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could be kept informed as to what legal advice was
taken, inside whatever department was involved,
before that suggestion was raised.

My Timms: The point was made in a letter to Mr
Fallon.

Q359 Jim Cousins: Mr Healey raised the issue of
state aid. The issue of state aid presumably arises
from the old prescribed rating regime, because it
might be considered to have been unfavourable.
Mr Healey: No, 1 simply suggested to the
Committee that if one were considering the case
about wiping or waiving the tax liabilities of this as
a particular and specified group of companies (in
other words, those operating within the port
perimeters that have a separate rates bill for the first
time), there may well be questions of state aids, given
that it would be, in effect, state support, financial
support, for a clearly specified identifiable group of
companies.

Q360 Jim Cousins: Was the issue of state aid ever
raised about the old prescribed rating regime.
My Healey: No. But it was not relevant.

Q361 Jim Cousins: Has the issue of state aid ever
been raised in the period since 2005?

My Healey: 1t would only be raised if one were to
consider wiping clean or waiving the tax that is due
from these companies that are now, for the first time,
listed in the business ratings list as separately liable
for a business rates bill.

Q362 Jim Cousins: Your point is that they should
have been for the period running up to 2005 and
were not, so there would be an issue of state aid
there, would there not?

Mpr Healey: That may be a view that you would take.
Jim Cousins: That may be a view, and it has never
been raised.

Q363 Mr Ainger: Let us look at this issue of the
relationship between the port operators and the port
occupiers. You are telling us that the port operators
are going to get a backdated rebate to April 2005 but
the port—

My Healey: In some cases.

Q364 Mr Ainger: Okay.—but the port occupiers are
going to get a backdated increase—yes?—
My Healey: In some cases.

Q365 Mr Ainger: -- to April 2005, and for that same
period the port occupiers will also, in many cases,
have been paying a contribution to the port
operators to cover their non domestic rates. Do you
think that it is fair? Bearing in mind the
responsibility of this lies with the VOA’s failures
earlier, you should be insisting in some way, at the
very least—never mind about trying to spread the
increase over a few more years—that the port
operators refund all the non domestic rate element
of the rent to the occupiers from April 2005?

My Healey: 1did, early on in this session, identify the
two perceived unfairnesses that I think are at the
heart of this. There may well be an argument that
principally needs to be had between the port
occupiers and the port operators, where there may
be this differential. Mr Timms and I are concerned
to consider the action that we have within our power
to take. That is what we are doing at the moment by
looking at the ways that we can make sure that the
rates bill that these businesses are now faced with for
the first time is, as far as possible, as straightforward
to pay and has as little impact as possible on the
viability of their business.

Q366 Chairman: We have to leave it there. The
suggestion that you have made that you would
mitigate the impact of the payments perhaps, going
forward, is certainly welcome, but I would ask you
on behalf of the Sub-Committee to consider again
the point made by Mr Cousins and Mr Ainger. You
have spoken of this entitlement of the operators to
quite significant rebates. The net difference here is
only £6 million overall in a vast industry. It would
seem to me that ministers collectively could do much
more to ensure that those reductions and rebates do
find their way back to the original port occupiers.
My Healey: That is a discussion, as I indicated
earlier, that the Transport Minister has begun with
the port operators.

Q367 Chairman: Will you join in that?

My Healey: We will continue to work very closely
with him on it.

Chairman: 1 look forward to hearing from you on
the progress. Thank you very much.




Ev 44 Treasury Committee: Evidence

Witnesses: Mr Mike Clasper CBE, Chairman, Mr David Hartnett CB, Acting Chief Executive Officer, and
Ms Mary Aiston, Director Governance & Security, gave evidence.

Q368 Chairman: Mr Clasper, welcome to the Sub-
Committee. Would you formally identify yourself
and your colleagues, please.

My Clasper: Mike Clasper; David Hartnett; and
Mary Aiston.

Q369 Chairman: Your titles might be helpful.

My Clasper: Chairman of HMRC; Permanent
Secretary for Tax; and Director of Governance
and Security.

Q370 Chairman: Previously we had Paul Gray at the
Revenue & Customs and now we seem to have you
as Chairman; a permanent secretary in charge of tax;
and Lesley Strathie joining to do something else.
Why do you have three instead of one?

My Clasper: 1 can explain the roles and then you
might want to ask follow-up questions on why we
need them. I think there is a good parallel from the
private sector world which might explain it. My role
is to lead the board of HMRC. That board will have
three prime tasks. The first task will be to develop the
long-term strategy for HMRC. The second task will
be to hold the executive to account for delivery
against a strategic plan. The third task will be to
ensure that right across HMRC there are high
standards of corporate governance. I will not be the
accounting officer, nor will I be the person running
the department on a day-to-day basis. That will be
Leslie Strathie, who will have the classic
responsibilities of an accounting officer. She will
have all of the top team of HMRC reporting to her,
including direct reports from the lines of business
within HMRC: personal tax, corporate tax, tax
credits and benefits, and compliance. Dave will take
a role right across the department to ensure that the
quality of the tax policy and the practices and the
legislation around tax policy are of the highest
standard. In order to do that, he will have our central
policy unit reporting to him and also the people
working in the areas of intelligence, information,
and analysis. He will also be responsible for our
relationship with the Treasury, which is obviously
critical and which is best expressed in the policy
partnership, where we jointly work with the
Treasury to produce robust policy across HMRC’s
activities

Q371 Chairman: Mr Poynter, in his review into the
tax discs loss, criticised what he called “muddled
accountabilities”. You are telling me that you have
a chairman, a CEO and a permanent secretary. It
seems to me even more muddled.

Mr Clasper: 1 would disagree. The majority of major
companies in the world are moving towards a
corporate governance model similar to the UK.
There has been a lot of discussion on the
international scene about the benefits of the
independence of the board from the chief executive.
It obviously increases holding the executive to
account and it also ensures there is independence of
strategic thinking from the executive. So there is no
muddled thinking there: there are very clear rules for
the board, there are very clear rules for the chief

executive. As far as line responsibility for execution
in a day-to-day executional sense, that lies with the
chief executive. Dave is stepping out of the way of
the day-to-day execution. Dave’s role is to ensure the
highest quality of tax policy and the words turned
into robust policy that will work in execution, but he
will not have a day-to-day responsibility for the lines
of business. I have talked all of this with Kieran
Poynter and he is very clear that this model is a
strong one. I have also had the benefit, before I came
in, of the capability review looking at the whole issue
of accountability and recommending this sort of
approach. We have the whole of the corporate world
and Kieran Poynter and the capability review all
suggesting that this is the way forward, so I do not
think it is muddled thinking at all.

Q372 Chairman: Which of the three is responsible
for data security?

My Clasper: For ensuring that the policies and
processes are in good shape, that is a corporate
governance issue with the board. In terms of day-to-
day execution, that the policies and processes are
followed, that is the chief executive.

Q373 Chairman: If you lose another disc, which of
the three of you is going to resign?

My Clasper: 1 think when we are talking about
resignation, we need to stand back and say, “Is that
adding value or not?” I often think it is an easy way
to resign when there is a big problem. I think it is
more important to hang around and sort it out. All
of the people will take accountability for it. Whether
they resign or not, I think depends on the situation,
and that varies situation by situation. I do not know
enough about the situation when Paul resigned to be
able to say what was the principle there versus what
the principle would be in a totally different situation.

Q374 Chairman: In the 2007 winter staff survey only
15% of your staff said Revenue & Customs had
effective leadership. I appreciate you have only just
arrived, but what you are you doing to inspire more
confidence in your staff?

My Clasper: To stand back a second, I think there
have been several things of a difficult nature hitting
the department. I think any large merger often leaves
issues of a sense of leadership. The Inland Revenue
combining with Customs was certainly a huge
merger—as you know, over 100,000 people
involved, 15,000 people have left to get the efficiency
gains from that merger. I think there are a lot of
reasons why the staff would feel, to some extent, a
sense of lack of direction or whatever. We have got
together as a top team and put together a very simple
statement of what the department is about, what we
would like to achieve in terms of greater
performance, and how we want to go about
achieving that and what our values are. You can get
it on a very simple page. That is now starting to go
public and we are going to spend the next couple of
months making sure that the department has had a
really good discussion around that and what that
means. That goes down not just to the management
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but right to the front line staff in the business. That
is the start of the process, not the end of the process.
Another part of that is to sit down and look at all of
the objectives that we have, of which we have many,
starting to determine on which of those objectives we
want to try to make transformational progress and
on which of those we are happy maintaining just our
current performance. The next step after that will be
to prioritise certain strategic themes that will allow
us to achieve the sort of progress the whole
department would like. Coming out of all that and
deploying it properly through all of the business, we
will then, I think, move into a position where people
get a clear sense of direction, what is important, and
how we are going to improve towards goals that I
think the whole department would feel positive
about. In addition to that, you have already
mentioned that it is very, very important that we
have clear leadership at the top, that people know
what everybody does. We have had a period of
interim leaders all over the place, and we are going
through that, solving it. We obviously now have the
top team that is not interim, and we are moving into
a position where we are just about to announce the
appointment of a new head of HR and we are in the
process of recruiting a new head of finance, so we are
putting the top team in place in addition.
Collectively, there is a lot of activity going on to give
the department a sense of what counts, where we are
headed, a true sense of direction, and then we will
begin the process, hopefully, over time, of upgrading
the leadership right across the department, because
I think the whole department would admit that our
leadership skills in the middle of the department are
not as great as they should be.

Q375 Chairman: That 15% figure will be where at the
end of your term of office?

My Clasper: 1 think you should hold me to account
for that number being significantly better.

Q376 Chairman: Significant. You would not like to
put a figure on it?

My Clasper: Of course I would not, because I have
not had a time to think about it, but significantly
better.

Q377 Mr Mudie: Mr Gray, your predecessor, left
after the data loss. What was the total pay-off for
him leaving? There is some difficulty getting exact
figures.

My Hartnett: Mr Mudie, I will pick that up, if I may.
There has been a lot of speculation but the total
figure was a lump sum of £137,591. There was
another figure of £49,292, which was compensation
payments made under a standard Civil Service
scheme until he reached age 60 and stopped, and that
was paid at just over £7,000 a month. There was a
payment of about £2,600 going into his pension
monthly.

Q378 Mr Mudie: How long had he been working in
this job?

Mr Hartnett: Paul Gray became chairman of
HMRC in 2005—maybe 2006. I do not have the
precise date with me.

Q379 Mr Mudie: Was he from the Civil Service?
Myr Hartnett: Yes. He had been a civil servant all
his life.

Q380 Mr Mudie: That accounts for his £95,000 to
£100,000 pension. Was that enhanced by his
departure early?

My Hartnett: It was not enhanced, in the sense that
it went up by reason only of his departure; it went up
because of the Civil Service arrangement under
which he left, the standard arrangement.

Q381 Mr Mudie: All right.
My Hartnett: What I am trying to say, Mr Mudie, is
that there was nothing special about this.

Q382 Mr Mudie: No. That is
Cruickshank, why did he go?

My Hartnett: Stuart wanted to follow a portfolio
career in the private sector and we and Stuart
reached an agreement, on the basis of which he left.

fine. Stuart

Q383 Mr Mudie: He got £88,000 for leaving. If he
wanted to go, why the hell did we pay him £88,000?
My Hartnett: We had to take a lot of legal advice
around the going because of the—

Q384 Mr Mudie: No, but he wanted to go. He was
breaking his contract. You were not breaking his
contract.

My Hartnett: He did not necessarily, Mr Mudie,
want to go at that time. This was a mutual
agreement, negotiated by lawyers, and that was the
basis on which the money was paid.

Q385 Mr Mudie: Okay. I did not know that, that he
wanted to go. When did he want to go?

My Hartnett: 1 am sorry, I did not negotiate the
arrangement.

Q386 Mr Mudie: I think we should have a note then.
My Hartnett: Happily.*

Q387 Mr Mudie: Because if we are paying somebody
£88,000 to break their contract ... They should be
paying us.

My Hartnett: 1t was, as | say, a mutual agreement.
Mike may want to say something.

Q388 Mr Mudie: I could accept a mutual agreement
with you if I wanted to leave a job and negotiated an
£88,000 pay-off—and I am breaking a contract. He
received £22,000 benefits in kind during 2007-08.
What were the benefits in kind?

Myr Hartnett: There were two benefits in kind. One
was a payment for legal advice and the second was
something like outplacement counselling.
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Q389 Mr Mudie: I did not hear those, but we will
look at them. What was the first one? Payments
for ...?

My Hartnett: For legal advice.

Q390 Mr Mudie: What for?
Mpr Hartnett: This was part of the package by
which we—

Q391 Mr Mudie: He wanted to leave and break his
contract, and we paid his legal advice so that he was
in a position to negotiate £88,000 for going?

My Clasper: 1 do want to leap in.

Q392 Mr Mudie: No, no, you stay out of it, Michael.
This happened during Dave’s reign. Why did we pay
his legal advice?

Mpr Hartnett: Quite simply this: we got to a position
with Mr Cruickshank where he had intimated he
wanted to go. We needed -certainty around
leadership. This was happening at the time the data
discs had been lost. He had not indicated clearly
when he wanted to go and we believed firmly at that
time that we needed a chief finance officer who was
absolutely committed to HMRC, not one who was
planning another career, having indicated clearly he
wanted to go. That is why clearly this was a
negotiated arrangement.

Q393 Mr Mudie: He was on contract to you and he
wanted to go. You surely could have negotiated a
leaving date to suit the organisation, as he was under
contract, or else you would have been asking him for
£88,000. Why did he need to be paid by you to take
legal advice on that? Or am I missing something?
My Clasper: 1 literally, obviously, cannot talk about
the situation.

Q394 Mr Mudie: No, you should not, Mike. You
should try to stay out of it.

My Clasper: No, but I might be able to help a little
bit. As I understand this, this was a mutual
agreement situation. Where you have somebody
who both the department thinks it is the right idea to
move on and he concludes after discussion with the
department that it is the right idea to move on, it
would make a lot of sense then to have a negotiation
around that mutual agreement. I do not think he
resigned, because—

Q395 Mr Mudie: Mike, you have come from the
private sector. In this situation, you would call them
in, “I want to leave, I want to go.” “Okay, I’ve got
you on a three year contract, you’ve only been here
a year. I need you for three months.” “Okay. Fine.”
Shake hands. You pay him to take legal advice on
breaking his contract—

Mr Clasper: No.

Q396 Mr Mudie: -- and then pay him £88,000 of
our money.

Mr Clasper: Well—

Q397 Mr Mudie: No, never mind.

My Clasper: No, can I just say, if somebody came in
and resigned precisely as you have just said, then I
think I would have behaved in exactly the way that
you have just outlined. I think this was a mutual
decision that the future of the two parties did not lie
together. If you are in that situation, I have
negotiated  things which  have involved
compensation in the private sector. I cannot talk
about the conversations themselves, because it long
predates me, but I can give you examples where it
has been done.

Q398 Mr Mudie: There was a second one. What was
the second part I missed?

My Hartnett: Outplacement counselling, which was
part of the negotiation. Mr Mudie, let me just add
one thing, first. Remember where HMRC was: it
had lost the data discs; it had lost a chairman; it had
a CFO who was indicating that his future lay
elsewhere but was not giving a time for resignation
and there was a contract. We needed to do
something here and that is why this mutual
agreement was reached.

Q399 Mr Mudie: All right. I asked for some
information and you were going to send it to me on
Stuart Cruickshank.

My Hartnett: Of course.

Q400 Mr Mudie: You are going to do that. Do the
contracts for your existing management board
members include provisions for large payments on
termination of contract, whether premature or ....
My Hartnett: This is for the non executives?

Q401 Mr Mudie: I presume so, yes.

My Hartnett: The arrangements with the non
executives had been made over time and there were
different arrangements for different non executives.
Some had arrangements which provided for
termination. Others had arrangements which
provided for them to serve a full term. The non
executives who left, every one of them I asked to
leave, because I needed a different sort of non
executive.

Q402 Mr Mudie: Your chief executive, will she tie
the taxpayer to making large payments should she
resign under adverse conditions? What contract is
she under?

My Hartnett: A normal Civil Service contract. The
same contract as Paul Gray.

Q403 Mr Mudie: Does that mean she would get
£88,000 and counselling?

My Hartnett: No one got £88,000 and counselling,
Mr Mudie.

Q404 Mr Mudie: sorry?

My Hartnett: No one got £88,000 and counselling.
That was the total payment including the cash sum.
I just wanted to be clear on that, please.
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Q405 Mr Mudie: Okay. We will leave it, because we
are short of time. Going on to something that is in
the press that we thought was tied to the private
sector: bonus payments. Your annual accounts
show a bonus payment increase from £89 million to
just over £90 million.

My Hartnett: Indeed.

Q406 Mr Mudie: Despite headcount reductions.
Myr Hartnett: Yes.

Q407 Mr Mudie: Why?

My Hartnett: There are two sorts of bonuses that we
think about here. The first sort are for the senior civil
servants and the second sort are for everyone else in
the department. Let me be clear, if I may, the
bonuses paid in 2007-08 were for the year 2006-07.

Q408 Mr Mudie: I understand that.

My Hartnett: So we have had headcount reduction,
but for the senior Civil Service, for example, the
bonus arrangements are contractual and determined
by the Cabinet Office and there is an upward
progression in the amounts that can be paid year on
year. This next round may be the last one or it may
be the one after that, so there is some scope there.
But our remit to pay bonuses for more junior staff
comes from the pay remit we receive from the
Treasury and that remit increased in relation to
bonuses as well.

Q409 Mr Mudie: What sort of bonus scheme do you
have for the other staff?

Mpr Hartnett: 1t is a small proportion of pay. For the
people who are immediately below the senior Civil
Service, it was around—I cannot do it precisely—
£1,600 a head, on average. For more junior people,
it was £200 or £300.

Q410 Mr Mudie: Who is Steve Lamey, who got
£40,000 to £45,000?

Mpr Hartnett: Steve Lamey was hired three and a half
years ago, nearly four years ago, as our chief
information officer by a public competition. He has
a special contract where the maximum amount of
salary he can be paid is fixed to the maximum of—

Q411 Mr Mudie: Okay. Your executive committee
members, all of them here, all get different amounts.
Is there a bonus scheme that you can send to the
Committee, or is it just: “You’ve landed the jackpot.
You get your salary plus bonus”?

My Hartnett: No. We can send you details of the
Cabinet Office arrangements.>

Q412 Mr Mudie: Good.

My Hartnett: But the reason they are different is the
bonus depends on performance marking, and Mr
Gray with a non executive assessed the performance
of each of us.

SEvT9

Q413 Mr Mudie: You will send us a copy of that.
Now, is there a bonus scheme for the other staff? Is
that in writing?

My Hartnett: 1 do not know the answer to that; but
if there is one, we will send it to you.

Q414 Mr Mudie: But you are paying it. You must
know under what arrangements you are paying it.
My Hartnett: 1 am sorry, Mr Mudie, we do know
that, because the pay remit set out the maximum
proportion of pay that could be awarded in bonus
for everyone else. There were basically three levels of
performance assessment: “Top”, “Middle”, and
“Needs to improve”. “Top” got one sort of
percentage; “Middle” got a different sort of
percentage across our organisation. About 55,000
people, which was close to the maximum number
that the bonus could be applied to for those not in
the SCS, received a bonus.

Q415 Mr Mudie: So you will send us a copy of that.
My Hartnett: Of course.

Chairman: We are going to adjourn for the division.
The Committee suspended from 4.01 pm to 4.13 pm
for a division in the House.

Q416 Chairman: Let us make a start and deal with
some of these other matters. Some of these questions
inevitably are directed to Mr Hartnett because he
was the accounting officer.

My Hartnett: 1 understand that, Chairman.

Q417 Chairman: I know you are trying to help him
but some of these have to be directed directly to Mr
Hartnett. Youreport on Child Trust Fund payments
in your report, that there was a programming error
that left 50,000 children without their additional
Child Trust Fund payment of £250. That error was
about £12.5 million. How was it detected?

My Hartnett: 1 think we became aware from outside
the department that people had not received
payments that they were expecting and that put us
on to it straight away.

Q418 Chairman: What action have you taken to
ensure that that does not happen again?

My Hartnett: We have engaged with our IT suppliers
to fix that and to look generally at the system of
software for the Child Trust Fund. I am really sorry,
I should say, that that happened.

Q419 Chairman: There was a further computing
error that the then Economic Secretary to the
Treasury informed us about in July 2008, after your
year end, which led to the delays in payment of about
£80,000 additional Child Trust Fund payments. Has
that been properly disclosed?

My Hartnett: 1 believe it has. That is something we
are still looking to in detail, but everyone will be paid
out, and with interest.

Q420 Chairman: Will you be seeking compensation
in these cases from your IT contractor?
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My Hartnett: We have already received some
compensation for IT issues. We are heavily engaged
with our IT contractor about performance issues
and tomorrow I will be asking to see the chief
executive again because there is something else that
we are concerned about.

Q421 Jim Cousins: The Public Accounts Committee
was given to understand that you were considering
the possibility of further legal action against EDS
and that you would be coming to a definite view
about that this autumn.

My Hartnett: Yes.

Q422 Chairman: The autumn has arrived.

My Hartnett: Yes. Can I first say this, Mr Cousins:
we are talking about two different I'T suppliers here.
I was saying to the Chairman something about our
present IT supplier, which is Capgemini, but I am
very happy to pick up the question on EDS. Our
settlement agreement with EDS was intended to
have been paid out in full by the end of December or
perhaps the first week in January 2009. I asked the
indulgence of the Public Accounts Committee not to
press me on the detail because we are very heavily
engaged with EDS at the minute around the fact that
we have not been paid out and I think I said in terms
that I was as exasperated as the Public Accounts
Committee. If we have to go back to court to force
a payment, that is exactly what we are going to do,
but it will be against EDS because Capgemini have
nothing to do with that and we will start the process
at the end of the year.

Q423 Jim Cousins: At the end of the year?
My Hartnett: At the end of the year.

Q424 Jim Cousins: Will there be a formal statement
to Parliament?

My Hartnett: Before anything becomes public, we
will be reporting to the Financial Secretary what our
intentions are.

Chairman: Jim, you had some questions on efficiency
savings which I think we should take now.

Q425 Jim Cousins: On efficiency savings, these
questions more properly belong with Mr Hartnett,
bearing in mind your recent appointment, Mr
Clasper. You have reported annual efficiency
savings of £663 million. Almost all of those relate to
staff reductions, and in fact your staff reductions as
of March this year were over 15,000.

My Hartnett: Yes.

Q426 Jim Cousins: Which is nearly 3,000 ahead of
your target. Are those 3,000 additional staff
reductions simply going to be carried forward into
the next round of 12,500 staff reductions or are they
additional to the total number of staff reductions.

My Hartnett: Forgive me, Mr Cousins, I cannot
remember whether it was to this Committee or to the
Public Accounts Committee, but we have said
before that those 3,000 are, if you like, a

contribution towards the next tranche. We had
opportunities to reduce the numbers and we have
taken them.

Q427 Jim Cousins: Did any of them involve
compulsory redundancies?

My Hartnett: There has been no compulsory
redundancy at HMRC that I am aware of in the last
number of years.

Q428 Jim Cousins: The total number of staff
reductions you are aiming at of 25,000 remains the
same.

My Hartnett: Yes.

Q429 Jim Cousins: Your net operating costs, which
were not additions on staff, went up by £192 million
over your intentions.

My Hartnett: 1 think you will have to aim me at the
part of the accounts for that, Mr Cousins, so I can
have a look, please.

Q430 Jim Cousins: It is the Revenue & Customs
resource account, page 39. The figure of net
operating costs is note 3.13, the last line of that top
table, and it has gone up by £192 million.

My Hartnett: There could be any number of reasons
for that, but to do with the running costs of IT—if
we try to find it—then we can see that there has been
an increase in programme costs before child benefit
and the Child Trust Fund, but I will happily let you
have a note on the detail if that would be helpful.

Q431 Jim Cousins: Yes, if you would. You will see
immediately the contrast between quite large scale
staff cuts, 3,000 ahead of programme, and still a net
increase in operating costs, and the implication there
of additional pressure on staff.

My Hartnett: Possibly. I think I need to let you have
a note of the detail, but this is a year, as well, where
we have seen huge efficiency gains in some of our
processing areas of between 40% and 70%, which
our staff, through our pacesetter programme and
some of our other initiatives, have played a huge part
in delivering.

Q432 Jim Cousins: What additional pressure on staff
comes from the fact that you are handling more than
3.5 million manual accounts?

Myr Hartnett: Manual accounts in what sense?

Q433 Jim Cousins: These are the so-called “open™
tax cases of which there are 3.5 million more than
target. There are over 16 million.

My Clasper: That is right.

My Hartnett: Our staff are aware that they are there.
They are over target. We are not bearing down on
our staff at all to do more than they have done. [ am
sorry to be so very simple about it, which is why the
number has risen, but we are planning to—

Q434 Jim Cousins: The number has risen because of
the failure of your computing system.

¢ Ev 80
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My Hartnett: No, with respect I do not think that is
right. The number of open cases has arisen because
people’s employment patterns are generally more
complicated now. That throws out more open cases.
When we deliver the next big improvement to the
pay-as-you-earn system, the system itself will deal
with open cases from that point forward, and we will
have the backlog to deal with.

Q435 Jim Cousins: The Comptroller and Auditor
General took the view that the increase in the
number of open cases was due to the failure of your
computer system.

My Clasper: Can I help, because there are two parts
to this. The current systems were built a long, long
time ago on a regional basis. Because they were built
on a regional basis and the systems do not talk to
each other—and this is not recent history; this goes
back decades—then people who have multiple
sources of income might well be in two different
regional offices which cannot be correlated by the
automatic system. That creates the open cases. That
has been going on for a long, long time. The
problem, as David has just highlighted, is people’s
employment patterns have changed: they change
jobs more often; people have multiple pensions, for
example. We basically have our legacy systems for
structural issue. We are going to solve it by
combining all of the systems and making them talk
to each other. The only piece of the problem that has
been created by what you might describe as the
failure but I would have termed a prudent delay, is
the fact that the new system has been delayed a year
in coming into operation and, therefore, the
automatic clearances that Dave is talking about
have not started to happen. One is long legacy
systems, massively exacerbated by the change in
lifestyle. The other is a year’s delay to getting in place
the system that will solve it. We would have less of a
backlog if we had been able to execute the new
system on time.

Q436 Jim Cousins: Let us be clear about that. We are
now all in agreement and we are in agreement with
the Comptroller and Auditor General that, because
of that year’s delay in the introduction of a new
computing system, there are now three and a half
million more cases being dealt with manually.

Mr Clasper: Yes, you are absolutely right.

Q437 Jim Cousins: That, of course, in turn, will
produce a lot of additional pressure on staff, will it
not?

My Clasper: Yes. Once we have got the new system
in place, we need to develop a plan to clear that
backlog and we have to do it in a way in which we
do not add to any pressures on the staff that would
result in the motivation issues that we talked of
earlier.

