senior leaders and
managers in the department, we do not believe that the programmes can be delivered in full.

10. We consistently seek to work with HMRC on the way forward, and we welcome the repeated
commitment to full and genuine consultation from HMRC. We have recently been disappointed at the time
taken by HMRC to agree a formal consultation process. Nevertheless, we continue to be optimistic and oVer
this evidence in the belief that positive engagement will deliver successful change.

11. Our perspective is partly led by the impact of the eYciency and relocation programmes on our
members, as the senior leaders and managers charged with its delivery. However, as a professional
association we are also keen to ensure that the shared vision of the government and HMRC is of a
department that is eYcient and fit for purpose, delivering continuous improvement in performance. We have
concerns, but we continue to believe that the ongoing agenda for change brings with it opportunities, and
we will be happy to engage with the committee on the points made in this note.

Analysis

12. Below we address the terms of reference directly, the broader issues are identified in the executive
summary.

Measuring progress on, and the overall eVects of, reductions in full-time equivalent posts and reallocations to
the front line, and relocation from London and the South-East

Avoiding Redundancy

13. Positive engagement has resulted in renewable assurances that compulsory redundancy will not be
necessary to achieve change. This has allowed ARC to develop progressive responses to proposed change
that would normally engender fear amongst members and not be supported. The reduction of around 10,000
FTE posts to date without redundancy is encouraging and the approach taken by “Workforce Change”
team in particular has given us some confidence that the “no redundancy” approach can be maintained for
some time yet, without detriment to meeting the eYciency targets. However the confidence that such an
approach should bring had been discounted by the silo approach to change displayed by the 36 directorates.
The old and trusted cultures of the Inland Revenue and Customs and Excise should be being replaced by
an HMRC culture. Instead the constant reinterpretation of newly negotiated safeguards for staV across 36
businesses is creating 36 cultures and is at least creating fear and confusion and at worst a complete distrust
of management.

Essential central support

14. We believe that it was a mistake to target the HR function for particularly severe staV reductions at
a time of such enormous changes both culturally and organisationally following the merger of the former
departments. The lack of HR support and the failure to engendered confidence amongst staV is leading to
increased instances of dissatisfaction that are compounded by an inability to deal with grievances within
HMRC’s own policy or the statutory procedures. Failures to resolve individual concerns, taken together
with the overall morale problems evidenced in the staV survey, demonstrate that the drive to merely cut cost
in the name of eYciency is a false economy.

15. The lack of a central HR function, and its relegation to “advice”, has led to diVerent approaches to
surplus and pre-surplus staV across the department. The confusion this causes aVects morale, harms
industrial relations and wastes resources.

Failure of internal competition

16. Whilst we welcome the empowerment of senior leaders, we think an unhealthily competitive approach
between directorates has been encouraged, not least by systems of pay and reward targeted at directorates
rather than contribution to the business as a whole. We think that there needs to be more central control
from an organised, and fully resourced, HR and Learning Directorate to encourage and develop
collaborative working and shared corporate values.
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17. It is particularly unfortunate that to date the trade unions, who do have a holistic view, have, on
occasion, been deliberately excluded from imputing into the decision-making process until after decisions
have been made and announced. At a time when very diYcult decisions have to be made and implemented
HMRC senior management would benefit from a more inclusive approach towards the Trades Unions who
represent the majority of staV in HMRC.

Consultants and Interim Directors

18. ARC is concerned with the numbers of consultants and interim directors who have been contracted
to help deliver change, at a time when capable civil servants, often in senior grades, are declared pre- surplus.
We agree that fresh views and expertise not currently available to the department can be provided via
consultants. Where it is decided to use expensive consultants and/or interim directors we feel that there
should be a robust, auditable, skills transfer process and a clear, and public, methodology in place to
measure added value.

Short term eYciency and the “Lyons” agenda.

19. ARC is supportive of the need to distribute quality work around the country that will provide good
service to customers and quality careers for our members. The thrust of the Lyons review is supported by
the urban centre model adopted by workforce change. ARC sees this as a basis for achieving the changes
sought by the department in relation to the “Lyons” agenda. Moving posts out of London without causing
mass redundancy, Crown move expenditure and an experience or skills deficit is not compatible with the
accelerated eYciency targets recently announced. We believe that cutting posts in such a short time scale
will result in added expenditure, a deterioration of service to the customer and eventually a reduced
contribution to the exchequer.

Impact on customer service of both the eYciency measures taken to date and those measures yet to be
implemented

Organisation

20. ARC feels that a major inhibitor to delivery is the insistence on 36 separate directorates, each taking
their own decisions. We see little evidence of central management and control; and where this is attempted
confusion reigns. To take one example, plans for Workforce Change are made centrally and then consulted
upon locally. Unfortunately, in the case of Peterborough, a decision was made by the business unit (the
Large Business Service) to close its oYce there—which rendered the estate proposals unworkable. There was
(and still is) no real certainty on who would (or will) take the eventual decision.

21. This particular decision appears to have been taken without concern for the “front line” customer
service. The LBS oYce in Peterborough is a high-performing oYce with good customer relations that will
need to be re-built the work is removed.

22. As a trade union we are also constantly frustrated that agreements at a national level are constantly
“re-interpreted” in individual directorates. This has happened (for example) around:

— use of temporary promotion;

— process for vacancy filling; and

— appraisal of performance.

23. Quite apart from the sheer waste of time and resource re-negotiating and/or discussing matters up to
36 times the “driver” is usually in the form of driving down terms and conditions. This has led to even lower
morale, as demonstrated in the HMRC staV survey. For specific example, the constant attempts to revisit
quotas on performance (an illogical concept that assumes a fixed % of staV under- or over-perform every
year) has cost the department dearly in wasted time and damaged morale, while further deteriorating
industrial relations. If staV are constantly focusing on these attacks they are not “serving customers”.

People Issues

24. As already argued, without the enthusiastic support of the people, delivery of customer service is
threatened. For our members, who themselves often feel isolated and uninformed, managing staV who are
feeling alienated makes life even more diYcult. We have already stated that we believe that there is a risk
to HMRC from disproportionate HR&L staV reductions. The results of HMRC 2006 staV survey provides
“solid” evidence with:

— Only one in five staV satisfied with HMRC.

— A decline in pride in HMRC and job satisfaction.

— StaV less likely to recommend HMRC as a good place to work.
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25. Vitally, only 10% of staV think that change is managed well in HMRC—so it is not just a “disgruntled
minority”. The poor view on managing change is shared by all staV and is borne out by the recent SCS
survey. In particular, the pressure to deliver eYciencies has already had a very substantial eVect on staV
engaged in delivering front line compliance. Local staV have left on an unplanned and ad hoc basis, through
a combination of early retirements, natural wastage and transfers to other businesses, accompanied for
many months by a policy of “no replacements”. Apart from the impact of restructuring, this has had a
significant eVect on business as usual—we are already seeing signs that predicted compliance yields will not
be achieved. We are aware that yield is at the end of a “pipeline” that can start months, or even years, before
we get the results.

26. As we represent approaching 2700 senior managers and professionals across all business areas in
HMRC, ARC has a good overview and is in a position to judge where these problems arise. Again, this
underlines the need to fully involve unions. HMRC, in the annual report, say they have “involved . . . .Trade
Unions in the development of our HR policies and processes”. This involvement has not been evident across
the piece. HMRC say that they want to connect with employees. However there is a conspicuous lack of
genuine engagement with the unions surrounding some of more controversial proposals. This has inhibited
ARC’s genuine desire to support and improve the process of change. Rather than confront diYcult issues
in an attempt to find solutions we believe the model has been to make pronouncements first and engage with
staV representatives only when convenient or compelled to do so by statute. Moreover, public statements
seem, at best, to co-incide with any communication with staV, and this cannot help staV confidence.

27. ARC has recently conducted its own survey of members with a nearly 40% response rate). Our
members—HMRC’s senior leaders and managers responsible for leading change—made it clear that they
feel that they need protection on basic issues from a trade union over and above any need for a Professional
Association to help the department improve professional performance. We believe this change in our
members’ needs is a reflection of the confusion over targets, constant re-organisation, inequitable reward
and poor support on people issues.

28. ARC wants to engage with HMRC to address the fears and concerns of our members. As well as being
a trade union we very much do want to take forward our role as a Professional Association, and re-engage
our members in that aspect of our work. If HMRC will not fully engage the only role we will be able to take
is that of opposing measures that appeal ill thought through and destined to fail, rather than working in
partnership to arrive at a sensible approach to delivering the vital role HMRC should provide.

Clarity and appropriateness of the specific targets under the eYciency programme

Clarity

29. The targets have always been clear, although the sudden announcement, in November 2006, of a
further 12,500 staV reduction from 2008–11 did nothing to encourage confidence in the process. The
apparent use of “unoYcial” briefing before the announcement was also unhelpful. And we now understand
that rather than spreading the target across the period, it is intended to increase the target from
12,500–16,000 by 2008. We have not been consulted regarding the appropriateness of the eYciency
reduction or how and where they are to be achieved. The feedback we have had from members suggests that
the plans seek too much too quickly. We also have to question why plans constantly change when a long term
funding cycle designed to provide space and certainty to facilitate change has been agreed. Our members ask
the question “have the plans been found to be wanting from the outset?”

Appropriateness

30. ARC has concerns that factors such as the growing weight attached to increasing yield, customer
focus, cost eVectiveness, speed of response and a closer relationship with large businesses, will detract from
issues of fairness, public confidence and regime integrity. We believe that not only must HMRC do the right
things; it must be seen by its customers to be doing the right things.

31. This is more than just creating a level playing field (eg so that non-compliant businesses do not get
an unfair competitive advantage over compliant ones). We should not focus on “low hanging fruit”, or work
that has the highest immediate yield: cost ratio; HMRC has to demonstrate a policing role across the whole
system. If we do not, and are not seen to be tackling issues across all regimes and customers, there is a real
danger that the credibility of our compliance activity will be undermined in the longer term.

32. Our interventions and responses must be consistent, eg if we prosecute low value tax credit fraud but
not high value corporate evasion we have to be able to justify this.
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The likely eVects of the eYciency programme beyond 2008, including whether the programme can be expected
to create a “culture of eYciency” within the Chancellor of the Exchequer’s departments.

Cyclical nature of results

33. ARC welcomes an ongoing “culture of eYciency”. Our members are proud of the work they do, and
value for money is high on their radar. However eYciency does sometimes require investment and it is our
fear that post 2008 ever tightening budgets and ever increasing targets will threaten that.

34. We will find out in 2008–11 whether the reductions in compliance staV in previous years have had an
impact on achieving targets. As these impacts take two to three years to “come to fruition” it is not possible
to judge outcomes “as they happen”. We are concerned that there may be an inappropriate “knee jerk”
reaction should it transpire that there is a failure to meet targets.

35. There is also the risk of losing established professionals as they move to the private sector, if the
negative impacts upon staV continue. In particular, the failure to have a centralised approach to career
development means that there is increased demoralisation (evidenced by the staV survey) arising from lack
of clarity on staYng levels. There is also an increasing, rather than decreasing, centralisation of very senior
non-technical posts in London. Those who do stay are vulnerable to “survivor syndrome”, expressed as
sickness and/or stress as a result. When our skilled people leave in this unplanned way, HMRC loses their
knowledge and experience forever, as HMRC does not have an embedded culture of knowledge transfer.

Senior Leadership & Professionalism

36. ARC supports the drive to build and strengthen the leadership cadre in HMRC. However, we are
concerned at an increasing tendency to external, fixed term, recruitment over all else and we fear that the
short term benefit (of reducing spending on developing internal talent) will leave HMRC paying inflated
salaries to external recruits, using more consultants, and losing undeveloped talent to the private sector .
We are not yet able to analyse the equality impacts of external recruitment but we are concerned that the
pay diVerentials created by external recruitment into senior grade may compound the glass ceiling eVect felt
by women.

37. We are particularly concerned at the impacts of a continuing “pure cost” led approach to training. By
way of example, HMRC is moving away from developing its own staV, towards a policy geared at attracting
graduates. This means that a further opportunity to address staYng is lost (if an internal candidate occupies
a new training post his or her old post is available to be considered as surplus) and there are increased costs
in entering the graduate “market”. This is not, however, to say that we do not fully support graduate
recruitment, as a vital tool for succession planning and an essential way to refresh our senior cadre. We need
a balanced approach.

38. We are also concerned that moves to rationalise the estate may lead to HMRC losing tax technical
trainees outside of London who were recruited on the basis that there would be a job at the appropriate
grade for them, in their training location, when they qualified. This group of staV are very demoralised as
a result of a lack of real investment in producing up-to-date training products, and constant reorganisation
that leaves their training schemes under threat, with the resultant uncertainty. If these trainees leave as a
consequence (and many have done so already) the cost of their training over four years is lost—some £1
million each.

Conclusion

39. The points we make in this evidence are centred upon staV morale, and the way that this has been
undermined in recent times. However we want to emphasise that all of this ties into customer service. We
need confident, happy, well trained staV, employed in the right numbers, and concentrated in the right areas,
to deliver on customer service at the front line.

40. ARC wants to engage on the points outlined in the executive summary. To do that we need a serious
commitment from HMRC to meaningful consultation. Specifically, we look forward to an early
consultation agreement and engagement with openness, transparency and trust.

41. We are confident that the newly appointed chairman Paul Gray is a leader who can move us forward
into that new relationship, and that together we can ensure that the HMRC which emerges out of the
eYciency and relocation programmes is one that is attractive to our members as “a great place to work”.
The alternative, of a combative approach to industrial relations, is one which we would find highly
regrettable, very sad and ultimately counter-productive for all.

April 2007
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Memorandum submitted by the Child Poverty Action Group

Introduction

1. CPAG welcomes the Treasury Select Committee’s inquiry into the eYciency programme. We have
concerns not only around Gershon but also around the pre-announced real terms cut in its spending
settlement for the next Comprehensive Spending Review period and we hope the Committee will consider
the future as well as the current programme.

2. Since the remit is restricted to the Chancellor’s departments we focus comments here on HM Revenue
and Custom’s administration of tax credits but we have related concerns over staV cuts in Department for
Work and Pensions managed programmes.

3. The inquiry comes shortly after the Committee’s evidence session with Dawn Primarolo MP on the
14th March. CPAG provided a written submission ahead of this inquiry which is included here again as an
appendix. This brief, prefacing, note draws out some key concerns from this evidence and raises some
questions we hope the Committee will be able to address.

The efficiency savings programme

4. CPAG recognises the Government’s need to be mindful of the public purse but since eYciency implies
the ability to save money without having a detrimental impact on service quality, the test for the Committee
to apply must be the extent to which there has (not) been a detrimental impact on claimants.

5. The National Audit OYce evaluation of the eYciency savings programme described the elements of
eYciency as being both cashable (with the same service costing less) and non-cashable (no cash saving but
a better service), at the same time as this emphasis is made on service quality, the way in which this quality
is being measured is much less clear, with the NAO reporting that:

Some quality measures are too high-level, or not suYciently linked to the changes made to provide
assurance that quality has been maintained.7

So though the NAO seem relatively confident about the numbers of posts reallocated or cut they oVer no
clear assurance that quality has not been aVected. Given the evidence we oVer here about service quality
per se, the Committee should be serious concerned by this finding: if Departments are to claim headcount
reductions or reallocations as eYciency savings they need simultaneously to demonstrate no detrimental
service impacts, we are unconvinced HM Customs and Revenue is currently able to eVectively do so.

6. We do not set out to causally link the problems outlined in this evidence with the eYciency savings
programme but rather to illustrate the range of issues which continue to cause problems. We accept that
there are other changes (around the tax credit reform process) happening at the same time which make it
diYcult to attribute causation. Nevertheless we continue to see evidence that the quality of service
experienced by tax credit recipients is inadequate. It may be diYcult to trace a direct line through to Gershon
but rather here we set out to provide evidence to the Committee of current concerns over performance which
(at the very least) will not have been helped by the Departmental cuts.

7. At the same time as expressing concerns over both the impacts of eYciency programme we recognise
there have been policy and administrative reform and investment (notably new call centre capacity to ease
the tax credit system) which are likely to have helped claimants.

8. There are a number of potential impacts which the savings programme could (in principle) be having,
both an absolute impact (worsening service) but also in the barriers that cuts may create for the ability of
HMRC in improving its service. We urge the Committee to investigate the impact of eYciency savings
programme in the terms of its impact on maintaining service quality and the extent to which it may act as
a drag anchor on the Department’s ability to improve is operation (such as more eVective segmentation of
claimants’ needs and the appropriate provision of face to face services where necessary).

Tax credit service quality

9. This brief section draws out key concerns that CPAG continues to have around the quality of service
received by tax credit claimants. Further specific detail is provided in the appendix.

10. The tax credit system faced major challenges in its first couple of years of operations, seriously
disadvantaging large numbers of those families it was intended to support. HM Customs and Revenue have
been going through a major change process with both policy and administrative reform. This reform is
crucial to support the welcome anti-poverty ambitions of the government.

7 National Audit OYce, The eYciency programme: a second review of progress, HC156–1, session 2006–07, 2007.
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11. Though the reform progress is (mostly) very welcome both policy and administrative reform has been
painfully slow, and there are outstanding concerns which have not been dealt with (for instance concerns
around the pause before recovery or the accessibility and availability of face to face advice) we are concerned
that HMRC’s ability to make these necessary changes in its operation may be being impaired by its need to
deliver eYciency savings.

12. In our February evidence we highlighted particular problems around communication which would be
well worth the Committee’s time investigating. In preparation of this submission we have collected further
feedback from several welfare rights organisations which reinforced many of the findings reproduced in the
appendix showing they remain relevant

13. In particular, in relation to the possible impacts which the eYciency savings programme might be
having, we suggest the Committee might inquire into the following:

— The ability of claimants and advisors to contact HMRC either via the helpline or post. We have
concerns around the ability to get through, delays in responding or on occasion HMRC not
responding to letters at all.

— Having contacted HMRC, the ability of helpline staV to eVectively deal with problems and to alter
records to reflect changes in circumstances.

— Ease of resolution of problems. We continue to hear examples of cases involving lots of people and
being slow and diYcult to resolve (including advisers, MP’s and the diVerent systems of customer
complaints). The quality of internal communication in HMRC, especially around debt collection
activities.

Key conclusions

14. We are pleased to see the Committee’s interest in the relation between ongoing problems in tax credit
administration and the eYciency savings process. We urge the Committee to reflect not only on Gershon
but on the implications of the future planned resource cuts on the capacity of HMRC to improve its delivery.

15. Though we use the term “eYciency” savings we remain unconvinced that there is suYcient eVective
measurement of service quality to judge these impacts.

16. HMRC continues to face significant challenges in its operation and a history of problems to deal with.
EYciency savings which either weaken its current service or its ability to make changes which would improve
this are concerning and worth the Committee’s attention.

17. We continue to hear significant problems particularly around communication (getting through,
receiving a response and an eVective action on a reported change) between claimants, advisors and HMRC.

APPENDIX

THE ADMINISTRATION OF TAX CREDITS, EVIDENCE SENT TO THE
TREASURY SELECT COMMITTEE, FEBRUARY 2007

Introduction

1. CPAG welcomes the Treasury Select Committee’s update inquiry on tax credits. Though our general
view is that things have improved we have significant ongoing concerns, detailed in this note.

2. Given the focus on administration this note avoids detailed discussion of policy, but there remain
policy issues around which we have concerns, notably the level of the tax credit (in line with policy to halve
and eradicate child poverty); the treatment of underpayments (we have concerns about these being “held
over” to year end, rather than paid once they are discovered); and around the role of the child care element
of working tax credit. Though we are supportive of the responsiveness of the current system, if significant
problems persist, the case for a return to a fixed award system may build.

In preparing this response CPAG has spoken with nine advice agencies from across the country, we use
examples given to us to detail some of the issues those advocates raised with us below. We are grateful to
those participating individuals. This survey is not intended to be representative but there are themes within
it which we raise for the Committee’s information in pursing its inquiry.

3. There are also a couple of general messages we would suggest for the Committee:

— We urge the Committee to use its update inquiry to call on HM Customs and Revenue (HMRC)
to conduct and publish more detailed qualitative and quantitative analysis of the impact of the
December 2005 announcements—most of these are now in place and it should be possible to begin
to analyse these.

— In the light of the evidence presented below on communications, we suggest the Committee should
investigate the impacts that the eYciency programme and the pre-announced HMRC three year
settlement (with its real term cut in resources) is having and may have on HMRC’s ability to
communicate with claimants.



3737801006 Page Type [E] 23-07-07 09:44:34 Pag Table: COENEW PPSysB Unit: PAG5

Ev 88 Treasury Committee: Evidence

— Third, the diYculties experienced by HMRC in November 2006 in implementing the automatic
limits on in-year recovery of overpayments demonstrated the continuing fragility of the IT system.
We are concerned the weakness of the system may prevent HMRC from making necessary policy
changes (for instance the pause on automatic recovery), and we urge the Committee to investigate
the long term future of the current IT system.

The appeals process

4. CPAG is very concerned about the way in which HMRC see its role in relation to the appeals process
(under section 54 of the Taxes Management Act 1970) in respect of the same (this is a specifically separate
issue from appeal rights in respect of overpayments). CPAG would like to see greater clarity about how the
decision is made as to whether or not something is an appeal; how the settlement process is operated; and
about how the legal ownership of appeals (by the Tribunals Service), is realised given HMRC administer
most of the process.

5. HMRC’s view appears to be that as appeals are made in the first instance to them, it is for HMRC to
determine whether the appeal is valid, and it is only what they consider to be valid appeals that are forwarded
to the Tribunals Service. Moreover, it seems that it is only valid appeals which cannot be settled that make
it to the Tribunals Service. CPAG were provided with statistics in early 2006 from HMRC which showed
that 94% of (valid) appeals were settled, and of those settled appeals in only 2% was the decision under
appeal overturned. We suggest the Committee asks for a breakdown from HMRC both of what proportion
of appeals are settled and what the financial outcomes of this are for claimants (for instance comparing those
who settle against those who go to Tribunal).

6. CPAG’s key concern about the above is that there is no independent oversight of HMRC’s decisions
as to the validity of an appeal or the settlement process, as it is only valid appeals which cannot be settled
that make it to the Tribunals Service and so are subject to that body’s independent oversight. A subsidiary
concern is that there is no clear, public guidance as to how the settlement process operates.

7. CPAG is getting significant feedback from the grassroots that in practice the appeals process is not
working at all adequately, and this is not just a concern of CPAG or the voluntary sector. The President
of Social Security and Child Support Appeals within the Tribunals Service—His Honour Judge Harris—
commented at a CPAG conference in September that he was concerned about tax credit appeals as he had
no idea what was happening with them.

8. It is CPAG’s view that all purported appeals should be lodged immediately by HMRC with the
Tribunals Service, so that any disputes about the validity of the appeal may be determined by that
independent body. Further, as a settlement takes the place of an appeal tribunal decision, it should be for
the Tribunals Service to decide whether the appeal has been properly settled so that it may be satisfied that
its jurisdiction has been properly removed.

The Social Security Advisory Committee

9. CPAG argues that the statutory basis of the Social Security Advisory Committee should be widened
to cover HMRC administered benefits and tax credits. We believe to do so would open the process of making
regulations to greater scrutiny and, in doing so, enable Social Security Advisory Committee (SSAC) to give
better advice to the HMRC.

10. Despite the recommendations of the House of Commons’ Work and Pensions Committee in its
January 2003 report8 and Professor Genn in her Quinquennial Review of the Social Security Advisory
Committee (SSAC)9 that SSAC’s statutory remit to independently scrutinise and advise on social security
regulations should be extended to HMRC administered benefits (covering tax credits, guardian’s allowance
and child benefit), and despite what would appear to have been assurances given to Parliament during the
passage of the Tax Credits Bill that advice and/or reports given to HMRC by SSAC in respect of HMRC
benefits regulations under a non-statutory role would be made publicly available10, HMRC has steadfastly
refused to put SSAC’s role on a statutory footing or disclose SSAC’s advice or reports on HMRC benefit
regulations. The non-statutory arrangement, under what is called a Memorandum of Understanding,
requires that any such advice or report remain confidential to SSAC and HMRC.

11. CPAG can identify no discernible or good reasons as to why this secrecy is necessary. The only
reasons so far put forward (in relation to a CPAG Freedom of Information request) are (a) that disclosing
SSAC advice would be likely to inhibit HMRC civil servants in being free and frank with SSAC and (b) that
the Minister is accountable to Parliament for the policy of keeping SSAC’s advice/reports confidential, and
disclosing these would undermine that accountability.

8 Work and Pensions Select Committee, 2003, “Social Security Advisory Committee”, House of Commons HC 296
9 Professor Hazel Genn, 2004, The report of the Quinguennial Review of the Social Security Advisory Committee, Cm 6189
10 Standing Committee A, 24 January 2002, Afternoon Session, Hansard Columns 261–265 and House of Lords, Third Reading

Debate, 20 June 2002, Hansard Columns 954–958.
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12. As to (a) CPAG cannot understand why HMRC civil servants would feel any more or less inhibited
than Department for Work and Pensions (DWP) oYcials, and SSAC’s advice/reports on DWP regulations
are required to be made publicly available. As to (b), the Treasury Select Committee’s enquiry into the
administration of tax credits could provide the opportunity for the Minister to be accountable to Parliament
(but this time on a correct factual basis).

Overpayments

13. Much was done within the December 2005 changes to improve the way in which recovery was dealt
with, and we welcome the implementation of many of these changes (and particularly the cap on in year
overpayment recovery rates). Alongside the need for adequate evaluation of the impact of these changes (for
instance around whether the percentage withdrawal rates are appropriate11), there are two key areas which
have not yet been addressed.

Pause before recovery

14. Applying an automatic pause (not only when a challenge has been made) between the discovery of
an overpayment we believe to be both in the interests of natural justice and a legal requirement of the scheme.

15. CPAG remains of the view that the tax credits legislative scheme requires that positive consideration
be given by HMRC as to whether it should recover an overpayment before any recovery action is taken.
Suspending recovery once a claimant gets in touch with HMRC to query recovery, whilst welcome, does
not meet this requirement.

16. We understand the Minister to have accepted the case for a pause (though she has not accepted the
legal case) but that this has been given a lower priority for HMRC than have other aspects of reform.
Though we do not wish other aspects of improvement to be downplayed it is of concern to us that little or
no progress appears to have been made on this front.

17. Most specifically, we have been unable to obtain a clear idea of when HMRC may introduce the
pause—we urge the Committee to call for a working timetable for the introduction of the pause. Without
such a concrete timetable positive statements about the need for such a pause may be no more than warm
words; and for as long as the pause is not introduced HMRC leaves itself open to legal challenge.

Right of appeal

18. Though a right of appeal exists for tax credit awards, it does not for overpayment recovery which
CPAG continues to find unsatisfactory. HMRC has drawn a parallel with DWP arguing that no right exists
but CPAG strongly contests the view that a parallel may be drawn with what happens with DWP
overpayments generated by oYcial error. This is because legally, in our view, such overpayments are simply
not recoverable at all. The only DWP overpayments which the DWP has a right to recover are those arising
because of claimant error—that is, where there has been a failure to disclose or misrepresentation by the
claimant (per section 71 Social Security Administration Act 1992)—and disputes about whether there has
been such claimant error do carry a right of appeal. There is no right of appeal needed in respect of any
other DWP overpayments (ie oYcial error overpayments) precisely because they are not recoverable (and
so legally cannot be recovered).

19. However with the tax credits statutory regime all overpayments are in law recoverable and the only
issue is the proper exercise of discretion by HMRC as to whether to eVect recovery on the facts of each case.
Any legal inhibition on recoverability of tax credit overpayments (to which a right of appeal could then
attach) can only be eVected by an amendment to the Tax Credits Act 2002, and it is of concern that HMRC
has made no progress at all on this.

20. Given the above, it is especially disappointing that progress on introducing a fast-track “right of
dispute” to the Adjudicator in respect of overpayments has been very slow indeed. CPAG is of the view that
such a dispute procedure would be very much second best to a statutory inhibition on automatic
recoverability coupled with a right of appeal in respect of that statutory test (as was the view of the
Committee in its May 2006 report), but as there seems to be little or no enthusiasm on the part of HMRC
for such a statutory test, it is the most obvious and immediate change which could be eVected to protect
claimants. However, no such arrangements are yet in place, and it is our understanding that it is only very
recently that any substantive discussions have been had by HMRC with the Adjudicator about introducing
such a fast-track dispute process: again we recommend the Committee investigate the timing of this measure.

11 CPAG, 2005 “First steps to tax credit reform”, available at http://www.cpag.org.uk/cro/Briefings/
First Steps to Reform Tax Credits.pdf lays out the logic.
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Communication

21. We do believe that communications have improved and we welcome the extra contact centre capacity
which has been brought on stream. Nevertheless the catalogue of diYculties we describe here indicate both
how terribly slow progress has been and what delivery challenges persist. This final section draws on a
telephone survey with advisors, we quote them here not to oVer specific solutions in each case, nor to claim
that these problems are being experienced across the system, but because they point up continuing issues of
concern. The problems reported straddle the change process HMRC has been going through (examples were
collected in January/February)—they should not be rejected as historic.