Q438 Jim Cousins: Against the background of these
difficulties with computer systems, the greater
number of cases that are still being dealt with
manually, and what you have referred to as lifestyle
changes—people having more than one job and

having additional jobs not in the same tax office
area—you are still closing tax offices. Against that
background, was that a wise course of action?

My Clasper: Perhaps I can talk philosophically: we
have to set ourselves the target of being able to do
more with less, otherwise we are not going to provide
taxpayer value for money. In order to be able to do
more for less, you do not get there, in my experience,
and nor does the department believe it, by beating
staff harder with a stick to make them work harder.
We have to find different ways of working. That is
what the department is doing, whether it be
introducing new systems so that we do not have this
problem that we have just been describing through
multiple jobs and multiple sources of income or also
finding different ways to work. The Pacesetter
Programme which I have visited up in Longbenton
and in Washington is one of the best cases I have ever
seen of getting staff to improve their own
productivity. We have had phenomenal increases.
My Hartnett: In places 40% to 70%.

My Clasper: So people can process a lot more. Part
of all of that is also having critical mass in individual
offices to adopt these better IT systems and adopt
these processes, as well as using what we use in the
compliance area, which is risk-based targeting of
activity instead of doing it randomly across people
who we may want to go after who are trying to bend
or break the rules. By doing all of these things, we
will be able to do more from less, but a consequence
of it is that very small offices, located in places in
which the original reason of a geographic approach
to tax has disappeared, are very, very inefficient
against that long-term drive of doing more for less.
That is why—unfortunately for certain individuals,
and we have maximum sympathy and are trying to
solve the uncertainty that creates for people—we do
need to focus on a more limited number of offices so
that we can get the productivity up, so that we can
do more for less, without beating up the staff—if that
makes sense.

Q439 Jim Cousins: I am not sure it does, because in
your Transformation Programme a number of items
are listed. One of them is to enable the reduction of
the estate and that in the Transformation
Programme shows an additional spend of £209
million and additional benefits of nil—which
somewhat goes against what you have just said.

My Hartnett: That is for one year.

My Clasper: That is the first year effect.

Q440 Jim Cousins: In the first year of the
Transformation Programme on tax offices, there is
an additional spend of £209 million to cut tax offices
and additional benefits of nil.

My Clasper: Yes, but, over time, there will be
significant benefits. I do not know the exact numbers
but you are investing in what, in effect, is a capital
cost to close offices, which then will produce lower
costs over time.”
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Q441 Mr Ainger: The National Audit Office has said
in relation to the Transformation Programme that it
can only be delivered with the goodwill of your staff.
In the winter survey of staff, these were the responses
from your staff who are going to have to deliver
these changes: “Is change managed well in this
department” 10% said yes, 70% said no. “Do you
feel the department is changing for the better or
worse?” 78% said for the worse. “Are you satisfied
with your department at the present time?” Only
13% said they were satisfied. Given those surveys,
what are you going to do radically to improve moral
in your staff?

My Clasper: 1 am sorry, I am probably going to
repeat myself. We need people to have a sense of
direction. We are in the process of doing that. We
need to ensure that they have a clear sense of
priorities and that we are not asking them—in some
cases at the moment we are asking them but in the
future we will not be asking them—to do too many
things, so that there is clarity about what really
counts. We do need to introduce new IT systems.
This open case issue, for example, and others, is a
case of a lot of grinding work because the systems are
not supporting us, and we are in the process of doing
that, as I have already talked about. We have some
very good programmes that allow people to improve
their own work, which I have seen up in
Washington, Longbenton and we have in other
places, where people feel empowered and have a
sense that they own what they are doing. We need to
do more of that. We have made some mistakes, over
time, in introducing some techniques which improve
processing but people do not feel that they are in
control of the processing. We are going to solve that
problem. There are a lot of things we have to do. Is
this a start point that I would want to be at?
Absolutely not. Is it the start point the department
feels proud of? Absolutely not. Are we goingto do a
lot about it? Yes, we are.

Q442 Mr Ainger: Have you met the PCS Union to
discuss what they think needs to be done?

Mpr Clasper: 1 have met the national officers and at
the sites that I have visited I have met the local
officers as well. As you can imagine, there is a mixed
view and some level of distrust about whether
management will follow through on some of the
things that I have just said. It is my job, over time,
for their members to feel that we followed through,
as it is of the whole top team.

Q443 Mr Ainger: What evidence have you had and
presented either in a report or to the trade unions
that small offices are inefficient compared to large
processing offices?

My Hartnett: We have had numerous discussions,
Mr Ainger, with both our unions about that. But
some of the efficiency gains that Mike was talking
about earlier on are being found in our big
processing centres and not in our small offices. The
real issue about our small offices, which I think is
implicit in what you have said, is that there are really
experienced people there who are not getting the
opportunity to partake in the efficiency gains in the

bigger offices and they have skills that we need. That
is a real challenge for us. We talk more to the trade
unions about that.

Q444 Mr Ainger: My experience in Wales is that you
are going to close virtually all the offices in Wales,
other than Cardiff, Swansea, Carmarthen,
Wrexham, one office in North Wales and the one in
Porthmadog which is there to deliver services
through the medium of Welsh. Virtually all the
offices that you are proposing to close are in the
former Objective 1 areas of Wales, now covered by
convergence funding, which is accepted as those
areas that need greatest support. How do you
reconcile that with the closure programme? How do
you reconcile the fact that the Government have
announced already that we need to maintain public
expenditure through this downturn period and yet
you are withdrawing from the very areas that need
support?

My Clasper: We do need to deliver value for money
for the taxpayer and we do have considerable
evidence in various forms that there is a critical
mass/size of office issue and it goes back again to the
evolution of the tax system. Most of the work that
we now do, in terms of the compliance work and the
processing work and dealing with the citizen, is
regional or national, when in the past it was very
much local/local. Most of the work can be done from
anywhere but you do need the critical mass to do it,
and that is where we have had these productivity
gains. We do need to save money. If we stop what we
are in the middle of, we will only have to restart it at
a future date, and in the long run the uncertainty for
our staff will continue for a much longer period of
time. On the issue of the locations of the office
relative to areas of development, do you want to add
anything, Dave?

My Hartnett: A couple of things. Mr Ainger, we
have produced impact assessments. We have looked
at the number of our customers who are using our
offices. There has been a massive reduction there,
and we are seeing huge take-up in our electronic
services as well. Already this year, where we are
today, a 33% increase in the number of people filing
electronically their self-assessment returns.

Q445 Mr Ainger: On 30 September I had a meeting
with one of your officials over the workforce change
programme. I asked him the question: “Can you
provide me with any statistical evidence to show that
large processing plants are more efficient than small
processing plants?”” and I have not had a reply yet.
This is the key to your whole policy. You are saying
that large processing plants are far more efficient
than the smaller regional offices. The trade union is
telling me that in fact they believe the smaller offices
are far more efficient than the larger centres. I am
just awaiting some figures. You are basing your
whole estate rationalisation programme on
centralising in large processing plants and yet so far
you have not been able to provide those with
anything either in your report or certainly in the
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discussions that I have had with work performance
related officials to prove that your policy is right.
Can you provide us with that information?

My Clasper: 1 think we will come back to you in
writing, but we do have a lot of evidence that the
large processing units are much more efficient.® We
are also here comparing apples and pears: some of
these offices have only 20 or 30 people in, of which
only two or three are doing one type of work,
another four or five are doing another type of work,
and there is huge inefficiency in providing some of
the data systems. It is not just about people
productivity; it is about the total cost to the system.
We have a very big charge, as you know, to reduce
our real costs 5% per annum over the next three
years, and so we have to deliver a much more
efficient HMRC. We are all confident that one of the
planks of doing it—not the only plank but one of the
planks of doing it—is getting critical mass. We will
have left of the order of 300 offices across the
country. So we are not going to a 20,000, 50,000,
everybody-in-London solution; we are collapsing
into sub-regional and regional rather than every
individual village.

Q446 Chairman: Not collapsing, I hope.

Mpr Hartnett: Chairman, may—

Chairman: I am sorry, we have to move on now
because we are running out of time. Mr Love, some
short questions, please.

Q447 Mr Love: That is a contradiction in terms! In
the memorandum you submitted to the Committee
you indicated that accidents in the quarter up to
March 2008 numbered 151, but that was over a 30%
increase on a year earlier. Why has this happened
and what are you doing about it?

My Hartnett: 1 think, Mr Love, we would have to
plead guilty to not having a sufficiently rigorous
recording system before. I am very grateful to our
trade unions and our staff for really pressing this
issue. I do not think that there has been a material
increase in accidents; there has been a much better
and more rigorous approach to reporting them.

Q448 Mr Love: Some concern has been expressed by
a number of people in articles that we have received
about the relationship between you and your PFI
provider. Does that contribute in any way to the lack
of being able to report accidents? Are you in
discussions with them about improving the
situation?

Mpr Hartnett: We are constantly in discussions—I
assume it is our properties—with Mapeley about
service and about health and safety issues, and have
become more demanding—as demanding as we
should have been in the past, but more demanding
now.

Q449 Mr Love: Does your contract allow you to be
more demanding? Can Mapeley, in effect, refuse
under the contract? There is some evidence to

suggest that they only do health and safety works
when the Health and Safety Executive appear on the
doorstep.

My Hartnett: Let us take that away and we will
include it in the letter that we send to the Committee.
I am afraid I do not know, as I sit here.’

My Clasper: They cannot be because if it is a health
and safety issue then legally they cannot.
Chairman: Okay. Perhaps you would find out and let
us know.

Q450 Mr Love: You investigated over £2.3 million
worth of fraud amongst your staff, nine of whom
ended up being convicted of criminal offences. Are
you worried about the level of fraud in the
department?

My Clasper: Of course one is always worried. Would
you like to pick up the details?

Ms Aiston: Yes. Any fraud incident is one too many
but the figures reflect our seriousness in identifying
when it is happening, tracking it down, and pursuing
it with the full rigour of the law. In addition to
tackling cases such as these where there is evidence
of fraud, we also have quite a big programme of
work aimed at fraud prevention, so that we stop this
sort of thing happening in the first place.

Q451 Mr Love: Could I ask you, finally, one specific
question. DWP officials have access to tax credit
records and there are those that think this may be a
particular problem. What steps are you taking to
ensure that those DWP members who have access to
this information are not using it to defraud the
system?

Ms Aiston: Following the loss in 2007, we reviewed
all access of this kind and have been in long
discussions with DWP to ensure that all the
appropriate controls are in place to mitigate both the
risk of internal fraud and other forms of data
security incident, so we took that very seriously too.
In a recent example, where we have provided access
to another government body that has a legitimate
and legal reason to use it, we are also introducing
monitoring so that our internal auditors can
monitor access by their staff, which will also help in
the fight against internal fraud.

Q452 Sir Peter Viggers: At the interface with the
taxpayer you had a PSA target for 93% of people to
file their tax returns online. In 2008 only 89% of
people did it. Your response to this seems to have
been to move the deadline earlier to 31 October for
paper filing. How do you think that will help?

My Hartnett: 1 have two things to say. First, we
refined/reduced the filing population without
changing the target. We took out of self-assessment
over one million taxpayers whose affairs we were
able to deal with more simply with a much shorter
tax return. These were substantially very compliant
people who filed early or, if not early, certainly on
time. The target was not re-examined on that basis.
It is not an excuse but it is an explanation as to why,
why have we brought forward the filing time to 31
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October for paper. We are trying to incentivise
people to use electronic filing. I said to Mr Ainger
that it was up by 33% already this year. We have
brought more support, more guidance, and more
simplicity to tax returns as well.

Q453 Sir Peter Viggers: Hard copy filing tends to be
used by the elderly and low income households.
Myr Hartnett: Indeed.

Q454 Sir Peter Viggers: Are there going to be more
vulnerable people filing late?

My Hartnett: We have no indication at all—and we
are monitoring this very carefully—that any
particular element of the population is filing late. We
are heavily engaged with the representative bodies
for more vulnerable people and we have picked up
no intelligence yet of any significant concern that
people are not able to cope.

Q455 Sir Peter Viggers: The rate of accuracy for self-
assessment tax assessments lay at 93.4% in March
2008—short of your target of 95%. What are the
barriers you are failing to surmount?

My Hartnett: 1 think it is that what people have to
put on returns is a bit more complicated. It was an
ambitious target. We will get to the level this year or
maybe next. Those are the main issues. Complicated
products around investment as well.

Q456 Sir Peter Viggers: There has been a 37% jump
in applications to tax tribunals. Can you explain
that?

My Hartnett: Not as I sit here, I am afraid.

Q457 Sir Peter Viggers: In that case I will ask for a
brief note, please.
My Hartnett: Of course.'”

Q458 Sir Peter Viggers: Finally, what steps have you
taken to ensure that a major systems crash, such as
that which occurred in January 2008, will not
occur again?

My Hartnett: We got to the bottom of the January
2008 systems crash. The system had had its platform
changed without really adequate examination of the
risk of that. It will not surprise you that we have had
some very vigorous discussions with our IT provider
around that issue and we have examined the whole
of that system again to make sure, we believe, that it
will not happen again.

Q459 Ms Keeble: On the tax credits, you have
introduced a new code of practice. Can you say what
the result of that has been, both in terms of fairness
or perceived fairness and also in terms of further
payments and write-offs? If you cannot give the
figures now on the overpayments and write-offs,
then perhaps you could give those figures in a note.
My Hartnett: Yes. 1 think the code of practice has
made very clear who is responsible for what.

Q460 Ms Keeble: Could I just ask the other
questions because we might have to finish. Perhaps
you could send a note on this. If you fail to act within
30 days then overpayments are admitted by the—
My Hartnett: 1 am sorry, I cannot hear you.
Chairman: That is why we normally adjourn. I am
sorry, we are going to have to leave it there. We can
put that question in writing to you, perhaps before
you respond on those other points, but it is not fair
on the shorthand writer to continue this dialogue
against the bells, I am afraid. We will make sure that
question is put.

Ms Keeble: Can I ask one other question in writing.!!

Q461 Chairman: In writing, of course. Mr Clasper,
we do wish you well in your appointment. It is an
enormous task. We have seen a number of your
predecessors, and so we wish you well in that. We do
understand that you are accountable to this
Committee and to the main Committee for the
discharge of those functions, and we will, I suspect,
be seeing quite a bit more of you.

My Clasper: 1 am more than happy to attend if you
think it is helpful.

Chairman: Thank you very much.
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Q462 Chairman: Can I welcome the ministers to this
Sub-Committee. Perhaps formally you could just
introduce your team.

Mr Timms: 1 am Stephen Timms, Financial
Secretary.

Ian Pearson: Ian Pearson, Economic Secretary to the
Treasury.

Angela Eagle: Angela Eagle, Exchequer Secretary.

Q463 Chairman: I think you understand the purpose
of this session, which is to examine the annual
reports and accounts of the Treasury and the various
supporting departments. We are not asking
questions today about the Pre-Budget Report on
which we are seeing the Chancellor in a week’s time.
Perhaps we can begin with the Treasury’s objectives,
Mr Timms. The stated aim is to maintain a stable
macro-economic environment and promote efficient
financial markets. When the Permanent Secretary
appeared in front of us a couple of weeks ago he said
that simply was not possible in the current climate.
Do you think it is right that the country should
accept that you are in no way responsible for the
recession?

My Timms: 1 think it is very widely known that there
has been a global shock of a scale that we have not
seen for a very long time, certainly not in the lifetime
of anybody here. The Governor of the Bank of
England said yesterday that it was the biggest
challenge since the Great War. It started in the USA
but it has affected every country around the world. I
went to the meeting of G20 finance ministers in
Brazil a few weeks ago and it was clear that all 20
countries, developing and developed, were being
affected, in many quite similar ways, by what has
happened. Our responsibility is to navigate a path
which gets Britain through this challenge in the best
possible shape and does it in a way that is fair to
everybody. In the PBR this week the Chancellor has
set out how we are going to do that. We have acted
in a very decisive and responsible way in responding
to this enormous challenge to the whole world
economy.

Q464 Chairman: You set Departmental Strategic
Objectives for everybody else but your own one,
2008-11, is to ensure high and sustainable levels of
economic growth. Is that going to need revising?

My Timms: No. The objectives have been set and our
task is to deliver them. Clearly what happens is going
to be affected by events in the world economy but, as
I have said, we are committed to navigating a path
which gets Britain through those challenges in the
best possible shape.

Q465 Chairman: We are in a recession now so your
objective cannot really be a high and sustainable
level of economic growth, can it?

My Timms: We want to return to a high and stable
level of economic growth as soon as we are able to
and that is the whole aim of our current policy.

Q466 Mr Brady: The “clear line of sight” initiative
aims to create greater transparency, in particular
with improvements to published documents.
Obviously this is a step in the right direction but
what thought have you given to how parliamentary
scrutiny of estimates might be improved?

Angela Eagle: As you have said, the clear line of sight
initiative is an attempt to create a simple more
transparent system to make it easier for the estimates
to encompass all of the expenditure rather than just,
at the moment, some of it. I know there is a great
deal of work going on involving both the National
Audit Office and the Treasury about how that can be
done technically. I know there has been a
memorandum sent to the Liaison Committee about
how parliament would start to change the way it
examines estimates in order to deal with the
alignment project or “clear line of sight” project as
it is called. It is really for parliament to decide how
best it wishes to change the way it scrutinises
estimates going forward. The idea of the project is to
try to encompass, in a much more coherent way, in
one system, government expenditure. I think that is
a long overdue initiative and will certainly improve
transparency.

Q467 Mr Brady: You have personal experience
dealing with it from both sides of the fence. Do you
have any views of your own on how parliament
could do it better?

Angela Eagle: The first thing that the project is
trying to do is create a much more consolidated
transparent approach to government estimates so
that all of the expenditure is in one place and obvious
and actually calculated on the same basis so that, if
we succeed in this, it would be possible to follow
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every pound through from when it is raised through
to how parliament decides to approve its
expenditure through to where it is spent, which
would be a big improvement. I do not see any reason
why the current ways of debating estimates should
change but again that is a matter for parliament to
decide.

Q468 Mr Brady: The Treasury has made it clear that
it would welcome the involvement of this Committee
in developing the “clear line of sight” project. Can
you give any clarification of how the Committee
might best help in that?

Angela Eagle: Again, that is a matter for the
members of the Committee to decide. I am sure
when I was on the Committee I would not have
wanted a government minister to come here and tell
the Committee how to do its job. All I can say is the
best thing to do is to deliver a message that we are
happy to co-operate in any way you see fit in order
to have proper, transparent oversight of the way that
government spends its money. The aim that we are
all after with a project such as this is to ensure the
most effective and efficient expenditure of
government money. The National Audit Office is
involved, the Public Accounts Committee is
involved and it is quite right that this Committee
should be involved. I am sure between all of us we
will come up with a modernised, better and more
transparent system.

Q469 Mr Brady: Parliament is surrendering control
of net spending in that we will not be required to
authorise the income in the form of appropriations
in aid. What safeguards are going to be put in place
to prevent government departments from abusing
this absence of control?

Angela Eagle: 1 think the alignment project itself will
ensure that on a consistent basis as the expenditure
process happens there will be more obvious sight of
what this money is. The best controls on that kind of
expenditure and against that kind of abuse—which
I do not think is something that government
departments aspire to from my own experience as
they do not go around conniving with each other to
keep things from parliament—is to have clearer
accounts which are consistent across the board,
which is what the alignment project will do, and
good vigorous select committees which keep an eye,
as this one does, on what can sometimes look like
boring accounts but are always, in my experience on
the Public Accounts Committee, worth a look.

Q470 Mr Brady: Do you see a greater role for
departmental Select Committees generally in
following that scrutiny?

Angela Eagle: This Sub-Committee makes it one of
its jobs to take a close look at the annual reports and
to take a look at the autumn performance reports.
Far be it from me to tell other select committees how
to do their job but I think that sort of nitty-gritty is
part of the day job for all select committees and I am
sure they think that too.

Q471 Mr Brady: Can I turn to UK Financial
Investments Limited which obviously is an
increasingly important institution looking after the
government’s investments in financial institutions.
Which minister is going to be responsible for
oversight of that body?

Ian Pearson: Paul Miners.

Q472 Mr Brady: How do you intend to monitor the
performance of it within the Treasury?

Ian Pearson: As we would do on a regular basis with
normal institutions. There is clearly going to be a
significant level of interest in how UKFI works. You
will be aware of the statements that we have
published as a government. The Chancellor will take
a very close interest in the work of UKFI. As is the
normal course of events, there will be regular
meetings between people from the UKFI and
members of the Government and officials in the
Treasury, which is exactly as you would expect.

Q473 Mr Brady: Do I deduce you are the Commons
minister who would take the closest interest in
UKFI?

Ian Pearson: The normal analogue would be that I
will take Commons responsibility for this because it
is to do with financial services.

Q474 Mr Brady: Given that the scale of the holdings
in UKFT are already bigger than was first envisaged,
and potentially might get bigger again in the future,
are you confident that the structure and resources
that UKFI have are sufficient?

Ian Pearson: We are talking about a very new
institution. This has happened since the last Annual
Report and Accounts and it is a response to the
extraordinary financial circumstances that we have
seen over recent months. What I can say very clearly
is that we are working hard to make sure that UKFI
is being set up on the right sort of basis, has the
resources it needs to do the job that it needs to do to
make sure that we protect the UK taxpayers’
interests, has proper oversight of the re-capitalised
banks and it fulfils and discharges its responsibilities
that we are giving to it.

Q475 Mr Brady: How would you judge whether
UKEFT has succeeded or failed?

Ian Pearson: We will clearly want to look to develop
performance measures but, as I say, we are very
much in early days with regards to the establishment
of UKFI. As you will be aware, it was only set up
either late last month or early this month in terms of
the announcement. It is a little bit too premature for
us to give a full detailed explanation of exactly how
it is going to operate and what its performance
regime is going to be. That is evolving. Clearly there
is a lot of interest here and we will want to be as open
and transparent as we can sensibly be in this matter.
I am sure it is something that the Committee will
want to return to at a later date.

Q476 Mr Brady: Without excessive detail, and I
understand it is a very new institution, what would
be success for UKFI?
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Ian Pearson: Clearly we want to make sure the
actions that we took and the announcements that
the Chancellor made to the House on 8 and 13
October are actually seen through, that we proceed
on an orderly basis, that we make sure that, through
UKFI, we ensure that the conditionality that we are
imposing on the banks as part of the recapitalisation
process is being fully followed through which is what
you would expect us to do. We need to plan as well
an exit strategy as part of the normal work of what
UKFI will do. These things will emerge over the
coming weeks and we will want to report fully to the
House and be subject to full scrutiny in the normal
way.

Q477 Mr Brady: When would we reasonably expect
to have a clearer idea on all of that, how many
weeks?

Ian Pearson: 1 do not think it is possible to give a
timescale. Things are rapidly evolving but all I can
say is we have no secrets here. We want to be open
and transparent in the way we deal with things.
There are clearly issues of commercial
confidentiality which you will expect but the normal
way in which we want to do these things would be to
be as open and transparent as possible about what is
going on.

Q478 Mr Brady: So a full report by Easter?

Ian Pearson: 1 certainly can undertake to the
Committee that we will get back to you and we will
let you know more detail about UKFI and how it
will operate in the future and when it will report. The
sensible way to proceed is to let UKFI get on with its
work. It is clearly an important point in time. Itis a
very new institution and the key thing here is to say
let it operate, let it do its business and let us make
sure we have full parliamentary scrutiny, to the
extent that is reasonable, given the boundaries of
commercial responsibility, and we will endeavour to
do that.!

Q479 Chairman: Which of you is responsible for
IFRS balance sheets being adopted across
Whitehall?

Angela Eagle: 1 am.

Q480 Chairman: Louise Tulett, your finance
director, told us that only half of Government
departments met the deadline of 30 September. Why
are they ignoring you?

Angela Eagle: The current position is that three
departments are yet to submit their restated balance
sheets to the National Audit Office as part of this
system. One of them, which is the Cabinet Office, is
expected to complete that action by the end of next
month. There are two remaining departments and it
is no real surprise that they are the most complex
ones, the MOD and Health Department. We are
obviously working with them to see how quickly
they can get through what for them are a very
complex series of calculations. We are confident that

! See letter from the Chancellor of the Exchequer to
John McFall MP, Chairman of the Treasury Committee,
dated 3 November, Ev 111.

they will be prepared for full introduction but clearly
they have got the most difficult task ahead of them.
We are supporting them and they are actively
engaged in trying to complete it.

Q481 Chairman: What sanction do you have?
Angela Eagle: At this stage this is a trigger point of
a process where we hope by the end of financial year
2009-10 to be able to completely make the shift to
the new accounting system. We do not particularly
want to get into sanctions at the moment. We want
to assist departments in the shift from the current
method of accounting to the new one which requires
a great deal of work in some departments. We are
being supportive and helpful but insistent, I
suppose, would be my response to that. At this stage
it is more important that we support this shift rather
than resort too quickly to sanctions.

Q482 Chairman: Does this mean we will have further
slippage in the target of moving to hold other
government accounts?

Angela Eagle: We certainly hope not. We are still
aiming and reasonably confident that we can do this
by 2009-10.

Q483 Chairman: Who is responsible for HMRC?
My Timms: 1 am.

Q484 Chairman: Their Annual Report lists 17 areas
in which improvements to internal controls are still
ongoing, yet your own resource accounts, at page 27,
say no internal control issues in the Treasury Group
were identified. Can you explain the difference
between those two? Who is right?

My Timms: The explanation is that HMRC for these
purposes is not part of the Treasury Group referred
to in your second remark.

Q48S Chairman: I thought HMRC was part of the
Treasury Group.

My Timms: In the context that the phrase is used that
you just read out, it is not.

Q486 Chairman: That sentence, in fact, just refers to
the Treasury.

Myr Timms: Yes.

Chairman: It will be corrected next year I hope.

Q487 Mr Breed: Can we turn to the PSA targets
which I suspect you probably thought we were going
to approach. In June 2008 the Treasury and HMRC
between them had met or were “on course” to meet
only 13 of the 20 PSA targets. Could we ask what
went wrong in that sense? Perhaps even more so,
bearing in mind the Treasury’s performance is very
similar to the Government’s performance as a
whole, that slippage is being reported in 40% of the
targets, are actually PSAs working in any
meaningful sense?

My Timms: Are we talking about the new PSAs for
the current spending review period or is your
question about performance on the PSAs in the
previous spending review?
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Q488 Mr Breed: In the Annual Report of 2007-08,
so it is last year.

Mr Timms: We are looking back over the past
performance. What I would argue is that the PSAs,
and there were three PSAs in particular that we were
responsible for, were extremely valuable and indeed
effective in directing the efforts of HMRC. They
were not all met but I do not think that in itself is a
surprise. We can go through the individual points in
the targets, if you like, but I do think the system
worked well in directing effort and raising
performance. Of course there were some lessons
learnt for drawing up the new set of PSAs across
government. We have a smaller number of PSAs
now than we had before. I do think that the system
in place for the 2004 spending review was effective
across government and effective for HMRC.