22. Advisers reported diYculties in communicating with HMRC, though it is diYcult to gauge the extent
of problems the frequency with which these are reported to us imply it would be worth the Committee
exploring HMRC’s process for handling call-backs, acknowledging and answering letters, as well as its
processes for dealing with authorisations to act on behalf of claimants.

23. Getting a response: we have had repeated examples and commentary from various agencies of not
having responses to queries and problems presented to the HMRC (both telephone and letter), or of this
being very slow and requiring chasing. In a particularly poor example (national organisation dealing with
disabled client group), no response was given and when this was pursued HMRC did not accept having
received correspondence even though some of this was registered post. Advocates expressed general
concerns of the speed of response from the HMRC, including raising the following issues: slow/ inadequate
processes to deal with, answer or acknowledge post or returning telephone calls.

24. Getting HMRC to update records: several examples have been reported to us of claimants reporting
either changes of circumstances, or wrong information on the award notice with no action being taken as
a result. For example, a West Midlands agency told us a claimant had alerted HMRC that it had recorded
the wrong income (£3,000 despite a full time job) but HMRC did not act on this, causing a large
overpayment to accrue. We had similar comments from the North West of England who added that the
problem was worsened by the continuing diYculty of claimants understanding of award notice information.

25. Repayment direct. Where claimants must repay direct, for example where an award has terminated
and an overpayment exists, though HMRC should take account of ability to pay, in practice there is no
publicly available clear guidance on how this discretion should be exercised. As a result some unreasonable
demands are made, as an example a London adviser reported a disabled woman claiming Incapacity Benefit
(around £70 per week) and under was pressured to repay more than she could aVord, she agreed to repay
an unrealistic sum, which she then was then unable to keep to (and HMRC then chased repeatedly for
payment).

26. Dealing with intermediaries: advocates reported problems with dealing with HMRC on behalf of
claimants. A national advice agency reported several letters of authority being written with the HMRC
continuing to report not having received these, a West Midlands agency noted that on the expiration of a
period of authorisation, HMRC had written directly to a claimant and having no response had closed the
case. Given that by the nature of the process an intermediary is needed when there is a question of claimants’
ability to deal with HMRC, it is unsurprising that writing direct yielded no result (the claimant may not
understand the letter or be frightened by it), and unacceptable that a non-response was not followed up in
this circumstance.

27. Helpline: as well as some problems in simply getting through (we assume this will have been improved
by the extra contact centre capacity, but it would be useful to confirm this), advisers report diYculty in
having reported changes of circumstances acted upon and claimants being passed between diVerent
members of staV. An adviser from the North West told us it was common for a claimant to report a change
and have to speak to more than one person, reporting that claimants were told diVerent things by diVerent
people. The adviser commented: “If staV do not know how can the customer be expected to know?”
Problems around the interpretation of complex legislation (notably around the disability element of the
Working Tax Credit) were quoted to us by a London adviser. A lack of understanding by staV around appeal
rights was reported by agencies in both the South East and North West of England, reinforcing the need for
(more) adequate staV training, alongside the call centre script.

28. The agency from the North West also reported, following problems with the helpline, that though a
claimant had the dates, times and names of the persons spoken to on the helpline, the Revenue claimed there
was no record of these conversations having taken place making it diYcult to prove what had occurred one
way or the other (making oYcial error diYcult to prove).

29. Award notices: though these have been improved to make them more comprehensible, advisors still
report problems claimants continuing to have problems understanding award notices. An agency in the
North West report the problem of wrong information on the award notice quoting examples of the wrong
income, working hours and childless people having children on the claim form. The award notice is diYcult
to understand and information is presented in a complex way, therefore claimants will not necessarily
identify mistakes.
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30. DiYculties in obtaining copies of award notices were reported by a London agency (these were needed
to demonstrate income for a Housing Benefit claim). The agency reported both delays (six weeks was
quoted) in obtaining a copy and, separately, of having to contact HMRC repeatedly to obtain copies and
these not turning up as promised.

31. Fraud: an agency in the North East of England reported a particularly worrying case to us of a
claimant whose details had been used fraudulently to claim tax credits and, on trying to claim Job Seekers
Allowance, the claimant was incorrectly turned down on the basis they were already in receipt of Working
Tax Credit. Though the compliance oYce put in place arrangements to deal with this problem once it was
understood, it left the claimant having no income whatsoever, with rent and council tax arrears and having
to travel over 40 miles to prove their identity.

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 causes, extent, nature and impact of poverty and strategies for its eradication and prevention; bring
about positive policy changes for families with children in poverty; and enable those eligible for income
maintenance to have access to their full entitlement. CPAG is a founder member of the campaign to End
Child Poverty.

April 2007

Memorandum submitted by the Institute of Chartered Accountants in England and Wales (ICAEW)

Who we are

1. The Institute of Chartered Accountants in England and Wales (“ICAEW”) is the largest accountancy
body in Europe, with more than 128,000 members. Three thousand new members qualify each year. The
prestigious qualifications oVered by the Institute are recognised around the world and allow members to
call themselves Chartered Accountants and to use the designatory letters ACA or FCA.

2. The Institute operates under a Royal Charter, working in the public interest. 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, including taxation.

3. The Tax Faculty is the focus for tax within the Institute. It is responsible for tax representations on
behalf of the Institute.

Executive summary

5. Whilst we welcome confirmation that Treasury oYcials use OYce of Government Commerce (OGC)
measures of service quality in assessing whether an eYciency saving has been made, we have the following
concerns:

— It is not clear what measures of service quality have been adopted, why they were adopted and
what have been the results.

— It is not clear to what extent a reduction in service standards will be acceptable in achieving
increased eYciency.

— The eYciency savings will have a year-on-year impact and the overall eVect is only likely to emerge
following detailed testing over an extended time period.

6. Recent ICAEW member research designed to measure the service levels our members are experiencing
in their dealings with HMRC has indicated a significant decline in HMRC Customer service levels, as
follows:

— There are particular problems with delays in receiving full answers to more complex technical
queries, which are masked by the statistics for overall postal response rates published by HMRC.
A rapid holding reply is helpful but is no substitute for a timely detailed reply.

— Simple processing requests, such as changes of address, have to be repeated in a large number of
cases. This wastes time for agents, their clients and, presumably, for HMRC staV.

— Telephone answer rates should be improved.

— Repayment claims should be handled more quickly. The R40 form should be available as an
online service.

— HMRC internal guidance is not always followed which is often because staV are not aware of
recent instructions.
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7. We remain concerned at the implementation of HMRC’s e-services on the ground. Major system
errors continue to occur which result in wasted time and costs and a lack of confidence in the services. This
hinders eVorts to improve the take-up of such services. HMRC’s e-services should be subject to oversight
by an independent body and services should only be introduced after thorough testing so as to ensure that
the services are “fit for purpose”.

General comments

8. The purpose of the inquiry is to examine progress made to date by the Chancellor of the Exchequer’s
departments in implementing the Government’s eYciency programme in so far as it aVects those
departments, and the eVect of the programme on each department’s levels of customer service.

9. Our written submission concentrates on a particular aspect of this inquiry, namely the eVect of the
eYciency programme on the levels of customer service provided by HM Revenue & Customs.

10. HMRC announced details of its Change Programme in November 2006. We welcome in principle the
Government’s aim to create world-class tax services through sustained investment and far-reaching reform.
We support also the Government’s drive to make public services more eYcient and therefore freeing up
resources for frontline services.

11. However, we are very concerned that these laudable aims are not being realised “on the ground”.
Whilst the overall aim is to deliver a more eYcient and eVective service to businesses and individuals, it
involves cutting 12,500 staV and dramatically reducing the number of sites from which HMRC operates to
save property costs by £30 million annually. There is therefore a clear danger that front-line service
standards will deteriorate.

12. We have already expressed concerns that this programme has led to a decline in customer service. We
have previously given evidence on HMRC’s service standards, most recently in a submission to the Treasury
Sub-Committee inquiry in January 2007 on the merger of the Inland Revenue and HM Customs & Excise,
and also in our submission on the 2007 Budget.

13. We are very concerned that the eVect of the eYciency programme is that the level of customer services
on the ground has deteriorated. We are concerned that far-reaching reforms are being made with staV
headcount being cut without the investment necessary to maintain (let alone improve) services. HMRC’s
local oYce structure has been dismantled but the new structures do not appear to provide adequate support
mechanisms. There is little doubt that this issue is the biggest single cause for concern among our members,
who represent the largest number of qualified tax advisers in the UK, many of whom deal with HMRC on
a very regular basis.

14. We note that following our earlier written submission, which suggested that the eYciency programme
in HM Revenue & Customs had led to a deterioration in the quality of service which HM Revenue &
Customs provided to its customers, the Sub-Committee asked Treasury oYcials whether the risk of
eYciency savings leading to lower quality services had materialised.

15. Their response was as follows:
“The answer to that must be no, because the precautions we have taken have been to include
measures of service quality as part of the assessment that is made when the OYce of Government
Commerce are assessing whether an eYciency saving has been made. So in order to know whether
an eYciency saving has been made rather than a service cut been delivered, that will be clear.”

16. The ICAEW does not believe that relying on OGC eYciency saving performance measures amounts
to appropriate measurements of customer service for businesses and their agents. We would like to work
with HMRC to develop ways to monitor customer service.

17. Whilst we welcome confirmation that Treasury oYcials include measures of service quality in
assessing whether an eYciency saving has been made, we do not find this response satisfactory on a number
of counts. Firstly, it is not clear what measures of service quality have been adopted, why they were adopted
and what have been the results. Secondly, it is not clear to what extent a reduction in service standards will
be acceptable in achieving increased eYciency. Third, the eYciency savings will have a year-on-year impact
and the overall eVect is only likely to emerge following detailed testing over an extended time period.

18. For all of these reasons, we are unable to accept the assurances that have been provided. We are
disappointed that such an important assessment has not, as far as we are aware, been discussed with the
professional bodies, who are the single largest users of the tax system. We believe it is essential that any
measurement of service standards requires independent oversight and scrutiny.

ICAEW member research into HMRC’s service standards

19. In view of the critical importance of this issue, and the fact that we appear to have a rather diVerent
view of HMRC’s service standards to the Treasury oYcials who gave evidence to you, we decided to
undertake some research into the issue ourselves. In view of the tight time-frame for comments, at this stage
the survey has necessarily been limited in scope and is still ongoing. Once final details of the survey have
analysed, then we will provide furthe details.
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20. Brief details of the survey methodology are set out in the Appendix. The survey covered HMRC’s
telephone services, postal services, repayment processing and HMRC’s overall service standards. Overall
there was very poor knowledge amongst respondents about the detail of HMRC’s reorganisation and 88%
felt strongly that it had not improved their relationship with agents. 67% felt that the reorganisation has not
improved the service HMRC provides to taxpayers, with only 4% feeling that it had improved.

Telephone services

21. The results of our survey indicated that most agents used the telephone infrequently when dealing
with complex client queries, with 43% using it less than once a week and 27% making between one and five
calls each week.

22. When using the HMRC Agent Priority Telephone line, the majority of calls were answered within
two minutes, although 49% took between 30 seconds and two minutes. This seems rather longer than most
businesses would keep their customers waiting. Further, 10% of our respondents reported that it took them
more than one attempt to connect. As the priority lines allow agents to move to the top of the telephone
queue, we wonder how long an ordinary member of the public must wait before having their call answered?

Post services

23. An initial response to postal correspondence is usually received reasonably quickly, with 61%
receiving a reply within one month and a further 29% within three months. We understand that these
statistics are, however, lower than those produced by HMRC’s own internal monitoring procedures and are
considerably below the targets suggested in the HMRC Annual Report 2005–06, page 49 (available at http://
customs.hmrc.gov.uk/channelsPortalWebApp/channelsPortalWebApp.portal? nfpb%true&
pageLabel%pageLibrary ShowContent&id%HMCE PROD1 026500&propertyType%document).

24. Of more concern is the time taken to achieve a full reply to queries. 18% were dealt with within one
month, a further 49% took between one and three months to resolve, 15% took between three and six months
and 5% more than six months. These delays create problems for business and create tensions between our
members and their clients. Furthermore, each time that an agent has to refamiliarise himself with the details
of the particular problem, time and costs are multiplied and these are not always recoverable.

25. 65% of respondents write less than five letters a week on more complex problems, however, 12% write
between five and ten. The level of technical knowledge of HMRC staV responding to these letters appears
to vary enormously. Clearly the standard of response will vary depending on the individual and the nature
of the query, but adequate training is critical. Better trained staV, nominated staV having ownership of
problems and a technical enquiry line were all indicated by our survey respondents as key to a better service.

Repayment processing

26. Repayments of tax following submission of hard copy tax returns should be processed more quickly.
42% of respondents reported clients waiting for more than one month and 16% reported waiting for more
than three months. Where a Form R40 is used (which will be used in cases where a tax return is not issued),
the figures dropped to 26% and 4% respectively. As there is no facility for this to be filed online, which would
speed up repayments considerably, these delays are too long, particularly as this form is used by many people
on lower incomes.

HMRC’s overall service standards

27. When we asked respondents their opinion as to how HMRC’s service standards had changed in the
past year, 44% of respondents felt that standards had fallen, 45% felt that they had remained broadly the
same, and only 11% felt that they had improved.

28. When asked how often a simple request for a straightforward data change such as amending a client’s
name or address was actioned at the first request, 27% said that of their last 10 requests, up to five had to be
repeated at least once. This is a particularly disturbing statistic which we will expand after further analysis.

Recommendations

29. Our recommendations are set out below:

— If customer services are to be improved, there needs to be greater transparency about HMRC’s
reorganisation and restructuring and clear plans as to how existing services will be maintained in
the short-term and improved in the long-term.

— This process needs input from tax professionals and its customers. Whilst returning to the former
“district” structure may no longer be possible, more needs to be done to improve local dialogue
and accountability.
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— We know that HMRC is aware of many of the problems and is working on a number of initiatives
to improve matters, for example by nominated staV “owning” particular issues and by the
nomination of named staV as a contact point for tax agents, but this needs to be translated into
sustained action on the ground and a willingness to work more closely with agents.

— We are concerned that HMRC are being stretched too far, and that it is unrealistic to impose year-
on-year reductions in HMRC’s budget and head-count and expect services to be maintained in the
short term, let alone improved in the medium to longer term. A year-on-year budget reduction of
5% is unlikely to reflect the lead-time necessary for investment in new technology to lead to cost
savings. A commitment to savings in the medium-term would focus attention on the necessary
investment required to feed through to improvements rather than short-term cost-cutting.

— Adequate training is expensive. Reducing HMRC’s budget should not be allowed to have an
adverse impact on staV skills.

HMRC—information technology, the website and e-services

30. We remain concerned about a number of aspects of HMRC’s e-services. A recent survey by the
Working Together E Group found that accountants in practice are broadly enthusiastic about moving to
e-compliance but still lack confidence in HMRC’s IT systems. A significant number said that their lack of
confidence was such that they would not recommend clients to pay their taxes electronically.

31. We have welcomed HMRC’s progress in resolving many of the issues raised through this group,
particularly the more open and eVective consultation that has taken place since Lord Carter’s report was
published. We are committed to working with HMRC to facilitate the delivery of IT systems that reflect the
needs of agents and taxpayers and are fit for purpose when launched.

32. Whilst discussions at a senior level have achieved changes in policy, there remains the problem of
implementation at ground level. We continue to receive feedback from our members regarding software
related problems which result in considerable amounts of wasted time to resolve and which severely strain
relationships with their clients, as set out in the following examples.

PAYE notices of coding

33. The accuracy of PAYE notices of coding has a critical eVect on the cash flow of the majority of UK
taxpayers. There are two sources of problem. The first is caused where HMRC use the PAYE system to
collect tax on income other than earnings. This can be used very eVectively in relation to small amounts of
investment income such as a modest amount of bank interest. However, the practice has been extended in the
past couple of years to collect tax on rental income and other much larger sources of dividend and interest.

34. HMRC issue guidelines to their staV, indicating where this is not appropriate, yet this year we have
again had complaints from members that tax on thousands of pounds of rental income has been appearing
on clients’ notices of coding. This practice causes considerable amounts of wasted time to resolve.

Internal HMRC guidance not always followed in practice

35. In the illustration above, it is clear that whilst HMRC guidelines are being issued at a senior level,
they are not always followed lower down. We have had reports of this in other areas, such as in relation to
using the new Employment Status Indicator tool on the HMRC website, prioritising repayment claims
under the ITSA system and in relation to tax credits. These are all quite separate areas of the tax system
and we appreciate the diYculties involved in keeping staV fully informed on ever changing topics. However,
accurate information, thorough training and up to date knowledge of internal guidelines and working
practice are essential if the system is to function eYciently.

Year end payroll problems for employers

36. There were considerable delays in sending out penalty notices for apparent non receipt of 2005–06
P35 year end payroll returns. This has resulted in many employers and their agents receiving £900 penalty
notices during the past few weeks. Where a penalty accrues at the rate of £100 per month, it is vital that any
penalty notices are issued as soon as possible. The reason for the delay in issuing notices was attributed to
a desire by HMRC to avoid a repeat of the 2004–05 debacle where incorrect penalties were levied, but this
is exactly what appears to have happened in many cases. Due to software confusion, many employers
believed that their forms had been filed and they are now appealing against the notices. Better service from
HMRC would have identified the problem earlier so that where penalties are genuinely due, they would have
been issued earlier and consequently been considerably less. Further, where penalties were not due, then no
penalty notices should have been issued.



3737801007 Page Type [O] 23-07-07 09:44:34 Pag Table: COENEW PPSysB Unit: PAG5

Treasury Committee: Evidence Ev 95

Recommendations:

37. Our recommendations are set out below:

— HMRC’s IT strategy needs to be published and progress monitored by an independent body (we
have recommended previously that it should modelled on the ETAAC in the USA).

— We fully endorse Lord Carter’s recommendation that systems should only be launched when they
have been fully tested and confirmed to be fit for purpose and believe that this principle must be
adhered to if the mistakes of the past are not to be repeated. Problems such as those identified in
paragraph 35 above should not keep recurring.

— Barriers to take-up have often not been properly understood. EVective engagement with
stakeholders provides the opportunity to avoid this occurring in future.

— Experience in other tax administrations suggests that there is considerable scope for further
enhancement of e-services. Further electronic services should include an electronic R40 repayment
claim and pre-population of tax returns.

— HMRC needs to make greater use of email.

April 2007

APPENDIX

ICAEW MEMBER RESEARCH INTO HMRC INCOME TAX SELF ASSESSMENT PROCESSING
AND SERVICE STANDARDS

Background

There is a concern from the ICAEW membership that there has been a substantial fall in the level of
service provided by HMRC in its income tax self assessment processing. There is concern that the ambitious
cost-cutting proposals, and consequent reductions in staV numbers at HMRC, are resulting in far-reaching
reform now without the level of investment necessarily needed to improve services.

The result is that, on the ground, services have deteriorated with the closure of local oYces and the
increased reliance on call centres. HMRC’s local support structure has been dismantled but no mechanisms
have been put in place to replace it, let alone lead to improvements. These developments have led to
considerable frustrations for taxpayers and their agents and advisers, and are probably the largest single
cause for complaints that we receive.

Our aim is to influence policy decisions which counter the service experiences which our members and the
taxpayer in general have been experiencing.

Research Objectives

Research is required to support our representations to HMRC & Treasury Select Committee in relation
to Government’s drive for eYciencies within the tax service and in particular to:

— Establish service levels experienced by chartered accountants who have been in contact with
HMRC recently.

— Probe whether there has been any change in service received during recent contact with HMRC,
and the nature of this change.

— Investigate chartered accountants’ attitudes to their interactions with HMRC, in particular where
improvement opportunities are believed to exist and what potential remedies would be favoured.

Approach

We could have chosen large business oYce, corporation tax self-assessment or payroll processing PAYE
centres for the focus of this research as they are all HMRC services aVecting our members. However, we
decided to focus on the issue that is likely to impact on a wider number of more vulnerable businesses that
will feel a greater impact from delays and ineYciencies.

Income tax self assessment is also a staple job of many of our members in the SME sector.

Key areas for questioning would be:

1. Speed of processing.

2. Accuracy of processing.

3. Replies to correspondence.

4. Including- Call Centres, speed of repayments.
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A one on nth sample of 10,000 members who had indicated on their annual return that they worked in
tax was emailed on Friday 13th April 2007 with a link to the online survey.

The sample included members in smaller practices and sole practitioners, including regional oYces of
larger firms.

ICAEW Tax Faculty survey into HMRC customer service standards

Introduction

Welcome to this ICAEW survey designed to measure the service levels our members are experiencing in
their dealings with HMRC. It should take about 10 minutes to complete. Responses from all members will
be collated and the findings used to help ICAEW and the ICAEW Tax Faculty influence the development
of HMRC’s service standards.

Q1. Are you completing this survey individually or on behalf of your firm?

Individually

On behalf of my firm

About you

Q2. Which of these professional qualifications do you hold? (Please indicate all that apply)

ACA

FCA

AAT

ACAI

ACCA

CA

CIMA

CIPFA

CTA

ATT

STEP

HM Inspector of Taxes

Solicitor

Other (Write in)

None

Q3. Which of the following best describes the organisation you work in?

Big 4 Practice

Tax Consultancy

Medium-sized international practice

National/Regional practice

Legal practice

Sole practitioner

Small firm

Industry/commerce

Other (PLEASE SAY WHAT)

Q4a. How many current SA return clients does your firm have?

Less than 10

11–50

51–100

101–250

251–500
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501–1,000

1,001–2,000

2,001–5,000

Over 5,000

Don’t know/ Can’t say

Q4b. How many ITSA returns do you personally work on in an average year?

Less than 10

11–50

51–100

Over 100

Don’t know/ Can’t say

HMRC Service Standards

Q5. Taking everything into account, in your experience has the overall standard of service received by you and
your firm from HMRC . . . . . .

improved in the past year?

remained broadly the same?

deteriorated?

Dealing with HMRC by Telephone

Now some questions about your recent experiences in dealing with HMRC by telephone

Q6. How many telephone calls on average do you make each week to HMRC in relation to more complex client
technical queries?

Less than 1

1–5

5–10

More than 10

None/Never deal with HMRC personally by telephone—

Varies/ Depends on time of year

Don’t know/ Can’t say

Q7. Thinking about the technical knowledge of HMRC staV who take these calls, would you say this is:

ALWAYS suYcient to resolve your enquiry eYciently

USUALLY suYcient to resolve your enquiry eYciently

RARELY suYcient to resolve your enquiry eYciently

NEVER suYcient to resolve your enquiry eYciently

Varies/ Depends on individual

Don’t know/ Can’t say

Q8. Thinking about the last 10 times you called HMRC with a telephone enquiry, how many times was your
query resolved to your satisfaction within the first call?

None

1–2

3–5

6–7

8–9

All 10

Don’t know/ Can’t say
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Q9. Thinking about the last 10 times you made a telephone request to HMRC for a straightforward data
change such as amending a client’s name or address, how many were actioned at the first request?

None

1–2

3–5

6–7

8–9

All 10

Don’t know/ Can’t say

Q10a. Are you aware the HMRC has introduced a facility—Agent Priority Telephone Lines—so agents can
get through to the HMRC Taxes Contact Centres more quickly?

Yes

No

Q10b. Have you ever called the HMRC Taxes Contact Centre using an Agent Priority Telephone Line?

Yes

No

Q11. The last time you called an HMRC Agent Priority Telephone Line, how long did it take until you got
through to an agent?

Less than 30 seconds

30 seconds to 2 minutes

More than 2 minutes

Usually takes more than one attempt to connect

Don’t know/ Can’t say

Dealing with HMRC by Post

Now some questions about your recent experiences in dealing with HMRC by post

Q12. How many letters on average do you personally write each week to HMRC in relation to more complex
client technical queries?

Less than 5

5–10

10–20

More than 20

None/Never deal with HMRC in writing/ by post

Varies/ Depends on time of year

Don’t know/ Can’t say

Q13. Thinking about the technical knowledge of HMRC staV who deal with these letters, would you say this is:

ALWAYS suYcient to resolve your enquiry eYciently

USUALLY suYcient to resolve your enquiry eYciently

RARELY suYcient to resolve your enquiry eYciently

NEVER suYcient to resolve your enquiry eYciently

Varies/ Depends on individual

Don’t know/ Can’t say
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Q14a. Thinking about the last time you contacted HMRC in writing, how long did it take to receive an initial
acknowledgement of receipt of your letter?

Less than 1 week

7–14 days

14 days to 1 month

1 month to 3 months

3 months to 6 months

More than 6 months

Don’t know/ Can’t say

Q14b. and how long did it take IN TOTAL until your enquiry was answered in full, ie from sending your letter
to receiving a full answer to your query?

Less than 1 week

7–14 days

14 days to 1 month

1 month to 3 months

3 months to 6 months

More than 6 months

Don’t know/ Can’t say

Q15. Thinking about the last 10 times you made a written request to HMRC for a straightforward data change
such as amending a client’s name or address, how many were actioned at the first request?

None

1–2

3–5

6–7

8–9

All 10

Don’t know/ Can’t say

Repayment processing

Now some questions about your recent experiences with regards to receipt of repayments from HMRC.

Q16. Typically, how quickly have repayments been received recently following submission of a hard copy
tax return?

Within 7 days

8–14 days

14 days to 1 month

More than 1 month

More than 3 months

Varies/ Depends on time of year

Don’t know/ Can’t say

Q17. Typically, how quickly are repayments received recently following submission of a R40 repayment claim?

Within 7 days

8–14 days

14 days to 1 month

More than 1 month

More than 3 months

Varies/ Depends on time of year

Don’t know/ Can’t say
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Q18. Typically, how quickly are repayments received recently following submission of an electronic tax return?

Within 7 days

8–14 days

14 days to 1 month

More than 1 month

More than 3 months

Varies/ Depends on time of year

Don’t know/ Can’t say

HMRC’s Reorganisation

Last November HMRC announced details of a plan to reorganise service delivery on a national basis with
the aim of delivering a more eYcient and eVective service to businesses and individuals as well as saving
costs.

Q19. How well informed do you feel personally about this reorganisation of HMRC

Very well informed

Fairly well informed

Fairly poorly informed

Very poorly informed

Don’t know/ Can’t say

Q20. How strongly do you agree or disagree with the following statements about the HMRC reorganisation?

The reorganisation has improved the service HMRC provides to taxpayers

The reorganisation has improved the service HMRC provides to agents

The reorganisation has improved HMRC’s overall relationship with agents

I have had opportunity to give my opinion and view on HMRC’s reorganisation

I feel my opinion/views on the reorganisation have been taken into consideration by HMRC

HMRC’s centralisation has gone too far

The lack of local HMRC oYces and contacts makes it harder for me to do my job

Q21. Here are a list of possibly actions which HMRC could implement to improve overall service standards.
Which do you believe will have the greatest positive impact on your personal experience of dealing with HMRC?
and which would be the next most eVective action to improve service standards? and which would be the next
most eVective action?

Improved electronic systems and support

Improved telephone support

More accurate processing

Better response times

More local staV

Better trained staV

Nominated staV having ownership of problems

Agent/client relationship managers

E-mail access to HMRC

Technical enquiry line

Your Time and Costs dealing with HMRC service problems

Q22. How many hours have you personally spent dealing with HMRC errors during the past month? Please
give your best estimate.

None

Less than 5 hours

6–10 hours
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11–20 hours

21–30 hours

More than 30 hours

Don’t know/ Can’t say

Q23. Compared with 12 months ago, has the amount of time you typically spend dealing with HMRC errors
. . . ..

Increased significantly

Increased marginally

Remained broadly the same

Decreased marginally

Decreased significantly

Don’t know/ Can’t say

Q24. What proportion of the time you spend dealing with HMRC errors, if any, would you expect to pass on
to clients in increased fees or charges?

Nil because I absorb all the extra costs

1–25%

26–50%

51–75%

76–100%

Don’t know/ Can’t say

Final Comments

Q25. Please use the space below to provide any other feedback you have on HMRC Customer Service
standards?

Thank you for taking the time to participate in this survey.

Memorandum submitted by the Treasury Group, the OYce for National Statistics and Government
Actuary’s Department

Executive Summary

1. This Memorandum is in response to the Treasury Sub-Committee’s invitation of 6 March to provide
written evidence for the inquiry into the eYciency programme in the Chancellor’s Departments. It covers
the Treasury Group (HM Treasury, the OYce of Government Commerce and Debt Management OYce),
the OYce for National Statistics (ONS) and Government Actuary’s Department (GAD). A separate
Memorandum is being submitted on behalf of HM Revenue and Customs (HMRC).

2. All the Chancellor’s Departments covered by this Memorandum have made very good progress
against their 2004 Spending Review eYciency targets. By end December 2006 GAD had already exceeded
its 2007–08 eYciency target, while the Treasury Group and ONS had achieved between 83–90% of their
eYciency savings targets respectively. ONS and the Treasury Group are also on course to deliver their
headcount targets by 31 March 2008. On relocations, the Treasury Group has exceeded its target.

3. The Treasury Group’s approach to its eYciency programme has been one of re-designing and
rationalising internal processes and structures. The majority of the Group’s savings have been made by core
Treasury policy teams (£8 million) and have been achieved through real terms savings in pay and non-pay
costs. The other organisations that make up the Treasury Group have also played a key role. The OYce of
Government Commerce has achieved £3.5 million of savings, through a mixture of improvements to
Corporate Services, Procurement and Productive time. While OGCbuying.solutions have achieved £1.6
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million of savings, and expect to meet their overall contribution to the target, £1.8 million, by end April
2007—these savings have principally been made through improvements to procurement. The Debt
Management OYce has fully delivered its £1 million contribution to the overall target through centralising
some business activities and securing better value for money in procurement.