Q489 Chairman: Were the lessons learnt that
perhaps the previous targets were too challenging so,
therefore, you have reduced the hurdles so you can
meet a few more?

My Timms: No, not at all. There were, as I have said,
many elements in the old PSAs that were achieved
and the fact they were highlighted in the PSAs in that
way increased the focus on delivering them and
raised the level of performance. The key lesson that
was drawn, and this is a point about the system
across government rather than specifically as it
affected HMRC, was that it was better to have a
smaller number of genuinely cross-government
performance targets. In the new system, with the 30
or so PSAs, most of them have more than one
department involved in their delivery whereas in the
older system it was more segmented by department.
The new system has a smaller number of genuinely
cross-government targets and I think that probably
is a better way of drawing the system up. There is no
doubt in my mind that the previous system did
contribute very significantly to raising performance
across government and in HMRC.

Q490 Mr Breed: The PSAs are working but not quite
as well as you would have hoped and next year we
can look towards a substantial improvement in
meeting the targets?

My Timms: We have certainly learnt lessons and will
continue to do so. I cannot tell you that every single
element of the new framework will be certainly
delivered. These are stretching targets, and they
should be, because we want to aim high on
performance. We have certainly learnt lessons and
we will be working very hard to deliver all of the
new targets.

Q491 Mr Breed: Can we turn to the unemployment
figures which, of course, are higher now than they
have been for a very long time. In fact, the number of
unemployed people is higher than at any time since
1997. You will know that the Committee has been
particularly focused over the last year or so on child
poverty. Can you tell us what you are doing there to
minimise the effect of this rising unemployment on
child poverty?

My Timms: You will know that we have made very
good progress in reducing child poverty since 1997.
There has been a reduction of 600,000 so far and the
headline numbers started at 3.4 million. Measures
that were announced in this year’s budget will lead
to a further significant reduction in the number of
children growing up below the poverty line.

Q492 Mr Breed: Even taking into account the new
unemployment situation?

Mr Timms: Yes. We estimate that the measures in
the Budget this year will reduce by half a million the
number of children below the poverty line.

Q493 Mr Breed: But you were using unemployment
statistics which clearly are nothing like what we
have now.

My Timms: The measures in the Budget will have the
effect of reducing by half a million the number that
otherwise there would have been. I must say it is not
completely clear. The number of children growing
up below the 60% median income line, it is not
completely clear how they will be affected by what is
happening at the moment. It depends in which parts
of the workforce unemployment rises in and so on.
We are confident that the announcements we made
in the Budget will reduce by half a million compared
to what the figure otherwise would have been.

Q494 Mr Breed: You are not taking any additional
pre-emptive action in the light of the current
economic situation or employment figures?

My Timms: There were, as you will know, some
changes in the PBR which will be helpful: the
bringing forward of the uprating of child benefit, the
bringing forward of the uprating of the child tax
credit, both of those will certainly help.

Q495 Mr Breed: Can we just go to regional
inequality which has been a problem for a very long
time and is likely to be exacerbated on the impact of
the recession. What additional things might you
bring in to try and address what was, and is, and has
been, a problem of regional inequality for some time
but is likely, I suspect, to be made even worse in the
next year or so?

My Timms: What we have done, as you know, is
announced a major stimulus to the whole economy
in the PBR this week worth about 1% of GDP and
we believe that will be a very effective measure in
rebuilding momentum in the economy across the
country. Alongside that, one of the responses that
the Government has made to the current challenges
is the establishment of the National Economic
Council and that is being replicated now by regional
councils involving regional ministers and others and
the regional development agencies for example. I
think that will be a very effective way of
concentrating minds in the regions on what needs to
be done, and can be done regionally, to tackle the
particular challenges which, as you rightly say, vary
across the country.
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Q496 Mr Breed: I suspect presiding over the demise
of the South East economy to bring it down to the
average of the rest is not what we were thinking
about, more like bringing up other regional
economies to try and tackle what are likely to be
quite substantial difficulties in many areas
particularly  those that are involved in
manufacturing and such.

Mr Timms: Yes. We want to raise it across the
country.

Q497 Mr Breed: Last year the Financial Secretary
told us that she would commission some work on the
impact of rapid food inflation on the wellbeing of
low income families. Can we know what the result of
that work was and when it is going to be published?
My Timms: 1 am not quite sure where that research
has got to but I can write to you.

Q498 Mr Breed: Can you write to the Committee
and let us know?
My Timms: Yes.?

Q499 Mr Love: Can I come back to this issue of PSA
targets and the unprecedented situation we are now
going through? That is the mantra of government,
and I have to support it, that this is a whole new ball
game we are in. In that whole new ball game do we
need to revise and re-look at our PSA targets? Are
you, in fact, doing that as we speak?

My Timms: No. I think the framework that we put
in place at the time of the Comprehensive Spending
Review is right. There certainly is not any general
review of the PSAs under way and I do not think it
would be right to do so. If we look at the PSAs which
HMRC is contributing to, deliver the conditions for
business success in the UK, reduce the harm caused
by drugs and alcohol and so on, I think those targets,
as they have been expressed, remain right for Britain
over the three year period we are looking at.

Ian Pearson: Essentially PSAs look to the longer
term, and the longer term objectives that we have set
I believe very strongly are absolutely right. There is
a big difference between that and, because of the
unprecedented changes that we have seen in recent
months, some of the short-term things that we need
to do. Itis quite important that as we go through this
difficult economic period at the moment and have to
respond to very short-term issues that we do not lose
sight of the longer term challenges that face the UK
economy and I think the PSA framework that we
have got as a Government really sets out those
longer terms issues that we need to continue to
address.

Q500 Mr Love: I certainly accept that. However, as
a minister who will no doubt be better aware than I
am, there are certain PSA targets which are much
more firmly in the public mind than others. The ones
you quoted from HMRC 1 do not expect the
ordinary person in the street would be able to quote
them but quite a lot of people can quote the halving
of child poverty by 2010 and its eradication by 2020.

2 Ev 109

While I accept the figures that you have given, and
they were given at the time of the Budget, that we
would reduce it by half a million as result of the
measures taken in the Budget, we are still a long way
from reducing it by half likely in 2010. How
confident are you that in the changed economic
circumstances it will be possible for us to even
approach that target?

My Timms: It is certainly true that there is more to
be done to achieve the 2010 target. As you know,
and the Chancellor mentioned this in the Pre-Budget
Report speech, we are committed to introducing
legislation for the 2020 target and we will be
consulting on the form of that legislation and the
content of it over the coming months. As I said
earlier, I do not think it is completely clear what, as
yet, the effects of the changes in the economy are
going to be on the proportion of children growing up
below 60% of median income. We may see an impact
on median income because of what is happening in
the economy at the moment. At this stage it is a little
too early to say precisely what the effects on the child
poverty statistics measured in terms of relative
income are going to be.

Q501 Mr Love: This is a rather unfair question
because it is a London member asking another
London member but in terms of regional inequality
the actual target we are setting ourselves is about
growth rates going forward and the differential in
growth rates for different regions. Whether or not
London and the South East have much greater
impact in terms of the current recession we are going
through, it is still very likely that they will grow at a
faster rate than other regions of the country. We
have had little real impact in the level of growth of
different regions. I know it is unequal and an
unreasonable question but how do we improve the
growth rates in some of our lower growing regions in
the country?

My Timms: As you know, we have had an ambitious,
and I would argue, effective programme of regional
development ever since we set up the RDAs a decade
or so ago. We have seen very substantial benefits to
regional economies from the measures we have put
in place. Just on the point of London, I would just
make the point that the growth of the London
economy has, as you have indicated, been very
healthy but London employment, and the
employment rate amongst Londoners, has not
moved very much. There is more work there still to
be done but the framework of the regional policy
that we have put in place has been a sound one and
an effective one.

Angela Eagle: 1 wanted to point out how we are
taking that forwards with some of the changes with
multi-area  agreements, with  sub-regional
developments, our working with local authorities,
asking them to take a duty of taking care of
economic development in their areas more explicitly
on the institutional side. On the other side, the
Government is working to try to assist and
encourage greater levels of entrepreneurship in
regions. Some of the measures we took in the Budget
last year, for example particularly focusing on
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female entrepreneurship, if we could have women
creating businesses at the same percentage as they do
in America we would have nearly a million more
small and medium-sized enterprises. There are a
range of interventions that the Government is
making explicitly with developing the focus on
economic development at both regional and local
level that we hope will produce a positive result.

Q502 Mr Love: Ian, you can respond but I will add
something to it. A couple of years ago we lost
European structural funding which had quite a
heavy impact in some of the regions. Is there a need
for the Government, because of the shift to the East
effectively when all the new countries came in, to
look at that again?

Ian Pearson: We still do have European structural
funding. There is European regional development
funding available in the regions. It is right, as you
say, to point out that with the accession countries a
lot of the structural funds that have been allocated
by the European Union have gone in that direction
but there is still a programme, during this current
financial perspective to 2013, from the European
Union. I do not want to stray too far from the brief
of the Committee this morning but in terms of direct
response, if you look at Regional Development
Agencies and the regional level of government I
want to offer a couple of reflections. The RDAs are
doing a good job. Ten years into existence they have
found their feet. There were issues early on with
RDAs but now they are making an effective
contribution at a regional level. A lot of them, like
my own West Midlands region, have set targets
about closing the output gap with the rest of the UK,
in particular the South East as you mentioned. It is
important to recognise that a lot of what we do as a
Government is to pass legislation and to have
budgets that get implemented at a regional and sub-
regional level. I do not think the level of scrutiny,
particularly in terms of performance management,
at aregional level has been strong ever when it comes
to government. It is one of the reasons I think
regional ministers and regional select committees are
an important innovation. I find it very surprising
that some people do not really accept that. Itis at a
regional and sub-regional level that a lot of this
money that comes from government does get spent
and it should be accountable. I would hope that
Select Committees like this would want to strongly
support regional ministers and regional Select
Committees as a way of ensuring that taxpayers’
money is being spent in the best possible way.

Mr Love: I will say Amen to that!

Q503 Chairman: Mr Timms, the Revenue and
Customs Annual Report disclosed that they had lost
a quantity of Class A drugs held at their own lock-
up. Have you found them yet?

My Timms: Not that I know of.

Q504 Chairman: Can you tell us how much went
missing? This is the loss at Coventry.

My Timms: 1 do not think that is a figure I have in
front of me.

Q505 Chairman: It is an entire paragraph in the
Report so it sounds like it was a substantial amount
of Class A drugs. Are you not aware of that?

My Timms: 1 am aware of the paragraph in the
Report but I am not aware of the quantity or the
value. I am sure that is something we can provide
you with.

Q506 Chairman: This was last Christmas. What
have you done since then to ensure that when
HMRC seize drugs they remain secure?

My Timms: HMRC will certainly have been seeking
to learn the lessons from that episode. I do not have
in front of me the specific measures that they have
taken in response to that but I agree with you that it
is a serious loss, it should not have happened and
steps I know will have been taken to make sure it
does not happen again.

Q507 Chairman: You understand why we are asking
you. You are the minister responsible for HMRC
and it seemed quite a serious matter that drugs go
missing in its own lock-ups.

My Timms: 1 agree with you.

Q508 Chairman: Perhaps you could let us have a
note as to what has been done to improve security
there.

My Timms: 1 would be happy to do so.3

Q509 Nick Ainger: We were told when we
interviewed HMRC officials that in terms of the
head count reduction in HMRC they were 3,000
ahead of target. You referred, in your opening
remarks, to the unprecedented situation that we face
globally and the downturn and its severity and so on.
Are you going to review the head count reduction, as
an employer of a substantial number of people,
bearing in mind the unprecedented situation that
we face?

My Timms: If you mean are we going to back off the
head count reduction or indeed the -efficiency
measures more generally, the answer to that is no. It
is very important that we maximise efficiency across
Government, including in HMRC. Indeed, of
course, as you will have heard the Chancellor say
earlier this week, across Government we want to
look for additional efficiency savings to those that
have already been announced and committed to by
the end of the current spending review period. We
have not worked out what that is going to mean for
individual departments but I certainly do not think
there will be the opportunity, and neither should
there be, to reduce the commitment to improving
efficiency in HMRC.

Q510 Nick Ainger: Nicholas Macpherson told us
that the Treasury was operating at its limits and that
is before there is the next tranche of job losses. Are
you satisfied that, in fact, the Treasury can maintain
its efficiency with these additional job losses?

3 Ev 109
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My Timms: Yes, I believe it can. It is certainly a very
substantial managerial challenge to undertake the
level of efficiency reduction that is required while
maintaining standards. Actually there are examples
where through genuinely transforming the
organisation, whether it is in HMRC or other parts
of Government, it is possible both to achieve these
efficiency goals, very demanding as they are, whilst
also improving performance and raising the levels of
performance. It is a very demanding challenge but I
am confident that it will be achieved. There are
certainly examples in HMRC where it is already,
and examples elsewhere in Government as well, and
I am confident we are going to be able to achieve
that.

Q511 Nick Ainger: In the 2004 Spending Review
Final Report on the efficiency programme published
this month, in relation to relocations under the
Lyons Efficiency Programme, the Chancellor’s
department delivered only 2,987 relocations against
their target of 5,050. These are relocations out of
London into the regions of Britain. Your head count
reduction programme and the HMRC tax office
closure programme will actually reduce even further
the number of jobs in the regions of Britain. How are
you going to meet that target?

My Timms: First of all, the target that was set in
Spending Review 2004 for HMRC, including the
Valuation Office Agency, was 1,950. The relocation
savings actually achieved was 2,492, so HMRC
exceeded the Lyons relocation target set for it in the
2004 Spending Review. The target for 2010 is 5,050
and that will be achieved as well.

Q512 Nick Ainger: Looking at the figures in the
report, page 11, it does say reported relocations by
June 2008 just under 3,000. The target is a further
2,050 ahead of that. You have until the end of 2009
to achieve that so that is a very substantial number
of relocations to be achieved in 13 months.

My Timms: 1 am confident that it will be achieved.
As I have said, in terms of the target set for March
2008 HMR C substantially overachieved by a margin
of 28% and I am confident that the 2010 target will
be achieved as well.

Q513 Nick Ainger: Can we turn to staff morale
because it is linked with these job losses particularly
in HMRC. The staff survey shows that 70% of staff
are dissatisfied with HMRC. What are you going to
do to improve that performance?

My Timms: That is a very fair point. There are odd
pieces of data in the survey that I could point to
which give a slightly rosier picture than the figure
you have given but your characterisation of the
overall picture on morale is a fair one. In my view
one of the major difficulties that staff have to
contend with has been the uncertainty over the
workplace re-organisation. As you know, HMRC is
committed to concluding the exercise by the end of
this year or making the announcements about the
final configuration of the HMRC estate by the end
of this year. I think when there is certainty
everywhere then that will be a very important

milestone to pass from which it will be possible to
rebuild staff morale. Other changes have happened
as well. There is a new chief executive, a new
chairman in place, and I think the organisation is
now in a position to move forward. I am confident
that one of the effects of that will be to improve
morale but there is no getting away from the fact
that at the moment the picture is a rather unhappy
one as you rightly pointed out.

Q514 Nick Ainger: Have you recently met with the
trade unions, PCS in particular who represent the
vast majority of staff in HMRC?

My Timms: No, I have not.

Q515 Nick Ainger: Do you think it would be a good
idea to start with that?

My Timms: There are very regular discussions
between PCS and the executives of HMRC. I have
only been in this role for a few weeks and I have not
yet had that opportunity but I think it is extremely
important that HMRC continues to work very
closely with its trade unions and I am certain that
under its new leadership, as with its old, it will do so.

Q516 Nick Ainger: In terms of the overall efficiency
of HMRG, is not one of the problems that you face
in the future not only tackling this morale problem,
which obviously affects people’s performance and
maybe sickness levels and all that sort of the thing,
but also the fact it would appear that many of the
staff in the small tax offices are the most experienced
staff that you have and they are going to be going.
The quality of your overall workforce is actually
reducing at a time when you want to see it radically
improving. Is that not a structural problem that
you have?

My Timms: 1t is certainly true we have a large
number of highly experienced and indeed expert
staff in HMRC. Once the final decisions on the
HMRC estate are announced then HMR C will work
with all of the staff in the offices which are going to
close to try and find alternative locations to which
they are happy to move. There will be support for
additional transport costs, and so on, and there will
be a very careful interview with every single member
of staff affected. I hope the consequence of that will
be that the expert staff you are referring to will
continue to work in the organisation. No doubt
some will choose that they do not wish to and that
will need to be addressed by HMRC. As you are
relating to our earlier conversation, there is a
continuing need to reduce overall numbers further
and I think that is something we are going to be able
to manage successfully. I am very optimistic that
staff morale will improve quite sharply once there is
certainty about the future of this configuration.

Q517 Mr Brady: Are there any management or
technical implications that arise for HMRC from
the temporary VAT reduction?

My Timms: There certainly have been some very
short-term implications in that some hundreds of
staff have been trained up to respond to questions
from businesses in this period between the
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announcement and the implementation of the VAT
fall next week and some of those staff will continue
to be working on those phone lines after
implementation of the reduction on Monday. In
terms of a larger scale impact, no, I do not anticipate
a substantial effect.

Q518 Jim Cousins: We have just nationalised a good
chunk of the commanding heights of the economy,
and the commanding heights of the economy have
responded to this by blowing a polite raspberry and
putting up “business as usual” signs. Do you think
the Treasury has the firepower in terms of numbers,
expertise and experience to actually shift that?

My Timms: This may be something that Ian will
want to comment on but I just make the point that,
as you know, we have committed to regular
reporting on the extent to which banks are meeting
the commitment that they have signed up to: to
maintain lending to households and small
businesses. Alongside that we have made a number
of announcements in the PBR this week specifically
around supporting people looking to buy homes and
small businesses.

Ian Pearson: What I want to say in response to you
is we are very aware as a Government of the
concerns that are out there and that are very clearly
expressed by industry about some of the lending
practices of the banks at the moment and that is why
we have had numerous meetings. The Chancellor
and Peter Mandelson have been involved in talking
to the banks about their lending practices for the
future. I think it is fair to say when it comes to the
banking recapitalisation issues this is a process that
is still going on. There has been clear conditionality
attached to those banks which are taking advantage
of the recapitalisation scheme that we have
introduced as a Government and we do expect banks
to continue to make available competitively priced
lending both to the mortgage market and to small
businesses. You will be aware of the announcements
we made in the PBR, which we are not discussing
this morning, which take our policy further in this
area. We will continue to want to hold bank’s feet to
the fire to make sure they do the right thing by small
businesses and by people who want mortgages for
the future.

Q519 Jim Cousins: Talking about holding people’s
feet to the fire is a very dramatic phrase. Personally
speaking I am very New Labour so the last thing I
would want to see are bodies swinging from lamp
posts or feet being held to the fire, although in some
respects the medieval Catholic Church is an
inspiration! That is a very dramatic phrase but the
reality stands in great contrast to that. The reality is
nothing has changed and the drama of your
language I am afraid does not mitigate the fact that
nothing has changed. The conditionality has not
been worked to. You have conceded yourself this
morning that the performance indicators have not
yet been worked out. Nothing has changed and the
drama of the language only emphasises that point.

Ian Pearson: 1 do not accept that nothing has
changed. When you see some of the recent
announcements only this week about RBS and how
they are acting with regard to their small business
clients, I think that shows things have changed. Also
let me be very clear I do not think it is acceptable for
bank chief executives to be saying one thing to Peter
Mandelson, Alastair Darling and indeed the Prime
Minister and then the lending practices down the
line at regional and local level show no recognition
of what those chief executives are saying to us. We
cannot, as a Government, accept a situation where
we are being told one thing and something
completely different is happening. I think some of
this is a communication issue within the banking
system at the moment. We do need to make sure that
we have responsive responsible bank lending and
that is a key issue for us. We will continue to want to
hold the banks accountable particularly those that,
as I say, have taken advantage of the recapitalisation
scheme to make sure that they continue to lend to
small businesses at what is a very difficult time.

Q520 Jim Cousins: If we are optimistic enough to
assume you are right in thinking that what we are
dealing with is a communication problem inside the
banks, something we need to think about, it is very
important that the Treasury, and it can only be the
Treasury and not HMRC, has the knowledge of
what is going on on the ground. Do you have the
firepower both in terms of numbers, experience and
expertise to make sure that is the case?

Ian Pearson: 1t is not just the Treasury. Government
as a whole, through BERR as a Department, gets
regular feedback from industry about lending
practices, about credit lines, about what is going on
in the real economy and that all gets fed into
Government at different levels. I am confident that
we have a good understanding of what is going on
out there in terms of lending practices and that is
why we are very much challenging the banks to say
that we understand that risks have changed and we
do not want to do anything that is going to stop you
operating in a normal commercial way but also,
clearly, we do not want banks to overreact to market
conditions and take blanket decisions which do not
take account of individual company positions. We
want to ensure that banks continue to make
available competitively priced lending to viable
businesses and it has to be the issue for us for the
future to make sure that happens. There is a lot of
noise in the system at the moment as you would
expect in the sort of economic situation we are in.
There is a clear responsibility on us as a Government
to hold bank’s feet to the fire and say we want you
to be acting reasonably in these difficult economic
circumstances and we are going to want to continue
to do that.

Q521 Jim Cousins: You can assure the Committee
that you think you have the administrative firepower
to make sure that happens?

Ian Pearson: 1 can certainly say to you that we
understand what is going on. We have the resources
within our officials and the market intelligence that
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is out there to be able to be quite clear as to the
situation in the economy at the moment, and to be in
a position to have a serious dialogue with the banks
about their lending practices at the moment. That is
what we have been doing and it is what we will
continue to do.

My Timms: 1 would add that I know the Permanent
Secretary has told the Committee that the Treasury
does have the resources to address exactly the
challenges you have been discussing.

Q522 Jim Cousins: Can I ask the Financial
Secretary, following up the questions that were
asked earlier, does the increased efficiency savings
target point to an increase in the head count
reduction to be achieved by HMRC and to an
increase in the closure of tax offices?

My Timms: Your question is about the additional
efficiency savings announced this week. We have not
yet worked through what the overall additional 5
billion figure, on top of the 30 to which we have
already committed, is going to mean for individual
departments. I would say that at this stage I would
not envisage additional office closures. The exercise
we have been working on, and the rationalisation of
the estate, has always had quite a long-term focus. It
has been designed to provide an estate configuration
which meets HMRC’s long-term business needs. My
initial reaction to your question would be I would
not expect there to be any additional closures
beyond those that would have been announced by
the end of the year.

Q523 Jim Cousins: And head count reductions?
My Timms: That is possible. I do not think that can
be ruled out at this stage but we have not yet done
the work to assess what are the implications for
Government departments.

Q524 Jim Cousins: We both acknowledge that
HMRC is an organisation which functions on many
tens of thousands of workers earning way less than
the national average earnings, two thirds of whom
are women. If their morale is to be raised and their
performance is to be improved, and the Government
is going to be depend on both of those things, they
must be able to look to a future that contains more
for them than the threat of the sack and the squeeze
on their real take-home pay.

My Timms: Yes, they must. That is the reason why,
in my view, it is very important that the estate
configuration announcements are made by the end
of the year so everybody knows where is the office
they are going to be working and that will be a very
important step in raising morale. The HMRC
workforce does a great job. We have been able to
make the workforce head count reductions so far
without any compulsory redundancies. We will do
everything we can to ensure that continues to be the
case in the period ahead including if there are going
to be additional efficiency requirements placed on
the organisation. As I said earlier in answering Mr
Ainger, we are going to see morale considerably
improving over the next few years.

Angela Eagle: Can I say on the extra 5 billion that
the operational efficiency programme has four
strands and it has been identifying things like the fact
that there is a 50% difference in the price per kilowatt
of energy that different Government departments
actually purchase. It is about things like the
potential for savings of collaborative procurement.
There is not going to be an extra head count
requirement put in but it is about things like that,
better use of shared services, collaborative
procurement, driving the prices of the services and
suppliers’ prices down by aggregating procurement
so you can get value from having bigger spending
power. It is that kind of thing, and there is no head
count reduction attached to it, that is going to be
expected.

Chairman: We will return to some of those particular
issues during our sessions on the Pre-Budget Report
later on.

Q525 Mr Todd: It is a bit alarming that that initiative
is starting now.

Angela Eagle: 1t is not. It has actually come from
some of the work that has been done over time which
has demonstrated by increasing the capacity for
collaborative procurement, by doing a lot of work to
make more transparent costs that had been hidden
in the past, that these things have come to light. If
you like, it is a deepening of the entire efficiency
programme which comes about because of the
cumulative effect of efficiency programmes over the
last few years.

Q526 Mr Todd: I think co-purchasing was part of
this programme at its commencement, so discovery
of large variances in energy costs, perhaps surprising
it has happened so late.

Angela Eagle: 1t does demonstrate that there is scope
for further efficiency savings without affecting the
service delivered.

Q527 Mr Todd: I take that reassuring message but
stand by the criticism. I think, Stephen, you
probably caught the hospital pass of tax credit
administration, am I right?

My Timms: You are correct.

Q528 Mr Todd: A large number of customers were
being handled manually because of failures within
the IT system of HMRC. What is the current
position on that number? We were told around
25,000 about 19 months ago.

My Timms: 1 do not think that figure is one I have in
front of me. As you know, we have established the
tax credit transformation programme to improve
the services that families receive and that has
introduced a number of new services. Certainly it is
my impression in my surgery, and no doubt other
members of the Committee will have experienced the
same, that there has been a very considerable
improvement in recent months in the service that is
provided to tax credit customers.
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Q529 Mr Todd: Not, I have to say, in the volume of
queries that MPs tend to get. The quality of response
may be better.

My Timms: 1 am glad that quality of response is
improving. Certainly the number of overpayments
and the level of overpayments is very significantly
down as a result of the changes we have made.

Q530 Mr Todd: Will you give us a note on the
numbers that are currently manually being handled
as opposed to being handled within the system?
My Timms: 1 can certainly do that.*

Q531 Mr Todd: Where are you with the IT supplier
for this particular system? Do they have some
responsibility for continuing problems or was this
system handed over to HMRC and it is now yours
to resolve and your liability?

My Timms: The original supplier is no longer
involved. There is a new supplier and the new
supplier is providing a good service.

Q532 Mr Todd: The original supplier, if they bore
any blame for poor design and that is quite a
significant qualification, is out of this frame.

Mpr Timms: Yes.

Q533 Mr Todd: The change in COP26, which this
Committee has spent quite a lot of time querying
in the past, has received a broad welcome and
certainly has had a welcome in my office.

My Timms: And in mine.

Q534 Mr Todd: However, there remain some areas
of difficulty, one of which is over the recording of
phone calls where I think it has been disclosed that
on some occasions phone call records have not
been complete. I have to say that has certainly
occurred in my office. How confident are HMRC
of the solidity of their evidence of communication?
You will know that COP26 is very specifically tied
now to communication by the customer to HMRC
so the validity of that communication is absolutely
critical. What degree of confidence do you have? I
must admit that mine has been shaken by a couple
of local cases.

My Timms: 1 think there are good grounds for
confidence. We replaced, from the end of January,
the reasonable belief test in COP26 on recovering
overpayments. The new test is a good deal clearer,
setting out HMRC’s responsibilities and the
customer’s responsibilities for checking factual
information and that has been very helpful in
making it much clearer.

Q535 Mr Todd: There is a critical requirement to
inform HMRC within 30 days and if one is not
entirely sure of the robustness of the telephone
recording system—and I have to say it is certainly
not true they can always get through—then that
difficulty of demonstrating that communication is
problematic.

My Timms: 1 agree. The confidence over that is very
important. This is not a concern that has been
raised with me previously but I will certainly have
a look at where we have got to.

Q536 Mr Todd: To give an example, I very
unusually had the entire file of a client sent to me
which, because they were extraordinarily assiduous,
they had kept their communication with HMRC
and it was quite clear that not all of the
communications had been recorded within the
HMRC file. I must admit that was alarming, as was
a catalogue from a customer’s telephone calls
which showed large apparent hanging-on periods
which could not be properly explained. 11 minutes
apparently hanging on without a call being
connected, which the customer recalled as a
conversation, indicates that this system is far from
flawless. I would welcome your personal attention
to that.

My Timms: If you still have the file, I would be
happy to do so.

Q537 Mr Todd: If you have a very, very large
envelope on that particular one I am sure we can
provide you with it. What do you expect the impact
to be from the change to COP26 on the write-off of
overpayments? Presumably this is going to produce
logically an increase in write-offs if there is a
softening of the policy.

My Timms: Overpayments are, as you know, very
substantially down. I think the most recent figure
I have is for 2006-07. They are now less than half
the level they were in 2003-04 and the trajectory is
very encouraging. Clearly there is still an issue here
and I do not want to give the impression to the
Committee that I think the problem has been
entirely resolved. There is more we need to do but
things are certainly moving in the right direction.

Q538 Mr Todd: That is the overpayments but the
write-off, in other words where the implications of
the new policy indicate that HMRC must bite the
bullet on the loss, what is your estimate of the
write-off that we can expect as a result of the
new policy?

My Timms: 1 do not have in front of me an estimate
for that. I think the Committee would agree that
the change in policy has been absolutely right and
very helpful.

Q539 Mr Todd: It has a financial consequence
which we should be aware of. Could you write to
us with an estimate of the implications of that
based on the experience to date?

My Timms: 1 will be happy to provide whatever
information is available.’

Q540 Mr Todd: Finally, there were issues raised
when Kitty Ussher was before us in May
concerning the linkage between child tax credit
payments where that is delayed and the
implications for supplementary payments for Child
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Trust Funds. Kitty agreed the substance of the
argument and went away to consider what could
be done. Have you an update on that?

My Timms: Yes. I know that Kitty wrote to the
Chairman on the 17 July explaining she would be
introducing new regulations to change the rules so
that children otherwise eligible for the additional
payment under the Child Trust Fund do not miss
out because a tax credit claim is not made within
three months. Those new rules will extend the
eligibility window from three months to a minimum
of 12 and regulations to achieve that will be laid
shortly.

Q541 Mr Todd: Those are not currently in place.
My Timms: That is correct.

Q542 Mr Todd: Therefore the circumstance this
Committee identified remains true, that some may
lose the benefit. The examples given, mental illness,
postnatal depression, which might lead to a delay
in a claim having a further additional financial
consequence, remain true.

My Timms: But the regulations that are to be laid
will deal with that and put that right. Once the
outstanding payments are made, along with further
payments which will be made in lieu of missed
investment growth, no family will have suffered a
financial loss. The regulations have not been laid
yet but they soon will be.

Q543 Mr Todd: There is no intent to backdate the
implication of this regulation?

Mr Timms: What 1 am able to reassure the
Committee of is that no child or family will have
suffered a financial loss once all the regulations
have been put in place. The rule change will come
into effect for children who become eligible for a
Child Trust Fund account from the 2008-09 tax
year onwards.

Q544 Mr Todd: You would agree that this
regulation ought to be placed quite urgently.
Mpr Timms: Yes.

Q545 Mr Todd: It is slightly alarming that a good
case was presented to this Committee for change
and a welcome announcement of intent quite
rapidly followed but the action has not followed as
a consequence.

My Timms: It very shortly will do.

Q546 Mr Todd: The other point raised at that time
was the flagging of some of this critical information
on the website so people clearly understood how
important rapid communication was in some of
these instances, not that it would necessarily help
some of the customers I just mentioned but
nevertheless the clarity of communication is vital.
Has that been rectified? I think the example that
may have been raised by Mr Ainger who took part
in this exchange was that you went to page 8 of
the information pack before you encountered the
critical piece of information as to how rapidly you
should do something.

My Timms: 1 am not sure what changes have been
made to the website. I entirely agree that the
website should be clear on this and I will check
what changes have been made.

Q547 Mr Todd: Can you make sure that is done?
My Timms: Yes.

Chairman: We do need to speed this up. We
examined all this in May so it is a little
disappointing to hear nothing much has changed.

Q548 Mr Todd: To be fair, it was accepted.

My Timms: Kitty Ussher wrote to John at the end
of July.

Chairman: This is November.

Mr Todd: Writing a letter does not change the law
or necessarily implement the website change.

Q549 Chairman: Can you give us an assurance you
will personally have a look at this and chase that
up?

My Timms: Yes.

Chairman: We will turn to the Valuation Office
Agency and the issue of ports rating. We are
obviously grateful for the letter you sent on 24
November and the speed at which you got that
reply to us. I have to say we have discussed it
collectively and we remain disappointed but Nick
Ainger will start with some questions on that.

Q550 Mr Ainger: Stephen, when you came before
us with John Healey we asked for a breakdown of
all the changes in the ports. When are we going to
get that information?

My Timms: This is the figures for pre-review of
rateable value?

Q551 Nick Ainger: It is the changes because, if you
recall, the problem was we were told by the
Valuation Office that overall there had only been a
10% increase.

My Timms: That is correct.

Q552 Nick Ainger: And we had been given
information which indicated that there were some
huge rises and therefore we asked for a full
breakdown.

My Timms: 1 have the full breakdown in front of
me and it says on it “sent to Committee on 5
November” so I would have hoped that would have
reached the Committee by now.

Q553 Nick Ainger: Everyone in the room is shaking
their heads.

My Timms: 1 can only apologise. It certainly was
sent and I have a copy here so we can leave that
here.®

Q554 Nick Ainger: I am sure we will now get it.
Since our exchanges on 29 October we have
received a lot more information from individual
companies. Can I just take you through some of
them so you clearly understand the extent of the

¢ Following the hearing the Committee Secretariat was able
to confirm receipt of the note on 5 November.
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problem. I have a letter here from Stena Line that
operate out of Fishguard, Holyhead, Fleetwood,
and they used to operate out of Harwich. In
Fishguard, where they are not only a port user they
are the port operator as well, the change has been
227%, which is an increase per annum of £400,000.
In Holyhead the percentage increase is 242%, an
increase of £1.1 million. In Fleetwood, where they
are just a user, their increase is 430%. In Harwich
they used to have a berth which they closed in
January 2007 and they have been given a bill by
the Valuation Office back-dated to April 2005 for
£1.8 million for a berth that they have not used
since January 2007. What Stena Line say is that this
is going to have a significant impact on their
business and on their investment plans and there
could even be redundancies as a result of it, so that
is Stena Line, a major company. We then move on
to some smaller operators in Liverpool. I have here
a letter from Mr Kirk of Stanton Grove Ltd who
tells us that his company faces a back-dated bill of
£1.5 million with the increase on-going of some
£568,000. He only makes annual profits of £250,000
and does not know how on earth he can afford not
only the back-dating but the actual increase that he
faces. Finally I have a letter here from Mr Dixon,
the Managing Director of Freshney Cargo Services
in Grimsby and they are facing a back-dated bill
of £3 million and a £750,000 annual increase. Your
letter suggests that we can address this problem by
giving these companies eight years to pay back the
back-dated element, but it is clear from those
figures that they will not even be able to afford the
actual annual increase never mind about the back-
dated increase. Your letter also refers to a fast-
track appeals system but as you intend to legislate
in order to provide them with this eight-year
period, could that legislation not actually look
again at this back-dating issue and whether it
should actually be applied, bearing in mind that not
one of these companies was consulted, despite what
the Valuation Office has said? Stena Line make it
absolutely clear that they had no consultation
whatsoever both as a port user and a port owner.
Do you not think that you should look at this
again? While you have moved substantially, and I
accept that, I do not think it has gone far enough,
and I think the Committee would agree with that
My Timms: Let me just comment on some of the
figures. I have figures in front of me for a couple
of the ports that you mention—and again I
apologise that the Committee has not seen that
yet—and for Fleetwood before the review the port
rateable value was £310,000, the non-port was
£324,000, so a total rateable value of £634,000. Post
the review the figures are for the port £245,000 and
non-port £325,000 so a total of £570,688, which is
a reduction in that particular case of the overall
rateable value, so I am a little puzzled. 1 suppose
in that case Stena is not the port operator, it is
simply the tenant.

Q555 Nick Ainger: No, it is not the port operator,
it is a port user there. Their figures show a 430%
increase.

My Timms: Yes. On the question of notification, as
you know from our previous exchange, the
Valuation Office Agency did write to all the port
operators affected as soon as the appeal from
Southampton was withdrawn, which was in the
early part of 2006. There was some discussion at
the Committee last time I appeared with John
Healey about letters to port occupiers in Hull and,
in that particular case, because the Valuation Office
Agency did have some information about the
occupiers in Hull, 72 letters were issued between
November 2006 and February 2007. What has
happened is that it has become clear through this
series of events that some occupiers who previously
were not being charged rates actually should have
been charged those rates for a very long time. That
has now been put right. I think the change that has
been announced in the PBR is a very significant
one. It will allow people to stage payments over
eight years instead of having to pay in the current
financial year, which would otherwise have been
the case, but I do not think I can hold out to the
Committee the prospect of negating what clearly is
a liability which does need to be paid and indeed
should have been raised in previous years as well.
My colleague, Jim Fitzpatrick, the Ports Minister,
will, as our letter to the Committee said, continue
to speak to the port operators because of course in
many cases their rateable value has reduced as a
result of the changes as the counterpart of the
operators’ rateable value being raised, and there
may be some help that some of the port operators
therefore can provide. I think I would need to point
out to the Committee that the rates liability does
need to be met.

Q556 Nick Ainger: Again, we have had
correspondence from individual companies who
had always understood that the rent that they were
paying to the port owner did cover an element for
rates. They have told us that the port owners are
refusing to offer them any compensation for the
rates that have been already paid and they do not
seem to be negotiating any significant reduction for
future payments either, so they are being hit with
a double-whammy. They are being hit by the fact
they believe that they have already paid a
substantial contribution towards their rates
between 2005 to date to the port owners and then
they are being hit by the Valuation Office saying
that they have got to pay their full rates with effect
from April 2005. Talks can go on but at the end
of the day they want a clear decision in relation to
this back-dating element, and if there is no way that
the port owners can be made to compensate in
some way, then the only way is to look to the
Valuation Office for some form of compensation
because at the end of the day—and I will quote you
again what Stena Line said: “The Valuation Office
did not consult with Stena Line either before the
new valuation list came into force or before any of
the subsequent actions to alter the list.” It goes on
to say: “This contrasts with the situation in
Scotland where a consultation exercise did take
place with port operators and we do not appear to
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have a problem in Scotland.” Thus it is clear that
there is a lot of evidence that port operators are
being asked to pay twice, that they are being faced
with very high increases, and that they were not
properly consulted at all, and it came as a
bombshell to them when they were informed of the
new valuations. I think we need to make some
progress.

My Timms: 1 think we have made some progress in
the announcements in the PBR. On this point of
the port operators’ rateable values, those have
reduced from £127 million for England and £8.6
million for Wales to £84 million for England and
£7.8 million for Wales, so there has been a
significant reduction in the port operators’ rateable
values. In the case of Hull the figure has gone from
£9 million for the port operator before the review
down to £3.1 million now. I appreciate the position
is going to vary considerably between occupiers,
but I would hope that the arrangements would
have been set out in a licence agreement between
the port operators and their occupiers and that on
the basis of those agreements the occupiers may
perhaps be able to press their landlords for some
adjustments. I hear very clearly what you have said
about what is actually happening on the ground
and I will draw that to the attention of Jim
Fitzpatrick for his discussions with the port
operators (which are continuing) but I do not think
there is very much more that I can offer or that the
Valuation Office Agency is likely to be able to offer
beyond the very important step that the Chancellor
announced this week.

Q557 Nick Ainger: But you accept that there is an
issue of natural justice here as well if the port
occupiers/the port users, who are the people that
actually generate the wealth in those ports, they are
the ones that employ people and do the business
there and so on, are faced with these huge rises and
their landlords, certainly in certain circumstances,
do not appear to be prepared to pass on their
reductions to their tenants. As you intend to
legislate so that the eight-year period can be
addressed without interest being applied, can we
not address also the issue of the refusal of
individual ports to pass on to their tenants the
savings that the Valuation Office has given to them?
Mr Timms: You are suggesting that we should

legislate some new obligation on the port
operators?

Q558 Nick Ainger: Indeed.

Mr Timms: 1 do not think the legislative

opportunity that allows us to stage these payments
over eight years would allow us to make the change
that you have suggested. I am perfectly happy to
have a look at that, but I would not want to
encourage the Committee to think that that is
something that could readily be done. I do agree
that the port operators do have some responsibility
here, and I think all that we can really do is press
upon them the importance of them fulfilling those
obligations because it is not in their interests that
their tenants should needlessly be put out of

business, which in some cases may be the
consequence. However, I would not want to
encourage unduly the Committee to think that
there is something in legislation that we could
quickly do.

Q559 Nick Ainger: Can you look at that?

My Timms: 1 am very happy to have a look at it.’
Chairman: Does any other colleague want to ask
about ports? Right, let us turn to the Debt
Management Office. Sir Peter Viggers?

Q560 Sir Peter Viggers: As we leave ports I think
we all recognise, Ministers, that you have not come
here this morning authorised to say that there will
be a change in this situation, but we as a
Committee tasked to scrutinise the Treasury’s
functions feel strongly that something should be
done. I move on to the Debt Management Office.
The Debt Management Office employed about 80
people before the present dramatic expansion in
borrowing. There is some discussion about DMO
being given further resources. Can you comment on
that please?

Ian Pearson: Firstly, I would want to say that the
DMO people are doing a terrific job at the moment.
They are certainly working hard under the current
circumstances and, as you will be aware from when
Nick Macpherson came and spoke to the
Committee, Nick assured you that he is in regular
meetings with the Head of the Debt Management
Office and if they needed further resources those
resources would be made available, and that
remains the position.

Q561 Sir Peter Viggers: An auction of gilts in July
2008 was only 1.1 times oversubscribed, which was
a pretty poor result really. How confident are you
that the DMO will be able to fund the enormous
amount that you are calling upon it to try to
obtain?

Ian Pearson: Government assets are in strong
demand both globally and in the United Kingdom
and they do represent the preferred risk-free asset
for major international investors and we have no
reason to believe that that is not going to continue
to be the case. When you look at the wider
environment at the moment with falling interest
rates and falling inflation as well, I think there is
going to be a continuing strong demand for gilts in
the future. You rightly highlight one of the auctions
where there was not as high coverage as normal
with regard to gilts, but if you actually look at the
coverage rates so far this year they are slightly up
on last year despite the fact that we have had bigger
issuance as well, so I remain very confident that
there is every reason why international and
institutional investors will want to invest in UK
gilts in the future.

Q562 Sir Peter Viggers: But sterling has fallen
considerably and the market which values
creditability through credit default swaps values the
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United Kingdom less well than some UK
companies. It costs more to insure the
Government’s  creditability than some UK

companies.

Ian Pearson: 1 think there is a bit of rubbish being
spoken by your leader of the Opposition on CDS
and UK gilts. The simple fact of the matter is that
CDS spreads, when it comes to sovereign debts, is
pretty much an illiquid market at the moment. The
fact is we have had two issues that have not been
covered within the last 10 years when it comes to
UK gilts. They do remain highly popular and I
have got every confidence in the officials in the
Debt Management Office to be able to continue to
raise the funds that will be required in the future.

Q563 Sir Peter Viggers: Giving evidence to us the
Debt Management Office said: “If there is an
uncovered auction we have processes in place to
deal with that.” What are the processes?

Ian Pearson: A lot of processes relate to the fact
that these issues will be taken up rather than
through auction by other arrangements in the
relatively unlikely event that a gilt auction is not
fully covered. As I say, we have no reason to expect
that future auctions will not be fully covered. We
can never guarantee when we are talking about the
sort of sums that we are here that there will not be
a case in the future where there are problems with
a particular auction, but I think there is every
reason for the Committee to be confident that we
have a very effective gilt-raising operation in the
United Kingdom.

Q564 Sir Peter Viggers: But the amount of
prospective borrowing since the Budget has almost
trebled. Do you expect the price of gilts to increase
and have you factored a higher price into your
calculations?

Ian Pearson: 1 do not want to speculate on details
of prices. Those will be determined in the normal
way as part of the issuance process. In terms of the
fact that we are going to need to raise more money
through gilts, that is absolutely right. In actual fact,
about two-thirds of the extra money that we need
to raise currently is as a result of the bank
recapitalisation programme and Bradford &
Bingley and what we are doing with regards to the
Financial Services Compensation Scheme to
compensate people who have retail deposits in the
Icelandic banks. That has required a significant
additional level of activity on the part of the Debt
Management  Office. They have already
significantly upped the amount of issuances so far
this year. They have got a pretty significant forward
programme for the rest of this current financial
year, but, again, I have got every confidence in their
ability to do that job and to raise the funds that
we require.

Q565 Sir Peter Viggers: Some commentators have
said that it is rather surprising that long-dated gilts
are not offered more than they currently are. Can
you comment on that?

Ian Pearson: We do offer long-dated gilts and
obviously there is always an issue about the balance
between short, medium and long term in terms of
the offerings that we make. Certainly there is a
significant market appetite at the moment for
short-term gilts. We have also got a short-term
requirement in the sense that some of the things
that we want to do to raise funds have their
timescale over the next two or three years, and we
think it right that we should be matching the
market appetite with our own requirements as a
government for short-term finance, so I think the
overall balance at the moment in terms of what we
are proposing to do is the right one. We continue
as a matter of course to consult and work closely
with the markets about our forward programme so
there should be no alarms and surprises when it
comes to future issuances as well.

Q566 Sir Peter Viggers: You were planning to
increase VAT by 1% and your tax ready reckoner
helpfully points out that this would have raised
£5,000 million in 2011-12. How are you going to
fill the black hole if you are not going to do that?
My Timms: There is not a black hole. I think you
will have gathered from the coverage since
yesterday that we looked at a series of options in
the lead-up to the Pre-Budget Report, as everybody
would expect. There was an exercise looking at that
particular option and that was rejected. In its place
the fair way forward was determined to be the one
that was announced by the Chancellor yesterday.
The revenue that would have been raised by that
measure is instead being raised by the
announcement that the Chancellor made in the
PBR.

Chairman: The final area we want to look at this
morning is the Government Actuary’s Department.
Nick Ainger?

Q567 Nick Ainger: Ian, could I ask you about the
Mineworkers” Pension Scheme. We asked the
Government Actuary when he was here these same
questions. There was an article by John Ralfe in the
FT in July in which he claimed that there was a
major problem arising in the future because of the
way that the surpluses were being calculated by the
Government Actuary. Mr Ralfe said in his article
that these surpluses were fictitious and he went on
to say that: “This is because the method of
actuarial valuation, set down by the Government
Actuary, understates liabilities by discounting at
the expected return on assets, including 70%
equities, not the index-linked gilt rate which would
better reflect the fact that pensions are inflation
linked and government guaranteed.” He went on to
say: “On an index-linked gilt basis, there was a £0.9
billion deficit at market values at the 2005-06
valuations, not the reported £1.9 billion surplus. In
2002-02 the deficit would have been a whopping
£5.3 billion at market values, rather than the
reported £0.7 billion deficit.” To be fair to the
Government Actuary, he had only recently taken
up his post and really was not in a position to give
us any detailed response, but if Mr Ralfe is right
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26 November 2008 Mr Stephen Timms MP, Angela Eagle MP and lan Pearson MP

that we should be calculating the surpluses using
the gilt rate, are we not building up a major
problem in this pension fund because it is
guaranteed by the taxpayer that in the future, if Mr
Ralfe is right, then the taxpayer is going to have to
be pumping money into the pension fund rather
than taking, as it does at the moment, 50% of the
surpluses?

Ian Pearson: 1 am not aware of the particular
article, but from what you are saying there it strikes
me that there is clearly an issue about how you
undertake valuations of pension funds and whether
you base the valuation on the assets receiving the
return that index-linked gilts would do or whether
they receive some other sorts of returns that relate
to the fact that they might have equity as part of
their portfolio. I think the best thing that I can say
in response to you is let me take the issue away and

either the Government Actuary or I will write to
the Committee and directly address the questions
that you have raised.?

Q568 Chairman: Anybody else? I think that you
owe us a series of notes as a result of this morning
because we have covered quite a range of topics.
We will continue to press on the issue of ports re-
evaluation. I hope you will continue to work with
the Ports Minister on how the port operators might
be persuaded to pass back some of the very
considerable savings that they have made. I hope
you will keep us updated on that work as it
proceeds.

My Timms: We are happy to do so.

Chairman: In the meantime I thank all three of you
for your attendance this morning.

$ Ev 110
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Written evidence

Memorandum from the Public and Commercial Services Union (PCS)

1. The Public and Commercial Services Union (PCS) is the largest civil service trade union, with over
300,000 members working in over 200 civil service departments, non-departmental public bodies and related
areas. This includes over 70,000 members employed by HM Revenue and Customs (HMRC).

2. Since the creation of HMRC, the Department has pursued a programme of job cuts and office closures
and plan to close over 200 offices and cut 25,000 jobs by 2011. PCS believe that these cuts are undermining
the Department’s ability to assess, enforce and collect relevant taxes and monies.

3. HMRC have stated that since the merger of the former Inland Revenue and Customs and Excise
departments that the new department has more accommodation than it needs and therefore needs to make
savings by rationalising its estate and employees. To this end it has introduced a programme called
“Workforce Change” (WFC).

4. PCS supports any estate rationalisation that is both cost efficient and does not have a detrimental
impact on staff and the service they provide. However, we are concerned that too many of the current
restructuring of estate and services are being determined by arbitrary job cuts and office closure targets.

5. PCS are concerned that in many parts of the UK tax debts are no longer being pursued because of lack
of resources due to staff leaving the debt management business not being replaced. The current debt balance,
the amount of tax and duties assessed as being due to the Exchequer but has yet to be collected, stands at
over £21.5 billion and is projected to rise significantly because of the economic crisis.

6. The processing business operation within HMRC is responsible for capturing Self Assessment tax
returns for eight million people and dealing with the tax affairs of a further 15 million under PAYE.
Although it categorises its work under 27 priority headings in most offices only the six or seven highest
priority items are dealt with because of the lack of resources. This means that many individual taxpayers
possibly have the wrong PAYE code and they could be underpaying or overpaying their income tax.

7. Processing work is routinely sent around the country in an attempt to get it dealt with. PCS believe it
to be ironic that the most difficult work often ends up in the smaller offices that are threatened with closure,
because that is where many of the most experienced staff are based.

8. In the tax compliance section, which includes the work done by tax inspectors, VAT officers and
employer compliance staff, over 7,000 jobs have gone in the last three years and a further 2,000 are expected
to go by 2011. The average tax yield for each member of compliance staff is £640,000 after employment costs
each year. PCS believes it would therefore make more sense to increase resources and jobs in tackling
uncollected tax and tax evasion.

9. HMRC claims it is reallocating compliance staff to areas where they are able to collect a greater
amount of tax. However, we are concerned that the centralisation of compliance offices is effectively
removing staff out of local communities. It is reducing local knowledge and significantly reducing the
Department’s ability to identify risk.

10. PCS are concerned that HMRC’s move away from face to face engagement to less rigorous
interventions by mail or telephone are lacking in credibility. Therefore, less honest individuals, businesses
and agents may believe that they will not be called to account. All too often our members tell us that
businesses and individuals responsible for millions of pounds in fraud are able to get away with it as the
Department do not have the resources to effectively deal with them.

11. HMRC claims that substantial estates cost savings will result from its WFC. We have challenged this
assumption in some locations such as where there never was a doubling up of Inland Revenue and Customs
& Excise premises in the first place. In others the department is still contractually committed to paying
maintenance and running costs of buildings, even if vacant. In many locations costs associated with moving
staff will outweigh any projected savings. Although HMRC initially publicised potential savings they have
now decided that any information regarding costs is commercially sensitive and will no longer disclose it,
and indeed view the disclosure of such as a disciplinary offence.

12. PCS also have concerns about the effect the closure of local offices will have on customer service.
HMRC claims that customer service will not be affected as Revenue Enquiry Centres will remain in the
towns where they plan to close offices. This will however be with minimal staffing cover and it will therefore
not be possible to maintain the current levels of service. Enquiry centre staff currently rely upon their
backroom colleagues to provide immediate advice and cover for absences. Both these facilities will
disappear, resulting in delays in answering customers’ queries and restrictions in the availability of the
service.

13. HMRUC is already piloting enquiry centres with reduced opening hours each day or fewer open days
per week. HMRC’s declaration that it will not completely remove itself from any location where there is
already an HMRC enquiry centre has been used as a means of dismissing fears expressed by constituents
to their MPs, implying that the retention of “a presence” equates to maintaining the level of service to the
public. We believe this is misleading.
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14. Customers will end up facing a longer journey to their nearest office for advice or having to write or
contact one of the HMRC telephone contact centres which are often too busy to answer calls. A high
proportion of more vulnerable members of society, such as pensioners, migrant workers and people who
rely on the tax credit system, or live in rural areas, will experience extreme difficulty in obtaining the tax
based help that is necessary to be able to comply with complex and confusing legislation.

15. PCS believe that any savings being made through the WFC job cuts will be short lived and will have
a detrimental impact on the tax yield and the service provided to the taxpayer. We believe that increasing
resources in tackling uncollected tax and tax evasion, in addition to closing loopholes, will ensure the billions
of pounds of revenue currently being lost could be ploughed into public services and help stimulate the
economy.

October 2008

Letter from Simon Leafe, Managing Director, Leafe and Hawkes Ltd, to John McFall MP

We understand that you will be chairing a meeting of the Treasury Select Committee on 15 October when
the issue of the non-domestic rating of U.K. Ports will be discussed. As a company whose future could be
seriously adversely affected by this, we would like to comment on some of the issues.

The profile of our Company is typical of many in the shipping and freight forwarding industry: we are a
family business, established almost 40 years ago, currently providing direct employment for 10 people and
a living for 10 families.