4. In addition, a Group Shared Services programme has also been established that is combining key
corporate services across the Treasury Group including Information Services, Human Resources, Finance
and Procurement, Estates, and Internal Audit. These changes commenced as part of the Spending Review
2004 (SR2004) eYciency programme, but will continue to deliver savings across the Comprehensive
Spending Review (CSR) 2007 period (2008–09 to 2010–11).

5. The majority of ONS’ eYciencies achieved to date has come from improvements in statistical outputs
achieved through several improvement projects. Cash eYciencies have also been derived from a wide range
of initiatives aimed at removing obsolete tools, systems and processes and restructuring its business, both
organisationally and geographically. GAD’s eYciencies have arisen largely through improved procurement
and by providing shared services to its sub-tenants.

6. EYciency is not about making cuts or reductions in the quality of customer service. All initiatives
conducted as part of the eYciency programme have been assessed to ensure the quality of the outputs and
services have been maintained or improved and are fit for purpose. These are scrutinised against the
guidelines issued by OGC. The programme is designed not only to achieve the savings set under the 2004
Spending Review, but also to continue to build on those savings during the Comprehensive Spending
Review period and beyond as part of the Government’s commitment to maximising eYciency within the
public sector and reducing administration costs.

7. Managers and staV are aware of these changes and the benefits they are intended to deliver. However,
it is recognised that staV need support through this period of change. That is why extensive and regular
communication with staV has been undertaken—being open and honest with people and engaging people
in the process. This has included early and eVective engagement with the Trade Unions.

Progress against EYciency Programme Targets—Overview

8. The departments covered by this memorandum were set stretching targets building on the eYciency
measures introduced since 1997 and based on the evidence gathered by Sir Peter Gershon’s review of public
sector eYciency on the scope for further savings. Each department has set out the precise measures and
methodologies that they are using to assess eYciency gains as described in the EYciency Technical Notes
(ETNs), published on departmental websites.

9. The table below summarises progress to December 2006 by each department against their eYciency,
workforce reduction and relocation targets.

EYciency Savings Workforce Relocations from
(£m) Reductions (Full London and the

Time Equivalents) South East
Progress Target Progress Target Progress Target

to Dec (a) to Dec (a) to Dec (b)
2006 2006 2006

ONS 22.6 25 237 700 213 850
Treasury Group 15.6 18.7 116 150 32 26.5
GAD 0.4 0.1 N/A N/A N/A N/A

(a) By 31 March 2008.

(b) By 31 March 2010.

10. More detailed commentary by department on the eYciencies achieved to date, planned eYciencies
for the future and the impact of the eYciency programme is contained in the following sections.

A. Treasury Group

11. The Treasury Group is on course to deliver its 2004 Spending Review eYciency targets and its
headcount reductions by 31 March 2008. It has exceeded its relocation target.

EYciency Savings

12. By end December 2006, the Treasury Group achieved £15.6 million against its target of £18.7 million
in savings. The table below summarises progress made. Progress against the workforce and relocation
targets is covered in paragraphs 26 and 27.
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£ million Target (a) Progress to Dec
2006

Core Treasury 10.9 8.0
OGC 4.0 3.5
OGCbuying.solutions 1.8 1.6
DMO 1.0 1.0
Group Shared Services 1.0 1.5
Total 18.7 15.6

(a) By 31 March 2008.

(i) Core Treasury

13. The core Treasury eYciency plans focus on three workstreams against which performance is
measured:

(a) Policy, Funding and Regulation—Directorate Budgets and Procurement

(i) This focuses on how core Treasury can deliver its policy objectives more eVectively, and includes
reducing both staV and non-staV costs. EYciencies are measured as the reduction in the real terms cost of
the inputs required to deliver the same or a greater level of outputs as in the baseline year, 2003–04.

(ii) Through the SR2004 period, the Treasury organisational structure has been re-aligned to fit better
with policy objectives, reduce areas of overlap and increase synergies between teams, securing substantial
eYciencies in staYng.

(iii) The most significant of these changes was the transfer of tax policy responsibility from the revenue
departments to the Treasury in 2004–05, following the O’Donnell Review. Work on strategic tax policy and
policy development previously spread across the Inland Revenue, HM Customs & Excise and the Treasury
has been brought together within the Budget Tax & Welfare directorate of the Treasury.

(iv) Over the last year, the structure of the core Treasury has been further adapted and simplified to
increasingly focus on delivering our core objectives, in particular, to reinforce the eVorts to raise
productivity across the private and public sectors, to improve management of the public finances and to
ensure financial stability.

(v) To reduce non-pay costs, core Treasury has put in place a programme of reforms to its procurement
strategy, with the overall objective of providing better value for money through improved eYciency in
procurement delivery (covering procurement services, purchases, processes and systems).

(vi) The quality of the core Treasury outputs is managed and supported through a range of processes
including a framework of Public Service Agreement targets, progress against which is reported quarterly to
the Board, objective setting, internal reporting and appraisal systems and internal audit.

(b) Policy, Funding and Regulation—Strategic Reserve:

(i) The Strategic Reserve, which rises in value to £4.0 million per annum by 2007-08, is financed by savings
contributed from directorate core budgets, and is allocated by the Board primarily for new policy priorities
as they emerge during the 2005–08 period.

(ii) In 2006–07 the Strategic Reserve was used to fund, for example, the continuation of the cross
Whitehall financial management improvement programme, work on delivery of the 2005 manifesto
commitment to work with banks and building societies to enable the introduction of a UK unclaimed assets
scheme (both of which continue into 2007–08). The allocation for 2007–08 also includes the cost of the UK’s
presidency of the Financial Action Task Force on Money Laundering and Terrorist Financing. These are
new policy priorities that have been funded from within the Treasury group’s SR2004 funding allocation,
enabled by our eYciency savings.

(c) Programme

(i) The main element within the Treasury’s programme workstream is the purchase of UK coinage from
the Royal Mint. The measure of eYciencies on coinage is changes in the unit cost of production.

(ii) The Treasury has supported the Mint’s Business Improvement Programme, which was implemented
this year and is already producing savings in the Mint’s production and overhead costs. We have also
worked with the Mint to identify improvements in the arrangements for the production and distribution of
UK circulating coinage. It is expected that these will be incorporated in a new service level agreement
between the Treasury and the Mint, the negotiation of which is due to start in the near future. The
manufacturing price set under the service level agreement will aVect the value of eYciencies counted under
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the core Treasury’s programme workstream, which may therefore not reach its originally planned level, but
the Directorate Budgets and Procurement workstream is making a larger contribution than originally
planned, so the core Treasury’s overall contribution will be met.

(ii) OYce of Government Commerce

14. The OGC’s eYciency plans focus on three key areas:

(a) Corporate Services: These are the support services remaining in OGC after transfer of Corporate
Services functions to Group shared services. The initiatives focus on programme support;
streamlining communications and delivering eYciencies in administrative support;

(b) Securing better value in Procurement: This focuses on shared contracts (collaboration and
aggregation) and smarter procurement (e-commerce and value for money deals).

(c) Improving resource utilisation through Productive Time: This addresses use of consultants;
reducing travel and subsistence costs (increasing the use of video conferencing where appropriate);
electronic information management; and, simplifying working practices.

15. The OGC EYciency Programme Board meets regularly to monitor progress. The Programme Board
considers each contributing workstream, and suggestions made for improvements in delivery. Initiative
managers are responsible for monitoring savings, which are verified by the Finance team, in consultation
with the Programme Manager and the Senior Responsible OYcer (SRO). More widely, OGC continues to
assess progress against operational targets through its Investment and Implementation Board’s (IIB)
monthly consideration of divisional performance, and through a quarterly Performance Scorecard.
EYciency savings during 2007-08 will take account of the structural and other implications of OGC’s
implementation of the Government’s report “Transforming Government Procurement”.

(iii) OGCbuying.solutions

16. OGCbuying.solutions has committed itself to delivering a contribution of £1.8 million towards the
overall eYciency target. Its plans focus on three key workstreams:

(a) Productive time: Focusing on continuing to reduce the ratio of internal costs to value for money
improvements;

(b) rocurement: Through the more eYcient purchase of goods and services; and

(c) Relocation: Through the relocation of its existing operation out of London.

17. The Director of Corporate Services produces a monthly monitoring report and the EYciency Steering
Group holds regular meetings to discuss progress on the EYciency Plan. Overall progress is monitored via
the audited Annual Report and Accounts. Assurance is also gained though KPMG, our internal auditors,
who recently performed a full review of our EYciency Programme.

18. The EYciency Steering Group has ensured that the EYciency Programme is managed so as to
minimise the impact on customer service. Regular independent customer value indicator research is carried
out, which shows that customer satisfaction continues to exceed our ministerial target of 90%.

(iv) UK Debt Management OYce

19. DMO has delivered its £1.0 million contribution to the overall savings target. The eYciencies were
achieved as follows:

(a) Corporate Services: The DMO has centralised certain business activities that were previously
carried out on a decentralised basis—such as settlement, accounting and preparation of
management information—to those teams within the agency with a comparative advantage in
such work. This workstream also included migration of processes to the DMO’s core systems that
had hitherto been undertaken on legacy systems. This has generated annual savings of
approximately £0.3 million per annum.

(b) Procurement: The DMO has saved approximately £0.7 million per annum by reducing the cost
of procuring specific debt and cash management activities. These savings have been achieved by
negotiating supplier price reductions in specific business areas and investment in new technology
that as a consequence carries lower transaction costs.

20. Maintaining the quality of the service is an explicit requirement of the DMO’s main eYciency
initiatives. The impact of each saving initiative on the quality of DMO outputs is treated as a key measure
of project success and has been duly assessed.
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(v) Group Shared Services

21. In the 2006 Budget, the Treasury Group agreed a settlement of 5% reduction in real terms each year
from 2008–09 to 2010–11. To build on the eYciencies already achieved, and as part of the Treasury Group’s
response to the 2007 Comprehensive Spending Review, a series of zero-based reviews were undertaken
across the Group, including reviews of corporate services. A Group Shared Services (GSS) programme has
been established to implement and build upon the eYciency opportunities identified through the reviews.
The programme is being overseen by a Programme Implementation Board, which is chaired by the core
Treasury Director of Operations and includes senior representatives from OGC, DMO and
OGCbuying.solutions.

22. GSS is currently in the process of implementing and enabling further eYciencies including:

— Rationalisation of the group estate and optimising the use of 1 Horse Guards Road;

— Standardisation of processes and working practices;

— Sharing and rationalisation of information systems;

— Collaborative procurement, increasing buying power and value for money; and,

— Reductions in the number of posts.

23. An integral part of the plans for GSS is to explore further substantial eYciencies arising from merging
functions and rationalisation of the group estate. This will help to embed a culture of eYciency in the HMT
Group in the CSR2007 period. GSS is also committed to ensuring readiness for transition to a larger shared
services solution when the market matures if it oVers us economies of scale and appropriate standards of
quality.

24. A key achievement so far has been the establishment of the Group Finance & Procurement team.
Compared to the previously separate finance and procurement teams of the Treasury and the OGC, the new
Group team has been reduced by 13 posts, and relocated 10 posts to Norwich. Procurement compliance and
eYciency is being promoted with strong support from the Board, payment performance is improving, and
through the adoption of a single accounting system for the group and the integration of monthly and year
end reporting, the speed and quality of financial reporting has been improved.

25. As of end December 2006, the previously separate corporate services of the group bodies now
participating in Group Shared Services had achieved £1.5 million eYciencies. These savings have been
achieved 18 months early and further savings will be made in CSR2007.

Workforce Target

26. To support the delivery of its eYciency plans, the Treasury Group has a target to reduce its headcount
by 150 full-time equivalent staV by 31 March 2008: Core Treasury will meet all of this reduction. By end
December 2006, the size of Core Treasury had fallen by 122 staV, with a reduction of 116 staV for the
Treasury Group overall. This slightly smaller fall in the total Group headcount reduction reflects a planned,
in-year increase of staV at OGC; Treasury Group remains on track to achieve its overall headcount
reduction target.

Relocation Target

27. In response to the Lyons review, the Treasury Group committed to relocating 26.5 posts out of
London by 2007–08, and this commitment has been exceeded. OGCbuying.solutions has relocated all of its
planned 22 posts (15 to Liverpool and 7 to Norwich). Within Group Shared Services, so far 10 posts have
been relocated from London to Norwich.

Impact of EYciency Programme

28. There are two main ways in which the Treasury will embed eYciency—firstly through the
implementation of the Group Shared Services Programme (as detailed above)) that is enabling the Group
to rationalise and refine its processes and achieve real and lasting savings. Secondly, through structuring
ourselves in such a way as to take advantage of synergies across policy units, creating a streamlined, more
eYcient organisation. In October 2006, the Financial Services teams in the Finance and Industry Directorate
were amalgamated with the Macroeconomic Policy and International Finance Directorate, to become the
International and Finance Directorate, bringing together the European, international and financial sector
teams into one directorate, recognising that much of the Treasury’s work on financial services and the
promotion of the City concerns international and European negotiation and regulation.

29. The other Finance and Industry Directorate teams, comprising the Enterprise and Growth Unit,
moved into the Public Services and Growth Directorate. As well as integrating work on public and private
sector microeconomics and productivity this merger brought together work on public and privately financed
procurement, including policy oversight of the Private Finance Initiative, to strengthen all aspects of work
on the domestic economy.
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30. A further change was announced in February 2007: the Government Financial Management
directorate will be split, with the Finance and Procurement team joining the rest of the corporate services
teams in the Ministerial and Corporate Services Directorate. The other GFM teams, responsible for
financial management and accountability and propriety in public spending, will join the Public Services and
Growth Directorate, further to strengthen financial management and public expenditure control.

B. Office For National Statistics (ONS)

31. The OYce for National Statistics (ONS) agreed, as part of the 2004 Spending Review, to deliver
annual eYciency gains rising to £25 million by 2007–08. ONS also has a target to reduce by 700 the number
of full time equivalent (FTE) staV between 1 April 2004 and 31 March 2008; and to relocate 600 FTE posts
away from London and the South East by March 2008 as part of a strategy to achieve total relocations of
850 by March 2010.

32. ONS is on course to exceed its eYciency target and is on track to meet its workforce reduction target.
ONS is continuing to work to identify further detailed plans for relocation of posts. More details are
provided below.
EYciency Savings

33. ONS has achieved £22.6 million eYciency savings to December 2006. Current plans indicate that
ONS will exceed its overall eYciency target by £10 million (that is, total eYciencies of £35 million).

34. Cash eYciencies have been bought about through a wide range of smaller initiatives which will be
further reinforced with savings from the statistical and civil registration modernisation programmes which
will begin to deliver benefits in 2007–08. Initiatives in 2006–07 have included:

— analysis of the use and pertinence of current statistical outputs to see where these could be
rationalised

— reengineering of processes particularly for the publication of statistics

— more targeted response chasing for the validation on some statistics

— the re-focusing of analysis teams on top priorities

35. In 2007–08, the approach to making further savings has been driven by the following principles:

— work of a similar nature carried out in diVerent parts of the business is integrated where possible

— data collection processes are rationalised and standardised as far as possible

— the cost eVectiveness of survey collections is assessed to ensure an appropriate level of resource is
dedicated to each

— the needs of our users and customers are fundamental in helping prioritise outputs

36. An Enterprise Resource Planning system within Human Resources and Finance has automated
processes and introduced greater “self-service” (such as e-learning) which has created eYciency savings of
over £1 million. Greater use of internet technology has saved £.5 million within the IT function. Procurement
savings have been gained through the renegotiation of rates and the use of oV-shore arrangements for a large
keying exercise as part of the civil registration modernisation programme.

37. ONS has also developed a methodology to value the many improvement projects which exist as part
of a continuous exercise to ensure to improve the range and depth of its statistics. The methodology,
approved by OGC, has been used to identify £12.3 million to date of non-cash benefits where statistical
standards have been improved or enhanced without the need for extra resource.

Workforce Target

38. Although an increase in staV resource was required during the initial stages of the eYciency
programme which was mainly due to a sharp increase in public demand for registration certificates, extra
investment in ONS’s statistical modernisation programme and preparing for the 2011 Census, ONS has
made very good progress towards its headcount target. The workforce was reduced back to its original
baseline and a further 200 FTE posts saved by December 2006 (last published figures) giving a total
reduction of around 650 FTEs since March 2005. A further reduction of 120 FTE posts against target has
been made since December and ONS is on track to deliver its workforce reduction target.

39. Workforce reductions in 2007–08 will come from delivery of the benefits of the provision of
modernised civil registration services and ONS’s statistical modernisation programme. Further reductions
in 2007–08 will be line with relocation initiatives for the move of staV from the ONS London OYce to its
site in Newport, South Wales.
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Relocation Target

40. ONS has made good progress, achieving 213 relocations by December 2006. Further work has been
undertaken and detailed plans are being developed for future relocations.

41. Following a joint review between ONS and OGC during 2006 to consider the options for relocation,
ONS considered three sites : London, Titchfield in Hampshire and Newport. The review considered financial
and operational business cases for the relocation of work to Newport from Titchfield and London.

42. Various visions for the future of the London oYce were examined for their likely impact for future
eYciency savings, other likely benefits and any risk to the continuation of ONS’s core business. The
Executive Management Group (EMG) plan for all statistical work eventually to move from London so that
staV numbers in London will be reduced from the current 580 to approximately 340 by April 2008 and to
between 50 and 100 by April 2010.

43. The proposal will involve ONS rationalising its property holdings by relocating the remaining
General Register OYce (GRO) functions from the Family Records Centre (FRC) in Islington to The
National Archive in Kew in early 2008. ONS will transfer its work from its Drummond Gate oYce to
Islington in early 2008. The London estate will be rationalised further in 2010.

44. This option will give ONS the opportunity to create a new structure that will achieve eYciency savings
through workforce reductions and future eYciency savings in accommodation costs. Further benefits will
be to promote closer working relationships, reduce risks associated with split sites and for staV, locating
statistical staV on two sites will oVer the potential for better career development. EMG will ensure that risks
are clearly identified, robust mitigation strategies are put in place and monitoring and management of risk
is actively carried out.

45. ONS will continue work to develop further detailed plans for relocation. The new Board will take this
work forward and further progress will be made towards the target.

Impact of EYciency Programme

46. EYciency has been embedded as part of the culture within ONS. StaV are aware that eYciency savings
must be made and this drive will continue over the period of the next spending review. The eYciency
programme is the responsibility of two executive directors: the Director of Finance for eYciency and
headcount reduction savings, and the Director of Registration and Corporate Services for relocation. The
programme is managed by an EYciency Management Board which meets monthly supported by a separate
eYciency risk sub-committee. The Executive Management Group which is chaired by the Accounting
OYcer receives monthly eYciency reports; the ONS Board, which includes non-executive directors, also
receives updates at every meeting.

47. Each directorate and programme board assesses their eYciency savings and benefits at least quarterly
looking at risk, impact and delivery of the savings as well as analysing the potential for further savings. In
addition all eYciency initiatives are logged centrally with the necessary corroborating documentation.
Quality maintenance is assessed before the eYciency is claimed. EYciency savings are also subject to
internal audit.

48. ONS has in place service level agreements covering various aspects of its services with its major
stakeholders who include HMT Treasury and the Bank of England. Feedback against the SLAs for 2005–06
indicated that the overall level of service received from ONS is good and performance has been maintained
against performance targets.

C. Government Actuary’s Department

49. GAD has already exceeded its 2007–08 eYciency target of £120,000. To December 2006, GAD had
achieved savings of £389,000. In contrast to other Chancellors Departments, GAD does not have a
headcount or relocation target.

EYciency Savings

50. GAD’s eYciencies are composed of the following workstreams:

— Re-allocation of staV and work to allow actuarial staV to spend a higher proportion of their time
on chargeable work for clients (£94,000 achieved to December 2006);

— Better VFM through improved procurement (£151,000 to December 2006);

— Providing shared services in IT, Finance, Facilities ;Management and payroll to GAD’s sub-
tenants in Finlaison House (£144,000 to December 2006).
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Impact of EYciency Programme

51. GAD operates in competition with other providers of actuarial consultancy and this competitive
pressure means GAD must operate eYciently in order to oVer value for money to its clients. It is therefore
imperative for the Department to continually look for further eYciencies in the way that actuarial
consultancy advice is delivered. For example, processes were changed at the beginning of the eYciency
programme to transfer administrative work from actuarial staV to the client liaison section to free up
actuaries time and allow them to spend more time delivering services to clients.

52. The most recent client survey carried out by GAD showed strong evidence that clients are satisfied
with the service provided. A client satisfaction score of 88% was achieved compared to 87% the previous
year.

April 2007

Supplementary memorandum submitted by the OYce for National Statistics

This memorandum is the OYce for National Statistics (ONS) response to the questions raised by the
Treasury Sub Committee session on eYciency on Wednesday 9 May.12

Overview of statistical modernisation and relocation

1. The ONS statistical modernisation and relocation plans are integral parts of the Government’s overall
programme of reforms to the statistical system aimed at further improving value for money, eYciency and
the quality of statistical outputs. Modernisation and relocation have the same rationale and are mutually
reinforcing, together making sound business sense:

— The relocation programme is driven by the potential for both cost savings and the longer-term
benefits from integrating the various stages of the statistical value chain.

— There are clear financial benefits from moving out of central London, where accommodation costs
are five times higher than in Newport. The large cost savings will release resources to help fund
statistical improvements and protect business delivery.

— The programme for modernising ONS’s statistical systems and methods, with national accounts
to the fore, will deliver considerable benefits for users in the form of better quality statistics. As
the Bank noted in its memorandum to TSC, modernisation will mean “more reliable and coherent
data that are less prone to revisions“”. The quality and range of ONS statistical outputs are already
at the forefront of international practice, and modernisation will consolidate ONS’s position as a
world-class statistical producer.

— But the potential benefits of statistical modernisation will only be fully realised if it also involves
complete integration of business processes. Relocation will contribute to achieving this, by
bringing together staV and so facilitating proper joining up of relevant business areas across
various stages in the statistical value chain to deliver eYciency gains and improved statistical
outputs.

— EYciency and statistical quality improvements have previously been limited by the separation of
business areas between London and Newport, eg: national accounts and business statistics.
Progress in integrating business areas and securing eYciency gains is already underway; for
example, with the bringing together of producer and consumer prices work, and as relocation and
statistical modernisation proceed there will be much wider integration.

2. ONS published an article giving a full account of its plans for modernising the national accounts in
February (reproduced in Modernising the UK’s National Accounts, Economic and Labour Market Review,
Volume I, No 4, April 2007). This followed prior consultation with the Bank of England and the Treasury
vho are on record in commenting that they “regard the delivery of better quality statistics through
modernisation as a high prioriy, because modernised National Accounts will mean more reliable and
coherent data that are less prone to revision, taking on latest information and improved methods on a much
more timely basis’. It will aslo increase our ability to relate supply and demand to each other. This will be
of considerable benefit in the setting of both monetary and fiscal policy, with consequent benefits for the
economy at large.”

3. As documented in this article, carrying forward modernisation of the national accounts necessitates
some re-prioritisation involving limiting the scope of the 2007 Blue Book, while managing the process to
maintain the quality of regular ongoing monthly and quarterly national accounts outputs.

4. But the current re-allocation of expert resources to deliver modernised national accounts in 2008, and
its implications, have nothing to do with relocation plans. Relocation of national accounts staV will not start
until after delivery of modernised national accounts, in September 2008.

12 Ev 24.



3737801009 Page Type [O] 23-07-07 09:44:35 Pag Table: COENEW PPSysB Unit: PAG5

Treasury Committee: Evidence Ev 109

5. In any case, the main limitation in 2007 is the postponement until 2008 of annual benchmarking of the
accounts, which most OECD countries only do every three to five years; the UK is one of only two OECD
countries to benchmark every year.

6. The article also included a clear statement that re-prioritisation of resources would entail some
temporary additional uncertainty about the path of the economy, and a clear assessment of the risks
involved. ONS concluded that these risks were manageable and, following consultation, the Treasury and
the Bank of England also considered that “the consequence for economic policy are manageable.” (reference
as above)

Relocation

7. The Treasury Sub Committee (TSC) asked for copies of documents currently in use by ONS, which
set out the parameters of the relocation programme (Qq 178–185)13 .

8. Relocation on eYciency grounds has been going on in ONS for 20 years, and has involved the
successful relocation of the General Register OYce (GRO) to Southport and Census and Population
activities to Titchfeld. The current relocation programme is driven both by the savings in cost and longer-
term benefits from bringing together staV working on the various stages of the statistical value chain:
collection, quality control, analysis, publishing etc. The property costs in London are five times higher than
those in Newport and Titchfield.

9. In this context, in September 2004, ONS announced its strategy to develop our three national centres
for statistics. This strategy was developed as part of the planning process following the targets set in the 2004
Spending Review reflecting the recommendations of the Lyons review. The strategy for the period to 2008
is attached at Annex A.

10. The relocation plans were kept under review throughout 2005 and were revised in early 2006 with
work on Labour Market statistics and the UK Centre for the Measurement of Government Activity
(UKCeMGA) to be relocated to Newport by April 2008.

11. During 2006 the relocation plans were extended to cover the period 2008–10. This resulted in the
development of an options paper looking at the future of the London site. A business case was subsequently
developed and considered by the ONS Board in December 2006. In January 2007 the ONS Board informed
staV that it was recommending that all statistical work should eventually move out of London, with between
50 and 100 posts remaining in London at April 2010 and most of these to relocate subsequently. The plans
for Titchfield and Southport for 2010 remain largely as set out in the 2004 strategy.

12. The ONS Board are firmly of the view that consolidation on two sites (excluding Southport, which
will move to another department under Independence) has many benefits, and that the risks are manageable.
Face-to-face contact with key customers in London is manageable.

13. Titchfield has been a model of successful development of a statistics oYce, transformed from a site
of data processing to an oYce carrying out the complete range of statistical activities and providing staV
with opportunities for whole-career progression. This is the vision for Newport, and is well underway. Over
the last three years over 200 posts have been successfully “moved” and we have developed modernisation
work in Newport.

14. The Newport oYce specialises in producing economic statistics, including all the surveys that feed
into National Accounts, producer prices, wages and short term indicators. The Newport oYce is now our
Headquarters, and our corporate services and Private OYce have relocated there. We are in the middle of
planned relocations of social survey work, social and health reporting, public sector productivity statistics,
consumer prices and labour market. There is a wealth of expertise in Newport already and the expansion of
opportunity is greatly welcomed by existing staV, The biggest risk to the programme is our ability to recruit
professional staV at the rate required to meet the timetable. In the last four years, we have achieved our
targets for recruiting professional staV at Newport. Furthermore, we have invested in a new website
application system and an assessment centre, which is currently processing over two hundred applications.
Longer-term, we expect recruitment to be less of an issue, since traditionally in London, recruitment and
retention has been diYcult because of the extensive competition.

15. Relocation plans at divisional level covering the period from 2004–08 are attached at Annex B. High
level plans for 2008–10 are attached at Annex C.

16. In order to help staV through the transition period, ONS have put in place a comprehensive support
programme. Annex D is a letter template that is sent to staV whose post is planned to relocate within 12
months; it provides a brief outline of the help provided. There is also an extensive guidance document for
staV aVected by workforce reductions.

13 Ev 29.
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Risk

17. You asked for a summary of what assessment the ONS has made of the risks associated with the
eYciency and modernisation programmes (insofar as they aVect ONS) and with the location programme
(Qq 160–162).14

18. Every ONS Business Area has a risk register. Risks that are beyond the ability of the business area
to manage and which pose a serious risk to ONS are included on the corporate risk register which is reviewed
at quarterly ONS Board meetings attended by our non-executive directors,

Currently, the risks on the Corporate Risk Register come under the following headings:

— Managing budget.

— Delivery of Independence.

— Management commitments.

— Reputation management, including the ONS website, media and customer relations.

— Modernisation Programme, including National Accounts and Registration.

— Business continuity.

— Statistical outputs, including 2011 Census.

20. The eYciency, modernisation and relocation risks cut across all these headings and a summary is set
out below:

Risk 1—not achieving 2004 Spending Review efficiency and workforce targets

21. All Directorates within ONS have produced eYciency plans which, in total exceed the target savings
required. The plans also include measures to monitor and assure progress and delivery. The current
assessment is that ONS is on track to meet this target and that there is suYcient contingency within the plans.
Executive Directors (EDs) are responsible for delivering the targets and the eYciency programme
management board quality assures the plans and challenges the EDs on delivery.

22. Directorates and programmes also produce detailed staV resource plans (ie monthly profiles of staV
by grade and site), to demonstrate how they will me t workforce targets. The profiles have been loaded into
ONS’s HR and financial management system, which produces monthly reports of actual staV numbers
against profile. The plans are also analysed by site and high-level monitoring, by the Departmental
Operations Committee, informs ONS‘s recruitment and redeployment plans. The current assessment is that,
although challenging, ONS has plans in place to meet this target.