Please be in no doubt that small companies such as ours will be forced out of business if they are faced
with enforcement for these huge back-dated rating demands. In most cases, this will mean that ultimately
the rates bills are not paid at all, leaving The Treasury in a worse overall position than they were before this
new policy was introduced. The Treasury will lose out further as the bankrupted companies will no longer
be paying any corporation tax nor making national insurance contributions. Former employees of those
businesses will not be paying any personal income tax, having lost their livelihoods. They will in fact be
costing the Government money as they claim unemployment benefits.

Businesses such as ours arrange the efficient handling of imports and exports through the ports which are
the lifeblood of our Country’s economy. We wonder how the Country’s economy can properly function if
these companies no longer exist and this expertise is lost. It surely cannot be Government policy to destroy
such an important industry, at the same time risking the direct loss of thousands of jobs in the Humber area
alone. However, this will be the result if you allow this policy to continue.

We liken this situation to a scenario where the Government decides to increase the rate of VAT from
17.5% to 35% and to then back-date this for three years. Clearly retailers and other businesses could not
realistically go back to their customers to recover the extra costs and neither can we. There would quite
correctly be outrage from Tesco, Sainsburys and others if such a thing was allowed to happen, so you and
your colleagues on The Treasury Committee will understand how we feel about being put in this impossible
situation.

We are not aware of any consultation having been held in England with our industry prior to the
introduction of this significantly revised Government policy and wonder why this was not carried out? We
would urge you to use your powers to instruct the V.O.A. to abort this exercise, to remove the threat of back-
dating of these huge rates increases, and to work with our industry toward s the orderly introduction of a
new rating regime in 2010.

6 October 2008

Letter from A J Dixon, Managing Director, Freshney Cargo Services Ltd, to John McFall MP

RE: TREASURY SELECT COMMITTEE MEETING 15 OCTOBER 2008 RE PORT RATES

I have been informed that you are collating details regarding the subject of ports rating to be held on 15
October 2008.

This is a matter which has caused us a great deal of anxiety for some time as the new and backdated rating
issue would have a real and significant impact on the viability of our Company and its employees.

We have operated within the Ports of Grimsby and Immingham for over 18 years and pay a substantial
amount of money as part of a commercial agreement to the owners of the Port, Associated British Ports
“ABP”. ABP have always paid business rates on their ports and properties on what is known as the “Port
Cumulo basis” prior to and throughout this period, calculated as a percentage of Port operatives/tenants
payments to them.
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The only business rates which we have had throughout this term are only in relation to buildings which
we own ourselves i.e offices and smaller buildings which total around £48k p.a. Our business and subsequent
charges to our clients was founded/developed and has operated on this basis for the last 18 years.

The port business is extremely price sensitive, such that we struggle to achieve even inflationary rises from
our Clients for fear of business moving away to other Ports vying for diminishing tonnages as manufacturing
in the UK falls.

Basically anything that increases our operating cost such as Fuel/Electricity costs which we have been
suffering with of late are unfortunately having to be absorbed.

I am writing to you because of a significant and potentially “Catastrophic” new threat to our business.
The new Port rating system which has landed completely “unannounced” threatens our very livelihood
particularly in times of recession.

The first notification we received from the VOA was only November last year (2007) to say that they are
revaluating Ports which:

1. MAY give rise to a new liability.
2. Could be backdated to April 2005.

Additionally we have only just received valuation notices which alter our rates from PAYABLE £48,142
p-a.(104,000 RV) to over £834k (£1875,500 RV) ie £786k increase p.a.(over 1700%).

Also we face backdated bills going back to 2005 of over £2.4 million.

The new rates calculation which is used in arriving at a figure which covers the backdated and future
demand represents an unjustified increase of over 1700%. This figure has been calculated in a haphazard
and unjustified way by the Valuation Office Agency (“VOA”). We would have extreme difficulties recovering
such increases from our clients and even if it were possible any increase of this magnitude would severely
damage manufacturing which is already struggling in the UK.

We have built a substantial stevedoring and transport business over the last 18 years in Grimsby and
Immingham and currently handle around 700,000 tonnes of cargo p.a. which is now under threat.

Employing the services of over 100 people and a similar number of sub-contractors and suppliers this
makes some 200 “families” reliant on our company continuing in business.

We trust that following the hearing at the Treasury Select Committee on 15 October 2008 that a meeting
can be arranged with the VOA to bring this deeply unsettling nightmare to a close. We need to concentrate
on protecting jobs in these troubled economic times rather than risk destroying them by driving companies
into bankruptcy as a result of these ludicrous back dated rates demands and would appreciate any assistance
you can bring to bring this ludicrous matter to a close.

This is not just about Grimsby and Immingham but being rolled out to 55 ports in the UK. Demands of
this nature would be catastrophic and cause huge job losses in the Shipping Industry upon which as an Island
we are heavily dependant and cannot stress enough the magnitude and urgency of the situation.

7 October 2008

Letter from Mr David Rumsey, Finance Director, Clarkson Port Services, to John McFall MP

As you will be aware, the business rates levied on businesses in the ports of England and Wales are
currently being revised by the VOA.

We use warehouse facilities in the Port of Ipswich. Our business exports grain and imports animal
feedstuffs for third party customers. In line with the rest of this industry, we operate on very thin profit
margins. For many years we have paid our business rates via the local port’s “cumulo rates” assessment.
Last year, we were contacted by the VOA saying that this arrangement would cease, but it is only in the last
week that we have received our rateable values—a whole year later. This places our business rates liability
at ¢£100,000pa. We have a number of complaints about the way this re-rating exercise has been conducted
and its fairness.

Whilst we have received our rateable values, our major competitor in the port of Ipswich has not even
been valued by the VOA. We are told by the VOA this is due to a breakdown in communication within their
organisation. Thus, whilst we are about to be charged, our competitors have nothing to pay.

Port owners remain assessed, effectively, on their old income based assessment basis. Our rateable values
exceed £200,000 and yet Ipswich Port’s assessment is just over £500,000 despite them having considerably
greater warehouse capacity than us, maintenance buildings, offices, 1.5 km of quays and a great deal of open
storage land that is in profitable use. Were Ipswich port to take back our facilities, which they could do at
will, it is clear to us that they would pay a very much smaller rates bill than we are being asked to. We find
this iniquitous and anti-competitive occasioned by local Government taxation policy.
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Frankly, to add insult to injury, we are being told that the rates change will be backdated to 5 April 2005.
We neither knew of the existence of this planned change by the VOA, nor until recently the monetary effect;
and the delays are entirely of the VOAs making. We have spoken to our local rates collecting authority and
they tell us that they are forced to change their billing software as they “have never had to backdate this
far”. The charge for each year going backwards is greater than the profit we made in each fiscal year. The
proposed rates charge amounts to an increase in our overheads of c35% per annum. Any business takes time
to adjust to such a rise—time we have not been given because of the decisions of arms of Government.

We do not argue with the right to amend the rules in this regard. However, we would respectfully ask that
the changes be delayed until 2010 when the whole procedure can be properly completed, when businesses
have had the chance to adjust to their new cost base and so that the thinking behind the differential taxing
of ports and their users can be thought through.

8 October 2008

Letter from Mr Nicholas Orbell, General Manager, Real Estate Development, Hutchinson Ports UK Ltd,
to John McFall MP

VOA / PORT RATING—HARWICH INTERNATIONAL PORT & PORT OF FELIXSTOWE

Hutchison Ports UK Ltd is the owner and operator of the above two ports. We understand that the
Treasury Select Committee is to consider shortly with the VOA the issue of the rating of ports in respect of
the 2005 Rating List.

Both of these ports were subject to significant increases in rateable value in 2005; at Felixstowe an increase
of 212% to £14.167 million and at Harwich 275% to £4.14 million. In both instances, the move by the VOA
has resulted in significant adverse impact on the business in terms of its planning and third party customer
relationships, as explained below.

HARWICH INTERNATIONAL PORT

1. This port was subject to a 2005 List assessment that was appealed in early 2006. This port was not
subject to prior negotiation or discussion, evidenced by the following email communication from the VOA
officer in May 2004, which accompanied the publication of the 2005 List valuation.

“In the time available this is clearly an adopted figure...In the event of an appeal all these
allowances and adopted figures will be disregarded. We will do an entirely fresh valuation, look
at all the assets and management accounts and get our own expert opinion.”

In effect, the VOA contrived financial figures for the port to arrive at a valuation without proper analysis
and foundation, and in the clear expectation that the entire valuation will be reconsidered; however it has
taken until October 2008 in the case of Harwich International Port to begin to have a meaningful dialogue
with the VOA. This is an unacceptable situation where the impact on the cash flow of a business is a liability
that increases from £0.8 million in 2005 to £1.5 million in 2008.

2. The rateable heraditament was physically reassessed by the VOA in 2007 and 2008, two years after the
introduction of the 2005 List. As a consequence, the port’s assessment was split on 28 September 2008,
valuing one berth as a separate assessment. This change to the List occurred three days prior to the date of
the Harwich Port’s rating tribunal appeal hearing for the 05 List (thereby negating the appeal). Whilst
Harwich was made aware some weeks ahead that this was likely to occur, the VOA did not offer any
meaningful opportunity for prior discussion on the principle of the split, nor to date has provided any
explanation of its revised rateable values.

3. The 2005 List valuation has resulted in a new assessment (Rateable Value £1.25 million) on a port
customer, Stena Line. This is a significant rate liability, levied on Stena without prior notification, and
backdated to 2005. This follows the examples seen at other ports (Hull, Immingham, Liverpool).

4. The contractual situation between Harwich International Port and Stena Line was put into place in
the 1990’s. The same circumstances of occupation existed at the time of the 2000 Rating List, consequently
any likelihood of separate assessment was both unprecedented and unforeseen until very recently. The
sudden timing of the new List entries has prevented Harwich having a proper dialogue with its customer,
Stena. Moreover, this separate assessment results in unforeseen and fundamental commercial difficulties in
respect of the contractual relationship and payment structure that will have to be resolved at a cost of both
time and money.
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PORT OF FELIXSTOWE

1. This port was identified bay the VOA in 2003 as one of five “sample” ports for close scruitiny ahead
of the formulation of the 2005 List. Intensive discussions commenced with the VOA in 2003, with the
objective of agreeing appropriate methodology to provide a “conventional valuation” to determine the
rateable value. The exercise was not concluded satisfactorily, and in 2008, five years on, we are in no
measurable way closer to a resolution on the 2005 List.

Significantly, the outcome of a formal rating appeal by Southampton Container Terminal, which is
regarded as important precedent, that was heard in January 2008 has yet to be pronounced. Ten months
delay to produce a local tribunal determination is extremely unsatisfactory, given the extent of other ports’
assessments that are awaiting this outcome. Further delay is anticipated if the initial decision is referred to
the Lands Tribunal.

TREASURY SELECT COMMITTEE—PORT RATING

2. With the lapse of time, and the reduction in “transitional relief” available to the ratepayer, the
consequence of this delay has been significant additional cost to the Port of Felixstowe business, with the
annual rates cost increasing from £3.7 million in 2005 to £6.5 million in 2008.

In conclusion, whilst my company recognizes that it is the VOA’s responsibility to maintain the rating
List, it is our view that the VOA has failed in the duty it owes, set out in the VOA’s own Ratepayers Charter,
reproduced below, in not applying correct and timely valuation expertise;

“Our aims are to:

— provide a fair, prompt and helpful service to our customers;

— be impartial in our assessment of value;

— provide an efficient and value for money service; and

— secure a sound and fair tax base.

Our commitment to you:

We believe that meeting your needs is important. We will do this by:
— giving you the best possible service;

— providing helpful and impartial advice;

— helping you to understand your rights and obligations;

— treating everyone fairly by valuing all properties accurately and impartially; and

— keeping information about your property confidential except when it is required for a
Valuation Tribunal hearing.”

The VOA has failed to communicate with occupiers on significant new rate assessments, proceeded over
the past three years in an unacceptable manner, and fundamentally changed past precedent. This has
resulted in direct and unforeseen adverse commercial impacts on businesses. Furthermore, it must be
recognized that the ultimate cost, particularly given the significance of this industry to the UK economy, is
the affect on investment decisions and jobs arising from the unprecedented approach and rating liability the
VOA has placed on affected ports’ businesses.

We ask that the Select Committee takes these points into consideration, and provides clear and
appropriate direction to the VOA to resolve the unacceptable circumstances that now prevail in the industry.

14 October 2008

Letter from Mr Karl Howarth, Chief Financial Officer, P&O Ferries Holdings Limited,
to John McFall MP

REVALUATION OF RATES AT PORTS / SELECT COMMITTEE MEETING
WEDNESDAY 15 OCTOBER

The route network of P&O Ferries includes services from the port of Hull where we face a demand for
rates under the new assessments being applied to Statutory Ports by the Valuation Office.

The repercussions of the new assessments and the way they are being backdated are such that the local
authority concerned, Hull City Council, is currently stalling the collection of business rates from companies
trading from the port. There can be little doubt that the new rates will force small companies out of business
in the short term and that over the longer term the unexpected scale of the new rates demands will adversely
affect future investment by companies that remain.
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Hull City Council cannot decline to collect rates indefinitely and the difficulty facing P&O Ferries at Hull
is a rates demand for the current financial year of £2.4 million, plus a backdated demand of £5 million.

The extra burden we face under the new assessment seriously calls into question the commercial viability
of future investment in our services from Hull, where we provide employment for 408 people ashore and
818 people afloat.

As you are aware the charges levied by ABP in Hull on our Company incorporate an amount to cover
the business rates for our premises. We do not have a problem of paying our fair proportion of business
rates. However the changes to the rates and the resulting backdated demands have been applied without any
consideration of commercial reality.

— Since April 2005 we have been carrying passengers and freight at prices that were incorrect as they
did not include these additional rates charges which we were never advised of. Clearly we are
unable to go back to all the passengers and freight companies we have transported since April 2005
to collect supplements from them to cover the cost of these additional business rates.

— We have paid and continue our business rates as part of the charges levied by ABP as Port
Operator. They in turn paid them to the relevant collecting agency as part of the Cumulo. We are
now required to pay additional business rates so effectively we are being charged twice.

With regard to the way this has been handle by the Valuation Office we draw your attention to the
following points:

— The VOA may have had discussions with the Port Operators but there is no evidence of any
systematic attempt by the VOA to contact the tenants that would be affected by the ending of the
cumulo. The Port Authorities stood to gain financially from this change and not unreasonably
from their perspective, support the change. The VOA did not advise the tenants back in 2004 that
they would be hit by very substantial rates bills.

— Aslate as March 2008 we received a letter from the VOA (Copy attached) advising that there could
be an impact on the business rates paid by the tenant. You will note in the last sentence of
paragraph 5 the VOA state that the Port Operator may have already alerted us to this. The VOA
clearly accept that this may well be the first notification we have had about the change to business
rates in ports.

— In the current climate companies will find it very difficult to borrow to pay these backdated rates.
Even where they can borrow, these will be at a substantially higher interest charge than has been
the case in recent years.

The situation at Hull is just a precursor to what is happening at other ports in England and Wales where
rates are being reassessed. For P&O Ferries, this raises pressing concerns about the consequences for our
operations from Liverpool and elsewhere.

I trust this assists your understanding of the seriousness of this issue as it currently stands and that you
will support our call for the implementation of the new system to be put on hold whilst a practicable way
forward is pursued which could be brought in from 2010 in a fair and timely manner.

14 October 2008

Memorandum from the CBI

We have concerns relating to the business rates for ports which fall into two categories:
1) The time taken to decide appeals submitted by port operators against their 2005 valuations.

2) The process for drawing up and backdating the rates bills for port occupiers.

Some suggested questions which the Committee may wish to ask the VOA:

1) Why has it taken so long to determine the appeals for port operators given that they were
submitted by 2006 at the latest? When appeal dates have been given why has the VOA not been
ready to proceed?

2)  Prior to 2005 port operators were assessed for all business rates liable on property within the port.
Operators would then claim back the rates from individual operators through their rental
payments. As of 2005 the system was changed to assess port occupiers’ property directly. Given
that this was changed in 2005, why were the valuations for port occupiers not completed before
this date?
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3)

The report of a meeting of the Tenth Standing Committee on Delegated Legislation at 1630 on
Thursday 16 March 2000 shows that the meeting considered the draft Docks and Harbours
(Rateable Values) (England) Order 2000. Beverley Hughes (as the then Parliamentary Under-
Secretary for State for the Environment, Transport and the Regions) explains that the government
was working towards ending prescribed assessment in time for the next valuation, ie to come into
effect on 1 April the 2005. Paragraphs 6 and 7 of the report record Beverley Hughes as saying:

“Since the spring of last year (ie spring 1999) the Department, assisted by the Valuation Office
Agency, has been engaged in detailed discussions with the industries concerned regarding their
rateable values, or formulae for reaching their rateable values. For the 2000 valuation, the
Valuation Office Agency has made good estimates of the rateable value of these industries using
conventional rating methods...The team has worked closely with the industries for several years,
and they have considered the valuations together line by line.”

If the Valuation Office Agency had, by 16 March 2000, “made good estimates of the rateable value” of
the docks and harbours in England and Wales using conventional rating methods then why has it taken eight
years to produce rates bills? Why did the VOA not use them as the basis for the 1 April 2005 lists?

http://www.publications.parliament.uk/pa/cm199900/cmstand/deleg10/st000316/00316s01.htm

4

5)

In the same report, in para 12, the then minister states that “The exact figures for each port have
not been calculated, but we estimate that the effect on the overall rateable value for large docks and
harbours is neutral.” Figures we have received from businesses suggest that at Hull the aggregate
rateable value has increased by about 78% (from £9 million to 16 million), at Goole the increase
is about 300% from £1 million to just over £3 million whilst Ipswich is approximately 50% from
£600,000 to about £1.3 million. There is nothing to suggest that the overall effect is neutral. What
is the explanation for this dramatic increase in the rates bills?

Given that the valuations were not prepared in a more timely way, would it not have been possible
for the VOA to have undertaken the assessments between 2005 and 2010 and applied the new
system from 2010 rather than starting in between valuations and back-dating the bills? If rates were
to be charged in this way the VOA should have prepared the bills by the start of the 2005 list.

16 October 2008

Supplementary memorandum from the Debt Management Office

FACTUAL ERRORS ON THE DMO WEBSITE IN 2008: A NOTE BY THE DMO

1. At the Treasury Sub- Committee hearing on 15 September, the issue of the number of factual errors
on the DMO website was mentioned. This note provides further detail on these errors.

2. A total of six factual errors were discovered and corrected in the year to-date; these are:

a.

April: an incorrect total was published for the number of bilateral Treasury bills' issued in March
2008. This data was published automatically on to a website report following which a discrepancy
was noted between the actual issuance and the numbers inputted into the DMO’s Debt Portfolio
System (DPS) data base from which the website report picked up the data. The website report was
disabled and the data reconciled before re-publication.

May: a similar error was noted in the website for bilateral Treasury bills issued in April 2008.
Corrective action was again taken and internal procedures changed to ensure that relevant data
inputs into DPS were verified before the website report was updated.

June: incorrect end-May 2008 totals for government holdings of gilts were published. Data
published was that for end May 2007 as a result of human error.

10 July: incorrect PWLB fixed loan lending rates were published due to the incorrect end of day
yield curve data being fed into PWLB’s Informix database and subsequently published on the
website. This arose from problems experienced with the generation of end-of day yield curve data
for 9 July. Published yields were some 3bps higher than they should have been, but no lending was
carried out at these rates. Internal procedures have been changed to reduce the chance of this
occurring again.

1

Bilateral Treasury bills are those issued on request from cash management counterparties— as opposed to those issued at

weekly tenders.
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e. September: an out of date footnote was noted on the page describing the methodology used to
calculate Treasury bill prices.

f.  October: as part of the disclosures on the use of the DMO’s special repo facility an incorrect
amount of 4% Treasury Stock 2009 was published due to human error.

5 November 2008

Supplementary memorandum from the Valuation Office Agency

Q 56: How much additional revenue will be gained by altering these [port] ratings?

The net overall movement in rateable value for the aggregate assessments for the 51 ports in England and
Wales that have been reviewed is, in round terms, an increase of £16.5 million. This is an update to the figure
quoted to the Committee on 15 October.

At a current (2008-09) rate in the pound of 46.2 pence, and ignoring any reliefs that might be available,
this would equate to an increase in yield annually of just under £8 million.

This net movement in rateable value is derived from the latest totals, which are as follows. The aggregate
rateable values for assessments in these ports before the review initiated in May 2006 totalled £195 million
in England (and £32 millionin Wales)—and after the review £211 million in England (and £32.5 million in
Wales). These figures could change further in the future, depending on the outcome of discussions or formal
appeals by the ratepayers. It was not made clear to the Committee, but should have been, that the estimated
totals quoted at the hearing on 15 October related to England.

Within these headline amounts, the individual impact on port operators and port occupiers can vary
markedly—with some assessments going up, some going down, some remaining broadly the same.

Q 108 and 109: How many of your council tax valuations have actually moved homes to lower bands...since
19977

The following amendments to the council tax valuation lists have been made in each financial year since
1997 involving movement of a property to a lower band:

Year to England Wales Total
31 March 1998 91,040 5,605 96,645
31 March 1999 70,767 4,718 75,485
31 March 2000 61,078 4,622 65,700
31 March 2001 45,613 4,571 50,184
31 March 2002 33,074 3,139 36,213
31 March 2003 35,802 2,408 38,210
31 March 2004 40,022 2,150 42,172
31 March 2005 33,400 1,837 35,237
31 March 2006 32,163 21,176 53,339
31 March 2007 40,104 14,249 54,353
31 March 2008 61,718 7,973 69,691

In the same period the total number of banding entries in the council tax lists grew as follows:
1 April 1997 22,094,245 (England 20,708,408: Wales 1,255,524)
1 April 2008 24,070,903 (England 22,506,502: Wales 1,351,686)

During the period concerned—and in accordance with statute—a full Revaluation took place in Wales,
with new council tax bandings taking effect from 1 April 2005.

29 October 2008
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Supplementary memorandum from HM Treasury

EXECUTIVE SUMMARY

1. This memorandum responds to the Treasury Sub-committee’s requests at the hearing on 22 October
2008 to provide supplementary written evidence for its review of HM Treasury’s Administration and
Expenditure in 2007-08.

BANKING

European state Aid Inquiry into Northern Rock

2. The committee were interested to know the time frame within which the Commission’s State Aid
investigation into Northern Rock would be completed. The investigation must be completed within 18
months from notification, which the Treasury lodged on 18 March 2008. The Treasury currently has no
estimate for the completion of this inquiry.

Northern Rock Bonuses

3. The committee asked about the announcement of bonus payments to staff of Northern Rock.

4. The Treasury as shareholder is in regular dialogue with Northern Rock, including about
remuneration. However general staff bonuses are a matter for the Northern Rock board. Our shareholder
framework agreement with Northern Rock does require shareholder approval of the incentivisation
arrangements for Executive Directors: these arrangements will be made with reference to the company’s
upcoming revised business plan.

Public Assurances given by Sir Victor Blank

5. The committee requested detail on the public assurances given by Victor Blank and others with regard
to employment safeguards, particularly in the regions. Lloyds TSB said in their announcement of the
original merger that “The management focus is to keep jobs in Scotland”. That announcement is available
on the website of the London Stock Exchange?.

Agreements with the Nationalised Banks

6. In response to the request for these agreements to be placed in both Libraries of the House, the
Treasury can confirm that hard copies of the agreements with RBS, Lloyds TSB and HBOS were placed in
these libraries on 13 October; in addition an electronic copy was placed in the Commons library on 27
October.

BARNETT FORMULA

7. The committee requested an update on the progress of the review into the Barnett Formula. The
Government has no current plans for reviewing the Barnett formula, however the Committee may wish to
be aware of the following independent reviews:

— In Scotland, the Calman Commission is reviewing the devolution settlement and as part of this it
is reviewing whether there is scope for improving financial accountability.

— In Wales the Holtham Commission is reviewing Welsh funding arrangements.
— In addition the House of Lords is planning a review of the Barnett formula.

8. The Government has announced that it intends to publish a factual paper on the Barnett formula to
inform the debate. We will send a copy to the Committee when it is published.

CHILD POVERTY

9. The committee requested further clarification on the performance, and measurement, of the 2004
Spending Review Public Service Agreement (PSA) target to halve the number of children in relative poverty
by 201011, on the way to the eradication of child poverty by 2020. HM Treasury can confirm that, as
reported in the 2007 Annual Report, 1.7 million children have been lifted out of Absolute Poverty.

2 www.londonstockexchange.com/LSECWS/IFSPages/MarketNewsPopup.aspx?id = 1961683&source = RNS
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Measurement

10. Following extensive consultation, the Government adopted three measures for child poverty:
absolute low income, material deprivation and relative low income. The Government monitors child
poverty against all three measures with a target attached to the relative low income measure. Reaching the
target set in PSA 7 requires the halving of child poverty on the relative measure.

— The relative low income measure the number of children living in households with an income that
is 60% below the median income of people in the UK before housing costs.

— Absolute low income measures whether the poorest families are seeing their income rise in real
terms. The level is fixed as equal to the relative low income threshold for the baseline year of
1998-99 expressed in today’s prices.

— Combined indicator measures poverty by looking at the number of children living in households
that are both materially deprived (as assessed by a survey) and have income below 70% of the
contemporary median income.

11. The statistics are gathered by the Department for Work and Pensions as part of their annual
Households Below Average Income (HBAI) analysis. The latest results are for 2006-07 and were published
in June 2008. They are published under National Statistics rules and can be found on the internet http://
www.dwp.gov.uk/asd/hbai.asp.

Results

12. There were 3.4 million children in relative poverty in 1998-99. As a result of the Government’s
policies and investment around 600,000 children have been lifted out of relative poverty between 1998-99
and 2006-07. Measures from the last three fiscal events are expected to lift a further 500,000 children out of
relative poverty. The target is 1.7 million or less children in relative poverty.

13. There were 3.4 million children in absolute poverty 1998-99. As a result of the Government’s policies
and investment around 1.7 million children have been lifted out of absolute poverty between 1998-99 and
2006-07.

Relative Indicator

Number of children living in poverty
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Absolute Indicator

Number of children living in poverty
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14. In 2004-05 (the first year that this was measured) there were 2.2 million children who were defined
as poor using the combined indicator. As a result of the Government’s policies and investment, the number
of children in material deprivation has fallen to 2.0 million in 2006-07.

DEADLINE FOR DRY RUN IFRS BALANCE SHEETS

15. The Committee requested further information about the progress on the dry run of IFRS Balance
sheets. Only nine departments are yet to submit restated balance sheets to the National Audit Office as part
of the IFRS Trigger Point 1 process. Of these, four departments submitted restated balance sheets by 31
October 2008. Of the remaining five departments, three are expected to complete the required action during
November 2008. The last two departments (Department of Health and the Ministry of Defence) face
particular complexities in the restatement exercise. As a result, they will complete the process to an agreed
later timetable. The Treasury continues to work closely with all departments to ensure that they remain on
track to complete the move to IFRS based financial reporting from financial year 2009-10.

CLARIFICATION OF THE VFM AND CSR DOCUMENTS

16. The committee requested clarification of the statements included in the HM Treasury Group Value
for Money (VfM) Delivery Agreement 2007, page 11, and the Comprehensive Spending Review 2007,
chapter three, paragraph 3.31.
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17. Paragraph 3.1 of the 2007 HM Treasury Group VfM Delivery Agreement advises that VfM savings
made by HM Treasury will be calculated as the difference between Treasury Group’s actual expenditure
(excluding non-recurrent restructuring costs) and its counterfactual, being the baseline costs adjusted for
inflation. The Treasury’s approach to VfM is consistent with the statement in the 2007CSR at Chapter 3,
paragraph 3.31. as this also refers to savings as “net of implementation costs”.

HM TREASURY’S DEPARTMENTAL STRATEGIC OBJECTIVES

18. Finally, the committee requested information regarding the publication of the Treasury Group’s
Departmental Strategic Objectives (DSOs) for the 2007CSR period. The Treasury Group’s DSOs are as set
out in the document “HM Treasury Group Departmental Strategic Objectives—2008-201173, published
December 2007. This document describes the DSOs, the related outcomes, and the indicators by which
performance against these outcomes will be measured. The first public report of performance will be in the
Treasury Group’s Autumn Performance Report (APR), which, in line with central guidance, is due to be
published before the Christmas recess. Also in line with that guidance, and to adhere to the Treasury’s
commitment to sustainable development, the report will be published as a purely electronic document. The
Treasury will, however, ensure that hard copies of the report are placed in the library of the House for the
committee’s ease of reference.

6 November 2008

Supplementary memorandum from HM Revenue and Customs

1. Q386: Mr Mudie asked for a note concerning the departure of the former CFO, Stuart Cruickshank

Mr Cruickshank (SC) left HMRC on 31 March 2008, having been appointed to the role of CFO on 18
December 2006, under a three year contract.

He was paid £88,125 for loss of office and at that time the Department also met: legal fees of £1,457, for
advice on the early termination of his contract; outplacement fees of £11,750, for employment advice. These
two amounts were grossed up for tax purposes and shown in the 2007-08 accounts as benefits in kind of
£22,000. This means the total expenditure is £110,125 not £88,000 as implied in the response to Q404.

In late 2007 SC indicated to us that he felt his role in HMRC was not meeting his longer term career
aspirations. We felt it vital that HMRC had certainty around its leadership and believed firmly that we
needed a Chief Finance Officer who was absolutely committed to HMRC, not one who was planning
another career.

SC had not indicated clearly when he wanted to go and so we decided to enter into a negotiated
arrangement with him. Our aim was to ensure continuity at the top during that particularly troubled time
and this would involve SC leaving at a time and manner of our choosing. This arrangement enabled us to
quickly recruit and appoint a temporary CFO, Philip Moore (PM), who joined the Department on 21
January 2008 and so was able to benefit from a short handover period with SC. During PM’s period with
HMRC he provided the stable financial leadership platform we needed, preparing the way for the
appointment of a permanent CFO. The recruitment process is now in train.

2. Q 411-413: Mr. Mudie asked for a note about the bonus schemes for Executive Committee members and
other members of the Department

Senior Civil Service Bonuses

Senior Civil Service bonus arrangements are governed by Senior Salaries Review Body (SSRB)
recommendations and the subsequent Cabinet Office advice which is received on an annual basis. The
Cabinet Office (CO) advice provides guidance on the amounts available to fund non-consolidated bonuses
and the constraints within which HMRC must work. On receipt of the CO advice a summary of the key
points is issued to all Senior Civil Service (SCS) members.

The bonuses paid to Executive Committee (EXCOM) members in 2007 were based on the SSRB
recommendations, from which the following is an extract:

“The SSRB broadly supports the longer term SCS reward strategy as set out in the Government’s
evidence, and especially the emphasis on bonus as the primary reward for delivery of in-year
priority business objectives. It endorses the Government’s decision to increase the non-
consolidated bonus pot and recommends it increases from 6.5% to 7.6% of the SCS pay bill in 2007.
Payment of all bonuses will be delayed until 1 November 2007.”

3 www.hm-treasury.gov.uk/strategic_objectives.htm
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The above arrangements did not apply to Steve Lamey and Deepak Singh as they were on a fixed term
contract and outside the normal SCS pay round. The amount they received was that due under the terms
of their contract.

The bonuses received by Excom members were determined by Paul Gray and Kate Owen, Non—
Executive Director.

Non Senior Civil Service Bonuses

For staff outside the SCS, the HMRC 2005/06—2007/08 three year pay settlement made provision for
bonuses to be paid as follows:

— Top performers
Staff received a bonus of 2.6% of base salary, payable on 1 June 2007.
— Good performers

A bonus was payable to staff on the pay band range maximum, as they had received a lower
consolidated pay award. The bonus of 1.27% of base salary, was payable on 1 June 2007,
though the bonus was abated by an amount depending on how much consolidated pay award
was paid. In real terms the non-consolidated bonus was approximately 1% of base salary.

— The bonuses totalled £16.8 million and were paid to 55,693 of staff, averaging at £302.

3.Q430-431: Jim Cousins: “It is the Revenue & Customs resource account, page 39. The figure of net operating
costs is note 3,13, the last line of that top table, and it has gone up by £192 million............. You will see
immediately the contrast between quite large scale staff cuts, 3,000 ahead of programme, and still a net increase
in operating costs, and the implication there of additional pressure on staff.”

The net increase in spend of £192 million is distorted by the increase of over £500 million in the value of
Child Benefit payments made during the year. The Operating Cost Statement shows that our payments for
Stakeholder Pensions, Incentive Payments, legal and investigation, and enforcement costs reduced by £117
million. Most importantly, in the context of our day to day running costs, staff reductions and other
efficiencies have led to a reduction in expenditure of over £190 million.

4.Q440: Jim Cousins: “In the first year of the Transformation Programme on tax offices, there is an additional
spend of £209 million to cut tax offices and additional benefits of nil.”

The purpose of the Workforce Change Programme is to fit HMRC’s staff resources and estate to future
business needs, achieving significant benefits for HMRC within the wider Departmental Transformation
Programme (DTP). Office closures are a consequence of the Workforce Change programme, but not its
objective, and the benefits of the programme are recorded against other change programmes within the
DTP.

In its report on HM Revenue & Customs’ transformation programme (HC 930), the National Audit
Office (NAO) sets out the Department’s main change programmes as at March 2008 (Figure 1, page 9), along
with planned expenditure and expected costs in the years 2006 to 2011. As the NAO explains, the DTPis a
large portfolio of change programmes spanning the Department. At the time of the NAO report, HMRC
planned to spend £2.7 billion on these programmes from 2006-07 to 2010-11. It aims to achieve benefits
valued at £11.5 billion by 2011, an overall benefit-to-cost ratio of 4.3-to-1, estimated to increase to 10.5-to-
1 by 2016. As at March 2008, the Department had achieved an estimated £254 million in savings from
reductions in staff and in non-staff savings.

As a portfolio of programmes, the benefits delivered by individual programmes are in many cases
dependent on changes being delivered elsewhere within the change portfolio. Likewise, to avoid the double-
counting of benefits between programmes within the portfolio, in the assessment published by the NAO,
where benefits are being achieved by the contribution of more than one change programme, they are only
counted once.

Within this portfolio, the Workforce Change Programme is ensuring that the right number of staff with
the right skills are in the right locations, and thereby enabling a reduction of the Department’s estate. A
budget of £209 million over the three years 2008-09 to 2010-11 has been allocated to this programme to
spend on the staff redeployment and exit schemes to support this departmental restructuring. Many of the
other projects and programmes depend on Workforce Change delivering these changes, and among the
main DTP programmes these include:

— Pacesetter—which is streamlining processes by increasing management capability and
implementing Lean techniques to deliver continuous improvement, increasing productivity by
between 40% and 70%.

— Compliance and Enforcement—which is targeting responses to different customer groups and
introducing new risk assessment and profiling tools and techniques, to enable reductions in the tax
gap while operating more efficiently with a reduced number of staff.
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— Debt Management and Banking—which is facilitating flexible methods of payment and
streamlining processes.

— Estates Consolidation—which is rationalising and making better use of HMRC’s existing estate,
identifying the office locations required to meet customers’ needs, including the retention of face
to face services in all current localities.

Although no benefits are directly attributable to Workforce Change in the model used by NAO, taken
together these programmes provide a significant level of benefits to the Department and Government. As
at 30 September 2008, this includes over 5,000 full-time equivalent staff savings in the three years to 2010-11
worth £155 million, and £145 million non-paybill running cost savings.

5.Q445: Mr. Ainger.: “On 30 September I had a meeting with one of your officials over the Workforce Change
programme. I asked him the question “Can you provide me with any statistical evidence to show that large
processing plants are more efficient than small processing plants?”

HMRC has a large back office processing business. It handles annually, for example, 18 million items of
PAYE/SA correspondence from customers, 9.5 million SA Tax Returns and 45 million PAYE records for
employments and pensions handled by 18,800 staff dispersed over 253 offices with over 14,000 staff in 45
large offices of 100 or more. Its current organisation is a mix of small town offices (typically with less than
30 staff) and larger sites (with up to 1,000 or more staff) created to respond to earlier customer needs.

HMRC is in the process of reducing its headcount by 25,000 and making estate savings of £100 million
per year to help meet the CSR07 5% year on year efficiency savings required by Government.

Why HMRC needs large processing sites

— Largersites run at a lower cost per person per year than smaller sites—#£1,950 as opposed to £5,700,
representing a potential saving of up to £3,750 per person per year, around £5 million per year
in total.

— Larger sites enable HMRC to manage its processing business more efficiently and more cost
effectively. Across large sites more effective middle and senior manager/staff ratios are being
achieved. Compared to the ratio of 1:17 typical in smaller sites, a ratio of 1:25 is achievable in larger
sites which is equivalent to an estimated £8 million saving per year.

— Large sites have enabled new ways of working (such as Lean) to be introduced within HMRC,
which has created additional capacity in PAYE/SA offices equivalent to 2,944 Full Time
Equivalents (FTE) between April 2006 and March 2008. This has enabled PAYE/SA processing
to realise performance and efficiency savings equivalent to cumulative annual paybill savings of
£56 million as at March 2008. This is not possible across a network of small sites. Savings released
can be reinvested in larger sites.

— Staffing capacity created has, for example, enabled three large sites in the North of England and
Scotland to absorb 700 FTE units of work from the South—a significant contribution to HMRC’s
Lyons target. Small sites do not have the capacity to absorb this level of work.

— Larger sites enable HMRC to have the workforce and process flexibility it needs to respond to
peaks of work and event driven customer demands—for example two large processing offices are
now able to deal over a four month period with 2.5 million employee benefit annual returns. Small
sites don’t have the staff numbers to respond to customer demand in this way. In order to provide
this flexibility the optimum number of teams per office is between eight and nine for each process
worked in the office, each team comprising 8-11 people.

— Larger sites enable HMRC to cope with very high volumes of processing transactions that small
sites can’t cope with—18 million pieces of PAYE/SA correspondence per year; 9.5 million SA
returns per year. 70% of this work is carried out in large sites.

— Operating across a dispersed network of small sites is administratively inefficient and means
HMRC'’s processing business is carrying unnecessary cost. For example around 20% of the 18
million pieces of correspondence dealt with every year are internally generated. Moving from
around 253 sites to 47 larger sites will significantly reduce this traffic and its associated cost.

— Large numbers of small sites increases IT service costs and increases data security risks. HMRC
can make better use of IT equipment through twilight shifts in larger sites.
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Comparison of large and small processing sites

— Direct comparison between large and small sites is statistically difficult because larger sites tend to
handle more complex cases—taxpayers with multiple source income, a higher proportion of SA
returns that require related PAYE work and pensioner cases.

— There is an experience dividend currently in small sites that is unsustainable. There are around
3,600 staff in small offices who typically have been doing processing work for many years and so
have relatively high capability levels. The demographics for HMRC as a whole show that around
42% of staff in these small offices are over 50 and their expertise will be lost as they retire over the
next ten years or so. The performance of those sites will consequently weaken.

— Maintaining a small office network results in a large opportunity cost in terms of overall back office
efficiency and effectiveness. To date processing staff numbers have reduced by 8,000
predominantly in large offices undermining their capacity to maximise performance. Looking
ahead HMRC faces a strategic choice—to either continue to lose staff from its large offices, further
undermining their ability to maximise performance and improve customer service, or to take
people from its higher cost smaller offices and invest the cost savings in enhancing performance
and service.

— HMRC’s processing business is part way through a journey to transform its business and improve
its customer service. And while therefore a steady state mature business model comparison
between large and small sites is not yet possible there are concrete indications that performance in
large sites is better and improving:

— On a like for like comparison, Employer Maintenance productivity gains of 30% and
Customer Correspondence of 11% are being achieved where large numbers of teams are co-
located.

— The larger sites process around 13 million pieces of correspondence per year—around 50,000
pieces per day. Correspondence on hand overall has reduced from 1.2 million to 650,000 items
in the last year and older correspondence on hand has been virtually eliminated.

6. Q448: Mr Love: “Some concern has been expressed by a number of people in articles that we have received
about the relationship between you and your PFI provider. Does that contribute in any way to the lack of being
able to report accidents? Are you in discussions with them about improving the situation?”

HMRC’s relationship with Mapeley (the PFI provider for a large percentage of HMRC’s
accommodation) has no bearing on the reporting system. HMRC’s system for reporting and recording
incidents is the same across the department, irrespective of whether the incident occurs on PFI or non-
PFI estate.

The new reporting system follows the Health and Safety Executive’s “Investigating accidents and
incidents” guidance and provides for the reporting and recording of accidents, injuries, ill health and
incidents of violence” Guidance provided to staff states that building related incidents should be reported
to both the service provider and internal HMRC Estates representatives for remedial and/or follow up
action as appropriate.

Mapeley must action any accident/incident reports provided by HMRC within one business day. They
are also required to immediately inform HMRC of any incidents, accidents and dangerous occurrences and
provide a report to HMRC including details of any remedial action undertaken within one business day.

7.Q449: Mr Love: “Does your contract allow you to be more demanding? Can Mapeley, in effect, refuse under
the contract? There is some evidence to suggest that they only do health and safety works when the Health and
Safety Executive appear on the doorstep.”

Mapeley cannot refuse to carry out works they are obliged to do under the terms of the STEPS contract.
Under Clause 9.4 Mapeley have to provide accommodation and facilities management services in a
manner that:

— Is in accordance with good industry practice.
— Is not likely to be injurious to health or cause damage to property.
— Complies with all applicable UK or European law and all Statutory Requirements.

In general terms, to assure the compliance of HMRC’s estate, the contract provides for the completion
of planned preventive maintenance tasks, (including statutory maintenance). As well as general contract
management, HMRC Estates can at any time audit the compliance and/or performance of Mapeley.
Mapeley have acknowledged a previously low level of compliance against contract service levels and a
number of in-depth technical audits were carried out in June this year. Following on from this recent joint
and concerted effort by both Mapeley and HMRC, action plans have subsequently been agreed and are
being taken forward. Mapeley currently report a significant improvement in performance to approximately
97% against contract service levels. This reporting will be subject to ongoing audit activity by HMRC
Estates. Any outstanding or failed tasks are resolved in a timely manner, reducing risk to HMR C employees.
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With regard to being more demanding in terms of managing the contract, there is a range of contract
remedies, ranging in efficacy, which can apply in the event that the service provider’s performance does not
meet the contract standard. Where a breach of contract obligations creates an immediate and serious threat
to the health and safety of staff or users of the buildings, HMRC can ultimately step-in and undertake the
required works at Mapeley’s cost.

8. Q456: Sir Peter Viggers: “There has been a 37% jump in applications to tax tribunals. Can you explain
that?”

It seems that Sir Peter Viggers based his question on an article in the Guardian dated 25 August 2008,
which cites, in particular, a rise in referrals to the Tribunals from 3146 in 2006 to 4311 in 2007.

We have looked again at the statistics produced by the Administrative Justice and Tribunals Council (the
ultimate source of the Guardian figures). The figures quoted by the Guardian relate to the Special
Commissioners of Income Tax and the VAT and Duties Tribunal. The figures do not include referrals to
the General Commissioners of Income Tax, who are responsible for hearing the vast majority of appeals
against HMRC decisions in the field of direct taxes. The figures for the General Commissioners show a
decrease in referrals between 2006 and 2007.

Turning to the figures for the Special Commissioners and VAT Tribunals, indirect taxes account for the
bulk of referrals. The Guardian’s emphasis on the change between 2006 and 2007 suggests a worrying rate
of increase. In fact, the numbers of referrals fluctuate. The AJTC figures for referrals to the VAT and Duties
Tribunals were higher in 2004-05 than they were in either 2005-06 or 2006-07.

So the picture is somewhat more complex than is implied by a straightforward comparison of referrals to
the specialist Tribunals in 2006 and 2007.
The single most significant contributory factor to the fluctuations in indirect tax referrals is the strong
priority given by HMRC to tackling Missing Trade Intra Community (MTIC) VAT fraud and the
associated large number of cases subject to “extended verification”.

A less tangible change that we have detected is a tendency for taxpayers to seek more formal resolution
of disputes with HMRC than in the past. This is not necessarily a bad thing, as clarification of the law can
have benefits for both HMRC and the taxpayer. HMRC’s “Litigation and Settlement Strategy”, launched
in June 2007, makes it clear that we will seek non-confrontational resolution of disputes where possible. But
it also means that we will seek full value from settlement, or take the matter to litigation if necessary, in cases
where we think our arguments are strong.

In summary, there have been fluctuations over the last few years in the number of cases moving towards
formal resolution by the Tribunals (and in some cases by the Courts). We will keep the figures closely under
review, particularly in the context of the new tribunal reforms (including the creation of a tax chamber)
which will impact on tax appeals and the way tax disputes generally are resolved.

9. Q 459-460: Ms. Keeble. “On the Tax Credits, you have introduced a new Code of practice. Can you say
what the result of that has been, both in terms of fairness or perceived fairness and also in terms of further
payments and write-offs?”

We believe that the new test has been very well received in terms of fairness. Since the end of January 2008,
when we started the new Code of Practice 26, to the end of October 2008, we reviewed around 109,700
disputed overpayments and wrote off 8,600 as official error—around 8%. In practice we write off the vast
majority of cases of official error under the new responsibilities test. For example in October 2008 we wrote
off 96% of all official error cases.

10. Ms. Keeble submitted the following further question in writing following the hearing. “Do tax credits count
as public funds? If yes, what actions are taken by HMRC to ensure that this is known by other departments,
such as the Home Office?”

Apart from specified circumstances (for example where only one member of a couple making a joint tax
credit claim is subject to immigration control) persons subject to immigration control are not entitled to tax
credits. All those admitted to the UK for a temporary purpose are required to maintain themselves without
recourse to public funds.

For these purposes tax credits are counted as “public funds”. The Home Office and the Borders Agency
are aware of this. There is a description on their website at http://ukba.homeoffice.gov.uk/ukresidency/
rightsandresponsibilities/publicfunds/ and a further description of what this means can be found in the
Home Office leaflet No recourse to public funds.

25 November 2008
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Letter from the Financial Secretary to the Treasury and the Minister for Local Government to the
Chairman of the Sub-Committee

Thank you for your letter of 16 October. We are aware of the Treasury Sub-Committee’s concerns about
the impact of recent changes to the rateable value of ports, and we think that we can best address these
concerns through a written response. In this memorandum, we would like to set out some of the background
to the recent changes, and explain the work that we have put in train to investigate how we can mitigate the
impact on port occupiers.

There are 55 major statutory ports in England and Wales, in each case run by a designated port operator
who has responsibility for business rates, except where any part falls to be separately rated—this will depend
on the facts of the case, but the key issue is whether the occupier of that part is in “paramount” control. So,
for example, a berth or storage land used by a number of companies would be regarded as in the rateable
occupation of the designated port operator. But where a company has exclusive use, under a licence or other
agreement with the designated operator, a separate assessment is appropriate. This is a principle that applies
right across rating and is not limited to ports.

For many years each port was largely assessed as a single entity, with the value calculated using a standard
formula. The law changed with effect from April 2005 to bring ports into line with the more conventional
valuation techniques which have also replaced prescribed valuation for other statutory undertakings,
including gas, water supply and railways. Thus for the 2005 rating lists, the rateable values for ports were
derived from analyses of receipts and expenditure. This change did not affect the principle determining
whether the operator or occupier was liable to rates.

In the course of the Valuation Office Agency’s (VOA’s) work to keep rating lists up to date, it had cause
to look more closely at the Port of Southampton in mid-2004, and concluded that there were more parts
requiring separate assessment than previously identified. This was contested by the other parties involved,
and so needed to be further tested. After extensive legal and valuation argument the matter of separate
assessment was finally agreed in accordance with the Valuation Office Agency’s view just prior to a hearing
by an independent valuation tribunal in April 2006.

As it was clear that similar circumstances might exist elsewhere, the VOA initiated a wider investigation
into the issue by writing to the operators of all the main statutory ports in May 2006. This proved more
complex and lengthy than the Agency expected, but it has now reviewed the position in all 55 ports, focusing
on getting the right allocation of rateable value between port operator and port occupiers. The process is
complete in 51 ports, with four ports still under enquiry.

Atyour hearing on 15 October, the VOA accepted that the communications around the change to rateable
values should have been more broadly-based, and we strongly agree. It is a cause of great regret to us that
some port occupiers were not made aware of the full implications of the changes until this year, and we have
expressed our disappointment about this to the VOA. In response, the VOA has given us assurances that it
will strengthen its communications effort in any future valuation exercise of this kind. We have asked the
VOA to prepare an action plan—for our approval—to bring about this strengthening.

It is important to point out that the national aggregate rateable value for assessments relating to these
ports has only increased by a relatively moderate amount: of the order of £20 million rateable value.
However, in many instances the balance of liability for business rates between port operators and port
occupiers has altered—in some cases quite markedly—towards the latter. Designated port operators may
in these cases be eligible for substantial rebates of business rates from their local Billing Authority, while
some businesses will be liable for business rates for the first time.

Port occupiers have told us that, where the designated port operator was regarded as liable to pay the
business rates, the contractual arrangements between the port operator and port occupiers typically
contained explicit or implicit fee elements to cover the business rates incurred by the port operator. Jim
Fitzpatrick, Parliamentary UnderSecretary of State at the Department for Transport, has met with the
major port operators today to discuss whether, and if so how, in such instances, port operators can help
mitigate the impact of the change in rating liabilities on their tenants.

The Government is also exploring policy options for mitigating the impact of changes in cases such as
this. As VOA officials rightly pointed out in their evidence to you, the statutory framework gives them no
discretion to remove a liability to taxation, and we do not believe it would be in line with the principles of
taxation or in the interests of fair competition for such a liability to be waived. However, we have instructed
officials to urgently investigate options for reducing the financial impact on businesses facing significant
backdated liabilities.

We would be happy to write again to the Committee to report progress on that work.

27 October 2008
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Letter from Mr Nicholas Orbell, General Manager, Real Estate Development, Hutchinson Ports UK Ltd,
to John McFall MP

We have followed with interest the session on Wednesday 14th October and the evidence presented by
the Valuation Office Agency. There are several points that emerged that we would like to highlight and
clarify ahead of furtherance as this is evidently an issue that the Committee will progress, for which we
are grateful.

Adopting the numbering used in the (unedited) transcript version.

Q56—Additional Revenue & Q95 to 99- RV increases
The VOA referred to an aggregate of the ports’ rateable values of £181 million, which increased to around
£200 million.

We believe that the figure of £181 million is the initial 2005 Rating List aggregate for Ports, which
subsequently has been increased by around £19 million through the identification and separation ofport
users (as seen at Hull and Harwich).

Of greater significance has been the substantial increase within the ports’ industry in the change from the
2000 Rating List (the valuations being quinquennial) to the 2005 List in its initial compilation, and it is this
measure of change (in excess of 200% for Felixstowe and Harwich) that is of concern to the ports as much
as the later increase arising from new rating occupiers being identified.

Q66—Overall impact

Following from the above point, it is correct that many ports have benefited from “transitional relief” in
the actual annual rates payable, this being the statutory mechanism to effectively smooth rate adjustments
during each quinquennial period.

Work undertaken by the UK Major Ports Group in 2004 assessed the overall impact for Ports in the
region of 150%. This must be compared to an ODPM estimated increase in the commercial property
Rateable Value base as a whole (including offices, shops, warehouses etc) in England of 17.9% in 2005.

It should also be noted that in January 2004 discussion within the UK Major Ports Group members had
identified at that time a significant increase in rateable values, estimated then to be around 200%. This was
prior to the VOA’s investigation into detailed occupations. It is not unreasonable to deduce that, at that
time, the VOA was aware of the potential impact of its proposed actions.

This imbalance was highlighted in the Ports’ consultation response to Government on the proposed
transitional relief.

To put the overall impact into some perspective, however, the Felixstowe annual rates bill has increased
as follows:

Change in annual amount actually payable (April-March)
—  £3.06 million (April 2004, prior to 05 List introduction)
—  £3.63 million (April 2005) to
—  £6.55 million (April2008).

From 2005, this represents an increase in annual billings of £2.92 million / 50% in just three years. It is
projected to increase further to £6.5 million in April 2009.

Similarly, at Harwich International Port:

Change in annual amount actually payable (April-March)
—  £0.686 million (April 2004, prior to 05 List introduction)
—  £0.825 million (April 2005)
—  £1.56 million (prior to assessment split Sept 08)

From 2005, this is an increase 0of95% although it should be noted that the recent subsequent split and
readjustment has reduced the port’s billing to 25% increase and a rise in rateable value of 43%. As a
consequence of the split, however a customer has suffered a backdated charge of £1.5 million.

Further, changes introduced by Government in transitional relief in 2005 are of further adverse financial
impact to many ports compared to the transitional benefits allowed pre2005.



Ev86 Treasury Committee: Evidence

Q68 to 71—Occupiers

There is, in our view, a fundamental point behind the treatment by the VOA of individual occupiers. Mr
Hudson refers to ports as “a peculiarly complicated sector”, but, arguably, this is attributable to the VOA’s
change in approach towards the sector since 2005 and polarized view of rating law.

Mr Hudson correctly explained that, prior to 2005, the rateable value for ports was calculated on a
formula basis. Nevertheless, neither the statutory principles of rating relating to the definition of
“occupation”, nor the accessibility for the VOA to inspect ports has changed in respect of work on the
2005 List.

The Docks and Harbours Rating Statutory Instrument (SI2000/951) that set out the formulaic approach
to the 2000 List enshrined this approach in defining the “port” for rating purposes as a heraditament
(rateable property) consisting exclusively of operational land “which is for the purposes of the carrying on

of the [port] undertaking”.#

Since 2005, the VOA has taken the previously un-precedented step of fundamentally changing its view of
port customers and users that occupy, primae facie, areas solely for their own particular operation, within
the area of the port undertaking. For example, at Harwich, the recent separate assessment of one ship berth
is attributable to the berth being of a specialist design and only capable of use by a particular fast ferry. This,
in the VOAs view, justifies it being classified as a separate rateable entity. In reality, however, the berth
cannot operate without the benefit and infrastructure provided by Harwich Port, within which it is located
and to which the berth is attached.