Risk 2 — the statistical modernisation programme runs late and fails to dcliver anti-cipated
benefits for ONS and for users

23. The creation of ONS from a merger of organisations meant that ONS inherited a wide range of
statistical and technical systems, many of which were high risk and ineYcient. The statistical modernisation
programme was therefore a necessary and vital development to enable ONS to modernise its systems and
process s to reduce the risks inherent in the production of its key outputs, such as the National Accounts .
Modernisation would also enable ONS to improve the quality and reliability of its statistics and provide a
better service to its users. Most of the benefits expected from the programme were statistical benefits (ie
reduced risk, improved quality, better access, etc), but cash benefit were also expect d from some of the
projects: eg through the use of more eYcient business processes and reduced software costs.

24. The programme has well-developed processes to monitor progress and benefits delivery and to
manage risks and issues that might impact delivery. In addition, ONS has an independent (of the projects
and programmes) portfolio monitoring system, which takes monthly reports on progress against milestones,
finances benefits delivery and risk from each of the programmes and projects in ONS and, after scrutiny and
challenge, presents its findings to the Executive Management Group (EMG). Projected cash benefits from
the modernisation programme has been signed oV by the central delivery unit and the statistical benefits are
currently being quality assured. The current assessment is that the programme is on track to deliver
statistical and cash benefits valued at £4 million in 2007–08—a little less than the planned target of £4.8
million following slippage in some projects.

25. ONS’s current assessment of the key risks to delivery of the programme are in the areas of:

— IT development capability—this is being addressed in a number of ways: eg through the use of a
partnership with an IT company to provide those skills not available in-house; planned skills
transfer activities; development of an IT transformation programme.

— InsuYcient programme and project management skills and experience—addressed through the use
of: training, coaching and mentoring; use of contractors to provide expertise, support and skills
transfer activities.

14 Ev 27.
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— Over-ambitious scope—addressed through a benefits-driven approach focusing on delivering
specific and clearly defined processes and systems; focusing on priority projects, aiming to deliver
more eYciency savings, but from a narrower range of activities such as data collection and
processing.

Risk 3—delivering the relocation programme

26. The key risk here is our ability to recruit to timetable suYcient professional staV in Newport and our
ability to retain skills and experience in London while staV are trained in Newport. This is being addressed
by a range of recruitment initiatives and retention allowance for key staV.

27. ONS is. also in managing a number of risks to specific outputs associated with relocation:

(i) National accounts managed by:

— the 2007 Blue Book round has been reduced in scope and ONS is monitoring the quality of ongoing
quarterly National Accounts estimates;

— a retention package, which promotes and/or oVers financial incentives to retain experienced staV;
non-financial retention options are also being examined; and

— within ONS staV are being redeployed to the National Accounts temporarily and ONS will also
redeploy experienced staV from relocating divisions as they become available.

(ii) Labour Force Survey outputs, risks based on adequate IT expertise to support systems during and
after transfer to Newport, managed by:

— fully documenting processes, supported by good communications between IM and business area;

— reviewing the IM support, including location.

(iii) Field data collection operations; as with previous risk, this relates to shortage of IT support,
managed by regular meeting/discussions to reduce the risk exposure

28. It is worth noting that the reduced scope of this year’s National Accounts Blue Book and Balance of
Payments Pink Book has nothing to do with relocation plans. None of the posts involved are due to relocate
until after September next year. The reduction in scope reflects the need to re-allocate resources from this
year’s Blue and Pink books to work on improvements to the national accounts and balance of payments,
which are due to be delivered in 2008 as part of ONS’s statistical modernisation programme. In other words,
the reductions in scope this year will permit quality improvements next year.

29. ONS published it plans for the National Accounts in an article in February setting out its major
programme of modernising its systems and methods. These were the result of extensive pre-consultation
with the Bank of England and the Treasury, going back to 2006. In the article, there was an agreed statement
from the Treasury and Bank of England that they considered the consequences for policy were manageable.

Efficiency Scoring

30. The Treasury Sub-Committee requested further information on the scoring of ONS’s eYciencies. I
outline below the reasoning behind our submission on procurement savings.

31. When ONS came to score procurement savings in 2005–06 for the Gershon programme there was a
question on how procurement eYciencies would b scored using the OGC guidelines (that the gain must
continue at the same level or higher for two subsequent financial years). Most of ONS’s contracts are for a
shorter period than three years, the majority being for one year or less, and thus would not seem, on an initial
view, to qualify for the programme.

32. ONS took advice from OCC on the position of these shorter-term procurement savings. We were
advised that we would be able to count shorter term gains in certain circumstances, “for example from
negotiating better consultancy rates with suppliers, if we can demonstrate that these are part of a longer-
term programme to focus on more eYcient procurement practices and to permanently improve procurement
behaviour“”. This was confirmed with the OGC EYciency Team.

33. ONS opted to report the actual procurement eYciency gains by quarter in 2006–07 in order to track
progress in year. While this reporting does not use rolling four quarters, which is now good practice, it is
broadly acceptable under the OGC guidance as long as the savings remain at the same level year-on-year.

34. ONS have achieved £1 .9 million of cash procurement savings in 2006–07 along with £2.1 million of
non-cash savings (though the base-lining on some initiatives is subject to confirmation by OCC). ONS
continues to ensure that a culture of procurement savings is imbedded within the organisation.

35. Cash eYciencies, including procurement, within the programme have been subject to internal audit,
the last audit being in April 2007. The team assessed the individual eYciency initiatives against the main
criteria for the programme, including sustainability. Internal audit assessed the overall cash return to be
substantially assured.

36. I can therefore give assurance that the savings reported in December 2006 do meet the criteria for
Gershon EYciency programme.
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Death statistics

Clarification of information on week death statistics, Qq 195–206.15

The production by ONS of rapid estimates of deaths registered in the previous week has been suspended
because of problems that have arisen during the introduction of the new electronic registration system
Registration On line (RON) at local register oYces. Since 10th April only around half of registrars have been
able to use the new system and the rest have taken registrations from the public either manually or using
the previous electronic system, RSS. Not all these registrations have, as yet, been provided to ONS for the
production of statistics.

From 7 May all register oYces, with the single exception of Cornwall, should be submitting data
electronically to ONS, either through RON or the previous system, RSS. We will then examine the
completeness and quality of the information coming in to assess when production of weekly death estimates
will resume.

The resumption of outputs is not straightforward because the existing systems for estimating weekly
deaths depend on comparisons between data received in ONS for that week and data from the same register
oYces six weeks previously. We may therefore need at least six weeks of reliable data being received before
we can make estimates that are suYciently robust. ONS will, however, be working toward restoring
estimates of weekly deaths as quickly as possible.

May 2007

Supplementary memorandum submitted by HM Treasury

Executive Summary

1. This memorandum responds to the Treasury Sub-committee’s requests at the hearing on 16 May16 to
provide additional written evidence for the inquiry into the eYciency programme in the Chancellor’s
Departments. It covers the HM Treasury’s view of HM Revenue and Customs’ EYciency Programme.

A. HMRC service quality

2. Within the eYciency programme the Treasury has agreed with HMRC a basket of twelve specific
measures drawn from the indicators which underpin the PSA which monitor service quality, to enable
regular reporting on maintenance of or improvement in performance as eYciency savings are made. These
measures provide the principal means of ensuring that delivery of the eYciency programme does not impact
detrimentally on departmental service standards. As part of their wider study on the progress of the
Government’s EYciency Programme, the NAO (report published 8 February 2007) acknowledged that the
quality measures HMRC use show that its performance has not been adversely aVected during the period
of headcount reductions, and in some areas that performance has improved substantially.

B. HMRC delivery performance

3. In line with all Government Departments, HMRC’s overall performance is measured and monitored
primarily through its Public Service Agreement (PSA). HMRC has 10 PSA targets, covering the range of
its public service activities.

4. HMRC performance is also reflected in revenue receipts, as any decline in performance would be
reflected in greater tax loss. HMRC reports an increase in net tax receipts of 6% in 2006–07 over the previous
year, following a previous increase of 7% in 2005–06.

5. In its Departmental Report 2007, published on 17 May, HMRC assesses progress against its PSA
targets and reports the latest outturns for the underlying measures. HMRC continues to make strong
progress towards its targets to reduce excise frauds in tobacco, spirits and oils (PSA Target 2), and to reduce
underpayment of direct tax and National Insurance contributions (Target 3).

6. However, the latest assessment of VAT losses (PSA Target 1) currently presents some concern
(Q 281)17 , although the impact of MTIC fraud is not directly related to the impact of compliance activity.
Estimates of losses arising from MTIC fraud were published alongside the 2006 Pre-Budget Report,
increasing to between £3.5 billion and £4.75 billion in 2005–06, with an estimated negative impact on VAT
receipts during the same year of between £2 billion and £3 billion. HMRC has taken steps to strengthen its
operational response to these attacks on the tax system, and this means that not all attempted fraud is
successful. HMRC has redeployed additional staV into this area, and the position in 2006–07 has improved

15 Ev 31.
16 Ev 33.
17 Ev 43.
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significantly over that in 2005–06. HMRC’s strengthened strategy has been successful, in the short-term, in
reducing the level of MTIC fraud. The introduction of the “reverse charge” measure on 1 June should help
to maintain the recent success of their operational strategy.

7. HMRC has three PSA targets to improve customer experience, support business and reduce the
compliance burden. HMRC is reporting slippage against the expected trajectory towards each for these
targets, although seven of the eight underlying indicators are currently assessed as being above their baseline
levels and so showing some improvements in service standards even where progress is slower than
anticipated.

8. HMRC’s annual customer satisfaction survey (informing three of these eight indicators) shows a
mixed pattern of progress, with significant improvements in some areas and less in others. HMRC is
continuing to do further work to understand customers’ responses to the survey, and the Treasury will
expect to see further progress in this area in the future.

9. HMRC is also showing strong progress with Indicator 6, which measures the rate of accuracy achieved
in administering Self Assessment, PAYE, Tax Credits and National Insurance Contributions. The latest
results for 2006–07 show that the Self-Assessment, Tax Credits, and National Insurance elements are
already performing at or above the level targeted for March 2008. Although PAYE is below expected
performance, there has been a significant improvement over the past year and planned process
improvements in 2007 should ensure it continues to improve and contribute to meeting the overall target.

10. The Committee asked specifically for the rate of accuracy in administering tax credits (Q 305)18 . This
has improved since the beginning of the Spending Review 2004 period and currently stands at 97%.

11. HM Treasury takes a very close interest in HMRC’s progress against its PSA targets, and its
collection of revenue, and will continue to press for strong delivery against the Department’s full range of
objectives for the Spending Review 2004 period, including further progress in those areas where slippage
against PSA targets has been identified.

C. New policy burdens

12. The Committee asked about new policy burdens which are excluded from HMRC’s headcount target
(Q 301)19 . As Sir Peter Gershon recognised in his 2004 report Releasing Resources for the front line, the
eYciency savings available from the integration of HM Customs and Excise and Inland Revenue, along with
existing plans and proposed eYciency reforms, were on the basis of existing policy commitments and spend
to save packages.

13. In 2006, following announcements of changes to the Government’s policy on tax credits in the 2005
Pre-Budget Report, Ministers agreed that HMRC should expand its Contact Centre capacity by 1,325 posts
to provide the improved level of customer service required to meet this new policy burden.

14. These posts are therefore outside of the scope of the target to reduce net Full Time Equivalent StaV
in Post by 12,500 by 31 March 2008. EVectively these posts are ring-fenced from the delivery and calculation
of eYciency gains. Therefore, to achieve its target HMRC still has to reduce its StaV in Post by 12,500 from
other parts of the department. HMRC is currently on track to deliver its target, and indeed is likely to
exceed it.

June 2007

Supplementary memorandum submitted by the Treasury Group

Executive Summary

1. This memorandum responds to the Treasury Sub-Committee’s requests at the hearing on 16 May20 to
provide additional written evidence for the inquiry into the eYciency programme in the Chancellor’s
Departments. It covers the Treasury Group (HM Treasury, the OYce of Government Commerce and Debt
Management OYce). A separate Note is being submitted in respect of HM Revenue and Customs
(HMRC). 21

2. The present memorandum covers the request for a completed business case from the EYciency
Programme and provides a correction to the original Memorandum relating to the understatement of the
amount of eYciency savings received.

18 Ev 45.
19 Ev 44.
20 Ev 33.
21 Ev 112.
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A. Request for a Completed Business Case

3. Treasury Group are happy to comply with the Sub-committee’s request for a sample business case
(Q311)22 from the EYciency Programme. We are currently reviewing the business cases to find one that
contains relatively little information that would need to be redacted for confidentiality reasons. This is to
ensure that the best possible information is provided to the Sub -committee and we will issue it as soon as
possible. The Sub-committee is invited to note that HM Treasury requests that the released business case is
for the information of the Sub-committee only and that it should not be disseminated to a wider audience.

B. Erratum

4. The original written evidence submitted to the Sub-Committee on 19 April contained an error in
respect of the amount of eYciency savings achieved by the Treasury Group. The table in paragraph 12 stated
that Group Shared Services had achieved £1.5 million in savings, a figure that is restated in paragraph 25.
This figure understates the eYciency savings in this area. Investigations have shown that the true figure is
£1.8 million and this is consistent with HM Treasury’s Autumn Performance Report, published in
December 2006. In addition to this, the EYciency Technical Note, published in December 2006, states that
OGC will transfer £0.5 million of their eYciency target to Group Shared Services.

5. The table has been replicated below containing the corrected figures.

£ million Target (a) Progress to
Dec 2006

Core Treasury 10.9 8.0
OGC 3.5 3.5
OGCbuying.solutions 1.8 1.6
DMO 1.0 1.0
Group Shared 1.5 1.8
Services
Total 18.7 15.9

(a) By 31 March 2008

5 June 2007

Memorandum submitted by HM Revenue and Customs

Executive Summary

1. This memorandum is submitted by HMRC in response to the Treasury Sub-Committee’s invitation
of 6 March to provide written evidence for their inquiry into the eYciency programme in the Chancellor’s
Departments. Separate written evidence will be submitted in respect of the Chancellor’s other Departments.

2. HMRC is on track to deliver its 2004 Spending Review eYciency targets, and plans to go beyond its
12,500 net full-time posts reduction target by 31 March 2008. The SR04 eYciency programme will lay the
foundation for an on-going eYciency agenda and culture within HMRC. This will be driven forward by the
Departmental Transformation Programme (DTP) as described below and towards the end of this
memorandum. From its inception the department has been set stretching eYciency targets and the challenge
for the 2007 Spending Review period is already clearly identified and being planned for. But the eYciency
agenda is not just about numbers, it is also about the way we conduct our business and interact with our
customers.

3. EYciencies have been derived from the merger of corporate functions and operational activities, but
we also instigated a major change programme that has delivered eYciencies in 2005–06 and 2006–07. We
have now established the Departmental Transformation Programme (DTP) which will manage an
investment of over £1 billion between 2007–08 and 2010–11 to deliver further eYciencies, increase revenue
yield, and take forward our ambition for greater customer focus.

4. These programmes will impact across practically all of our business areas in particular the Processing
and Compliance functions. EYciency and change will be achieved through initiatives such as Pacesetter (re-
engineering processes, cutting out waste and enhancing leadership performance), Modernising PAYE
Processes for Customers (updating systems to provide a more accurate and timely service), Carter

22 Ev 45.
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(providing new and improved on-line services, which enable the ability to mandate their use),
transformation of our web services and channels of communication to provide better guidance to our
customers and enable them to contact us in the most eYcient and cost eVective way.

5. In addition our Workforce Change (WFC) programme is designed to ensure that we achieve the right
people in the right place with the right skills, and exploit all opportunities to reduce the size of our estate.
By centralising more of our work and workforce we will conduct our business more eYciently and at lower
cost, although we will ensure that we maintain a face-to-face service in or close to all present locations where
it is provided.

6. Managers and staV are aware of these changes and of the benefits they are intended to deliver.

Introduction

7. The work of the Inland Revenue and HM Customs and Excise was integrated with the creation of a
new department, HM Revenue and Customs (HMRC), in April 2005 following the Government’s
acceptance of the recommendations of the O’Donnell Review23 . The aim of creating HMRC was to lead to
improvements in:

— Customer service and compliance costs, through coherent policy advice and service planning,
customer education and advice, processes and systems, and compliance activity;

— EVectiveness, through alignment of strategies, a coherent approach to information, new
approaches to compliance, and flexible resource allocation. By helping to ensure that the right tax
is paid by the right people, fairness would also be enhanced;

— EYciency, through economies of scale and the impetus of transformational change, particularly
in transactional processes.

8. HMRC became a legal entity on 18 April 2005.

Performance Against Targets

HMRC’s EYciency Targets

9. The EYciency Programme came into being after the conclusions from the Gershon EYciency Review24

were incorporated into the settlements in the Spending Review 2004 covering HM Customs & Excise and
Inland Revenue. Subsequent to the announcement of the merger the scale of the eYciency challenge was
increased when the headcount reduction target was increased from a net 10,500 full-time equivalent (FTE)
posts to a net 12,500 (FTE) posts by 31 March 2008.

10. In its Spending Review 2004 settlement HMRC was set the following challenging eYciency targets:

— A gross reduction of 16,000 FTE posts, 12,500 net of redeployments to front-line areas by 31
March 2008;

— Annual eYciency gains of at least £507 million from 1 April 2008; and

— Relocation of 1,950 posts from London and the South East by 31 March 2008, with a further 2,300
posts to be relocated by 31 March 2010,

The Valuation OYce Agency (VOA) is an executive agency of HMRC, but is excluded from the
above targets.

11. The starting point for the reduction in FTE posts is 1 April 2004, whereas the starting point for
calculating the financial savings is 1 April 2005.

12. The Treasury has agreed that additional staV (1,325 FTE posts) required to increase Contact Centre
capacity, and the extra staV for implementation of the 3rd Money Laundering Directive (up to 171 FTE
posts), should be treated as new policy burdens, which fall outside of the scope of the EYciency Programme.

Progress Overview

13. The Department is on track to deliver its Spending Review 2004 eYciency targets, and plans to go
beyond its net 12,500 FTE posts reduction target by 31 March 2008.

14. As at 31 December 2006, HMRC has formally reported (to the OYce of Government Commerce/HM
Treasury) the following achievement against its eYciency targets, (provisional outturn figures for 1 April
2007 are also shown):

23 Financing Britain’s Future: The Review of the Revenue Departments, March 2004.
24 Sir Peter Gershon—Releasing resources to the front line. Independent Review of Public Sector EYciency, published July 2004.
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HMRC EYciency Programme Table 1: HMRC FTE SIP Information at 31 December 2006

EYciency Baseline Latest OGC Provisional Target
Return Outturn

01-Apr-04 31-Dec-06 31-Mar-07 31-Mar-08

Target 1. Reduction in full-time FTE staV
equivalent (FTE) staV

Overall gross FTE staV 97,755(1) 89,251(2) 87,611(2) 85,255
Overall net FTE reduction 8,504 10,144 12,500
FTE redeployed to front-line activities 3,036 3,166 3,500
Overall gross FTE staV reduction 11,540 13,310 16,000

HMRC EYciency Programme Table 2: HMRC Lyons Relocations At 31 December 2006

Lyons Relocations Latest OGC Provisional Target
Return Outturn

31-Dec-06 31-Mar-07 31-Mar-08

To relocate 1,950 FTE FTE staV
posts out of London
and the South-East by
April 2008.
FTE posts relocated 1,163 1,501 1,950

HMRC EYciency Programme Table 3: Cumulative Actual and Forecast Financial Savings

Financial Savings £m(6) In Year(5) Full Year Target

2006–07 (Q3 Actuals (3)) 255 320 "

2006–07 (Q4 Forecast (4)) 300 354 "

200708 (Q4 Forecast (4)) 505 581 507

Notes:

(1) This has been revised from the original published baseline for 1 April 2004 of 98,270 following
Machinery of Government changes and changes in definition for published data in respect of sick absences
and maternity leave. These changes do not aVect the targets or scale of the eYciencies HMRC will achieve.

(2) These figures are less than the overall Departmental staV in post figure to reflect the deployment of
extra staV needed to increase Contact Centre capacity. This is a “new policy burden”, which is outside the
scope of the EYciency Programme.

(3) All figures will be subject to internal/external audit

(4) Forecasts will be reviewed on a regular basis

(5) OGC monitors progress on an in year measurement methodology. The above tables set out the
relationship between that in year progress and forecast final delivery against HMRC’s full year target at the
end of SR04.

(6) As described in the HMRC EYciency Technical Note (first published in October 2004 and updated in
December 2005) financial savings arising from FTE reductions are calculated using an appropriate average
annual salary (including superannuation and national insurance contributions). This is weighted to take
account of the Departmental population by band/grade.

15. At 31 December 2006 we had achieved a net FTE post reduction of 8,504, which represents over 68%
of the net 12,500 FTE reduction target to be achieved by 31 March 2008. By 31 March 2007 the reduction
had increased to 10,144, 81% of the target. The National Audit OYce’s Second Review of the Government’s
EYciency Programme25, acknowledged that HMRC’s reported FTE headcount reductions are based upon
robust information systems, which are derived directly from payroll data. In addition, we have redeployed
3,036 posts to frontline activities by 31 December 2006, with a further 130 by 31 March 2007, these include
combating tax and excise fraud to help safeguard revenues and the strengthening of our frontier controls.
Together this means that the Department has achieved over 72% of its gross 16,000 FTE reduction target
as at 31 December 2006 (83% as at 31 March 2007).

25 The EYciency Programme: A Second Review of Progress, published 8 February 2007.
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16. The financial targets will be achieved by a combination of cash realised from the release of staV and
savings from estates, procurement and other eYciency initiatives. On the basis of delivery to date and plans
for 2007–08, HMRC is confident that it will reach our staYng, relocations and financial targets by 31
March 2008.

17. As shown in the above Table 3, there are two measurement methodologies for tracking the delivery of
financial savings. The £507 million is the HMRC eYciency target on an end-year basis as agreed at Spending
Review 2004 and published in HMRC’s EYciency Technical Note, and in Spring and Annual Departmental
Reports. Given the spot date basis of measuring our headcount reductions (ie, over the period 1 April 2004
to 31 March 2008) it has always been clear that the full annual financial savings accruing from reductions
in 2007–08 would only be realised from 1 April 2008, ie in 2008–09. Headcount reductions contribute the
majority of financial savings towards the £507 million target.

18. For consistency of measuring financial savings across all departments, the OGC introduced an in-
year measurement methodology that monitors HMRC’s progress on a diVerent basis from our £507 million
target. In accordance with the OGC’s requirements, we have reported financial savings figures on their in-
year rolling quarterly cumulative basis to the OGC and in our Departmental Reports. This method
recognises that we intend to achieve an annual financial saving of at least £314 million during 2007–08. On
both OGC in-year and published HMRC eYciency target end-year bases of measurement of financial
savings, HMRC is on track to over-deliver.

19. In addition to achieving its eYciency targets, HMRC has also been bringing together two large
organisations—while maintaining “business as usual”, delivering improvements in performance and
transforming the Department, so that it is in a position to deliver further improvements in the longer term.
This has been a significant challenge and one that has been successfully accomplished.

Workforce and Estate Strategy

20. To meet our challenging eYciency and service improvement targets we have embarked on
fundamental changes to the way we carry out our work across our entire business. HMRC will employ
approximately 25,000 less people by 2011 than it did on 1 April 2004. This covers the 12,500 reduction target
that HMRC was set for the Spending Review 2004 period and an estimated further reduction of about
12,500 to support delivery of the 5 per cent year-on-year eYciency saving as required by its CSR 2007
settlement. The Department therefore needs to align its accommodation need in size and location with its
future customer and business requirements. The estate which comprises former Inland Revenue and HM
Customs & Excise buildings provides the opportunity to maximise potential savings. The merger of the two
former Revenue Departments has created surplus capacity and this, together with reducing staV numbers
across the Department, provides the scope to reduce the size of the estate’s portfolio by up to 40%. This will
be achieved principally by fully utilising flexibility provisions within the STEPS PFI contract and through
sub-letting surplus accommodation to other Government Departments.

21. HMRC’s Workforce Change team works closely with all business units to refine and align relocation
and restructuring plans. By producing a unified people and property plan we will ensure that we make the
best use of all our resources, maximising opportunities to reallocate staV and reshaping our estate to meet
future business needs. The review programme will look at each Government OYce Region in turn over the
next 18 months and commenced with London. The review process includes an eight week consultation
period with staV, trade unions and MPs.

22. We are working to ensure that reductions in FTE posts are achieved as far as possible without
recourse to redundancies—compulsory or voluntary. We have agreed with the Department’s Trade Unions
that there will be no compulsory redundancies, or compulsory moves of home, except to avoid redundancy,
before September 2007. This position is subject to on-going review and discussion.

23. Through careful management of staV releases the Department is endeavouring to ensure that we
retain the right people, in the right places, with the right skills and behaviours to deliver our business
objectives, and to be in a position to deliver further improvements in the longer term.

24. As at 31 December 2006, we had closed or part vacated 58 properties since the merger of the two
former Departments. These changes removed 45,000m2 of oYce space from the Departmental portfolio.
These closures have not aVected face-to-face customer enquiry centres. The Department is on track to
deliver £30 million in annual estates running cost savings by 31 March 2008, and is committed to achieving
a further £70 million in annual estate savings by 31 March 2011.

Relocation of Posts

25. Following Sir Michael Lyon’s report26 on Government Relocations, the Spending Review 2004
settlement committed HMRC to delivering 1,950 relocations out of London and the South East by 31
March 2008, and a further 2,300 relocations by 31 March 2010, bringing the total to 4,250 relocations.

26. The Department is approaching Government Relocation in two phases. Our approach is based on
moving jobs rather than people, recycling capacity in the estate and people freed up by eYciency gains in
the new locations.

26 Sir Michael Lyons—“Well Placed to Deliver? Shaping the Pattern of Government Service”.
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27. In line with our target to relocate 1,950 posts outside London and the South East by 31 March 2008,
we had relocated 1,163 posts by 31 December 2006, almost 60% of this target. By 31 March 2007 we had
relocated 1501 posts (77 %),and current plans provide confidence that will achieve the 1,950 relocation target
by 31 March 2008.

28. For the period 2008 to 2010, HMRC is committed to relocating a further 2,300 posts from London
and the South East. This task is being approached through a fundamental review of the future strategic
business requirement to retain posts in these regions. This will lead into a review of the options for siting
work that is to be relocated.

Redeployment of posts to front-line areas

29. HMRC’s Spending Review 2004 eYciency targets included the redeployment of 3,500 posts to front-
line areas by 31 March 2008. As at 31 December 2006, we had redeployed 3,036 posts, with a further 130
redeployments made by 31 March 2007, which represents over 90% of the target.

30. We have better targeted and focussed our resources, including greater reliance on improved
intelligence and risk assessments to, for example, ensure HMRC collects the right amount of tax. Posts
redeployed into such activities will invariably not have direct contact with our customers, but provide an
essential ingredient in developing a modernised tax collection system to help ensure society’s financial
wellbeing.

Impact of Efficiency Programme: Providing our Service

31. HMRC wants to provide an eYcient and eVective service to taxpayers and its other customers. Our
aim is to put them at the heart of everything we do. In order to be an eVective and eYcient organisation we
need to build our understanding of the people we do business with in order to deliver the services they need.
This will enable us not only to improve their overall experience of dealing with us but also make it easier
for them to pay what they owe and claim what they’re due.

Improved service to business

32. There has been a compliance cost benefit from the eYciency of integration for UK businesses.

33. Since HMRC was created we have found out where the administrative burden of the tax system falls
on UK business through research by KPMG—published last year. In Budget 2006 the Government
announced challenging targets of a 10% administration burden reduction on forms and returns as well as
a 15% reduction in the inspections and audits of compliant businesses over five years. At Budget 2007 the
Government announced that HMRC was on track to deliver the forms and returns target. The audits and
inspections target had been achieved for one sector and HMRC was turning its attention to similar progress
within other business sectors. HMRC is also working closely with the externally chaired Admin Burdens
Advisory Board to target those administrative burdens which irritate business most.

34. HMRC is working closely with business and agents to identify areas where there is scope to make a
noticeable reduction in compliance costs to business. Considerable progress has been made. But there is
more to do, and the burden reduction targets will keep HMRC on track.

PSA Targets

35. HMRC was set challenging PSA targets in the SR2004, including to improve revenue collection and
customer service, the key areas where the “O’Donnell” Review expected benefits to arise from integration
of the former Revenue Departments. These were on top of existing targets to improve eYciency and reduce
staV numbers.

36. On revenue collection, receipts in 2005–06 showed a 7% increase over the previous year, and this trend
is continuing in 2006–07. There were also clear signs of improved performance in tackling excise fraud and
underpayments of direct tax and NICs. The strengthened VAT strategy is now firmly addressing the rise in
Missing Trader Intra Community (MTIC) fraud.

37. On customer service, we have already substantially improved performance on accuracy of
administration and of advice targets and in small business perceptions of the ease of completing their tax
returns. Measures are in place to bring about improvements in other key indicators of performance under
customer service targets.
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Embedding Efficiency

Culture of the new Department

38. HMRC is still a very new organisation. The Chairman and his top team are determined to create a
high-performing organisation that is genuinely focused on its customers, so it is valued by the public for its
professionalism and for the all-round excellence of its contribution to the well-being of the UK. That means
creating a new culture for the organisation, based on its shared values (focus on customers, trust, support
and protect) and the Civil Service code, whilst driving more eYcient and eVective delivery of its
operational goals.

Better Ways of Working

39. The PaceSetter programme—pioneered in HMRC’s Processing business and now being rolled out
elsewhere—is introducing new ways of working, with a focus on eYcient “lean” processes, increasing the
confidence and competence of managers and leaders and involving employees in problem-solving. This
approach is producing improvements in productivity and performance and starting to create a more
customer-focused culture.

40. As a result of introducing its PaceSetter programme, HMRC is already making significant eYciency
savings. In PAYE and SA processing oYces, HMRC will end 2006–07 with over 2,000 less staV than at the
beginning and at the same time will have improved accuracy rates. Customers can see the overall
improvements in quality from our PSA accuracy target (95% accuracy). We are committed to delivering 4
percentage points improvement from 91% to 95% by 31 March 2008. We are currently on trajectory at 93%.
In National Processing we will end 2006–07 with almost 1,400 fewer staV. Against this backdrop
performance is currently exceeding that expected against the PSA accuracy target. (National Insurance
Contributions OYce target 95.5%, year to date achieved 96%; Tax Credit OYce target 95%, year to date
achieved 97.9%.) In addition the two post target quality measures are also being met (Dealt within 40 days
correctly and completely target 85%, year to date achieved 91.4%.) The PSA accuracy target contributions
will remain at 95.5% and 95% during 2007–08.

41. In addition to Processing Pacesetter, HMRC has more widely adopted the key principles of Pacesetter
as a way of running and continually improving its business. It is a philosophy of working underpinned by
a set of principles, tools and techniques. And the 4 key principles are:

— Focussed leadership

— Process management

— Employee centred performance improvement

— Customer focus

Beyond 2008—Building on EYciency savings made

42. In Budget 2006, the Chancellor announced an early 2007 Spending Review financial settlement for
HMRC. The Settlement includes 5% reductions in real terms to our budgets for each of the years (2008–09
to 2010–11). The Department will have access to a Modernisation Fund of up to £300 million to help provide
the early investment needed to deliver the changes required to reduce our costs.

43. HMRC’s early settlement was agreed on the basis that it would be underpinned by a programme of
service transformation as well as an ambitious approach to eYciency while maintaining the overall levels of
performance set out in the SR04 targets.

44. HMRC has identified that the key to successfully achieving a culture of eYciency in the long term is
through a focus on the customer. By streamlining our processes around the customer and improving our
service provision we can achieve improved tax yield and successfully reduce operating costs and headcount.
Making it easier for customers means less re-work and contact, and the ability to focus our resource on
threats to the tax yield.

45. HMRC has therefore embarked on a programme of service transformation that uses customer focus
to increase eYciency and improve eVectiveness. This programme is known as the Departmental
Transformation Programme (DTP).

46. The DTP is a portfolio of programmes that will:

— Deliver a customer focused organisation by transforming the customer experience, making it
easier for the customer and HMRC to fulfil their obligations;

— Improve eVective management of revenue flows, ensuring that wilful non–compliance (including
at our borders) is detected and dealt with eVectively; and

— Reduce running costs by improving the management of processes and assets, by getting the best
out of our people and by sharing services with other government departments.
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47. The DTP takes a structured approach to transformation building on and further embedding the
culture of eYciency developed by HMRC during SR04, supporting the delivery of the 5% spending
reductions. This will be further reinforced by operational eYciency remaining a major part of the
performance management framework for the 2007 spending review. Although this framework is still in
development, the DTP is expected to be a key input.

48. HMRC intends to achieve the 5% eYciency savings required in the 2007 Spending Review through
a combination of staV and other operating cost savings.

49. A significant portion of this will come from leveraging our infrastructure more eYciently in areas such
as IT and estate. Within the DTP is therefore a package of measures that makes a significant contribution
to the 5% eYciency savings by leveraging our assets and corporate services as well as further embedding the
continuous improvement processes for our people and key business processes.

50. The remainder of the eYciency savings will be delivered by implementing changes to reduce paybill
costs, reducing staV numbers by a similar number to the net 12,500 reductions targeted in SR04. The
package of measures within the DTP enables the majority of the headcount reductions needed by HMRC
over this period. Current expectations are that the DTP programmes may be capable of enabling more
savings if robustly managed, and as the culture of eYciency becomes more fully embedded.

April 2007

Supplementary memorandum submitted by HM Revenue & Customs

1. This supplementary note responds to the Financial Secretary to the Treasury’s undertaking to the
Treasury Sub-committee at the hearing on 13 June27 to provide additional written information for the
inquiry into the eYciency programme in the Chancellor’s Departments. It covers the list of the 12 quality
measures and how they link to the Department’s PSA targets; and how HMRC intends to achieve the
balance of its financial savings to meet its financial target of £507 million from 1 April 2008.

Efficiency Quality Measures

2. In response to Mr Mark Todd MP (Q358)28 , the Financial Secretary agreed to provide the Committee
with the list of 12 quality measures used to monitor HMRC’s performance alongside the monitoring of
eYciency savings. (The list is attached.) HMRC recognises the need to ensure that staV reductions are made
through real eYciencies, and that there is no detriment to customer service. Demonstrating that eYciency
gains are not made at the expense of service quality is a key principle of the eYciency programme. HMRC
does not score any eYciency gains unless the Paymaster General, or the Chairman on her behalf, confirms
in quarterly returns to the HM Treasury SR04 EYciency Team that there has been an evidenced based
assessment that service quality has not permanently fallen as a result of the eYciency programme.

3. To measure and monitor delivery and service quality alongside eYciency savings, 12 “quality
measures” are used by HMRC that were agreed with the HM Treasury SR04 EYciency Team (then in the
OYce of Government Commerce) in February 2006. The quality measures are drawn from performance
indicators that underpin HMRC’s PSA targets, and were selected as being the key performance indicators
from the Department’s Directorates most aVected by staV reductions ie processing, compliance, debt
management and banking, and customer contact. Between them, these account for more than 90% of the
reductions.

4. As the Treasury Sub-committee is aware, as part of the NAO’s wider study on the progress of the
Government’s EYciency Programme, the NAO (report published 8 February 2007) acknowledged that
according to these indicators HMRC’s “performance has not been adversely aVected during the period of
the headcount reductions. In some areas, performance has improved substantially”. The NAO report listed
four of the quality measures:

— percentage of tax returns processed correctly first time had risen from 72% (2003–04) to 76%
(2005–06);

— percentage of calls handled correctly had risen from 80% (2003–04) to 90% (2005–06);

— percentage of formal complaints handled within 15 days had risen from 88% (2003–04) to 95%
(2005–06); and

— additional VAT payments secured by HMRC staV had increased from £1,401 million (2003–04)
to £1,840 million (2005–06).

5. The attached list of the 12 quality measures with baseline and the 2006–07 performance assessments
also shows the links to HMRC’s PSA objectives. Overall, HMRC’s quality measures have largely improved
since the eYciency programme began. The main exception, as the Financial Secretary confirmed to the
Committee, is the one for indirect tax yield when compared to 2005–06. The Department holds that

27 Ev 51.
28 Ev 53.
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performance here has fallen because of the known eVects of MTIC fraud, rather than as a result of the
EYciency Programme. The HM Treasury SR04 EYciency Team have examined and have accepted
HMRC’s assurance here.

6. HMRC believes the recent growth in the VAT gap has resulted from increased attacks on the VAT
system from Missing Trader Intra Community Fraud (MTIC). Estimates of MTIC fraud were published
alongside the Pre-Budget Report in 2006 and showed that for 2005–06 VAT receipts could have been
reduced by between £2 billion and £3 billion due to MTIC fraud. In 2006–07 we took steps to strengthen
our operational response to these attacks on the tax system with the redeployment of over 700 compliance
oYcers, and the position has improved significantly. In areas where eYciencies have been made, improved
productivity and risk targeting have resulted in a year on year increase in additional VAT identified.

How HMRC will meet its efficiency target of £507 million.

7. In response to the Chairman (Q389)29 , the Financial Secretary agreed to provide the Committee with
more detail on how HMRC will meet the residual balance of its financial savings of its £507 million
eYciency target.

8. The 2004 Spending Review set HMRC a financial target to position itself to achieve total annual
eYciency savings of £507 million by the end of 2007–08. The £507 million target was based on expected
financial savings of £363 million arising from the gross reduction of 16,000 posts and non-headcount savings
of £106 million, produced mainly from estates and procurement activities. An adjustment for inflation to
2007–08 prices (using HM Treasury rates) of £38 million was included in the target. HMRC’s 2004 Spending
Review settlement took account of the expected financial savings, of which it was estimated that over 90%
would be cashable and recycled within the Department’s budget. The savings would cover the cost of
redeploying 3,500 posts to front-line areas, absorption of pay and price increases, existing policy
commitments and enable investment in transformation of the new integrated Department.

9. The majority of the £507 million target was therefore based on savings arising from staYng reductions.
It was agreed at the 2004 Spending Review that HMRC’s staYng reductions would be measured on a “spot
date” basis—success being judged by comparing the staV baseline figure for 1 April 2004 with the
corresponding figure at 31 March 2008. HMRC would therefore only be in a position to deliver the full
associated annual financial saving from the end of 2007–08, when the full year savings from staV who had
left at various points during 2007–08 would accrue.

10. The 2004 Spending Review set HMRC the standard baseline for headcount as 1 April 2004, with the
financial savings scoring from a baseline of 1 April 2005, ie a year later. In HMRC’s original plan it was
assumed that only 1,610 full-time equivalent posts would be saved in 2004–05, but 3,592 posts were actually
saved. Proceeding ahead of plan meant a potential shortfall on the financial savings. This potential financial
shortfall is mitigated by expected increased non-headcount savings, particularly from procurement, and the
Department’s plans to go beyond the gross reduction of 16,000 posts in 2007–08.

11. For consistency of measuring financial savings across all Departments, the HM Treasury SR04
EYciency Team (then OGC) introduced an in-year measurement methodology that monitors HMRC’s
progress on a diVerent basis from the £507 million target. This method recognised that HMRC should
achieve an annual financial saving of at least £314 million during 2007–08. The published target, which had
been in the public domain since the SR04 settlement, remained at £507 million.

12. HMRC has reported in its Departmental and Spring Report (published 17 May 2007) the financial
savings based on the two measurement methodologies. Provisional outturn savings for 2006–07 Q4 of £311
million was reported against the “in-year“” indicative figure of £314 million (ie 99%), and £385 million
against the full year published target of £507 million (ie nearly 76%).

13. As at 1 June 2007, HMRC has achieved financial savings of £410.5 million measured against the full
£507 million target, which represents almost 81%. Further, this current financial saving is probably
understated as it has only taken account of non-headcount savings up to 31 March 2007, as these savings
are reported on a quarterly basis. At 1 June 2007, the Department also achieved a gross headcount reduction
of 14,547 or 91% of its 16,000 target.

14. Therefore the balance of annual financial savings to be delivered from 1 April 2008 will be less than
£96.5 million (ie 19%), which HMRC is confident it will meet through savings arising from:

a. delivering the residual balance of around 1,500 posts to meet the 16,000 gross headcount
reduction target;

b. Departmental plans to go beyond the SR04 headcount targets;

c. rationalisation of the Departmental Estate; and

d. procurement savings.

HM Revenue and Customs

June 2007

29 Ev 57.
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HMRC EYciency Quality Measures and PSA Objectives

Directorate/Business Area Measure with PSA Objective Baseline Value: 2004–05 2005–06 Latest Value:
2003–04 2006–07

Local Compliance; and 1.1 Additional VAT Liability from compliance activity—(PSA 1) $1,401m £1,452m £1,840m £1,469.10m
Large Business Service
Local Compliance 2.1 Additional Direct Tax Liability from compliance activity (non £1,443m £1,571m £1,842.1m £2,307.65m*

specialist)—(PSA 1)
3.1 Percentage of Returns processed correctly first time with no 93.80% 95.00% 94.80% 96.50%
tax eVect errors (SA)—(PSA 2)

PAYE & SA Processing 3.2 Percentage of Returns and associated work processed correctly 72.30% 71.70% 76.00% 78.10%
first time with no tax eVect or non tax eVect (SA)—(PSA 2)
3.3 Percentage of End of Year notification recorded 31/3 99.80% 99.70% 94.10% 98.00%
(National Insurance Contributions)—(PSA 2)
4.1 Percentage of callers without an appointment attended to 86.50% 86.40% 96.00% 99.60%
within 30 minutes (or appointment arranged)—(PSA 2)

Customer Contact 4.2 Percentage of Formal complaints worked within 15 working 88.00% 79.90% 95.00% 95.00%
days (PSA 2)
4.3 Percentage of external post worked within 15 working days 78.70% 79.20% 79.20% 87.70%
dealt with correctly and completely—(PSA 2)
4.4 Percentage of calls handled correctly and completely—(PSA 2) 80.00% 80.10% 89.80% 95.00%
5.1 Percentage of individuals who pay by the due date—(PSA 1) 89.80% 88.60% 88.50% 88.47%

Debt Management & Banking 5.2 Percentage of employers who pay by the due date—(PSA 1) 52.80% 53.30% 61.30% 65.70%
5.3 Percentage of companies who pay on time—(PSA 1) 57.90% 60.00% 61.10% 61.43%

*Note: These figures are firmed up around nine months after the year end, so the 2006–07 figure is
currently an unadjusted figure which is not directly comparable with the earlier years adjusted figures. It will
be updated as soon as firm information is available.

Memorandum submitted by the FDA

1. Introduction

1.1 The FDA represents staV within ONS in Grades D2, D3, D4 (equivalent to civil service grades 7 and
6), Senior Civil Servants, Assistant Statisticians and Economists, and Statistical OYcers. The FDA also has
a wider membership from across the civil service (including the Government Statistical Service and the
Government Economic Service), and has a total membership in excess of 16,000.

1.2 The FDA welcomes the opportunity to provide evidence to this Inquiry. Our comments will focus on
the impact on ONS and the production of statistics arising from the relocation of staV out of London that
is currently taking place or is planned, but will also consider the wider eYciency agenda within ONS and
the impact this has had and continues to have, both on our members who produce and use these statistics,
and also on the statistics that are produced.

1.3 We refer to several documents in our submission, including the following, which we hope will be made
available to the Treasury Sub Committee. The FDA can provide copies if necessary:

(i) ONS StaV Perception Survey 2006

(ii) FDA Response to Independence for Statistics: A Consultation Document

(iii) Review of Information management in the OYce for National Statistics—June 2006

(iv) SCS Survey 2006—ONS Highlights Report

(v) ONS Senior Civil Service Review—March 2006

(vi) Saving ONS From Itself—PCS and Prospect joint submission

(vii) Vision for London

(viii) Business Case—ONS relocation of posts from London from 2008 onwards

(ix) Plans for the ONS statistical programme 2007–08

2. Summary

2.1 The FDA believes that the ONS is at crisis point. The cumulative impact of the need to deliver
eYciency savings, the requirement to relocate many key areas of work away from London and poor
management of people and processes is putting the future delivery of ONS’s outputs at risk.

2.2 StaV morale at all levels, including the SCS, is at an all time low, as evidenced by the results of the
staV surveys; with very poor industrial relations, as evidenced by the failure to consult with its recognised
trade unions over critical issues, the series of meetings with the Minister and with senior management
following the production by two of the unions of the document “Saving ONS from itself“”; and with a senior
management team which has lost direction and has lost the confidence of its own staV. The low morale,
together with the relocation programme, is driving a very high rate of staV turnover and the ONS is losing
the experience base it needs to deliver its business.
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2.3 We are particularly concerned that the HR function within ONS has been reduced from 3 SCS posts
to one SCS post, at a time of major organisational change and job losses, when an experienced HR function
is critical.

2.4 The FDA has been frustrated and disappointed at the continuing failure to consult and negotiate with
the unions, including on the changes to the senior civil service within ONS, as evidenced by the tabling of
the SCS Review document, which reduced the number of posts at the SCS level, and which lead to several
FDA members being encouraged to leave the ONS because their term was up.

2.5 This was made particularly diYcult when the two people leading the change management and
eYciency programme, and tasked with working with the trade unions to improve industrial relations and
consult with us on proposed changes and ways to mitigate these, had their secondments ended and the
vacant posts were not filled.

2.6 The FDA has long been concerned that the disproportionate cuts in posts at ONS puts at risk its
ability to continue to produce world class statistics, and do not believe that the very limited (theoretical)
medium/long term saving (in overall public expenditure terms) of moving out of London justifies the adverse
eVect upon London based staV and the enormous risks to critical statistical outputs and the reputation of
Government Statistics in the UK and the wider world.

3. ONS Independence

3.1 The FDA, in our response to the consultation document on ONS Independence, and in our earlier
response to the consultation on the Statistics Code of Practice, acknowledged a need for change, in order
to increase public confidence in the statistics produced by ONS, and welcomed the setting up of an
independent body to take on the work of the existing ONS within the Civil Service. The FDA particularly
welcomed the decision that the new body should be a non-Ministerial Government Department, and have
been seeking to work with both ONS management and the Treasury Bill team, since the announcement was
made. We are concerned, however, that the twin drives for eYciency and relocation will lead to a decline in
the quality of the statistical products and run counter to the intention of improving trust in oYcial statistics.

3.2 It is the FDA’s view that an eVective independent Statistics Board cannot operate without a London
base. Given the concentration of professional statisticians in London and the consequent likelihood that
many of the members of the Board will be based there, it is unlikely than many of the Board members will
wish to travel to Newport regularly. The 10 staV, as currently proposed, would not be enough to provide it
with the support it needs. There are many parallels (after the enactment of the legislation currently being
debated in parliament) between the role of the ONS and that of the National Audit OYce/Bank of England
both of whom are based in the UK’s capital city.

3.3 The FDA considers that the reputation of UK Government Statistics is put at risk by these actions/
proposals immediately before ONS becomes independent despite the fact that the principal reason for ONS
independence was to increase public confidence in oYcial statistics.

4. Modernisation Programme

4.1 ONS has received substantial additional Treasury funding to develop modernised systems. Under its
previous director, it launched a programme under the banner “Becoming World Class“” to develop its
organisation, statistical methods and computing systems. The FDA evidence in this submission
demonstrates that the organisational change has aVected adversely both eYciency and quality. The
redevelopment of national accounts has still not produced results after five years.

4.2 The modernisation programme also promised to deliver eYciency savings once the new systems were
in place. The promised date has now passed and ONS has delivered little in the way of cash savings. To
achieve even the cash savings oVered, ONS has cut the resources that it puts into its key business surveys.
It has done this without consultation with its stakeholders, which has resulted in justified criticism and
concern that quality will reduce.

4.3 A number of Permanent Secretaries (in particular, from the DTI and Scottish Executive) have already
expressed their concern to the National Statistician about the reduction in the sample sizes of UK-wide
surveys being carried out by ONS (in particular, the Annual Survey of Hours and Earnings, the Expenditure
and Food Survey, the Annual Business Inquiries and the Purchases Inquiry).

4.4 The redevelopment of the registration services (Registration On-Line) has also experienced delays.
The FDA regards its collapse immediately following its rushed release at the beginning of April as a further
indication that ONS senior management is unable to meets its modernisation objectives.

4.5 ONS has been slow to recognise that its original plans to modernise were not achievable. It has used
large numbers of contractors at very high cost and can demonstrate little by the way of change in systems.
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5. Relocation

5.1 Despite opposition from the recognised unions, including at the timing of such an announcement, and
including an approach to John Healey, in his role as Financial Secretary to the Treasury, ONS announced at
the beginning of 2007 that it would be ceasing the production of statistics from its London oYces by 2010.
John Healey had previously given an assurance to the unions that ONS would and could not commit itself
to further eYciencies beyond 2008, because of the Independence agenda.

5.2 The FDA believes this decision to be ill thought out and ill judged, particularly when the Bill to set
up a new body to replace the ONS is reaching its final stages. We are concerned that the new Board, which
will be running not only the replacement ONS, but also the Government Statistical Service, will not have
the option of retaining a statistical presence in London.

5.3 It is clear that ONS will need to find an additional 400 professional staV in Newport to make the move
from London work and will need around 50 professional managers to make phase 1 work by mid 2008.
There is no consistent approach to the retention of ONS staV in London prior to the transfer of their work
to Newport with all of one group receiving a payment, selective provision in another and not at all elsewhere.
Hence there are no mechanisms in place in many areas to prevent a steady departure of skilled staV who can
easily find alternative employment in London.. Additionally, many of the current London postholders, who
are leaving or likely to leave the ONS, have many years of experience and national and international
reputations in their fields. It seems inconceivable that such skills can be replaced in the short term.

5.4 ONS already has diYculties with the recruitment of professionals in Newport—in March 2007, as has
often been the case in recent months, there was a net loss staV of staV (with 10 joiners and 25 leavers).. There
are very few existing London based staV that have expressed a willingness to transfer to Newport. This has
recently been recognised in a letter from an ONS Executive Director to Heads of Statistics in Other
Government Departments where they were encouraged to increase their skill base by drawing upon such
ONS staV. Hence the FDA is very concerned as to how ONS will be able to continue to deliver the outputs
which are critical to end users. There has been little success in obtaining staV for new or relocating posts at
junior management level and above, and there is little or no evidence that ONS has taken this into account
in its planning. In the 2006 fast stream Assistant Statistician recruitment exercise, not a single candidate
expressed a preference for working in Newport

5.5 In an attempt to deal with its inability to recruit skilled staV in Newport to replace the skills lost in
London, ONS is considering oVering detached duty or home working for London staV. This is further
evidence that its relocation policy is not working.

5.6 In a further attempt to deal with the loss of key staV, ONS has changed, without consultation with
its staV representatives, the conditions for redeployment. The result is that it no longer gives staV a choice
of jobs. Instead the ONS objective is simply to fill vacated posts in London. There is no guarantee of
matching of skills or preferences. The result is ineYciency with an inevitable impact on quality.

6. Relocation Business Case

6.1 The FDA feels that the business case for relocation is fundamentally flawed—neither the criteria nor
their weighting on which the cost benefit analysis is based, are convincing. The potential costs of compulsory
redundancy are understated. The same or similar Net Present Value for any organisation would be achieved
if the assumptions in the paper were applied. It is most unlikely that the costs have been properly measured
(in particular damage to reputation, the cost of rebuilding the organisations skills base and isolation from
key stakeholders).

6.2 There are short term risks associated with moving systems that are in the course of modernisation.
ONS is only managing to deliver at present because of the expertise of existing experienced staV.

6.3 Divisional Directors have been asked to draw up business plans for relocation which have almost no
chance of working in practice (see recruitment/retention issues above).

6.4 There is no other country in Europe (except Germany which has a highly federal structure) that does
not have a significant National Statistical OYce presence in its capital city. An attempt to relocate National
Accounts from Dublin to Cork in Ireland was abandoned because of the skills loss that would have resulted.
In the Netherlands the plan was the other way round at one point, ie to close Heerlen. The latest is that they
are investing in Heerlen by creating a new building near to the old one, ensuring a long term future for
Heerlen and for Voorburg (about 5km from Den Haag, the Dutch capital).

6.5 There appears to be have been little or no consultation with key UK stakeholders for their views citing
in particular HMT, BoE for National Accounts and Parliament with our new forthcoming independent
status. Concern has already been raised by the chair of the Treasury Select Committee during discussion of
the Treasury and Registration Services Bill.

6.6 There appears to have been little attention paid to the potential risks associated with failure to meet
European/International commitments. There has already been an announcement, on 23 February 2007,
acknowledging that the UK will not be able to provide some national/regional accounts data that it is
required to deliver under the European System of Accounts.
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6.7 There are potential short term problems with the interim move to the Family Records Centre
(FRC)—including a question as to whether there is enough space for staV given that the intention is for 340
staV to based in a building that currently accommodates around 25–30.

6.8 The idea that the restructuring of statistical work over two sites (ie Titchfield and Newport) provides
greater long term career development does not make sense in the context of the Government Statistical
Service and Government Economic Service as staV are expected to gain a range of experience across diVerent
government departments. Furthermore it will be to the disadvantage of the ONS and Other Government
Departments if distance leads to barriers to the understanding and appreciation of policy requirements.

7. Efficiency Programme

7.1 In 2004, ONS embarked on a modernisation programme with £75 million funded by HM Treasury
over three years. This programme was flawed; the review of information management commented that it
had been over ambitious and that it had not delivered the expected benefits.

7.2 ONS finances are suVering as a consequence of this failure to deliver. There is a capital charge on the
programme costs but the expected eYciencies have not delivered so core work is being cut as a consequence.
Also the cost of running legacy systems has been greater than expected, again cutting into the statistical
budget.

7.3 The consequences of this can be seen in the ONS work programme for 2007–08 where there are some
major reductions in the UK’s statistical base aVecting key economic measures including the national
accounts and consumer price indices. The 2007 Blue Book will not be benchmarked, leading to a risk of later
and greater revision than usual and, at a time of major economic uncertainty, this will lead to a reduction
in the quality of the information used by the Bank of England when setting monetary policy.

8. Civil Service SCS (Senior Civil Service) Survey

8.1 Some of the most disturbing results from the recently undertaken SCS Survey were as follows:

— Only 11% of ONS Senior Civil Servants think ONS is well managed, which is 40 percentage points
lower than the Civil Service as a whole

— Only 11% of ONS Senior Civil Servants think change is well managed in ONS, which is 22
percentage points lower than the Civil Service as a whole

— Only 20% of ONS Senior Civil Servants think the SCS in ONS make tough decisions about
priorities when needed, which is 29 percentage points lower than the Civil Service as a whole

8.2 ONS Executive Management Group appear to have ignored the views of members of the SCS across
ONS sites in choosing the consular relocation option. It seems unlikely that ONS can meet its challenging
targets if the most senior staV who need to lead the change are so disaVected.

9. ONS Staff Perception Survey

9.1 Some of the most disturbing results from the ONS 2006 StaV Perception Survey (which was carried
out before the announcement to eVectively close the ONS London oYce) were as follows:

— 70% of London based staV strongly disagree that ONS is a better place to work than 12 months
ago, with a further 20% disagreeing

— 68% of London based staV strongly disagree that ONS will be a better place to work in 12 months
time, with a further 24% disagreeing

— 75% of London based staV either disagree or strongly disagree that ONS senior managers have a
clear vision of the future of ONS

— 80% of London based staV either disagree or strongly disagree that senior managers eVectively
communicate the future direction of ONS

9.2 The above two findings contrast with only 21% of London based staV who either disagree or strongly
disagree that their division has good leadership.

10. Other Staffing Matters

10.1 If ONS loses its presence in London, the ethnic balance of the staV in the oYce will inevitably change
such that it will be less representative of the UK population as a whole. As was suggested by the Stephen
Lawrence inquiry, public sector organisations should be representative of the populations that they are
serving. ONS has a key role to play in reporting on the diverse population of the UK and the various
subgroups, but it is extremely unlikely that such representative staYng can be achieved in Newport.
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10.2 It is likely that a high proportion of those who are made surplus will be from ethnic minorities and/
or disabled. Given that the original proposal to reduce the ONS London presence had an adverse impact
as far as the Race Equality Impact Assessment was concerned (and was only barely accepted by the CRE
after mitigation measures were put in place), the FDA does not believe that the consular presence proposal
can be justified.

10.3 The suggestion that the overall amount of travel will reduce is wholly unconvincing given there will
be an inordinate amount of travel to/from London for the many essential meetings with stakeholders and
users.

10.4 Rail communications between Titchfield and Newport are far worse than those between either site
and London.

11. Other Factors

11.1 There will be less movement of staV to/from Other Government Departments to their mutual
disadvantage (lack of appreciation of the policy perspective in ONS/its successor and even greater diYculty
promulgating the National Statistics code of practice and other governance arrangements within Other
Government Departments). The Government Statistical Service would become near meaningless as a result.

11.2 There will be a major reduction in the numbers of staV using public transport and a consequential
substantial increase in the number of staV driving for their journeys to/from work with a resultant
detrimental impact on the environment.

11.3 There are particularly strong links with the academic community in London in part due to the micro-
data laboratory in Drummond Gate (whereas that in Newport is little used at present).

April 2007

Memorandum submitted by the Public and Commercial Services Union (PCS)

1. The Public and Commercial Services Union (PCS) is the largest civil service trade union, with a total
membership of 325,000 working in over 200 civil service departments, non-departmental public bodies and
related areas. We represent staV in Her Majesty’s Revenue and Customs (HMRC), HM Treasury, the OYce
for National Statistics (ONS) and the OYce of Government Commerce (OGC).

2. PCS welcomes this timely inquiry into the progress made to date by the Chancellor of the Exchequer’s
departments in implementing the Government’s eYciency programme. We are happy to supplement this
submission with any further written evidence and welcome the opportunity to provide oral evidence to the
committee.

3. For ease of reference our submission will deal with the above departments on an individual basis. There
are however key themes relating to the eYciency programme that are common causes for concern. The areas
covered on the submission are HMRC, ONS and OGC. We are intending to provide further evidence during
the course of the inquiry on HM Treasury.