Historically, ships and operators have, by their nature, tended to occupy relatively defined areas albeit
within the confines of “the port”. Rating case law extending into the 19th Century has examined the point,
and generally accepted that ports operate on a common user basis, although there are recognized exceptions
where particular leases may give rise to the need to separately assess.

The situation that we now see at Harwich, particularly in relation to customer’s use of particular berths,
totally contradicts much of this previously accepted precedent. Moreover, the new precedent is being applied
contrarily, as the ports industry sees no difference in the treatment of ships berths to aeroplane passenger
embarkation gates at airports, which are often within the exclusive control and use by one airline. The VOA
is not, so far as we are aware, seeking to apply this methodology and approach to rating of airports.

QO1 to 93—Port inspections

As anecdotal evidence, the port provided the VOA with a schedule of all occupations in December 2004.
Three years later, the VO first inspected Harwich Port for the purposes of verifying any separate occupiers
on 4 January 2008. The alteration to the assessment was made on 26 September 2008 (being 3.5 years after
April 2005).

The inspection of Port of Felixstowe first occurred on 27 May 2007, two years into the current List period.
(In this case, the port believes that no VOA readjustment is expected as no separate occupations were
identified.)

Q 101—Ministerial knowledge

As an industry body, the UK Major Ports Group wrote to David Jamieson MP, Minister for Shipping
at the DfT in early 2004 drawing this issue to this attention and highlighting likely consequences (copy
attached). Further concerns were raised in the UKMPG’s response to the Ports Policy Review in 2006, and
at a meeting with DfT in December 2006.

We hope these points are of benefit, and would like to thank the Committee for its focus on this matter.

As a final observation, the removal of the Industrial Buildings Allowance, brought in through the Finance
Act 2008, has similarly occurred without consultation. The ports’ industry is a significant investor in
infrastructure, and a major beneficiary of the Allowance. Its removal has had a direct financial impact in the
current financial year; for Hutchison Ports amounting to a cost of £21.5 million. The impact of this change in
combination with the rating issue, is placing further and significant financial burdens on the industry. To
effect this second tax change without consultation is yet further evidence of inconsiderate and misapplied
taxation policy by Government.

Ultimately, this will become manifest through reduced investment, and creates an uncompetitive arena
for the UK industry to operate at European level.

28 October 2008

4 The Docks and Harbours (Rateable Values) (England) Order 2000 No 951 Clause 3 (4) and (5)
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Letter from Simon Leafe, Leafe and Hawkes Ltd, to Nick Ainger MP
NON-DOMESTIC RATING OF ENGLISH AND WELSH PORTS

We were able to watch via the internet the Treasury Select Committee’s Meeting on 15 October with the
Officials from the Valuation Office Agency and we were extremely encouraged by the questions asked of the
VOA. These clearly demonstrated that the members of the Committee have a very good understanding of
the serious problems we are currently facing as a result of the VOA’s activities; rather better than that of
the VOA themselves, who admitted that they had made no overall assessment of the impact on the ports
industry, despite having been working on this for more than five years.

We were surprised to hear the apparently misleading reply given by the Shipping Minister Jim Fitzpatrick
when answering questions in the House of Commons earlier this week. He stated “...I can say there have
been assessments made of the financial impact on ports and the businesses within the ports in respect of the
increase in revenue that will be afforded as a result of the examination by the VOA in respect of rates for
businesses within ports....” I wonder from where he got this information and by whom these assessments
have been carried out, as clearly the VOA themselves are not aware of these?

During his evidence, Mr Tretton acknowledged that even when they had visited a port, due to the complex
nature of the ports, it was often difficult for them to understand what was going on. The VOA’s
misunderstanding of how our ports work has led them to incorrectly describe many facilities as
“warehouses” which are in fact transit sheds. A warehouse generally has four walls, can be secured and is
used for medium to long term storage, generating income accordingly. A transit shed is often open on one
or more sides and is used to handle import and export cargoes quickly and efficiently as a part of the loading
or discharging operation, and does not generate any storage income. Indeed any period storage of cargo in
these transit sheds could lead to a grid locking of the facilities.

This fundamental misunderstanding has meant that the rateable values they have put on some facilities
in ports are much too high. Andrew Hudson stated that it is “our job to get the rateable values right”. In our
opinion they have failed to do this and the unreasonably high values they have used will lead to thousands of
companies lodging formal appeals. If in the meantime we are all forced to pay the back-dated and inflated
rating bills we have received, many small companies may not be around to witness the outcome of their
appeals. In this respect, I refer you to the example of Fortress, a timber-handling business based on Tilbury
Docks, which went in to voluntary liquidation on September 19 after receiving a £2.4 million rates demand
from Thurrock Council.

The VOA has admitted they made a serious error in corresponding with only the statutory port operators.
Many of the problems we now face are as a result of the VOA’s failure to engage with and to investigate our
industry correctly. During his evidence, Mr Hudson invited any company to “come and talk to them”. When
we received a letter in March of this year from the VOA, we asked them why we were being assessed for
business rates at all. They replied that they were basing the assessment on information provided by ABP
(the statutory port authority). After a brief exchange of e-mails in which we pointed out to them that the
grounds on which they had earlier suggested we were responsible for the business rates on the property were
incorrect, they simply stopped corresponding with us.

To compound these errors, and having examined the rating lists for our area on the VOA’s website, it
appears that, using the principles employed by the VOA to issue individual assessments, there are properties
which should have been the subject of individual assessments but which have been left out.

Mr Hudson stated that it was their job “... to provide a fair and consistent basis for the bills...,” but then
went on to tell the Committee that “some assessments are backdated some aren’t”. How can this be fair and
consistent?

I would like to hear the VOA'’s explanation as to why, when they knew already in 2000 that they had to
carry out the revaluation by 1 April 2005, they did not begin it until 2006 and still have not finished it? If
this had been completed before 2005, then there would have been no backdating, and it is their failure to
carry out their statutory duty which has caused this current crisis.

These appeals and the likely destruction of many viable businesses providing much needed employment
could be avoided if the Secretary of State used his powers to instruct the VOA to remove the threat of back-
dating these huge increases and to work with our industry towards an orderly introduction of a new rating
regime in 2010. Suspending the introduction of the revaluation until 2010 would enable the VOA to properly
complete the revaluations before the new rating lists are issued as well as lifting the threat to port businesses.

28 October 2008
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Letter from Ken Kirk, Stanton Grove Limited, to John McFall MP

I am the Managing Director of a small Forest Products Terminal Operations business with facilities in
Liverpool, Newcastle and Tilbury, with nearly 100 employees we have been established 30 years, we have
weathered recession, competition, currency fluctuations, changing demand patterns and changing
technologies. We now face being wiped out as a business, not as a result of the turn down in the global
economy but entirely as a result of the VOA’s inept introduction of the new rating list for Ports. My business
was entirely based inside the major Ports and was rated within the cumulo system that was being used until
5 September this year when I was advised by the VOA that I would face a backdated rates bill to 2005 of
£1.5 million pounds and £500,000 per annum going forward at the Port of Liverpool.

The VOA made no prior contact with our business informing us of the method of rating, the potential of
back dating and what the likely level of rating would be. The consequences are quite simple as are the maths
we handle 250,000t of business through the port at an average of £8.00 a tonne, to survive going forward
we must increase our prices by an average of £2.00 per tonne 25%, this will mean that we will no longer be
competitive and the business will fail. It does not deal with the threatened back dating which will lead to
our business immediately failing, the loss of 30 direct jobs in Liverpool and the related consequences for rail
transport, haulage companies, plant and equipment suppliers and we are one of 60 companies in the Port
now facing this. The uncertainty means that we cannot plan our futures and that our businesses seem almost
certain to fail unless there is immediate Government intervention. (I was interested to see the number of
MP’s who had time to discuss Jonathan Ross, when around them one of the Port industry is left on the brink
of disaster due to Government policy.)

The situation is made doubly insulting to our industry when in meeting with the valuation officer in
Liverpool yesterday it emerged that our Landlord Peel Ports had met with the Valuation Office as part of
the Major Ports Group and they have negotiated a get out clause for themselves where they can declare land
as operational and be rated under a system of revenue similar to the old cumulo system. This means that
they can compete directly with me in the same facility with out the penalty of rates at the level I am faced
with. This is an obscene and ridiculous situation, which could be avoided firstly by an immediate delay in the
introduction of the system until proper and full consultation has taken place with ALL the Port operations
companies and the VOA has a proper understanding of the relationship between the Port users, Landlords
and customers to ensure that a fair system is introduced across the country and that all port users are fully
aware of the implications.

Additionally when I observed the recent committee meeting where the Valuation Office was questioned
by the committee I was surprised to here the valuation office state that there was only a marginal increase
in the business rates. This was misleading at best and an outright lie at worst! The 10% increase is based on
a notional figure in 2005 which was not charged ie for the Port of Liverpool:

Notional Rates 2005 £16.5 million
Actual Rates for 2008 £16.8 million

However the actual rates charged in 2005 were significantly less than £16.5 million as they were charged
under the old cumulo system.

I would ask that you give this your immediate and urgent attention.

29 October 2008

Letter from the Financial Secretary to the Treasury and the Minister for Local Government to the
Chairman of the Sub-Committee

During the course of our Oral Evidence to the Sub-Committee on Wednesday last week we undertook to
provide more information, which we trust, will assist with your inquiry.

The material falls into four discrete areas, which we append as annexes, covering the following topics:
Annex A: Consultations regarding the treatment of ports for the purpose of the 2005 Revaluation

Annex B: Port by port breakdown of the rateable value changes consequent on the Valuation
Office Agency’s review initiated in May 2006

Annex C: Comparisons between England and Wales, and Scotland
Annex D: The powers to prescribe rateable values

However, before getting into the detail we believe there is some merit in re-clarifying the context within
which the changes in ports are taking place, and the fact that we are dealing with two separate issues, both
linked to the way port property is rated, but nonetheless separate.

The first, and perhaps simpler, is the move from prescribed (by the Secretary of State) rating for the
Statutory Port Operators. And the second is the review of ports carried out by the Valuation Office Agency
(VOA) following their discovery in Southampton that significant elements of property within the port
boundaries were not properly captured in the rating system.



Treasury Committee: Evidence Ev 89

The ending of prescribed rating came into effect from 1 April 2005. This change covered the operational
land and buildings occupied by the statutory Port Operators only. The process of moving to conventional
rating methods was started in 2002. Valuations on the new basis were prepared in consultation with the
statutory ports during 2003 and draft list valuations were published in October 2004 along with all other
valuations ahead of the 2005 rating lists.

The second issue is perhaps somewhat more complicated and sits at the heart of the matter for the port
occupiers. What became clear in the case of Southampton was that a significant amount of property within
the port boundary was not listed correctly (ie separately) on the local rating list—it should have been, but
wasn’t. Once this discovery was made, the VOA was under a statutory obligation to put matters right. A
legal challenge was made to the approach towards separate assessment in Southampton (in July 2004),
which was clearly highly relevant to other ports, if the VOA’s view was proven to be correct. After extensive
argument, the challenge was withdrawn in April 2006. Only then, with the correctness of the VOA approach
confirmed, was a wider review initiated, with a letter to Port Operators in May 2006, to ensure fairness and
consistency across ports throughout England and Wales.

In summary, the removal of prescribed rating and the work now nearing completion to correct
inaccuracies in the list are two separate issues, and the return to prescription, which has been put to us by
the port occupiers, would only alter the rating treatment for Statutory Port Operators and could not in law
change the position for those properties that are now, correctly, identified separately.

We will write further to the Committee to report progress on the work we have initiated to investigate
options for reducing the impact on businesses facing significant backdated liabilities.

5 November 2008

Annex A

CONSULTATION

Since 1 April 2005, large statutory ports have been subject to two separate changes in the manner in which
they are rated:

(1) theending of prescribed assessment. From 1 April 2005, the statutory ports (ie the operational land
and buildings occupied by the statutory port operators) were removed from prescribed assessment
under paragraph 3 of Schedule 6 to the 1988 Act. Instead, their rateable values were assessed by
the Valuation Office Agency using conventional rules (in paragraph 2 of Schedule 6 to the 1988
Act); and

(i1) the review of other businesses within the ports which should have been separately assessed and not
included with the assessment of the statutory port operator. The review of other businesses at the
port is based upon established rating principles (that where a company has exclusive use, under a
licence or other agreement with the designated operator, a separate assessment is appropriate) and
is unconnected to the powers covering prescribed rateable values.

CONSULTATION ON THE REMOVAL OF PRESCRIBED RATING FOR STATUTORY DOCKS AND HARBOURS

Consultation on the removal of the power to prescribe rating (leading to the valuation process described
at (1) above) was undertaken in:

“Modernising Local Government Finance: A Green Paper” published by Department for the
Environment Transport and the Regions in September 2000 as follows:

Paragraph 5.39—Most ratepayers have their rateable values assessed by the Valuation Office
Agency of the Inland Revenue using conventional methods. However, certain industries—in the
transport and utility sectors—have their rateable values prescribed by the Secretary of State. We
intend to end prescribed assessment by the time of the next revaluation. Considerable progress has
already been made toward using conventional methods to assess the valuations that were
prescribed for the last revaluation.

—  “Strong Local Leadership—Quality Public Service” a White Paper published by the Office of the
Deputy Prime Minister in December 2001 as follows:

Paragraph 7.14—As we said in Modernising Local Government Finance: A Green Paper, we will
end prescribed assessment at the time of the next revaluation. This means that those industries that
currently have their rateable values prescribed by the Secretary of State will have them assessed
by the VOA like other ratepayers. They will also acquire the same right as other ratepayers to
challenge their valuation.

— The Consultation Paper published by the Office of the Deputy Prime Minister in June 2002
alongside the Draft Local Government Bill and scrutinised by the House of Commons Transport,
Local Government and the Regions Committee. The draft Bill included provision at clause 75 for
removal of the power. The drafting of the power at section 69 of the 2003 Act is unchanged from
that included in the draft Bill.
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The resulting valuation process was started by the Valuation Office Agency later in 2002. Valuations were
prepared in consultation with the statutory ports during 2003 and draft valuations were shared with them
in 2004. The conventional draft rating list valuations were published on time in October 2004.

CONSULTATION ON THE REVIEW OF OTHER BUSINESSES WITHIN THE PORT

The review of other businesses within the ports (at (i) above) was started in May 2006 once the legal
principles had been clarified and, to date, reviews on 51 of the 55 ports have been completed. It is this review
which has resulted in some businesses facing rates bills with liability from 1 April 2005.

The Valuation Office Agency has a duty to maintain correct rating lists and where inaccuracies are
identified in the list they have a duty to correct them. They do not, and are not required to, undertake impact
assessments or formal consultations as part of their statutory functions. Therefore, no formal consultation
was undertaken prior to the review of other businesses at ports. However, the Valuation Office Agency did
contact the statutory ports in May 2006 to inform them of the review and sought later in 2006 to contact
other businesses at the ports. The Valuation Office Agency accept that more efforts should have been made
to contact all the businesses at the ports to inform them of this review although until the review was
substantially advanced the identity of many of the occupiers was not known.

Annex B

PoORT BY PORT BREAKDOWN OF THE RATEABLE VALUE CHANGES

55 major ports have been covered by the review undertaken by the Valuation Office Agency. For
clarification, all of these are statutory, with the exception of three container terminals at Southampton,
Tilbury and Thamesport. In 51 cases the reviews are complete, though in one of these—concerning Humber
Sea Terminal—the formal service of notices to effect the changes the VOA believes necessary have been
deferred pending conclusion of discussions between the valuation officer and the occupiers’ agents. In the
remaining four the reviews are due to be completed by 28 November.

COMPLETED REVIEWS

For the 50 ports where the reviews are complete and formal notices served to effect the change, the
position in England (41 ports) and Wales (9 ports) is as follows:

Overall there are two major aggregate changes in the rateable values of ports and businesses within ports.

In regard to the Port Operators the Review of Ports shows that their aggregate rateable values have
reduced from £127,428,000 for England and £8,572,500 for Wales, to £83,674,500 for England and
£7,835,000 for Wales. The Port Operators business rates liability has been effectively reduced. There are
however significant variations port to port, as the committee will see from the figures we set out.

The other major aggregate change is that the number of business properties separately rated has increased
by 569 properties in England and 81 in Wales respectively. This, alongside increasing the rateable values of
existing separately assessed properties, has caused the non port rateable values to increase from £69,876,784
in England and £22,372,059 in Wales to £124,937,278 in England and £24,132,200 in Wales respectively.

It is this increase in non port properties and the rateable values that has caused the increase in the business
rates liabilities faced by business within ports.

Overall the increase in the total ports rateable values (port operators and businesses within ports) has
increased by £11,302,554, from £197,304,784 to £208,607,338 in England, and £1,022,110, from £30,945,090
to £31,967,200 in Wales. The VOA has undertaken a fully updated reconciliation of all figures to be able to
give the very latest information as at close on 31 October 2008.

The rateable values of properties are not the amount of liability that a business will face as they only form
part of the business rates calculation. The actual bills are a function of the rateable values and the multiplier,
currently 46.2p.
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RIGHTS OF RATEPAYERS TO CHALLENGE OR APPEAL AGAINST AN ASSESSMENT

If a business considers its rateable value is wrong, it can make a proposal to alter it, if any of the
following applies:

— The rateable value shown in the rating list (either following a revaluation or when the property is
first valued) is wrong.

— A valuation officer’s change to the rateable value is wrong.
— A decision by a valuation tribunal (VT), lands tribunal or higher court has affected the valuation.

— The property should be considered for rating as more than one property, or several properties
should be considered as one property.

— There is another sort of error in the list entry, for example the address is wrong or the date of an
alteration is wrong.

A business can also make a proposal if there has been a material change of circumstances which has
affected the value of your property. Material changes of circumstances include:

— a physical change to the building (for example, if part of it is demolished or destroyed);

— a physical change in the local area (for example, if there have been major road works or flooding
in the area);

— achange in the use of the building; and
— achange in the use of a neighbouring property.

It costs nothing to make a proposal and if a business decides to, it can make a proposal by asking the local
valuation officer for a form or one can be obtained from the VOA’s website at www.voa.gov.uk.

Most cases are settled by agreement between ratepayers and their local valuation office. Where it is not
possible to resolve any challenge by agreement the dispute will proceed to be heard by an independent
valuation tribunal.

Annex C

DIFFERENCE BETWEEN THE ENGLISH/WELSH AND SCOTTISH APPROACH TO PORTS RATINGS

There are three large statutory ports in Scotland compared to 52 in England and Wales.

The Scottish Assessors (the Scottish equivalent of valuation officers) are responsible for the rating of non-
domestic properties in Scotland.

Up until the 2005 list certain ports in England, Wales and Scotland were assessed according to prescribed
formulas. Across England, Wales and Scotland no formulas were prescribed for the 2005 list, with the effect
being that the prescribed formula method for rating utilities, including ports, was replaced by rating by
conventional methods.

Subsequently the Valuation Office Agency (VOA) rated ports and properties in England and Wales within
ports for the 2005 list based upon information supplied by the ports operators. Properties within ports
identified as separately occupied have always been separately assessed; they continued to be so treated for
the 2005 List.

The Scottish Assessors undertook the same process in Scotland. They undertook no special exercise at
this point and they relied upon their own records and what was notified to them by the port operators.

Following the VOA’s review of Southampton they entered into dialogue with the Scottish Assessors
regarding the number of separate assessments in their ports. They said that they were satisfied that they had
correctly identified all separate occupations and did not need to further review the position.

TRANSITIONAL RELIEF

Both England and Scotland have transitional relief schemes to limit the increase in rates bill following a
five year revaluation.

The summary of response to a consultation document issued by the then Scottish Executive in December
2002 made reference to a ’robust self-financing transitional scheme” for ending prescription.

In the event, when it came to Revaluation in 2005, the utilities which came out of prescription on 1 April
2005 were subject to the standard transitional relief scheme, available to all ratepayers in Scotland, which
limited increases to 12.5% in real terms (and decreases to 10%). The Transitional Relief scheme was limited
to three years. There was therefore no special transitional scheme for ports and harbours in Scotland.

There is also a transitional relief scheme in England for the 2005 rating lists, which limits the increases in
bills of business from increases in rateable value as a result of the statutory five yearly revaluations of
properties for rates. All ratepayers in England, including those in ports and harbours may receive
transitional relief if they meet the qualifying criteria.
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The scheme is aimed at changes in actual bills as a result of revaluation rather than rateable values as the
multiplier also reduced at the 2005 revaluation from 45.6p in 2004-05 to 41.5p in 2005-06. To meet the
criteria for transitional relief, any increase in bills resulting from revaluation, above a set percentage set out
in the tables below, was capped at that percentage.

Year Max Increase: Small Properties Max Increase:

(under £15,000 Rateable Value Large Properties

or £21,000 in London)

2005-06 5% 12.5%
2006-07 7.5% 17.5%
2007-08 10% 20%
2008-09 15% 25%
2009-10 no limit no limit

Special rules apply for properties which first came on to the rating list on 1 April 2005 as a consequence
of either (i) an existing property being split (as is the case with the property in ports) or (ii) two or more
existing properties being merged. Where this split or merger should have occurred before 1 April 2005 (again
as is the case with property in ports) then the new properties are allocated a certified rateable value for 31
March 2005 (see regulation 17 of the Non-Domestic Rating (Chargeable Amounts) (England)
Regulations 2004).

However, the purpose of these provisions is not to provide relief against increases, which may arise from
the property being split or merged and backdated. The purpose of the certified value is to ascertain whether,
had the property actually been shown on the rating list for 31 March 2005, it would have seen a significant
change in rates bills as a result of the 2005 revaluation. If, had it been rated prior to 1 April 2005, the increase
in the rates bill would have been above the percentages set out above then the property qualifies for
transitional relief but only upon the increase between the notional bill for 2004/05 (based on the certified
value) and the actual bill for 2005-06.

Annex D

THE POWERS TO PRESCRIBE RATEABLE VALUES (PARAGRAPH 3, SCHEDULE 6 TO THE LOCAL GOVERNMENT ACT
1988 (“THE 1988 AcT”)

It has been suggested that the problems said to be caused by the backdated rates liability now being faced
by certain port occupiers could be overcome if the Secretary of State exercised her power to prescribe rules
for determining the rateable value of those occupiers’ properties. This power is in paragraph 3 of Schedule
6 to the Local Government Finance Act 1988. Currently, no such rules are prescribed and the properties are
subject to assessment on the same basis as all other non-domestic properties; that is on the basis of their
market rent, in accordance with paragraph 2 of Schedule 6.

PRESCRIPTION OF RATEABLE VALUES

The power in paragraph 3 of Schedule 6 was used to prescribe rules for the valuation of docks and
harbours for the purposes of the 2000 rating list in the Docks and Harbours (Rateable Values) (England)
Order 2000 (ST 2000/948). This order does not have any effect in relation to entries on 2005 rating lists.

The power was revoked by section 69 of the Local Government Act 2003. However, section 69 has never
been brought into force and paragraph 3 of Schedule 6 remains extant.

As discussed in Annex B, since 2005, ports have been subject to 2 separate changes in the manner in which
they are rated:

(i) theending of prescribed assessment. From 1 April 2005, the statutory ports (ie the operational land
occupied by the statutory port operators) were removed from prescribed assessment under
paragraph 3 of Schedule 6 to the 1988 Act. Instead, their rateable values were assessed by the
Valuation Office Agency using conventional rules (in paragraph 2 of Schedule 6 to the 1988 Act).
The conventional valuation process was started in 2002, was developed in close consultation with
the statutory ports and included the consultation on valuations with each statutory port in 2004.
All the new draft rating list conventional valuations were in place and published on 1 October
2004, and

(i1) the ports review of other business within the ports which should have been separately assessed.
This was started in 2006 following clarification of the legal basis for separate assessment. The
review of other businesses at the port is based upon established rating principles (that where a
company has exclusive use, under a licence or other agreement with the designated operator, a
separate assessment is appropriate) and is unconnected to the powers in paragraph 3 to Schedule
6 to the 1988 Act.
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If the Government had decided to retain the prescribed formula for docks and harbours for the 2005 list
(and therefore not proceeded with the valuations at (i) above), the current review of businesses within ports
(at (i) above) would still have had to have been undertaken. Indeed, had the Valuation Office Agency been
aware of the inaccuracies prior to 2005 then the review would have taken place while the prescribed
assessments of the statutory port operators (paragraph 3 to schedule 6 of the 1988 Act) was still in place.

Therefore, reintroducing prescribed assessment of the statutory ports would reverse the conventional
valuations (as described at (i) above) but have no effect on the review of other businesses at ports (at (ii)
above).

Since 2005, no rateable values in England have been established based on rules prescribed under
paragraph 3 of Schedule 6 to the Local Government Finance Act 1988. All properties are conventionally
assessed.

BACKGROUND TO THE BACKDATING OF THE NEW ASSESSMENTS

In relation to the businesses within ports, backdated liability has arisen because of the operation of
regulation 14 of the Non-Domestic Rating (Alteration of Lists and Appeals) (England) Regulations 2005
(S12005/659). Pursuant to this regulation, the effective date of revisions to the rating list was established as
Ist April 2005, giving rise to backdated rates bills. Regulation 14 is a general provision, which operates in
respect of all changes to the 2005 rating list. Therefore, any split or merger discovered by the Valuation
Officer which should have occurred before 1 April 2005 will be backdated to 1 April 2005.

COULD PARAGRAPH 3 OF SCHEDULE 6 BE USED TO PRESCRIBE RULES IN RELATION TO THE BUSINESSES WITHIN
PorTS?

The Secretary of State still has the power to prescribe rules for ascertaining rateable values. In theory, she
could use those powers to prescribe rateable values for the individual businesses at ports. However, it is very
difficult to see how exercising such powers would assist businesses at ports. This is because:

(1) the businesses within ports would still be rated separately from the port as they should be and, in
some instances, were prior to 1 April 2005,

(i1) the businesses within ports would still be faced with three years’ backdated liability payable
immediately on top of the liability for this year and the liability which will shortly fall due for
next year,

(iii) the power in paragraph 3 of Schedule 6 is not itself retrospective. So we cannot prescribe a formula
which is to apply for the purposes of ascertaining rateable values for a day before the order
prescribing the formula was made, and

(iv) in order to deliver some benefit to the businesses, we would need to prescribe a formula which
generated results below the market rental value. However, there are no other properties valued
other than on the basis of market rent and there is no clear rationale for special treatment. In
particular, there is no basis on which a low rateable value could be established. If the valuation
methodology was challenged by any other ratepayer whose property is valued conventionally, it
would be difficult to defend in rationality and reasonableness terms.

Finally, we would also anticipate that the exercise of the rules in such a manner would constitute state
aid. The four tests for state aid contrary to European law are:

— the aid is provided by the State or through State resources;
— the aid favours certain undertakings or the production of certain goods;
— the aid distorts competition; and

— the aid affects trade between Member States.