Her Majesty’s Revenue & Customs (HMRC)

4. In our submission to the Treasury Sub-Committee relating to the inquiry into the merger of HM
Customs and Excise and Inland Revenue PCS has previously set out our concerns on the impact the
“eYciency” review is having on HMRC.

5. This submission is attached and sets out our main concerns about the ongoing “eYciency” review
which, coupled with HMRC’s plans for change over the next five years, we believe represents a serious threat
to the eVective delivery of revenue and customs functions within the UK.

6. We believe that the way the job cuts programme is being implemented is leading to searches for quick
fix solutions by HMRC management. The savings made on wages by job cuts will be counterproductive in
the longer term. An example we used to highlight this in our submission on the merger of Revenue and
Customs were the cuts within Local Compliance. HMRC’s own calculations reveal that shedding 600 staV
will save £74 million whilst simultaneously contributing to losses in tax yield of £204 million.

7. PCS believes that it makes more sense to employ HMRC staV on work that would generate billions
of pounds from uncollected tax and excise goods currently being smuggled illegally, rather than seeking to
generate millions of pounds from short-sighted job cuts.

8. We have questioned the logic of cutting 25,000 jobs when there is a tax gap currently estimated at £25
billion and the government has suVered its first fall in VAT revenues since the advent of the tax. A recent
report carried out by the Institute for Fiscal Studies forecasts that the shortfall in VAT receipts will be a
lasting problem with the VAT shortfall expected to rise again in 2007–08.

9. We have highlighted in our previous submission that the department is experiencing problems in
service delivery including over one million pieces of post currently lying unactioned in large processing
oYces. Local Recovery OYces in the Debt Management Business were recently asked to assist the Central
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County Court Unit who were moving oYces in Northampton. Many of the cases referred to local recovery
oYces contained cheques that should have been banked. We now regularly receive reports of cheques for
large sums of money being left undeposited for significant periods of time.

10. The Director of Local Compliance recently announced cuts of almost a third of the 16,500 staV and
a reduction of 180 locations. Compliance activity in London and the South East are at risk of
disproportionate cuts as a result of the added pressure of Lyons. This is despite the significant risks
associated with areas of high economic activity and prosperity.

11. PCS remain concerned at the millions being spent on external consultants. This is particularly
troubling when they are employed to perform work that could be performed by civil servants. Recent figures
obtained from HMRC’s Information Management Solutions show that last year 408 consultants were
employed on IT projects that they admit could have been covered by suitably skilled civil servants. These
consultants cost HMRC over five times more than civil servants. PCS believe it made a mockery of so-called
“eYciency” savings when it was reported last year that HMRC had spent £106 million on consultants while
making savings of £105 million through staV cuts.

12. PCS are also concerned that potential savings for the taxpayer are not being made through IT
procurement, with the cost of HMRC’s IT contract spiraling out of control. It is reported that the
department’s main IT contract is projected to increase from £4.5 billion to about £8 billion. Capgemini took
over tax IT services from EDS in 2004 with a bid price of £2.9 billion for the Aspire contract. After the
merger of HMRC in 2005, Fujitsu’s £930 million outsourcing contract with Customs was brought into the
Revenue’s Aspire contract. The total cost of the merger was about £4.5 billion. The merger was expected to
cut IT and other costs, but HMRC admitted to the Public Accounts Committee that the Aspire contract is
now valued at up to £8 billion. PCS believe that rather than oVering the taxpayer value for money, it is only
the likes of Capgemini that benefit from IT contracts which have average profit margins of more than 10%
for its suppliers.

13. During the same period HMRC also paid for 1,090 consultants for work equivalent to the services
covered by Aspire. PCS questions why the department is spending money on highly paid consultants while
paying billions to IT suppliers who should be providing these services in the first place.

14. Meanwhile £7.4 million has been spent over two years on consultants to implement LEAN processing
into the department. Our previous submission highlighted our concerns over LEAN and the way it has been
implemented. The imposition of hard targets has proven particularly unpopular and demoralising amongst
members and has received criticism from outside experts. We believe decent working conditions are an
essential basis for improving eYciency and there is an urgent need to resolve the LEAN issue if the
department is to avoid further declines in service delivery.

Office of Government Commerce (OGC)

15. The OGC were planning to reduce their headcount from 410 to 270 by April 2008. It looks likely that
they will reach this figure by June this year with current figures thought to be just below 300. It has not been
made clear to PCS whether this target number will be raise. There is confusion over the figure OGC is
heading towards and whether this is being based on budgetary constraints or on an arbitrary headcount
reduction. We are confident that compulsory redundancies should be avoidable.

16. This figure has been reached through a voluntary early retirement/severance (VER/VES) scheme.
There have been 142 expressions of interest and 65 oVers have so far been made. There have been concerns
over the tight timescales allowed for applying for this scheme. We understand that £10 million has been put
aside for the VER/VES scheme.

17. The shared corporate services between OGC and HM Treasury has already seen 75 staV transfer over
from the OGC to the Treasury. This will eVectively see the HR and Finance services merged and based in
two oYces in London and Norwich. We have concerns that these transfers were hurried through without
time for proper consultation with the unions.

18. Numbers will also be reduced with the anticipated closure of OGC’s Edinburgh oYce. The 15 staV
based there will possibly be oVered VER/VES or may transfer to the Scottish Executive if an agreement can
be reached.

19. PCS have concerns about the uncertainty this period of rapid change is causing to our members.
Currently around 120 are “unallocated” and are applying for posts internally. There are concerns that
management will move quickly to external recruitment before all staV who want to remain have been given
ample opportunity to apply for roles and obtain training to assist them if deemed necessary. We are currently
working with management to ensure that any posts filled are done so in adherence with the Cabinet OYce
staYng protocol.

20. There has been a mapping exercise with members involved on the mapping panels in a scrutiny role.
This was useful in that they were able to keep check on what was taking place. However, the use of a 90%
job matching figure has meant many staV were not directly mapped and therefore are facing yet more
uncertainty.
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21. Our members have understandably raised concerns that at board level the departing Chief Executive
may have received a huge pay-oV while they face months of uncertainty because the department is being
expected to be make savings and work towards new targets before the restructuring is finalised.

22. This has also put considerable pressure on staV to maintain a high level of work output whilst
applying for jobs and seeking redeployment or other advice. A “100 days” target has been set to pull together
the “new” OGC and make an immediate impact. This appears to be Treasury driven as OGC is now working
much more closely with HMT, including moving London staV to Horse Guards building by December 07.

Office for National Statistics (ONS)

23. PCS members in ONS feel that they are faced with disproportionate restructuring compared to other
areas in the civil and public services, with over 600 relocations from the South East and a further 850 job cuts.

24. The 600 relocations under Lyons will see jobs move from the London and Titchfield oYces to
Newport in South Wales. Only 50 staV have so far chosen to relocate and PCS have real concerns about
persuading key specialist staV to relocate to Newport. These concerns have so far been dismissed by
management.

25. We also have concerns about the disproportionate impact these relocations are having on Black and
Minority Ethnic (BME) staV. It was very worrying that no race impact assessment was carried out at the
time of the decision to transfer jobs out of the South East. When the ONS carried out its original assessment
in 2006 it did highlight the negative impact the moves would have on BME staV. The announcement of the
closure of the London site could mean that the ONS will be virtually an all white department.

26. Colin Mowl from the ONS Executive Management Group produced a paper in 2006 on future
staYng in London called “A Vision for London” in which he stated that going below 350 staV in London
could seriously weaken the organisation’s ability to deliver key credible outputs as recruitment and retention
would prove very diYcult in key specialist areas. We believe that these concerns were dismissed to meet
arbitrary headcount reduction targets that had already been decided. ONS were unable to move large
numbers of staV from Titchfield to Newport as originally planned. Although Titchfield technically falls
within the Lyons area it is cheaper than Newport. Therefore the shortfall is being made up by the
unsustainable cuts in London—despite Mowl’s report.

27. The trade unions have repeatedly questioned whether enough key statisticians, methodologists, IT
staV and other specialists could be recruited and retained in Newport, especially given the very low pay
rates—even when compared to the rest of the civil service in Wales. This is, we believe, being borne out by
the current recruitment diYculties being faced by ONS in these areas. Unfortunately ONS management are
reluctant to reveal come forward with hard statistical data on this issue at this time.

28. Numbers choosing to relocate have been very small. Partly as a consequence, large areas in London
now carry surplus staV whilst other areas are desperately under resourced.

29. We are seriously concerned about the way these changes have been managed; changes we believe that
are based on an inadequate business case led by an over ambitious headcount reduction target rather than
trying to obtain real improvements in eYciency.

30. We are also concerned that at a time when the government is supposedly seeking to make savings
through reductions in the number of civil servants, according to the ONS Annual Report, over £21 million
was being spent on consultants. Much of this went on consultants involved in introducing new IT systems.
The mismanagement of this IT programme has in our view been staggering. StaV report that none of the
original targets have been met and the systems cannot produce the outputs required which will lead to either
more spending than the original £75 million granted for the project, or an upward revision to planned
staV cuts.

31. Unions have consistently raised concerns over the digitisation of 250 million births, deaths and
marriage certificates. This contract was awarded to Siemens Business Services who oV-shored the processing
work to India. This project is considerably behind schedule and many of the records have come back
unusable. Over 250 planned job cuts in Southport are dependent upon the project being completed on time,
along with the planned closure of the Family Records Centre in Islington. At present we believe it is not
credible to believe that this project can produce the required results in the time planned.

Conclusions

32. PCS support new ways of working that improve eYciency and service quality. We believe an essential
prerequisite for such improvements are suYcient numbers of secure and good quality jobs for civil and
public servants. However, we believe the government’s present “eYciency” programme is based on the
short-sighted pursuit of quick cuts in staYng levels at the expense of planning for real long-term
improvements

33. PCS are not opposed to working with the employer on ways to improve eYciency in the civil service.
However, we believe that any changes to the way our members are expected to work should not be
determined by budget cuts and arbitrary headcount reduction figures decided in advance.
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34. Departments should look at where eYciency gains could really be made rather than adopting creative
accounting methods to meet work schedules because of constraints on staYng levels—so spending millions
on employing consultants to meet departmental obligations.

35. We are also increasingly concerned at the billions of taxpayers’ money that is being wasted on poorly
managed IT contracts.

36. PCS are further concerned that the movement of work out of London and the South East is having
a damaging impact on BME staV. We are also concerned that the relocation programme is simply being
used to reduce headcount with fewer jobs being allocated to the regions than have been cut in the South East.
It is also causing a drain on skills and knowledge in departments as too few experienced staV are prepared to
relocate.

37. The uncertainty caused by the job cuts and relocation programme has led to low morale among our
members. We are particularly concerned about the introduction of new work practices in HMRC that
demoralise staV and ultimately do not improve eYciency. We believe good working conditions go hand-in-
hand with the delivery of high quality public services. Evidence shows that good working conditions leads
to a highly motivated workforce, higher productivity, lower absence rates, lower turnover and a greater
emphasis on innovation and development.

38. While compulsory redundancies have so far been avoided we are concerned that the high numbers of
staV cuts, particularly in HMRC and ONS, is increasing the risk that those who want to remain in the civil
service will not be able to do so without fear of losing their job. We believe that reductions in headcount
should be met through natural wastage and VER/VES schemes. However, we believe that further reductions
will seriously compromise service delivery. There is a need to recognise that departments must be properly
resourced to carry out their functions.

April 2007

Supplementary memorandum submitted by PCS, Prospect and FDA

Further information on the ONS Lyons and Gershon Programmes timelines (Q 113) .30

ONS Lyons & Gershon Timeline

January 2004

Peter Walton announces proposal to Treasury as part of Lyons and Gershon submission to half London
headcount and close Titchfield. No prior consultation with unions. No supporting business case evident,
although Walton stresses the move is to save money.

Unions launch petition against Titchfield closure and local MP raises concerns in House.

March 2004

Lyons report published. Proposes Treasury department’s relocate 10% of their baseline. ONS oVers 75%.
Lyons cites department as being keen to move out of Titchfield.

April 2004

Len Cook informs staV that Titchfield business case does not support closure. Same memo states
regarding London, “The broad criteria we expect to adopt are as follows: a) need to be in London for high
level influence with key stakeholders (eg Bank of England); b) need to be in London for eVective customer
management; c) need to be in London for access to scarce skills in SE Region (National Accounts); d)
benefits to statistical integration of re-locating posts away from London (eg to Newport)” No formal
consultation or discussion with unions.

30 Ev 29.
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May 2004

ONS oYcially announce plans to close Titchfield oYce withdrawn.

July 2004

Fresh plan announced by Peter Walton to unions- ie London to lose 400–450 posts to Newport and 120
to Titchfield by 2008; Titchfield to lose 200 to Newport. Walton makes quote about Newport and says moves
now about government policy not saving money. Unions register list of key questions (including how many
people will be at each site at end of process in what grades and doing what work). Questions remain
unanswered. Unions also ask for Race Impact assessment and access to Business case. This denied.

December 2004

Unions publish member survey on relocation. Only 5% say they’d be very or fairly likely to relocate. Still
no answer to key questions

January 2005

Unions showed draft of Race Impact Assessment. Serious concerns include evident disproportionate
impact and concern about “seeking to improve racial mix of Newport“” taken to mean likely forced
relocations. Impact Assessment finally published in June 2005.

At DJCC management deny that there are any concerns about business case, including saving
assumptions for vacating oYces in Pimlico.

February 2005

Negotiations begin with unions about establishing a set of agreements to cover the process for managing
downsizing; management of redeployment; recruitment, selection and management of vacancies during
organisational change; relocation package and redundancy/severance terms.

May 2005

Series of Organisational Change protocols agreed and published. These cover the above areas. In some
cases they are agreed policies (eg relocation terms; agreement on the use of mobility clauses; key principles
for managing redeployment, vacancies, etc). In area of redundancy a protocol established but no agreement
reached as unions insist terms oVered will be inadequate and in need of constant review.

These policies supplied with this briefing.

Summer 2005

Unions receive series of leaked documents and internal briefings, highlighting concerns about business
case (including Atkins Report which had not been shared with staV or unions and report into poor
management of IT). Evident serious concerns exist about the robust nature of the business case. Confirms
Titchfield cheaper than Newport which should impact upon targets. Also evident statistical modernisation
programme in grave diYculty and eYciencies arising from this looking unlikely. Also discover concerns
about estate had been debated at EMG prior to DJCC and that Unions have been misled at these meetings.
PCS and prospect write “Saving ONS from Itself”. Three unions seek meeting with Minister.

Unions still have no answer to key questions, now also formally tabled as part of document.

Following meeting with John Healy and appointment of Hilary Douglas consultation improves and some
honesty emerges regarding ONS having over-stretched itself in the targets and needing additional funds to
support Lyons and Gershon. Some estimates begin to emerge regarding the shape of the organisation in
2008 but told concrete proposals unavailable as programmes still being developed. Concern begins to grow
as to whether Newport will receive any significant jobs gain.
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Autumn 2005

Unions press for CRE to investigate disproportionate impact on BME staV. ONS seek CRE support to
help with development of mitigation strategy.

December 2005

£16 million contract awarded to Siemens to digitise births, death and marriage certificates going back to
1837. Work to be scanned at Beeston and then sent to Chennai in India for processing. Original aim was to
put these records on-line but attempt to do so via Regulatory Order rejected by the House as too
controversial to introduce via this means. ONS proceed anyway to meet commitment to cut staYng numbers
at Southport, making around 200 low paid AA and AO staV at Southport surplus by April 2008. Most of
these on fixed term or temporary contracts and ONS begin by saying they believe this excludes this group
from redundancy payments.

March 2006

Unions informed that £10 million additional funding granted to support relocation and redundancy costs.
Unions argue that this still likely to be inadequate. Indications are that very few wish to relocate with their
jobs, especially in more technical and specialist areas.

ONS also announce that proposed relocation of the Telephone Unit from Titchfield to Newport was
unworkable and that further relocations from London will be needed to match Lyons target. OYcial figures
shared with unions showing that total number of jobs in Newport to increase by 49 between 1st April 2004
and 1st April 2008, at least 400 short of promised number in 2004.

May 2006

Unions request opportunity to discuss “Vision for London” with management having become aware of
it via unoYcial leak. Management do not meet to discuss document until final draft ready in September.

June 2006

Siemens contract falls badly behind after Beeston scanner burns out. Concerns beginning to surface about
the quality of the data being returned from Chennai. Good local consultation but management nationally
deny there is a problem and maintain they do not intend to pay redundancy to staV on fixed term contracts.

October 2006

Vision for London document published on intranet. Paper outlines a number of options for further
relocation up to 2010. It recognises diYculties recruiting and retaining key specialist staV even in London
and identifies serious risks to going below 350 staV in London. Also identifies need for further Race Impact
Assessment to inform any additional relocation decisions.

PCS discover that preferred option being recommended to EMG is to reduce London site to between 50
and 100 by 2010. DTUS request a fresh impact assessment be carried out and request urgent meeting with
Minister.

December 2006

Decision on announcement appears to be delayed after Unions meet with Minister after treasury ask for
more time to consider issues.

January 2007

StaV informed in series of meetings that London numbers will be reduced from around 600 to 340 by April
2008 and to between 50-100 by April 2010. Family Records Centre in Islington (previously advised as safe)
to close to allow for Drummond Gate to be vacated. No prior consultation or negotiation with unions. No
additional Impact Assessment carried out. Management concede that compulsory redundancy a significant
risk. Voluntary scheme in London will need to be adapted accordingly.

February 2007

DTUS meet with management to discuss equality issues and the development of their diversity strategy.
Management admit diYculties getting staV to relocate and particularly BME staV. Management state that
current statistics suggest the BME workforce at Newport is decreasing despite mitigations.
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March 2007

DTUS complain formally that protocols for management of redeployment and downsizing are being
breached in London with little scope to oVer alternative posts.

Unions at Southport informed that Siemens digitisation project is now between 10 months and a year
behind schedule. Local staV raise concerns about the quality of the data being returned as many records are
inaccurate or don’t work.

Management finally concede in principle that staV with temporary and fixed term contracts at Southport
will be aVorded redundancy payments in most cases, details still to be finalised. However, concern that as
digitisation project is failing these jobs will be cut to meet budget and targets despite the promised eYciencies
not being arrived at.

Unions also raise concern that ONS are thinking of outsourcing potentially up to 250 jobs in IT as part of
Cabinet OYce led shared service Project Isaac without any formal consultation with unions. Issues around
potential redundancies, mainly in Newport, remain unresolved at time of writing.

June 2007

Memorandum submitted by the Royal Statistical Society

Whilst this inquiry covers all of the Chancellor’s Departments, this submission is concerned only with the
OYce for National Statistics (ONS). For reasons that will become clear the Society cannot comment with
as much authority as it would wish. Instead we raise a series of questions which we hope the TSC will take up.

1. Over and above the usual pressures to maintain, develop and produce a wide range of National
Statistics, there are four main challenges that ONS senior management face: (i) the eYciency targets built
into future budgetary plans, (ii) the target to relocate 850 posts out of London (iii) the modernisation
programme, for which substantial investment was provided but which has not progressed as quickly as
intended and (iv) the implementation of the legislation now proceeding through Parliament. In addition
there are always new EU requirements to be met and major programme developments such as the demands
for better regional statistics, the improvements to measures of public sector productivity and delivery of the
2011 Census for which planning is already in progress and which will consume an increasing amount of
senior management attention in the coming years. Thus over the next four to five years ONS senior
management face a very demanding set of conflicting challenges. Notwithstanding the eVorts that ONS
management will make to reconcile the demands and deliver them, taken together these raise considerable
risks for the performance of ONS and possible dangers to the continuity and quality of the statistics
produced. ONS will need strong support from all its stakeholders, who need to be kept informed and
involved, if it is to succeed.

The Budget and Efficiency Targets

2. The Treasury, in keeping with the proposed legislation, has just announced a five year budget for the
new statistics Board (including the ONS). In our view the headline budget is impossible to interpret so as
to understand the implicit assumptions and to know whether it is adequate. The budget contains some
provision for eYciency factors, the implementation of the legislative proposals, the build up to the next
Census and so on. Of course it will be for the Board to determine the final allocation of funds to diVerent
programmes but without a clear and transparent picture of the provisions included and the funding
assumptions made, including the extent to which these deal with the pressures listed in paragraph 1, we
cannot see how Parliament can engage meaningfully with the budgetary recommendation within the time-
scale in which it must confirm the allocation. If the Government’s intentions to put the ONS onto a more
independent basis, to deal with the funding issues outside of the normal annual spending review, and to
involve Parliament more extensively are to be achieved, then much greater transparency is needed. In our
view the ONS budgetary submission and in future the Board’s should be published when submitted. As it
is the first five year’s of the new Board’s existence will be largely determined in budgetary terms without
Parliament having the information needed to carry out its oversight function fully.

Whilst going beyond the strict terms of reference for the TSC inquiry, we believe that, building on the
previous paragraph, the funding for all statistical work across Government should be presented in an
integrated format so that Parliament may obtain a complete overview of the statistical system and the
consequences of funding plans.

3. We understand that the eYciency factors built into the ONS budget are challenging but we cannot
judge whether they will be achieved and at what cost to the quality of outputs or to other worthwhile
developments. From the latest business plan we see that eYciencies are beginning to cut into front line
services: sample sizes of a range of surveys will be reduced and this will have some impact on quality. We
would expect ONS staV to mitigate these eVects as far as possible but reduction of sample sizes across a range
of surveys suggests that eYciencies will not be achieved without impact on the quality of outputs. There is
no information on whether further cuts of this kind will be required in future years, nor the extent to which
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existing demands such as better regional statistics (the Alsopp report) will be met. Typically statistics oYces
will seek to protect outputs at almost all cost when budgets are tight and cutting sample sizes across a swathe
of surveys is a bad sign. It is essential that funding for maintenance and development of essential
infrastructure (new methodologies, developments to maintain quality etc) is preserved.

4. Another indicator is that for some time there has been agreement in principle to transfer the
compilation of construction statistics to ONS but we understand that lack of funding impedes the transfer.
On grounds of quality the integration of this work within the broader macro-economic statistical framework
would yield benefits and should be completed.

Relocation

5. The ONS Business Case option appraisal for relocation seems to be driven by the need to meet both
the 850 staV relocations from London (Lyons report) and in addition reduced staV numbers in relation to
eYciency. It appears from the Business Plan that these have to be met separately and hence staV reductions
in London cannot count against staV posts moved from London. This is a very harsh interpretation by HM
Treasury of the two targets and must be having a significant eVect. In particular this separation seems to
underpin the need to relocate the whole of ONS London activities to Newport.

6. In particular it is clear that the original relocation plans envisaged a retained core of about 250–300
staV in London. This has been reviewed in the light of the eYciency and relocation targets with the resulting
decision to eVectively close London entirely. The question of how dependent this decision is on the combined
eVect of the two targets merits investigation.

7. Our greatest concerns relate to the relocation plans and the decision to eVectively close a London
location. We have a number of strong worries:

— A modern statistical oYce needs a wide range of skills and expertise. First among these are
suYcient people with well developed statistical skills. In general both the public and private sectors
find it diYcult to recruit suYcient numbers of such staV. ONS is no exception and we have long
term concerns that the relocation will present ongoing problems for recruiting the highest quality
staV. Similarly the ability to attract staV from the remainder of the Government Statistical Service
will be greatly reduced. ONS will seek to mitigate these disadvantages but they are not short term
or transitional problems and will persist long term.

— Of particular concern are areas of special expertise such as methodology and National Accounts.
These are areas for which the Universities do not produce graduates or postgraduates with the
required skills. Hence high quality statistical graduates and postgraduates must be recruited and
then develop the advanced expertise through subsequent specialist training, professional
development and work experience. Five years is the minimum period required to develop the skills
of key staV in these areas and even longer periods for the future leaders.

— We understand that a very high proportion (possibly over 85%) of London-based staV will not
move to Newport. Statistical production is a knowledge-based business and no such business could
contemplate losing a high proportion of its staV expertise in special areas such as National
Accounts without running a very real risk of impact on the statistical outputs. No doubt ONS will
do all that it can to mitigate the risk (recruitment drives in Newport and inducements to key staV
to continue employment) but, in our view this will remain a cause of concern for years to come.
The UK is highly regarded for its expertise in areas such as National Accounts and there is a real
risk that this reputation will be eroded. If there were serious quality problems for any of the key
economic series this could have profound consequences for macro-economic and monetary policy
with economic and social consequences.

— For the key specialist areas, this concern is strongest for National Accounts since there is a
relatively strong methodology presence on the Newport site already which has been built up over
the last 15 years. Note that it has taken 15 years to achieve the current level of expertise in this area
in Newport, emphasising once more how long it takes to build critical capacity. Even now, there
is much more to be done before the current methodological strength matches that in other
countries such as Canada and Australia. Developing world class specialist areas is a long-term
process.

— The original relocation plan would have allowed the retention of critical expertise over a much
longer period and with some key strategic duplication of posts in London and Newport would
have permitted the knowledge base to be built up in Newport in a much more orderly way. Given
the potential economic consequences to the nation of loss of quality to key economic series we
believe that this would have been a more prudent course and even now could be adopted if the
personnel targets were relaxed to allow it.

— A separate point is that the government has announced the creation of a hub for the release of all
National Statistics separate from policy departments. Many releases involve briefing of journalists
and other analysts. Given the audience this will have to be a London based operation in the main—
to move this to Newport would undermine the government’s intentions to ensure the statistical
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release reaches its intended audiences without a policy spin. We can see no provision for this in
the existing plans and it must have an impact on the decision to eVectively close down activities
in London.

— The Business Case appraisal seems to view the question of relocation as a financial trade-oV
together with a series of short term risks that need to be mitigated during the transition. There
certainly are transition risks but, in our view, too little concern may have been directed at longer
term consequences.

— Another long-term disbenefit is the likely loss of influence of ONS on the wider statistical system.
The creation of ONS in 1996 was a very significant development and has created a strong
coordinating influence across the GSS, albeit not yet as strong as we would wish. In addition a
critical mass of core skills in ONS should be available to the system as a whole. We are concerned
that the future influence of ONS on the wider system will be diminished to the detriment of the
system as a whole.

8. We are concerned about other (albeit smaller) possible interactions between the budgetary allocation
(and the implicit eYciency factors) and other challenges facing ONS:

— The modernisation programme is known to be behind schedule, and hence will not yet have
delivered the eYciencies that were expected. Has the budget taken allowance for this delay or is
ONS being required to find eYciencies against other programmes to yield the expected eYciencies
on the original time schedule?

— The relocation plan will require expenditure to achieve. We assume that severance costs are being
met from separate funding (is this so?). But there will be other expenditures to meet the relocation
(relocation costs for staV who relocate, “golden handcuVs” for key staV etc) as well as a whole raft
of programmes to mitigate the risks embedded in relocation. Has ONS been given extra budgetary
support for these expenditures or are these being met at the expense of ongoing programmes?

9. We have no evidence of the extent to which the latest budgetary allocations make provision for the next
Census nor for the other supposed priority areas such as statistical support for regional development policy.

10. So far as the Census itself is concerned we note that planning is proceeding and the various user
communities are contributing to this. At this stage we have no reason to express particular concern. Since
the Census is based on the Titchfield site it should be protected to some extent from the consequences of the
London relocation.

11. However, we have noted the enormous number of pressures on the senior management of the ONS
and all of these will persist through the next five years. There is a general concern that if anything goes
seriously wrong, in the modernisation programme, the relocation plans, the implementation of the new
legislative framework, the Census planning or the quality and consistency of the key statistical outputs then
the capacity for the senior management to move into crisis management mode and maintain the focus
needed on all the other programmes of activity may pose extreme diYculties. In addition all of this will be
in play while the new Board is created and the new arrangements for Parliamentary scrutiny are put in place.
Any serious problem that arises may aVect the relationship between the Board, the National Statistician and
Parliament and colour the way these interact for years to come.

12. Our general concern is that ONS is being asked to deal with too many competing demands, all of
which will persist over a prolonged period and which put the statistical oYce and its outputs at risk. We
hope that the TSC will make recommendations that will support the National Statistician and her team in
delivering high quality outputs and will increase the chances of success at a critical time.

April 2007

Memorandum submitted by the Statistics Commission

This submission sets out the views of the Statistics Commission in relation to the OYce for National
Statistics.

The Statistics Commission has had correspondence with the Financial Secretary to the Treasury and with
the OYce for National Statistics in recent months on matters which relate to the eYciency of ONS and its
financial position more generally. These letters are appended but I would also like to make a few general
observations.

The Statistics and Registration Service Bill provides for the future Statistics Board to have “the objective
of promoting and safeguarding the production and publication of oYcial statistics that serve the public
good.” The Commission believes that in order to carry out that role eVectively, the Statistics Board will need
to ensure that scrutiny—including Parliamentary scrutiny—of statistical priorities and of the performance/
eYciency of ONS is informed by the public availability of full information on forward plans, on the analysis
of risk and on associated financial and staYng provision. At present, little information of this kind is in the
public domain and our recent correspondence has largely been seeking to establish whether it could now be
made available.
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The information to be published in future will need to be suYcient to allow Parliament, users of statistics
and other interested parties to understand, and to challenge should they wish, the decisions and priorities
adopted within the statistical service under its new and more independent form of governance.

While we have welcomed the announcement of a five-year funding settlement for ONS of £1.2 billion (my
letter to the Financial Secretary of 17 April), we have concluded that we cannot judge the adequacy of that
settlement to sustain the quality of oYcial statistics from the information that is now publicly available. We
have asked the National Statistician (my letter of 23 April) for indicative budgets for ONS major
programmes of work, covering both the recent past and the forward years, so that interested parties can
form a view on the nature and severity of the pressures ONS is facing. The ten-year cycle of the Census means
that little can be made of the aggregate annual funding figures until the Census element is extracted from
the totals.

We have asked for the National Statistician’s view of the adequacy of the 2007–08 funding settlement to
meet the immediate work programme and for information on the consultation process used in arriving at
the priorities for the 2007–08 work programme.

We have also requested, and recently been provided, documentary information on ONS’s own analysis
of the risks facing major programmes. We have yet to fully consider the papers provided but will respond
to ONS when we have. We take the view that, following the passage of the Statistics and Registration Service
Bill, such analyses should be placed in the public domain as a matter of routine; not least to facilitate public
engagement on statistical planning—a key to future improvement and to serving the public good.

In an earlier letter to the Financial Secretary (1 February) I expressed concern on behalf of the
Commission about the compounding of risks associated with demands of the current legislative changes,
the modernisation programme, the reduction in staV numbers required by eYciency targets, the relocation
of staV to Newport and the build up to the 2011 Census.

It may be of interest to note that the Government’s 1998 consultation paper “Statistics: a Matter of Trust”
which laid the ground for the creation of many of the current arrangements, stated that “the financial
arrangements must be open and their eVects on statistical activity transparent.” We believe there is still some
way to go on this.

April 2007

Memorandum submitted by the ONS Departmental Trade Union Side

Treasury Select Sub-Committee visit to ONS

Our thanks to you and your Sub-Committee colleagues for inviting representatives from the ONS Trade
Union Side to meet you during your visit on Tuesday. We welcomed the opportunity to reiterate and
reinforce representations made to you previously by our colleagues Ro Marsh, Dean Rogers and Rose
Willis.

We hope our responses to your questions were helpful to the Sub-Committee. As you noted when we met,
time constraints preclude provision of as much information as we would have liked to give. We therefore
enclose supplementary information, which we hope will be of use to you and Sub-Committee colleagues.

Please do get in touch if you have any query on the following background, or if we can be of any
further help.

Annex A

THREATS TO STATISTICAL OUTPUTS POSED BY RELOCATION

The Relocation Business Case

1. ONS Management’s relocation business case was so fundamentally flawed that it could have been used
to justify the relocation of any organisation from London (including GLA, TfL). Neither the business case’s
criteria nor its weighting on which the cost benefit analysis is based, are convincing. The potential costs of
compulsory redundancy are understated. It is most unlikely that the costs have been properly measured (in
particular, damage to reputation and isolation from key stakeholders). The success of the transfer of ONS’s
Labour Market Division (responsible for employment and unemployment estimates) has been cited, yet
LMD staV only received 12 month notice of their posts being redeployed in mid-December 2006.

2. Divisional Directors have been asked to draw up business plans for relocation which have almost no
chance if working in practice because of recruitment/retention issues. Included in ONS’s assumptions about
relocation and staV retention, ONS publicly claimed that up to 15% of London staV would relocate with
their posts. Yet there was clear evidence in a staV survey conducted in September 2004 that only 8% of
London staV would “consider moving within three years”.
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3. There appears to have been little or no consultation with our key UK stakeholders for their views—
in particular, HM Treasury and the Bank of England for National Accounts; and Parliament, with our new
forthcoming independent status (Mervyn King, the Governor of the Bank of England, said as recently as
28 June that he was concerned that the relocation of ONS from London to Newport “will make our lives
more diYcult” because of temporary cuts to data collection and analysis, including that day’s “Blue Book”
revisions.)

4. Every other country in Europe has—significant National Statistical OYce presence in its capital city.
An attempt to relocate National Accounts from Dublin to Cork in Ireland was abandoned because of the
skills loss that would have resulted. Several other countries have abandoned relocations of statistical work
because they found the danger- to key outputs were too great. Further, there appears to have been little if
any concern paid to the risks associated with failure to meet our European/International commitments.

5. The idea that the restructuring of statistical work. over two sites (Titchfield and Newport) to provide
greater long-term career development does not make sense in the context of the Government Statistical
Service, whereby GSS staV are expected to gain a range of experience across diVerent government
departments, most of which will remain based in London.

6. The relocation programme has been accompanied by what can only be described as disinformation to
staV. In the course of 2003, ONS Trade Unions became aware of rumours that ONS planned to move a
significant proportion of its business out of London. At a joint Management/Union meeting in July 2003,
then Corporate Services Executive Director, Peter Walton, was asked whether these rumours were true and
replied that: “There are no current plans for moving London staV.” This was deliberately misleading since,
within less than two months, he was negotiating a major relocation programme with the Cabinet OYce that
was first announced in January 2004.

7. The Trade Unions became further a armed during 2005 when rumours first surfaced of a plan to close
the London site in its entirety. Again, Peter Walton denied that there was any such plan, claiming it was just
one option of a number of proposals under discussion. ONS Unions often requested, but were always
denied, sight of the ONS Lyon submission.

8. On the basis of the above, we would request that your Sub-Committee propose an independent
assessment of ONS’s business case for the relocation of work from London. You may wish to ensure that
such an assessment is conducted by people with expertise in UK oYcial statistics.

Fears for statistical outputs/relocation experiences of other National Statistical Institutes (closely related to
re recruitment and retention issues across sites)

9. ONS faces a severe loss of skilled staV who are unwilling to relocate because of family commitments,
the need to look after dependents or for lifestyle reasons (the attractions of a world city versus the attractions
of more provincial areas). The loss of many years of expertise in a very short period of time inevitably
constitutes a significant risk to ONS outputs and their quality.

10. Almost everything is still being delivered at present because of the commitment of staV from all ONS
sites. There has yet to be any significant output delivered in Newport that was previously delivered in
London (eg Social Trends, Labour Market Statistics, inflation on as measured by the RPl and CPI). And
staV are being moved from existing areas in Newport to fill new posts thereby increasing the dangers of poor
quality statistics in work domains that have been long established there.

11. Concerns for particular statistical output. include:

— The lack of consultation with regional users on the reduction in the availability of regional
statistics (thereby contradicting what Karen Dunnell wrote in her Financial Times article of 4 June
2007) who have complained to various ONS staV.

— That ONS is cutting down on regional statistics through the scaling down of surveys at the very
time we are supposed to be implementing the Allsopp Review (Statistics for Economic
Policymaking).

— The lack of an industrial breakdown of Regional Gross Value Added in Blue Book 2007 will mean
that we will renege on European commitments as laid out in the European System of Accounts
(which is backed up by legislation).

Recruitment and retention issues across sites/foreign nationals in London

12. Specific concerns include the following:

— In the first five months of 2007, 51 staV joined the Newport site, but 73 left.

— ONS has previously been able to recruit large numbers of high quality foreign national staV (about
10% of the total complement to London) because, although we pay very badly relative to other
Government departments, the current excellent reputation of the ONS and the attractions that a
world city can oVer hem are suYciently appealing.

— There remains a chronic problem in recruiting methodologists/statisticians at Newport.
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— ONS’s Newport oYce is losing administrative staV to the National Assembly for Wales, the
Intellect at Property OYce, HM Prison Service and other Departments locally represented because
of uncompetitive pay rates.

— The ONS will have a much lower proportion of Black and Minority Ethnic StaV than the
population as—whole if relocation goes ahead; and, while there are diverse communities in South
Wales they are not well represented at the ONS Newport oYce.

— There has actually been a reduction in the percentage of BME staV working there.

Independence issues and timetable aVecting Shadow Board

13. The independent statistics oYce board’s Shadow Chair will be appointed imminently and the Board
will take charge in April 2008. It is surely therefore precipitate at best to anticipate the Board’s strategic
decisions by ramping up relocation plans. And Karen Dunnell’s suggestion (FT, 4/6/07) that being in
Newport could in some ay reinforce independence is preposterous given that almost all the key policy
decisions, which it is vital that the ONS and its successors inform, are made in London.

14. An eVective independent (Statistics) Board cannot operate with only an ONS consular presence in
London. There are many parallels (after the enactment of the legislation currently being debated in
parliament) between our role and that of the National Audit OYce/Bank of England, both of whom are
based in the UK’s capital city.

15. It does not make sense to put the reputation of UK Government Statistics at risk just as we are
becoming independent, the principal reason for which was to increase public confidence in oYcial statistics.

Annex B

PRICES/NATIONAL ACCOUNTS STATISTICS and STATISTICAL MODERNISATION

1. Mr Fallon expressed an interest in Prices divisions. Our CPGI division, who produce the monthly
Consumer Price Indices, is currently relocating to Newport. StaV recruitment problems, however, have
delayed handover, which was due to start in April 2007 but is ow expected to start in July 2007. Because of
recruitment failures, ONS are moving staV out of existing Inquiry sections into CPGI in Newport, which
will inevitably impact on the work of the former business areas of those staV.

2. The Newport Site Committee recently reported that there are a number of recruitment problems:

— the HR Recruitment team has made a series of serious clerical errors over recent weeks, due to
inexperienced staV with insuYcient training; and

— on recruitment in general, John Coyle reported that we are well short of our targets, and HR are
considering t e use of head-hunters and/or partnerships with specialist recruitment firms.

3. We are therefore very concerned that, when National Accounts is due to relocate, given that few
National Account staV have expressed an interest in relocating to Newport, recruitment problems are likely
to be just as great or even worse. Because many experienced Lo don staV at all grades have left the National
Accounts Group (NAG) in the last two years, there are a number of essential areas of work that now lack
experienced staV. In areas like Balance of Payments, Household Survey, Input-Output and Methodology,
remaining London staV are being deployed to “paper over the cracks”.

“Modernisation”

4. On statistical modernisation, our understanding is that so far ONS has spent in the region of £75
million, under various project names such as SMP, Odyssey and CORD, without any tangible benefit to
date. Much of the money has gone to external business partners like Xansa, rather than within ONS on
improvements to existing surveys or on funding new surveys.

5. CORD is a replacement database for all ONS macroeconomic data, and work on a new database called
CORD, in partnership with Xansa, is severely delayed. The original idea was that CORD would replace all
ONS databases, but even though the scope of CORD has been greatly reduced, the team are still some way
behind schedule.

6. Rolling out the replacement CORD database will happen at the same time as the Blue Book 2008 is
completed. There is therefore a real danger that problems and delays with CORD during 2068 will impact
on our ability to produce quarterly and annual National Accounts publications which are essential for the
Bank of England, HM Treasury and other key data users.

7. Another Odyssey project, Labour Force Survey Reweighting of microdata, has been recently
abandoned due to lack of staV resources.
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Cuts in ONS Outputs

8. Lord Thurso made the point that t e Management of ONS says that there are no problems, while the
Union side say there are, so your Sub-Committee needs evidence. One sign of problems is the changes and
cutbacks made to ONS publications and web outputs in recent months:

— Blue Book 2007, our annual flagship publication, will be reduced in scale. Industrial analyses will
not be included this year, annual benchmarking is postponed, and methodological changes (like
the treatment of FISIM data) have also been postponed. We’re therefore banking on getting
everything right for Blue Book 2008, but can this be achieved without enough experienced staV?

— Other publications and web outputs are being cut back—Economic Trends and Labour Market
Trends recently merged, as did Engineering and Machine Tools publications, and a publication
on Motor Vehicle Production is also due to be merged into another output in the next few months.

9. There is therefore already a clear impact of relocation and changing staV profiles to the data outputs
we are able to produce, with no sign that things will improve in the short-term.

Annex C

THREATS TO SOCIAL STATISTICS

1. Health-related statistical outputs at- also under threat due to the loss of skills and experience that will
result fro relocation of work to Newport. For example, a large number of posts have been moved out of
Health and Care/ Social and Health Analysis Reporting Division in London to create the new SEMARD
(Social and Economic Micro Analysis division in Newport.

2. The OYce has been keen to label this part of the relocation process as a “success”. However, the
number of outputs actually produced in Newport do not compare favourably to the number of outputs still
produced from London. In almost 18 months, the Newport division has yet to contribute a single article or
report to the ONS flag. hip publication Health Statistics Quarterly. In comparison, teams working in Health
statistics in London have produced six articles and five reports in the last six months. It is possible to say
on the basis of this evidence that the “success” of relocating posts to Newport has been overstated, at best.

Annex D

REDEPLOYMENT AND REDUNDANCY

Redeployment Register

1. StaV were first placed on a “Redeployment Register” in May 2005. StaV declared surplus are issued
with 12 month notification letters. Although the whole 12 months is intended as a redeployment period, if
the individual has not been redeployed in the first six month-, they will receive six months notice of
redundancy. Although ONS currently has 164 London staV on the Redeployment Register, 54 of whom
have been there longer than six months (some up to 15 months), ONS has yet to issue a redundancy notice.

2. The overwhelming majority of staV currently on the Redeployment Register have received no job
oVers. Those who have been found temporary jobs, are in an ever-decreasing circle of posts, being placed
on and oV the Register.

Redeployment Policy

3. This was finalised in April 2005. Part of the agreement with ONS Unions was that “Individuals may
refuse up to three oVers of posts in the initial six month period, where they can show reasonable reasons for
considering the post to be unsuitable.’ In early 2007, Management sought agreement to reduce the number
of job oVers to one: the Trade Unions declined to agree as this represented a detriment to their members.
Management then imposed this policy across all sites, although the published policy on the Departmental
intranet was not amended for a number of months.

Early Moves

4. National Statistician and Registrar General Karen Dunnell, attending a meeting with the Unions
following the January 2007 notice of further relocations, described the situation whereby staV either
relocated or left ONS, so prompting the earlier than planned closure of a London business area, as
“serendipitous”. One of the unfortunate consequences for London staV, however, has been a corresponding
reduction in vacancies and therefore redeployment opportunities.
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Compulsory Redundancies

5. From the outset of the Organisational Change programme, ONS management repeatedly insisted that
it was “not contemplating” compulsory redundancies and that it was fully confident that all staV who
wanted to remain working for ONS would be successfully redeployed. The only exception may have been
a small group of staV in Titchfield who belonged to a grade not included in the new structure at the location.
Despite radically altering the relocation plans, management has still not publicly acknowledged that their
relocation programme is likely to result in significant numbers of compulsory redundancies in London.

6. Unless further redeployment opportunities are found, or ONS Management’s timetable is extended,
then the organisation is facing perhaps 60–100 compulsory redundancies in the near future by April 2008—
which will certainly result in at least one of our Unions balloting for industrial action—and it is highly Iikely
that if there is no change in the relocation programme, large numbers of NAG staV would be made
compulsorily redundant by 2010.

Annex E

THE FAMILY RECORD CENTRE (FRC)

1. ONS plans to close the Family Records Centre (which is part of the GRO and is located in Islington)
early in 2008. With its closure, there will no longer be a Public Search Room for England and Wales for the
first time since it was created under legislation passed in 1836, although such a facility will continue to exist
in Scotland. The FRC is—valuable resource for members of the public researching their family history—
an area which has seen considerable growth in recent years du- to the popularity of television programmes
such as Who Do You Think You Are?—and the loss of this resource would impact particularly upon those
for whom the on-line ordering of certificates presents diYculties—the elderly, those without Internet access,
or with learning diYculties. The FRC is also used by local legal firms, by a number of genealogy societies,
by groups that are established locally in Clerkenwell, and in probate cases. Sympathetic face-to-face contact
with staV is vital in situations where members of the public may discover that their ancestry is not what they
have previously be—n led to believe.

2. Consultation and communication with FRC staV has been highly negligent, and has been the subject
of an oYcial complaint from the Council of Civil Service Trade Unions. Nor do we believe that there has
been adequate public consultation. During 2006, enquiries about the future of the FRC by PCS were
dismissed as “union rumour-mongering”. In December 2006, staV were summoned to a staV meting and told
they would be declared surplus in February 2007, and that the FRC would be closed in early 2008. Access to
an internal review of FRC services carried out by the GRO was denied to staV, and has only recently become
available after a delay of six months and a FOI request. To date, we have not been able to establish whether
it is intended to move staV out of the RC late this year.

Annex F

STAFF MORALE AT ONS

1. StaV morale across ONS at all of our sites—London, Newport, Southport and Titchfield—has reached
an 11-year low. The uncertainty and demotivation generated by the range of factors highlighted below mean
that ONS, and its new, independent successor organisation, will be reliant upon an alienated workforce for
the maintenance of its statistical outputs’ quality.

London

2. ONS London staV are aware of ON’. Management’s plan ultimately to retain only a residual,
“consular” presence of between 10–50 staV in London. London ONS staV are also aware: that ONE
Management oVered up far too many posts for relocation to the Lyons review in 2004, far more
proportionately than those oVered by other Whitehall departments; that the relocation of all statistical work
from London, combined with Gershon-driven headcount reductions and a failed statistical modernisation
programme, jeopardise the quality and resilience of ONS’s key statistical outputs, to the consternation of
key stakeholders at H M Treasury and the Bank of England; and that ONS Management’s relocation
“strategy” will very likely result in their being made compulsorily redundant. No oVers of “golden
handcuVs” or similar sweeteners for “key” personnel can persuade London staV that they are in any way
truly valued by ONS Management.

Titchfield

3. Despite the absence of any supporting business case, in 2004 ONS announced the planned closure of
the Titchfield site, with its functions being transferred to other ONS sites. The plan as swiftly abandoned
once its economic and strategic shortcomings were highlighted. But in light of this recent memory, Titchfield
staV understandable take with a very large pinch of salt later ONS Management assurances of the Titchfield
site’s long-term future.
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Southport

4. Significant slippages in delivery of key General Register OYce projects (including the Digitisation of
Vital Events, Electronic Access to GRO Legacy Events and Multi-Access to GRO Published Index of
Events); and proposed machinery of government transfers from ONS of GRO and NHSCR staV: mean that
staV at Southport have strong misgivings about future job security.

Newport

5. Although the Newport site is the main beneficiary of the transfer of work from London, few career
development opportunities have been generated for Newport staV. Many of the posts transferred to
Newport are specialist, requiring external recruitment (which has so far proved less than successful—putting
increasing pressure on delivery of transferred outputs). So for most Newport staV, the vaunted opportunities
oVered by the relocation of work have yet to materialise. Meanwhile, as a result of Gershon eYciency cuts,
they are being asked to deliver the same outputs with fewer staV.

All Sites

6. The above-mentioned headcount reductions mean that staV across ONS are being asked to do more
with Iess. Furthermore, they are being asked to do more for less—ONS Management recently imposed a
below-inflation two year pay award, despite all three Unions’ memberships voting to reject the pay oVer.

7. ONS Management are presently considering outsourcing many IT functions presently undertaken by
in-house staV. Up to 50 ONS IT staV may be outsourced to Fujitsu. It’s a major concern for all staV that
future statistical outputs, and the confidentiality of ONS data, may be put at risk by the commercialisation
of ONS’s data processing.

Staff Perception Survey

8. ONS conducted a survey of its staV’s attitudes in October 2006, achieving an overall response rate of
60%. Full results are available on request. Relevant key points from the survey include:

— 70% of staV responding to the survey disagreed with the proposition that “ONS is a better place
to work that 12 months ago”;

— 66% of respondents disagreed with the proposition that “ONS will be a better place to work in 12
months time”;

— only 27% of staV agreed that they were “proud to work for ONS”;

— only 19% of staV believed that “senior managers at ONS have a clear vision of the future of ONS”;

— only 14% of staV believed that “senior managers at ONS can implement the future vision of
ONS”;

— only 9% of staV believed that they were “paid fairly compared with people in other organisations
who hold similar jobs”; and

— only 14% of staV believed that “senior managers at ONS will act on problems identified through
this survey”.

9. And this survey was conducted before ONS Management announcements on: the relocation of all
statistical work from London; the possibility of outsourcing much IT work; and t e imposition of a derisory
pay settlement. Responses would be still worse if a similar survey were conducted now.

ONS Senior Civil Service Survey

10. The SCS survey was carried out in October 2006, achieving a response rate among ONS SCS (grade
5—“divisional directors” and above—“group” and “executive directors”) of 74%. Again, full results are
available on request. Relevant key points from the survey include:

— only 11% of ONS SCS staV believed that “the Department as a whole is well managed”;

— only 23% of ONS SCS staV believed that the Executive Management Group “provide eVective
leadership”; and

— only 11% of ONS SCS staV believed that “change is managed well in this Department”.

Annex G

IMPACT ON DIVERSITY IN ONS OF RELOCATION

1. Since 2004, the ONS trade union have consistently warned of the serious negative impact on diversity
of the relocation programme. In 2004 more than 80% of the black and minority ethnic (BME) staV employed
within the department worked in Pimlico. Although the proportion of BME staV in London was somewhat



3737801019 Page Type [O] 23-07-07 09:44:35 Pag Table: COENEW PPSysB Unit: PAG5

Treasury Committee: Evidence Ev 141

less than the 29% of London’s population identified in the 2001 Census, the London site had a reasonable
record of recruiting BME staV, albeit mainly in lower grades. There ere however serious indications of bias
in ONS’s performance management system (PMS). Analysis of PMS outcomes in 2004 revealed that BME
staV in each of 13 grades received fewer Box A markings, and in a high proportion of grades this ethnicity
gap was more than the statistically significant bar of 5%. This led to a two-year boycott of the PMS by PCS
and Prospect, which only ended with the introduction of a new system in 2006.

2. Other ONS sites in Newport, Southport and Titchfield have even fewer BME staV than the small
percentages found in their local travel to work areas. The net eVect of relocation, therefore, is a dramatic
reduction in the diversity of the ONS workforce. This is in marked contrast to the stated aims of the
department. In June 2005—well after the announcement of relocation—Len Cook, in a talk entitled Some
thoughts on leadership of diversity in ONS, said that: We should reflect the mix of communinties in the UK
among the mix of staV in ONS’. Furthermore the Stephen Lawrence inquiry also suggested that public sector
organisations should be representative of the populations that they are serving. Yet ONS is on course to
becoming one of the least diverse departments in the entire Civil Service.

3. ONS has adopted a cavalier approach o its statutory duties under race relations legislation. No Race
Equality Impact Assessment (REIA) was carried out prior to the announcement of relocation targets in
March 2004. When it was finally published in June 2005 it showed a significant and disproportionate impact
upon BME staV. However, in response to a PQ from Diane Abbott MP on 8 March 2006, it was claimed
that “ONS carried out a Race Equality Impact Assessment (REIA) on t e proposed relocation prior to the
final decision being taken.” This appears to be intentionally misleading, since the only decision on relocation
this ca refer to had been taken 14 months before the publication of the REIA.

4. Further revised relocation targets announced in February 2006 and January 2007 were also not
preceded by revised REIAs, despite repeated pressure from the trade unions, with the strange argument
being deployed. that because the initial REIA had identified significant disproportionate impact, it was not
necessary to measure further adverse impact.

5. In early 2006, ONS in consultation with t e CRE adopted a number of measures aimed at mitigating
the adverse impact. However, it should be noted that these were largely directed towards t e Newport site
alone, with no specific measures adopted in relation to Titchfield, despite one of the department’s most
diverse branches having been relocated there. No meaningful mitigation strategy was adopt d towards
remaining BME staV in London, except the general measures a opted as part of the redeployment process.
When the eVectiveness of the mitigation strategy in Newport was analysed, it was discovered that there w
re fewer BME staV working at the site than there had been before the mitigation strategy was adopted!

Annex H

GENERAL REGISTER OFFICE/NHS CENTRAL REGISTER

GRO (General Register Office) CRRP (Civil Registration Review Programme)

RON (Registrations on Line)

1. This went live incrementally beginning on 26 March, more users were introduced which highlighted
significant performance problems not identified during the Stress testing (carried out by an external
contractor).

2. A series of steps have been undertaken to improve the system which in turn has resulted in a worsening
of the situation with the ability of local registrars to work on line direct the GRO severely reduced if not
stopped altogether. The failure of RON has resulted in a great deal of back capture of data now being
required. The local authorities have naturally complained that they will not pay for this work to be done;
he work is being undertaken at Southport, adding to the overall cost. The s stem has been rolled back to the
non users of the system, prior to 26 March, to enable the RON team to investigate the problems in depth.

3. A “SWAT” team was assembled—nd some plans for the RON consolidation have been agreed. We
understand that this work commenced late last week, w/e 22/6/07, and is expected to last approximately
six weeks.

DoVE (Digitisation of Vital Events)

4. The project commenced in late December 2005, and on projected estimates should have received over
120 million records to date, the actual records returned stand at between 40 and 50 million records of which
only between 60–80 % can be read. The remainder will require remedial work; this could take as long as 16
months, and however, until the loading of records gets under way there are no firm figures. Discussions
between ONS (GRO) and Siemens have been ongoing about how to “fix” these records, although it is widely
recognised, amongst staV but not managers of the project, that further investment will be require. to bring
additional systems on line to investigate and fix.
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5. There are estimates ranging from between 12 months to 18 months that the project is behind schedule,
the projected savings from this project will not feed through for at least 12 months but possibly longer. This
will add to the pay back period of the cost benefit analysis that the project originally submitted.

EAGLE (Electronic Access to GRO Legacy Events)

6. Eagle was initially meant to go live in ear y 2007, because of problems with the DoVE project this
project was put back and the go live date is now estimated to be end of July 2007. Concern has been expressed
to the unions that once again the projected savings will not be realised this year due to insuYcient data on
the system, ie, that DoVE is well behind schedule.

MAGPIE (Multi Access to GRO Published Index of Events)

7. The original business case drawn p by GRO in the Summer of 2006 indicated that the likely cost of
building his programme was around £1 million, however, the unions understand the initial costs were £2
million to £3 million out. MAGPIE was the system that would rep ace the records held at the FRC (Family
Records Centre), this would enable the site at Myddleton St to be vacated and allow the rump of ONS to
move out of Drummond Gate.

8. It is now widely reported that the project is on review, and in some quarters that it will not be
resurrected. Clearly this has serious implications for the staV at the FRC and also those at Drummond Gate
as accommodation will be required longer than anticipated, these are wide ranging implications. Access to
the business case was gained through a Freedom of Information request, this took six months to be supplied
by ONS, and has highlighted that ONS had plans from summer 06 to close the FRC. No negotiations took
place with the unions; there was merely an announcement in February 07.

NHSCR (National Health Service Central Register)

9. NHSCR are to TUPE transfer to the National Health Service Information Centre in late 2007. This
involves just over 150 staV transferring.

Independence

10. With ONS being made independent he GRO needs to move away from ONS, currently the only
interested department in taking GRO is the IPS (Identity and Passport Service). Clearly ongoing costs with
the projects above falling behind schedule will put a strain on any eVorts for ONS to oV load this side of its
business, without ONS committing to adequately fund the completion of the projects.

Redundancy

11. GRO faces significant redundancies in the next six months, whether or not these could be classed at
compulsory or not is debateable, however we estimate that there are approximately 100 FTA (Fixed Term
Appointments) staV to be dismissed. This again adds to the overall cost of the project.

Memorandum submitted by the Bank of England

Bank of England comments on recent ONS performance

Introduction

The Monetary Policy Committee (MPC) makes extensive use of data provided by the OYce for National
Statistics (ONS). The better the quality of the data, the easier it is for the MPC to monitor the performance
of the UK economy and to test economic analyses of what has been happening. That provides the necessary
foundation for projecting the likely behaviour of the economy in the future and the uncertainty surrounding
it. As a major customer for ONS statistics, the Bank of England has a formal Service Level Agreement (SLA)
with the ONS.31 In line with this agreement, each year the Bank informs the ONS of the MPC’s views about
(1) the ONS’ performance over the past year, and (2) the MPC’s priorities with respect to ONS work over
the next few years.

This year, the Bank wrote to the ONS in the following terms:

Reflecting the views of the Monetary Policy Committee, the Bank of England noted that it
continued to enjoy a very good working relationship with the ONS, and the ONS had, as usual,
responded speedily and helpfully to requests and queries about the data. The Taskforce report on

31 This covers both the services provided by the ONS and the obligations of the Bank; a copy of the SLA is attached in the Annex.
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improving migration data was a welcome development,32 and the Bank hoped its
recommendations would be implemented as swiftly as possible. There were other aspects of ONS
performance that the Bank regarded as unsatisfactory, as stressed in the Bank’s previous letter to
the ONS under the organisations’ service level agreement. In particular, the continued diYculties
in implementing National Accounts re-engineering were very unwelcome; so were the cuts, to
regular activities and specific ONS products such as the 2007 Blue Book, that the ONS deemed
necessary to tackle those problems. The MPC remained concerned about the need to reduce the
quality of some statistical data in order to carry out the re-engineering programme. The MPC also
noted the slower-than-expected progress on a number of statistical issues; in particular,
measurement of prices in the services sector was still deficient. The Bank continued to attach a very
high priority to: improving the quality of services sector data and migration statistics; National
Accounts re-engineering being successfully implemented in the 2008 Blue Book; and the statistical
modernisation programme delivering the expected improvements in statistical quality. The Bank
stressed that the ONS relocation project should be managed in a way that does not pose a risk to
the quality of ONS economic data, which are vital for monetary policy.

Welcome support from the ONS

ONS staV have continued to provide invaluable and timely help and support to the Bank over the past
year. Without this much-appreciated cooperation, the MPC would have found it more diYcult to discharge
its monetary policy responsibilities.

The ONS has continued to make good progress in several areas. For example, the recent work on the
Index of Services (IoS) and the measurement of market sector output has been very welcome. The MPC is
pleased that the IoS now qualifies as a National Statistic, and looks forward to further progress on
measuring market sector output from the expenditure side of the National Accounts. The recommendations
from the Migration Taskforce are also very welcome, and the Committee looks forward to their swift
implementation. The Bank looks forward to the fruits of Labour Force Survey (LFS) re-engineering in
October.

The ONS is undertaking a major programme to modernise its statistical systems, with significant
prospective benefits, in particular for the National Accounts. Modernisation will mean more reliable and
coherent data that are less prone to revision, taking on latest information and improved methods on a much
more timely basis. It will also increase the Bank’s ability to relate supply and demand to each other.

Nevertheless, the MPC has some reservations about aspects of the ONS’ performance. These are
elaborated below. The Bank recognises, however, that the ONS has a diYcult task in setting its priorities,
given the tight budgetary constraints to which it is subject and the many competing demands for better, more
comprehensive economic and social data.

The National Accounts

Unfortunately, there has been a further delay to the process of re-engineering of the National Accounts.
The Bank recognises that the ONS has made implementation of re-engineering in the 2008 Blue Book a key
priority, as it has, more generally, the delivery of the expected improvements in statistical quality by the
modernisation programme. It is very important that re-engineering is successfully implemented on time.
However, the adjustments that have been made to other regular products in order to keep National
Accounts re-engineering on track, such as reducing the sample sizes for earnings and service sector surveys,
bring with them a sizeable risk of a reduction in data quality that will not be oVset by planned improvements
in methods—particularly at the disaggregated, or micro-data, level. The Bank believes that the
consequences are manageable, but many of these measures ought to be reversed when re-engineering is
completed. In particular, the MPC is concerned about the extent of the cuts in the 2007 Blue Book round,33

and looks forward to their re-instatement in 2008. Implementation of the new method for adjusting financial
services34 and a proper treatment of in-house software investment are also important.

The Allsopp Review

With respect to the recommendations of the Allsopp Review,35 progress on improving data on service
sector prices—for example, by developing the experimental Services Producer Price Index (SPPI)—has
continued to be slow. Increasing coverage of the service sector remains a key priority for the MPC, so the
Bank attaches a very high priority to this work. The Bank looks forward to more substantial improvements

32 The Inter-departmental Migration Task Force was set up to recommend timely improvements that could be made to estimates
of migration and migrant populations in the United Kingdom.

33 The usual supply-use balancing of the National Accounts has been suspended; neither the base nor the reference year will be
updated; and revisions that would have been included have been delayed until the 2008 Blue Book.

34 Financial institutions generate income both from direct charges and by levying higher interest rates to borrowers than they
pay depositors. The resulting net interest receipts from the latter approach are treated as implicit charges for Financial
Intermediation Services Indirectly Measured (FISIM).

35 The “Review of Statistics for Economic Policymaking”, led by Christopher Allsopp, focused on (i) whether regional data
supported the Government’s regional economic objectives, and (ii) whether the chaning structure of the UK economy was
accurately reflected in oYcial economic statistics. The Final Report was published on 31 March 2004.
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over the next twelve months, continuing the drive to make the SPPI a National Statistic.36 Similarly, work
to make ONS systems more resilient to structural change in the economy has progressed more slowly than
the Bank had hoped.

ONS staff relocation

The ongoing relocation of ONS staV is another area for concern. The Bank recognises the need for the
ONS to reduce its costs and the Government’s aim of moving more public-sector jobs out of London. But
the relocation programme poses a serious risk to the maintenance of the quality of macroeconomic data. If
substantial numbers of ONS staV are unwilling to relocate, the loss of skilled individuals could have a severe
impact on a range of statistics, and possibly pose a risk to the successful implementation of National
Accounts re-engineering. Hence it is vital that the relocation project is managed in a manner that does not
pose a risk to either the quality of economic data or re-engineering.

Consumer and producer prices

With respect to consumer prices, the MPC notes that only limited rotation of sample locations for the
CPI will be (re)introduced this year. Given the CPI’s importance, this is a key concern. The MPC would like
full rotation of locations to return as soon as possible.

The Bank has argued for some time that the producer price indices (PPIs) should be chain-linked
annually. This would improve estimates of the business investment deflator, and hence of investment
volumes. The news that annual chain-linking will not now be available until 2013 at the earliest is
disappointing. Anything that could be done to accelerate this work—or at least explicitly address the risk
of large revisions to investment estimates when rebasing does occur—would be appreciated.

The labour market

The move from the LFS to the new Integrated Household Survey (IHS) poses a small risk of a
discontinuity between the two. Given the recent uncertainties around Workforce Jobs data, it is very
important that this risk is minimised, for example by a period of parallel running of the LFS and IHS.

The Committee is still awaiting a full reconciliation between Average Weekly Earnings (AWE), the
Average Earnings Index, and other earnings measures. Some progress has been made, but the MPC would
like the diVerences among series to be more fully explained. Once that work is completed, the MPC hope
that AWE will become a National Statistic.

April 2007

Annex

Service Level Agreement between the OYce for National Statistics and the Bank of England

Introduction

Coverage

Parties and Contact Points

Commencement

National Statistics Code of Practice

Services Provided by the ONS and Obligations of the Bank of England

(a) Data quality and delivery

General

Access to and updating of ONS database

Continuous and consistent time-series

Statistical releases

Supplementary statistical material

36 Experimental series become National Statistics on the basis of a statistical judgement by the ONS, bearing in mind factors
such as coverage, user feedback, and quality standards.
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(b) Arrangements for consultation and liaison

Advice and support

Advice and briefing by BoE oYcials for the MPC on the interpretation and quality of ONS
economic statistics

ONS Business Plans, Work Programmes and review of SLA

Liaison on implications of international obligations

Seminars

(c) Development work

ONS innovations

(d) Monitoring

Charging

Signatories

Service Level Agreement on Economic Statistics between the OYce for National Statistics and the Bank of
England

Introduction

1. This Service Level Agreement (SLA) describes:

— the services, performance standards and arrangements governing the supply of information from
the OYce for National Statistics (ONS) to the Bank of England (BoE)

— obligations on the Bank to inform ONS of their use and interpretation of economic statistics

— feedback from the Bank on analytical issues arising in ONS data

— the undertaking to provide co-operation and assistance in developing projects of mutual benefit
and shared analysis

This SLA is not a legally binding contract. It is intended to provide a clear understanding of the services
on oVer by both parties, and their respective roles and responsibilities. It is a publicly available document.
All targets and standards of service are consistent with the National Statistics Code of Practice and
associated protocols.

2. There is a separate “Firm Agreement” between the ONS (Macroeconomic and Labour Market
Directorate) and the Monetary and Financial Statistics Division (MFSD) of the BoE. The “Firm
Agreement” covers monetary and financial data that the BoE supply and receive for the National Accounts
and other purposes, including the BoE’s compilation of monetary statistics and its supply of data to
international institutions such as the Bank for International Settlements (BIS). It has recently been reviewed
and is also publicly available.

Coverage

3. This SLA covers economic statistics, including:

— National Accounts statistics, including gross domestic product and its output, expenditure and
income components; sector, current, capital, and financial accounts, with sector balance sheets;
other financial statistics; and trade and balance of payments statistics;

— Short-term indicators, including the index of production; retail sales, service sector turnover and
service sector output statistics;

— Labour market statistics, including the main aggregates and regional information from the Labour
Force Survey, claimant count, job centre vacancies, Workforce Jobs, the Average Earnings Index,
the Annual Survey of Hours and Earnings, productivity, and unit wage costs;

— Price statistics, including the Consumer Prices Index, Retail Prices Index, producer prices indices,
the Corporate Services Prices Index and more general inflation measures (including National
Accounts deflators);

— Public finances and public expenditure statistics;

— All other economic statistics on the ONS public database which are used by the BoE.
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Parties and Contact Points

4. The signatories are the Director of Macroeconomic and Labour Market Directorate at the ONS on
behalf of the ONS and the Head of Conjunctural Assessment and Projections Division, Monetary Analysis
on behalf of the BoE. They represent respectively all providers of statistics covered by this SLA in the ONS
and users of them in the BoE. The signatories will oversee the operation of the SLA. Management on a daily
basis will be run by the National Accounts Co-ordination Division at the ONS and the Manager of ONS
Liaison at the BoE.

5. Both parties shall establish lead contacts for each of the principal topic areas covered by this SLA,
namely National Accounts, Prices and Labour Market Statistics. The ONS contacts are respectively; the
Head of National Accounts Co-ordination Division; the Head of Prices, Production, Computing and User
Liaison; and the Head of Labour Market Economic Analysis. The BoE contact for National Accounts and
Prices is the Manager of UK Economic Assessment; the contact for Labour Market Statistics is the Manager
of the Labour Market team. These leads shall be responsible for taking forward any issues that arise.

Commencement

6. This SLA is eVective from 1 October 2004. Its operation will be monitored and will be reviewed
annually although, subject to the agreement of both parties, the SLA can be amended at any time.

National Statistics Code of Practice

7. Specific standards for service delivery are detailed below. More generally, both parties will observe the
practices and procedures detailed in the National Statistics Code of Practice and protocols. These can be
summarised as:

release practices

data access and confidentiality

revisions

quality management

data management, documentation and preservation

customer service and user consultation

data matching

consultation arrangements between the National Statistician and Ministers

professional competence

data presentation, dissemination and pricing

managing respondent load

integration

8. In addition to the above, there exists specific provision for the following:

Protocol on Consultation arrangements between the National Statistician and Ministers

3(d) Errors and technical changes

Responsibility for decisions on changes in the way that some National Statistics are produced rests with
the National Statistician or the Head of Profession. Where they judge that a change will have
significant policy implications, the view of the relevant Minister must first be considered. The
Governor of the Bank of England will be included when appropriate.

Protocol on Release Practices

5.2 Bank of England

(a) Governors of the Bank of England who are members of the Monetary Policy Committee (MPC)
have early access to a number of releases, as do some other Bank oYcials.

(b) When the MPC is meeting to decide on the appropriate level of interest rates, the National
Statistician will extend early access to all members present at the meeting, and to those Bank staV
who form the MPC secretariat. The Governor will apply this extension when he believes that
knowledge of the unpublished information is relevant to the immediate policy decision, and will
inform the National Statistician. This will be acknowledged in the ONS’ list of those with early
access; and will be reported in the first release of the relevant statistics, and in the National
Statistics Annual Report.

(c) All of those individuals will accept the same conditions of access as apply for Ministers and their
staV, as well as agreeing to co-operate in any enquiry in the event of any suggestion of a leak which
justifies investigation and explanation by the National Statistician.
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9. An exception to the Protocol on Release Practices can occur depending upon the timing of MPC
meetings and the scheduled Consumer Prices Indices (CPI) First Release, which is always on a Tuesday. The
following apply:

if the MPC meeting is in the week immediately preceding publication, then:

an advance estimate of the CPI is provided to the Governor of the Bank of England 31/2 working
days ahead of publication (ie on the Wednesday evening). The Governor shares this information
with the MPC and oYcials present at the MPC meeting. In the months when this happens, a
footnote is included in the First Release.

Otherwise, the Governor of the Bank of England receives an advance copy of the First Release 40.5
hours before publication, in line with other recipients. However, if he observes that the percentage
change over 12 months in the CPI moves away from the target by more than one percentage point
in either direction (ie it is 3.1% or higher, or 0.9% or lower) he may share this information with
MPC members. In the event of this arrangement being triggered, a footnote would be included in
the First Release noting that MPC members had been given advance access to figures.

10. Pre release access to market sensitive releases provided to the Bank by ONS, shall have the following
security marking:

“Market Sensitive—CONFIDENTIAL-STATISTICS”

On those occasions when the CPI moves away from the target by more than one percentage point, the
Governor of the Bank of England is required to write an open letter to the Chancellor of the Exchequer. The
Governor of the Bank of England has announced his intention that on such an occasion, he would intend to
publish the open letter at 10.30 am.

Services provided by the Ons and Obligations of the Bank of England

(a) Data quality and delivery

General

11. The ONS will seek to supply economic statistics of suYcient quality and scope to enable the BoE (and
thereby the MPC) to fulfil its monetary policy objective to maintain price stability (as set out by the
Government’s inflation target) and, subject to that objective, to support the Government’s economic policy,
including its objectives for growth and employment.

Access to and updating of ONS database

12. The BoE has access to ONS economic data held in the Central Shared Data Base (CSDB). The
primary delivery mechanisms for the data to the BoE are:

i. The Time Series Data service, accessible via the router or website.

ii. The daily mini-sweep file, accessible via the router, of updated CSDB time series not included within
Time Series Datasets

iii. First Releases, accessible via the website

iv. Limited direct access within BoE, to CSDB data fit for publication (a PUBL status), via a Windows
front-end menu system (WinCSDB).

The ONS will aim to make new and updated data available as quickly as possible on the day of release
as follows:

i. Time Series Datasets via the router at 09:30 am and via the website shortly afterwards. Tailored Time
Series Datasets to be made available via the router and website by 10:30 am

ii. The mini-sweep file via the router by 10:30 am (this is daily)

iii. First Releases (in pdf format) via the website at 09:30 am

iv. WinCSDB access when the series are copied into a PUBL status, as soon as the relevant copyover
task has completed after 09:30 am

v. ONS will undertake to notify the Bank (usually the BSU Data Team) immediately should they
become aware of any problems regarding data delivery or access. This applies to all data delivery
methods in use by the ONS.

vi. In conjunction with the Bank, the ONS will regularly review the quality of its metadata/
documentation of Time Series Datasets.

The ONS will continue to monitor performance against these timings and will reassess the situation with
BoE on a regular basis.

The ONS will regularly update the Bank on developments aVecting data dissemination.
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The ONS will seek to reduce the number of “duplicates“” (whereby diVerent numerical values for the
same data point appear in diVerent ONS datasets released on the same day). Where they persist, ONS will
explain the reasons for this.

The Bank will make available to the ONS a list of core series; the ONS will try to ensure that any initial
errors in core series sent electronically to the Bank are rectified, and a corrected database is resent, by mid-
day on the day of release. The ONS will monitor performance against this target.

BSU Data Team, Monetary Analysis, of the BoE will notify Online Services Branch, Communications
Division, of the ONS of any problems with the delivery or the quality of data at the earliest opportunity.
Prior to all National Accounts releases, the BSU data team will be provided with an Online Services contact
for the day of the release, to help ensure the earliest possible resolution of any such problems. Online Services
staV are responsible for issues of data delivery, and are also the first point of contact for data quality queries,
which are the responsibility of ONS dataset owners.

Online Services Branch will disseminate data quality queries to the appropriate ONS dataset owners to
resolve, and will decide how any problems are best resolved, if necessary using standard defined procedures
for escalating problems within ONS (copies available on request). Online Services staV will report back to
the BSU Data Team and agree a timetable for delivery of the data. ONS will deliver any updated data to
the BoE via the router and/or website as soon as it becomes available from the dataset owners.

During their quarterly meetings, Online Services Branch and the BSU Data Team will jointly review
systems of data delivery and quality control at the ONS that relate to the transfer of data to the Bank,
including those procedures the ONS has to validate the accuracy of its data. Any agreed ideas arising from
these meetings will be disseminated and discussed within the ONS as appropriate.

Continuous and consistent time series

13. When series are subject to discontinuities, for example as a result of changes in methodology or
classifications, the ONS will discuss with the Bank in advance the best way to meet the Bank’s need for
historical data.

14. In cases where the BoE notifies the ONS about unnecessarily short time-series on the ONS database,
the ONS will assess the possibility of extending the time series and will, within three months, either make
additional data available or, if this cannot be done within this timescale, provide a timetable for the work
to be done or give an explanation of why it can’t be done.

Statistical releases

15. The BoE will provide timely comments on ONS First Releases, including the presentation and layout,
as they see fit. The ONS will consider such comments, along with those from other users, and provide
feedback to the BoE if this is requested.

Supplementary statistical material

16. The BoE will provide the ONS with adequate advance warning of any ad hoc requests for statistical
material/analysis to supplement published information. The ONS will aim to respond promptly to
reasonable requests of this kind from BoE oYcials. The BoE will be clear about the order of priority for
requests for information and will be considerate of the pressures of work facing ONS oYcials. If the ONS
is unlikely to be able to deliver satisfactorily within deadlines requested by the BoE, it will advise the BoE as
soon as possible after the request is made, making clear the resource implications and/or opportunity costs
involved in providing supplementary material.

17. In most areas the BoE relies on ONS for expertise in economic statistics. However, the BoE will share
expertise it develops in specific areas of economic statistics where that would be of interest to the ONS. The
BoE may also provide opportunities for the ONS to comment on internal and published analysis where it
overlaps with ONS areas of expertise.
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(b) Arrangements for consultation and liaison

18. Both the ONS and the BoE shall act in accordance with the Protocol on Customer Service and User
Consultation to ensure an open and eVective dialogue

Advice and support

Advice and briefing by BoE officials for the MPC on the interpretation and quality of ONS
economic statistics

19. The BoE obligations to ONS include informing them of their use and interpretation of ONS economic
statistics.

20. In the provision of advice to the Governor of the BoE and the MPC on the interpretation and quality
of economic statistics, the BoE oYcials shall:

i. Send regular data indicators on ONS statistics to the Director of Macroeconomic and Labour
Market Statistics, and the appropriate Divisional Director who will treat these as confidential.

ii. Keep the MPC informed of any diVerences of view between Bank oYcials and ONS over the quality,
accuracy or bias of particular statistics.

iii. Keep the ONS informed of any significant MPC concerns about the quality, accuracy, bias or
development of statistics covered by this SLA.

ONS Business plans, work programmes and review of the SLA

21. There will be an annual meeting to review the operation of this agreement, BoE and MPC priorities
for economic statistics; and to discuss plans for economic statistics. To facilitate this process, the ONS will,
wherever possible, provide information on the relative costs and benefits of diVerent projects. The annual
meeting will be held towards the end of the calendar year. The meeting will inform a review by the MPC of
performance against targets for the past year. An assessment of performance will be then be provided to the
ONS for inclusion in its Annual Report. The ONS will provide a formal response to comments made by
Bank oYcials and the MPC including a summary of what action the ONS will take, together with some
information on the weight given to the priorities of the Bank and the MPC relative to those of other
customers. ONS or BoE oYcials, on behalf of the MPC, may convene ad hoc meetings where there are
particular concerns about key economic statistics or proposals for new developments.

22. The BoE will keep the ONS informed of MPC and Bank oYcials’ views on economic statistics and
where their priorities and interests in the development of statistics lie.

23. Both the BoE and the ONS are represented on a range of Government Statistical Service (GSS) and
National Statistics Committees, which debate and inform the work priorities of government departments
on economic statistics. The BoE are represented on user groups for the National Accounts, short-term
indicators, labour market statistics and financial statistics. ONS also convene regular liaison group meetings
with BoE and HMT on the National Accounts and retail prices.

24. The BoE and ONS will keep each other informed of developments which might aVect the use of
statistics covered by this SLA.

25. The ONS will inform the BoE about relevant proceedings of committees and working groups on
economic statistics, providing papers as appropriate. The annual review of the SLA will check that meetings
have taken place and been eVective. Both ONS and BoE management will encourage and facilitate eVective
and open bilateral working relationships between ONS and BoE oYcials at all levels (subject to ONS
arrangements on the release of data). There will be consultation, which may include joint meetings between
the ONS, the BoE and HM Treasury concerning the relative priorities that should be assigned to diVerent
items in the ONS work programme, if ONS, HMT and BoE oYcials believe this would be helpful. Both the
ONS and the BoE will provide each other with the relevant sections of up-to-date internal oYce directories
and organisation charts as required.

Liaison on implications of international obligations

26. Where appropriate, the ONS and the BoE will keep each other informed of developments in economic
statistics in the European Union, and of other international regulations and obligations on statistical
matters that are relevant to each other’s interests, consulting when advice is needed.
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Seminars

27. The ONS and BoE will run seminars for each other, establish shadowing programmes and other
learning activities where a business need is identified.

(c) Development work

ONS innovations

28. In accordance with the Protocol on Consultation Arrangements Between the National Statistician
and UK Government Ministers, the National Statistician will consult the Governor of the BoE if, in his
opinion, proposed developments or methodological changes to economic statistics impinge on the
management of monetary policy and the financial markets.

29. The ONS will inform BoE oYcials of any proposals that might significantly aVect the quality,
coverage, consistency or timeliness of published economic statistics. The ONS will also inform BoE oYcials
about proposals for significant publication innovations involving economic statistics, including, wherever
possible, an estimate of their relative costs in suYcient time for the Bank to make substantive comments.

(d) Monitoring

30. The BoE and the ONS will review performance under the SLA each year and the BoE will provide
an annual assessment to the ONS on its performance by the beginning of May each year.

In addition, the Bank will provide a summary of their assessment, using the following scale with
supporting narrative, for inclusion in the ONS Annual Report:

4—Excellent. All round good or better performance with no major shortcomings.

3—Good. Mostly good performance with no major shortcomings.

2—Satisfactory. No significant positive or negative areas, or positives and negatives balance each
other out.

1—Poor. Needs noticeable improvement to one or more areas. Positive aspects are outweighed by
negative. Immediate remedial action required.

Charging

31. The ONS will provide the above services to the BoE without charge, except in the case of requests for
supplementary statistical material or analysis which incur demonstrable significant additional costs outside
the normal conduct of ONS business.

Signatories

Signed on behalf of:

The OYce for National Statistics

(Director of Macroeconomic and Labour Market Statistics)

The Bank of England

(Head of Conjunctural Assessment and Projections Division, Monetary Analysis)

Memorandum submitted by Prospect

1. Introduction

1.1 Prospect represents approximately 150 Civil Service staV in the Headquarters of ONS—these are
Research OYcers, Social Survey OYcers, Methodologists and Librarians in ONS grades B1, C1, C2 and C4
(old Civil Service Research OYcer and Senior Research OYcer grades) and D2 and D4 (Principle Research
OYcer/Civil Service Grade 7 and Senior Principle research OYcer/Grade 6). These staV are part of the
Government Social Research Service. Prospect also have sole representation for over 1000 (mostly part-
time) staV in the Interviewer grades at ONS, who are Crown Servants. Prospect has a wider membership
across the Civil Service of about 30,000 Civil Service Specialists.

1.2 Prospect notes the submissions to this sub-committee from our sister unions in ONS, FDA and PCS,
both of which we wholeheartedly support. As FDA, in particular has already supplied a wealth of detail and
argument regarding the situation at ONS, and referred to the key documents, which we believe are common
to all three unions, Prospect will confine itself to putting further evidence regarding our grades in particular.
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1.3 Prospect and PCS presented a joint submission to John Healey, the Financial Secretary to the
Treasury, regarding the dire situation at ONS following the relocation and eYciency plans entitled “Saving
ONS from Itself” in 2005, which we hope the Committee will have seen.

2. Summary of evidence regarding Prospect grades—HQ Specialists

2.1 In common with FDA and PCS, the evidence from our HQ specialist members is that ONS is in crisis
in terms of recruitment and retention of Research OYcers and Methodologists—key specialist staV who
design, run and analyse surveys to produce national statistics.

2.2 Every survey division and branch has been asked to restructure itself several times over the past two
years to deliver eYciency savings in advance of the most recent and final decision by the ONS Management
Board that there will be no ONS posts in London beyond a small oYce for the Chief Statistician by 2013.
This has resulted in staV becoming frustrated and angry at having to do more and more work as colleagues
leave and are not replaced. That the announcements about numbers have been made in a piece-meal fashion
with no final picture of numbers of grades in each location ever being given, has also left the staV having no
confidence that ONS senior management know what they are doing.

2.3 As it is now known that no specialist posts will remain in London at all, morale amongst these vital,
experienced staV has now hit rock bottom and many Researchers and Methodologists are leaving ONS,
either through voluntary redundancy where they can get it or by resignation, to find other posts where they
and their families want to live—in London, and where they can possibly move around and develop their
careers in the Government Social Research Service in other Departments.

2.4 As far as we know only a handful of specialists have chosen to relocate to Newport, so far, and the
recruitment of new Researchers and Methodologists in Newport is not looking as though it will be able to
keep up with the flow of projected losses there will be from the London site over the next two years. The
salaries on oVer for Researchers and Methodologists at ONS Newport are not proving attractive and the
current imposed two year pay settlement has not made any improvements to specialist pay, merely kept the
salary ranges where they were. ONS has an acknowledged problem with starting salaries for junior Research
OYcers and an unacknowledged one with salaries for senior Research OYcers, where the OYce comes
lowest in the league of what Government Departments’ pay nationally for Principle Research OYcers/
Grades 7 and Senior Principle Research OYcers/ Grade 6.

2.5 ONS is therefore at real risk of losing its Research specialists in London and not recruiting them in
time (or ever, of the same quality) to enable them to take over essential work in Newport. StaV left in London
are already being redeployed into any available posts to avoid ONS having compulsory redundancies. Thus
ONS is at risk of not being able to deliver its core business.

3. Summary of Evidence regarding Prospect Grades—Interviewers

3.1 These staV, now mainly on annualised hours contracts, are organised into three cadres—those who
deliver the International Passenger Survey by interviewing travellers disembarking at ports, airports and
international train stations; the Telephone Unit at Titchfield, who conduct telephone interviews; and the
General Field Force, who work from home interviewing on many diVerent surveys all over the country.
Thus the Interviewers provide the all-important raw data for the statistics from the surveys. Most of them
work part-time. Prospect also represent the Field, Site and Regional Managers, who work from home.

3.2 In 2004, Interviewer numbers were 720 FTE. Having proposed a cut to 600 FTE at one time last year,
ONS now propose to hold Interviewer numbers at 700 FTE for the future. However this is still a reduction
by about 50 actual individuals from 2004 and the actual number of FTE Interviewers in post in ONS in
January 2007 was given as 746.

3.3 Throughout 2005–6, Field Force Interviewers have been under tremendous pressure to merge the
Labour Force Survey and the General Field Force groups and deliver all their surveys with too many
vacancies for Interviewers and response rates dropping due to a public less and less willing to co-operate.
The 2006–7 pay oVer was a genuine response from ONS management to these diYculties, but possibly too
little and too late. It is diYcult to see how they could manage with any less permanent Interviewers than
they have now and they appear to have been augmented by a number of non-permanent Interviewers this
year to get them through.

3.4 The IPS survey methodology was completely reorganised in late 2006 and is still being “tuned” into
its new format, which has caused stress for IPS Interviewers. More IPS Interviewers are required in certain
locations (especially Heathrow) for new emigration surveys and increases in sample size and as IPS
Interviewers are the ones who work the most unsocial shifts, it is possible that there will be a problem getting
people to work for the standard rates of pay on oVer, although they are the highest of the Interviewer
pay rates.

3.5 The new Survey Case Management System, which was supposed to make Field Interviewers much
more eYcient for their numbers has still not appeared, having been promised in 2004. ONS should actually
be bringing back work and recruiting more Interviewers as reduction of the sample sizes on certain surveys
has been criticised, and more IPS work is possible.
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3.6 The original proposal under Lyons to split the Telephone Unit between Titchfield and Newport by
2008 (with no financial justification whatsoever) was dropped last year. Another clue that the original ONS
Lyons proposals were not backed up by any kind of business case.

3.7 A “culture of eYciency” in the ONS Interviewer cadres is precluded by the endemic high turnover of
Interviewers (20% per annum), which continually wastes money invested in their recruitment and training
(3k per interviewer). Interviewers leave in these numbers because the pay is too low for a job that is stressful,
carried out at unsocial hours, potentially dangerous and isolated.

4. Conclusion

4.1 Prospect supports the submissions of PCS and FDA, particularly in criticising ONS in its final
decision to move the entirety of ONS staV, except a small cabinet oYce, out of London, under the Lyons
Review. We have never been shown a credible business case supporting this. The main reason we believe
that a substantial number of posts should remain in London is because this is where specialists want to work
and develop their careers and therefore where they can be best recruited and retained. Keeping 350 staV in
London would also avoid the risk of losing all ONS’s current specialists’ experience and expertise—the main
risk to the business. Keeping more staV in London would also mitigate the adverse Race Equality Impact
that will see the new “independent” ONS, not adequately representative of the diversity of the UK
population.

4.2 Prospect also believes, along with PCS and FDA that ONS is being forced to into cutting too many
posts under the Gershon Review. The modernisation programme has not been delivered and so all that will
happen with drastically less staV is that ONS will not be able to deliver its business. This is already beginning
to happen.

4.3 Along with PCS and FDA, Prospect are frustrated at the state of industrial relations at ONS, not
helped by the relocation (and reduction) of HR to Newport and consequent change of personnel at the
critical stage of working together on the business case for a two year pay deal. The final business case was
submitted to Treasury with no union input.

4.4 Prospect, along with PCS and FDA, is concerned that ONS management is not seriously addressing
all the issues included in our evidence to this committee. In the run up to re-launching ONS as an
“independent” body, to renew its credibility, (which we welcomed) there are in fact a mountain of problems
being created, due to under-funding, misguided relocation and too severe-eYciency cuts, that will be
inherited by the new organisation and threaten its very survival.
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