It is very likely that special valuation arrangements which reduce the rateable value of the port occupiers’
properties to less than the market rental value will be in contravention of all of these tests. The state would
be foregoing tax revenue; the port operators would be directly favoured in comparison to their competitors
occupying hereditaments outside of ports; this favouring would be capable of distorting competition,
particularly between the port occupiers and other occupiers facing backdated liability; and the aid would
at least potentially be capable of affecting trade between member states. This is particularly true as ports
are, by their nature, involved in trade between states.
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Letter from the Financial Secretary to the Treasury and the Minister for Local Government to the
Chairman of the Sub-Committee

In our memorandum to you of 5 November we undertook to update the Committee on progress with the
work we had initiated on options for reducing the impact on businesses facing significant backdated business
rates liabilities and particularly those based in the major ports.

Since we wrote our officials have been working hard to finalise a way forward that will reduce the cashflow
impact on existing businesses when significant backdated business rates bills are issued in relation to
properties new to the current (2005) rating list.

As you will know, the Chancellor has today announced at the Pre-Budget Report that the Government
will legislate to give businesses more time to pay in certain circumstances. Businesses facing such bills in
those circumstances will not be required to pay their liability for previous years within the financial year, as
at present, and will instead be able to do so in equal interest-free instalments over eight years.

Although representing only a small proportion of the total number of changes which are made to rating
lists each year to keep them up to date, this provision could nevertheless benefit ratepayers on up to 1,500
properties a year across England, including qualifying occupiers of ports. Further details of the new
regulations, including the conditions under which it is proposed a payment schedule will be offered, will be
published by CLG shortly.

In addition to this, we can confirm that the Valuation Office Agency has put in place special fast track
arrangements for ratepayers affected by the review of ports who wish to question or challenge their new
rating assessments. This will ensure a fast response and early resolution to any inquiries or appeals. Contact
details and other information about the fast-track system will be included in letters the VOA is sending
tomorrow to every ports occupier.

The VOA’s special arrangements mean that cases involving backdated rate liabilities in ports will be given
priority attention at all stages by the Agency, which will:

— Review all initial enquiries and respond within five working days, unless a site visit is requested or
required in which case it may take up to 10 working days.

— Giveaninitial response to points raised in any proposal within 10 working days and aim to confirm
a final decision shortly after that; in any event a decision will be issued within two months in all
but the most complex cases.

— Refer appeals to the independent valuation tribunal (VT), where agreement can’t be reached and
aratepayer wants to pursue the case, requesting that the tribunal list the appeal for hearing as soon
as possible.

In all cases, the VOA will look to ratepayers and their advisers to assist by ensuring full disclosure from
the outset of facts or matters they wish taken into account, avoiding delay through the need for further VOA
enquiry. The VOA will also continue to give early attention to other priority cases, in line with its existing
published service standards.

Some firms have expressed a concern about the impact of backdated rates on their balance sheet and their
ability to continue trading, even if there is no pressing need to meet the debt. Spreading payments cannot
entirely remove the balance sheet risk and, as with any other business, the prime test that directors will have
to look at in deciding whether their business can continue to trade is whether they have a reasonable
expectation of covering the debt in the future. This measure will help businesses in two ways—first, the
ability to spread payments will help cashflow pressures and provide a greater level of reasonable expectation
of meeting the bill on the new payment terms. Secondly, because the spread business rates payments would
be interest free, this saves them interest costs compared with alternatives such as borrowing to pay the bill.

Finally, the Ports Minister Jim Fitzpatrick will continue to engage with port operators to discuss these
arrangements and the valuation changes within ports.

24 November 2008

Letter from Ken Kirk, Stanton Grove Limited, to John McFall MP

I note with some sadness and much disappointment that the Chancellor, Treasury and the various
departments concerned have failed to grasp the seriousness of the issue regarding non domestic rates and
port operators in Liverpool and Hull. The idea that eight years to pay the back dating is of some assistance
is quite bizarre!

My company faces a back dated bill of £1.5 million, with £568,000 ongoing pa, this means that over eight
years we would pay in excess of £700,000 per annum on annual profits of £250,000 in a good year, it does
not take a mathematical genius, to see that this will effectively put us out of business in Liverpool with the
loss of 50 jobs and the subsequent effect on our suppliers and customers.
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In addition we face the situation that we have already contributed to the payment of rates in 2005, 2006,
2007 and 2008 through our rental to the landlord so now have the pleasure of being asked to pay again as
we are forced into insolvency! I know that we are a small casualty in the scheme of things, the difference
being that this is nothing to do with recession but is entirely the result of Government policy and
Government failure to understand the nature or structure of the businesses that are being affected by this
change to the rating structure.

25 November 2008

Estimates Memorandum submitted by HM Treasury: Winter Supplementary 2008—09

This memorandum provides details of changes sought in the Treasury’s Winter Supplementary Estimate
for 2008-09 published in “Central Government Supply Estimates 2008-09: Winter Supplementary
Estimates” HC1163. Further details of the work of the Treasury and its finances can be found in the “HM
Treasury Annual Report and Accounts 2007-08” CM 7048. Supply Estimates and the Treasury’s
Departmental Report are available from http:/www.hm-treasury.gov.uk/

2. The purpose of this memorandum is to provide the select committee with an explanation of how the
resources and cash sought in the Winter Supplementary Estimate will be applied to achieve departmental
objectives and Public Service Agreement (PSA) targets. This includes information on comparisons with the
resources provided in earlier years in Estimates and departmental budgets.

SUMMARY OF THE CHANGE SOUGHT IN THE ESTIMATE

3. The Estimate seeks an increase of £7,748,000 in resources and an increase of £23,413,267,000 in the
net cash requirement. The increase in capital AME is £27,207,455,000. The increase in resources is the net
effect of transfers to and from other Government departments and the draw down of a proportion of our
administration Departmental Unallocated Provision (DUP). The increase in the net cash requirement
comprises the near cash consequences of the net resource increase plus capital payments in connection with
the refinancing of loans and the provision of working capital to financial institutions.

DETAILED EXPLANATION OF THE CHANGES BEING SOUGHT

Request for Resources 1: Raising the rate of sustainable growth and achieving rising prosperity
and a better quality of life, with economic and employment opportunities for all.

4. The increase in resources is the net effect of the following:

Inter-departmental transfers

1) a transfer to the Cabinet Office of £103,000 comprising an outward machinery of government transfer
of £273,000 following the transfer of responsibility of the Statistical Reform Team, £80,000 outwards
transfer as a contribution to the Government Secure Zone and an inwards transfer of £250,000 as a
contribution towards the consultancy costs incurred by the Prime Minister’s Delivery Unit;

i) a transfer to the ONS/Statistics Board of £100,000 programme costs as a contribution towards the
costs of a project to improve the quality of migration statistics;

iii) a transfer to the Office of Government Commerce (RfR 3) of £45,000 near cash administration costs
towards the costs of the Centre of Expertise in Sustainable Procurement; and

iv) atransfer from HM Revenue and Customs of £21,000 near cash administration costs towards the cost
of a post in the Budget, Tax and Welfare Directorate.

Movements between RfRs

5. There is a neutral change following a transfer of gross provision of £1,200,000 with matching income
to RfR 3 that was erroneously included in RfR 1 at the time of the Main Estimate.

Departmental Unallocated Provision
6. There is a draw down of administration DUP of £5,305,000 to fund a variety of projects mainly from
agreed Strategic Pot bids including:

(1) £1,111,000 for a new function to respond to the need for better performance data via the
development of a data warehouse to track key centre of government priorities and the new PSA
framework;

(i1) £967,000 for work on the instability in the financial markets;
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(iii) £568,000 for the establishment of the Asset Freezing Unit;

(iv) £250,000 to enhance flexible working practices including improvements to IT equipment and
updated software;

(v) £240,000 in connection with the UK Presidency of the G20 Finance Ministers and Central Bank
Governors in 2009;

(vi) £200,000 in support of the health and wellbeing of staff, including the introduction of an Annual
Health Screening programme; and

(vii) £187,000 to support the delivery of HMT Group Procurement Transformation.

Capital AME
7. The increase in capital AME of £27,207,455,000 is required for the following:

Northern Rock

(1) A reduction of £518,545,000 in the amount included in the Treasury’s Supply Estimates for the
novation of the Bank of England’s loan facilities to Northern Rock. The original Supply provision was
based on a forecast of the amount of loan outstanding at the point of novation. The revised amount included
in the Winter Supplementary is the actual total outstanding at the point of novation.

Bradford & Bingley (B&B)

(i) The Chancellor’s written ministerial statement of 13 October 2008 on the use of the Contingencies
Fund explained that, under the Bradford & Bingley plc Transfer of Securities and Property etc. Order 2008
No. 254, the Financial Services Compensation Scheme (FSCS) had made a payment to Abbey National plc
in respect of the transfer of B&B’s retail deposits. The FSCS payment was financed by a short-term loan
from the Bank of England and that this would be replaced by a loan from the Government. This Winter
Supplementary Estimate includes provision for the payment of £14,325,000,000 to refinance the loan.

(iii) In addition, the Bank of England has made available a working capital loan facility to Bradford &
Bingley and £5,735,000,000 is included in this Supplementary Estimate to cover the refinancing of this
facility.

Kaupthing Singer & Friedlander (KSF) and Heritable

(iv) The Chancellor’s written ministerial statement of 13 October 2008 on the use of the Contingencies
Fund explained that, under the Transfer of Rights and Liabilities to ING Order 2008 No 2666, the FSCS
made a payment to ING Direct to enable retail deposits in KSF and Hertitable to be transferred to ING
Direct. The FSCS payment was financed by a short-term loan from the Bank of England, which would be
replaced by a loan from Government after a short period of time. This Winter Supplementary Estimate
includes £3,066,000,000 to enable the loan to be replaced.

Icesave UK

(v) A Treasury Minute dated 6 November 2008 entitled “Financial support for depositors in Icelandic
banks” notified Parliament of guarantees given in respect of Icelandic banks. A guarantee was made on 4
November 2008 by HM Treasury in respect of a loan facility between the Bank of England and the FSCS.
The loan was made to enable the FSCS to pay out to eligible UK retail depositors in Icesave, the internet
savings product made available by the UK branch of Landsbanki. This Winter Supplementary Estimate
includes £3,800,000,000 to enable the Bank’s loan to be replaced with direct Government financing.

(vi) The Chancellor’s written ministerial statement of 6 November 2008 entitled “Financial support for
depositors in Icelandic banks” explained that the Government was making an advance to the FSCS to
enable the FSCS to pay out that part of a depositors rights arising from deposits over the FSCS depositor
compensation limit. This advance amounted to £800,000,000 and is included in this Winter Supplementary
Estimate.

The refinancing of the Bank of England loan facilities is necessary in order to comply with restrictions in
the Treaty Establishing the European Community on central bank financing of government undertakings.

Request for Resources 3: Obtaining the best value for money from Government’s commercial
relationships on a sustainable basis.
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8. The increase in resources of £2,670,000 is the net effect of the following:

Inter-departmental transfers

9. Contributions from a number of departments towards the costs of the Centre of Excellence in
Sustainable Procurement comprising near cash administration costs of £800,000 and near cash programme
costs of £745,000. The Centre of Excellence in Sustainable Procurement was created within OGC in response
to the Sustainable Development Commission’s 6th Annual Sustainable Development in Government
(SDiG) Report.

Departmental Unallocated Provision

10. An increase of £1,125,000 to fund a range of activities relating to the delivery of “Transforming
Government Procurement”. The activities form part of OGC’s work on delivering projects to time quality
and cost, getting the best from the Government Estate, and improving central Government capability in
procurement, project management and estates.

Neutral changes

11. An increase in gross provision of £737,000 non cash programme spending for cost of capital charge
in respect of the investment in OGC.buyingsolutions offset by a matching increase in dividend income.

12. An increase in gross spending of £3,900,000 near cash administration costs offset by a matching
increase in income from Gateway Reviews and sale of products. The increase in spending relates to the set
of activities which is being funded from Departmental Unallocated Provision (paragraph 10).

Movements between RfRs

13. There is a neutral change following a transfer of gross provision of £1,200,000 with matching income
from RfR 1 that was erroneously included in RfR 1 at the time of the Main Estimate.

IMPACT ON THE DEPARTMENT’S PUBLIC SERVICE AGREEMENTS

14. The increase in capital AME of £27,207,455,000 is to support stability in the financial services sector
and is in line with treasury DSO outcome DSO 2(e): “Supporting fair, stable and efficient financial markets”
and with PSA 6: Deliver conditions for business success in the UK”.

DEPARTMENTAL EXPENDITURE LIMIT

15. The Resource DEL is increasing by £1,318,000 comprising the machinery of government and inter-
departmental transfers covered in the explanation of the changes for RfRs 1 and 2 set out above. There are
no changes to the Capital DEL. The following table shows a comparison between DEL plans between
2004-05 and 2007-08 (after changes made via Supplementary Estimates) and the outturns for those years,
and the DEL for 2008-09.

Comparison of expenditure against Departmental Expenditure Limits £m
Year Voted Non-voted Total DEL Outturn Variance
Resource

2004-05 217 31 247 192 —55
2005-06 227 29 256 215 —41
2006-07 225 21 246 206 —40
2007-08 212 20 232 201 —31
2008-09 195 27 222

Of which 183 38 221

near cash

Capital

2004-05 8 - 8 —28 —36
2005-06 5 - 5 -9 —14
200607 7 - 7 -1 -8
2007-08 7 - 7 -1 -8
2008-09 5 2 7
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DEPARTMENTAL UNALLOCATED Provision (DUP)

16. A total of £6,430,000 has been drawn down from the DUP comprising £5,305,000 for RfR 1 and
£1,125,000 for RfR 3.

END YEAR FLEXIBILITY

17. No EYF will be drawn down in the Winter Supplementary. The following table shows the EYF
entitlements for 2008-09.

£m
Administration Other Total Of which Capital Total EYF
resources resource near cash
EYF
70 132 202 202 73 275

ADMINISTRATION BUDGET

18. The Administration Budget is increasing by £1,223,000. This is the net effect of the increases set out
in the explanations for RfRs 1 and 3 plus a reclassification of £470,000 programme spending to
administration costs following the completion of work on the establishment of the UK Statistics Board. The
following table shows a comparison between administration budget plans between 2004-05 and 2007-08
(after changes made via Supplementary Estimates) and the outturns for those years, and the budget for
2008-09.

Comparison of Administration costs against limit £m
Year Voted Non-voted Total Outturn Variance
2004-05 164 0 164 149 15
2005-06 167 0 167 161 8
2006-07 167 1 168 160 8
2007-08 171 0 171 160 11
2008-09 165 4 169

CONTINGENT LIABILITIES

19. The following changes have been made to the list of contingent liabilities:

Northern Rock (NR)

(1) The indemnity that HM Treasury gave to the Bank of England in respect of additional facilities made
available to NR has been removed following the refinancing of the Bank of England loan by HM Treasury.

(i1)) The Chancellor’s written statement of 31 March 2008 entitled NR announced that the Treasury had
agreed a back up liquidity facility to ensure that NR met the Financial Services Authority’s requirements
until sufficient alternative liquidity arrangements are in place. The contingent liability is unquantifiable.

Bradford & Bingley (B&B)

(iii) The Treasury has put in place guarantee arrangements for six months to safeguard certain wholesale
borrowings and deposits with Bradford & Bingley (29 September 2008 letters to Chair of PAC and TSC).
The contingent liability is unquantifiable.

Icelandic Banks

(iv) HM Treasury has guaranteed a loan by the Bank of England to the Financial Services Compensation
Scheme to provide compensation to retail deposits held in non-Edge accounts in Kaupthing Ltd that were
not transferred to ING Direct. The total facility made available by the Bank of England to the Financial
Services Compensation Scheme is up to £1 billion. The facility has not been drawn upon to date and
continues to remain a contingent liability of up to £1 billion.

(v) HM Treasury has guaranteed certain retail deposits of Heritable Bank plc not covered either by the
Financial Services Compensation Scheme or the transfer of retail deposits to ING Direct. The contingent
liability is up to £2.5 million.
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(vi) HM Treasury has guaranteed a short-term working capital loan by the Bank of England to
Kaupthing Singer & Friedlander Ltd of up to £50 million to enable an orderly wind up of the company.
(Treasury Minute dated 21 October 2008). The contingent liability is £50 million.

(vil) HM Treasury has guaranteed a short-term working capital loan by the Bank of England to the UK
branch of Icelandic bank Landsbanki. (Treasury Minute dated 21 October 2008). The contingent liability
is £100 million.

The Banking Industry

(viii) HM Treasury has made available guarantees to back banks’ new short and medium term debt. They
will be made available for terms of up to 36 months to help refinance maturing wholesale funding obligations
as they fall due. (Treasury Minute 8 October 2008). The contingent liability is £250 billion.

(ix) HM Treasury has indemnified a scheme to allow banks to swap temporarily their high quality
mortgage-backed and other securities for Treasury Bills. Under the terms of the indemnity no amounts
would become payable by HM Treasury before 2012 and they would only arise if the capital losses exceed
any surplus accruing to the Bank of England over the duration of the scheme. The contingent liability is
unquantifiable.

(x) HM Treasury committed to provide capital to certain banks through the Government’s Bank
Recapitalisation Fund. In addition to the £37 billion which has already been committed and which was
included in the Treasury’s Out of turn Supplementary Estimate, the Government has committed to make
capital available to smaller institutions, should they need it. (Treasury statements dated 8 and 13 October
2008). The contingent liability is up to £13 billion.

25 November 2008

Estimates Memorandum submitted by HMRC: Winter Supplementary 2008-09

INTRODUCTION
The HMRC winter Supplementary Estimate for 2008-09 seeks the necessary resources and cash to
support the functions of the Department.

The purpose of this memorandum is to provide the Select Committee with an explanation of how the
resources and cash sought in the winter Supplementary Estimate will be applied to achieve Departmental
Strategic Objectives (DSQO’s) targets. This includes information on comparisons with the resources provided
in earlier years in Estimates and departmental budgets. Details of changes in resources relative to original
plans set out in the last Spending Review are provided.

During this winter round, the increases in provision sought in this Supplementary Estimate relate
primarily to:
—  £62,500,000 near cash Resource draw down on the Modernisation fund (Resource DEL)
—  £27,500,000 Capital draw down of the Modernisation fund (Capital DEL)

An explanation of key terms used in the memorandum is provided as an annex.

SUMMARY OF THE MAIN SPENDING CONTROL FIGURES CONTAINED IN THE ESTIMATE VOTED PROVISION

The Supplementary Estimate provides a 2.6% increase in voted resource:

— Increase in the Net Resource Requirement (NRR) of £107,500,000
RfR1 £107,499,000
RfR2 £1,000

— Increase in the Net Cash Requirement (NCR) of £134,999,000

BUDGETARY DATA
The changes to key budgetary figures are:
Resource Departmental Expenditure Limit increased by £63,838,000
The increase in resource DEL is mainly attributed to the draw down of Modernisation Funds.
Capital Departmental Expenditure Limit increases by £27,500,000

This increase is due to the draw down of the Modernisation Fund.



Treasury Committee: Evidence Ev 103

DETAILED EXPLANATION OF CHANGES IN PROVISION SOUGHT IN THE SUPPLEMENTARY ESTIMATE, AND
IMPLICATIONS FOR BUDGETS

Amount

Description

Movements in provision related to DEL

Transfer from Central Funds: draw down of Modernisation Fund

£62,500,000

Draw down of resources from the ring-fenced modernisation fund of
£62,500,000 to support costs for various programmes supporting the
modernisation of the department. The following programmes are the primary
spends

Workforce Change

Estates Consolidation

Government Banking

Modernising PAYE Processes for the Customer (MPPC)
Carter programme

More details follow:

A large part of this funding will be used for Workforce Change a programme

that helps HMRC:

— put staffing and location strategies into practice as far as possible, and
resolve competing demands wherever necessary;

— spot and manage opportunities to exchange staff or space;

— communicate successfully with their staff, unions and external HMRC
stakeholders on Workforce Change issues; and

— understand related HR policies and how to apply them.

Estates Consolidation

The programme scope is to deliver a flexible and affordable network of offices
and ancillary properties, strategically located to meet customer service and
operational requirements. It will make efficient use of the HMRC estate and
will work closely with WFC to match operational requirements.

Government banking Programme (GBP)

The aim of the GBP is to implement the recommendations of the Chancellor’s
Departments’ Banking Review which were approved by Treasury Ministers in
2004.

Modernising PAYE Processes for the Customer (MPPC)

MPPC will be moving PAYE processing onto one national IT platform, the
“PAYE Service”, which will significantly improve customer service and the
Department’s efficiency.

We will no longer be using COP IT system for PAYE work. Instead, the PAYE
Service will replace the 12 separate geographical databases that we use at the
moment. PAYE staff will have access to customers’ pay, tax, National
Insurance and pension information in one place. This means staff will be able to
answer queries more efficiently.

The PAYE Service will help us to make sure customers pay the right amount of
tax sooner and enable us to answer questions faster and more accurately. We
will also be able to resolve more enquiries ourselves, reducing the need to go
back to employers or employees with more queries.

Carter Programme

Based on Lord Carter’s recommendations for the aim to have universal
electronic delivery of business tax and individual tax returns for IT literate
groups covering SA, PAYE, VAT and CT.

Draw down of Modernisation Fund

£27,500,000

Draw down of capital from the ring-fenced modernisation fund of £27,500,000
to support costs for various programmes supporting the modernisation and
transformation of the department. The programmes listed above will also
include a capital element.

(RfR1: subhead A7)
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Amount Description
Transfer from Cabinet Office

£1,520,000 Transfer in from Cabinet Office in respect of funding of Parliamentary Counsel
Office.
(RfR1: subhead Al)

Transfer to Home Office

(£77,000) Transfer to Home Office in respect of transfer of five Information Officers for
the UK Border Agency.
(RfR1: subhead Al)

Transfer to HM Treasury

(£66,000) Transfer to HM Treasury of £45,000 in relation to the contribution towards the

Centre of Expertise in Sustainable Procurement and, £21,000 in relation to the
transfer of one policy post.
(RfR1: subhead Al)

Transfer to Cabinet Office
(£40,000) Transfer to Cabinet Office to cover a share of Metropolitan Police monitoring

station costs associated with the Government Secure Zone works in Whitehall.
(RfR1: subhead Al)

VOA token vote

£1,000 An additional £1,000 has been added to allow parliament to vote the movement
to Appropriation in Aid and expenditure in RfR2 mentioned below.

£91,338,000 Total change in provisions related to DEL

Movements in provisions of neutral budgets
Take up of Department Unallocated Provision

£43,662,000

Draw down of non-voted DUP of £43,662,000 taken up as voted administration near cash costs to facilitate
improvements to key operational activities. This will be spent on the Data Security Programme (DSP) which
is continuing to put in place a regime that ensures that we restore and then maintain public confidence, by
being better at handling customer’s data and sensitive documents. We are taking forward data security in
HMRC, communicating the vision and the standards of security we expect to achieve and how we plan to
implement the changes needed. We are drawing up a blueprint that illustrates how our department will look
and feel as a result of our data security strategy and building a roadmap showing how we get there,
establishing a performance measurement framework for assessing our success, as well as a statement of roles
and responsibilities that affect everyone within HMRC.

Many things have been done already or are in train but data security is a key part of our transformation
programme as we seek to modernise our operations and the IT that supports them, and deliver greater value
to the tax payer. DSP has been working with Departmental Transformation teams and others to ensure data
security was incorporated into the HMRC Strategic Framework and Target Operating Models agreed by
HMRC Executive Committee in March 2008. The key to success will be our ability to raise information
awareness leading to long-term behavioural change.

(RfR1: subhead Al).
£43,662,000 Total change from the take up of DUP
Changes in operating appropriations-in-aid (fully offset by changes in spending)

£67,930,000 To increase the levels of near-cash administration costs and income by £67,930,
000, primarily in relation to employer compliance schemes and additional OGD
receipts. With respect to penalties incurred by employers for late filing of end of
year returns, improvements in the identification of collectible debt balances and
the recording of penalty income on an accrued basis have led to increases in
reported income for 2008-09. These improvements have coincided with an
increase in the actual volumes of penalties incurred by employers, the combined
effect being an increase of £48 million in forecast income. This is matched by
administrative costs in terms of staff activity and overhead costs.

(RfR1: subhead Al AS).
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Amount Description

£2,020,000 The increase to the VOA’s receipts and expenditure relate to additional income
expected from The Rent Service (TRS) / DWP to fund the costs of preparation
for the transfer of functions from TRS to the VOA with effect from 1 April
2009 and because income from their Commercial Services business is now
forecast to be higher than originally planned.

(RfR2: subhead Al AS)
£69,950,000 Total change in operating appropriations-in-aid

Transfer of Capital from RFR1 to RfR2

£4,000,000 The additional capital is required by the VOA to fund investment in
transformation projects to improve customer service and make efficiencies over
the remainder of this CSR period and beyond.

(RfR1 & 2: subhead A7)
Changes to net cash requirements

£134,999,000 The changes above reflect the increase to the net cash requirement.
£134,999,000 Total change to net cash requirement

IMPACT ON DEPARTMENTAL STRATEGIC OBJECTIVES

Objective I: Improve the extent to which individuals and businesses pay the amount of tax due and receive the
credits and payments to which they are entitled

A proportion of £27,500,000 Capital drawdown of Modernisation Fund

Draw down of Capital from ring-fenced modernisation fund to support our transformational
programmes and projects.

A proportion of £62,500,000 Resource drawdown of Modernisation Fund

Draw down of Capital from the ring-fenced modernisation fund to support costs for transformational
programmes and projects.

Objective II: Improve customers’ experience of HMRC and improve the UK business environment

A proportion of £27,500,000 Capital drawdown of Modernisation Fund

As detailed in objective 1.

A proportion of £62,500,000 Resource drawdown of Modernisation Fund

As detailed in objective 1.

DEPARTMENTAL EXPENDITURE LIMIT

This Supplementary Estimate will result in an overall increase in Capital DEL of £27,500,000, and an
overall increase in Resource DEL of £63,838,000. The revised total DEL will increase by £91,338,000.
Details of DEL in Estimates are:

£ ‘000s Voted Non-voted TOTAL
Resource DEL

Main Estimate 3,975,044 391,401 4,366,445
Winter Supplementary Estimate 4,082,544 347,739 4,430,283
Capital DEL

Main Estimate 257,366 3,648 261,014
Winter Supplementary Estimate 284,866 3,648 288,514
Revised Total DEL* 4,188,410 351,387 4,539,797

*Depreciation, which forms part of RDEL, is excluded from total DEL since CDEL includes capital spending
and to include depreciation of those assets would lead to double counting.
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The table below compares outturn for 2005-06, 200607 and 2007-08 with planned DEL.

Year Voted Non-voted TOTAL Outturn Variance

£ 000s
Resource
2005-06 4,236,827 349,051 4,585,878 4,392,771 —4.20% *
2006-07 4,271,163 347,939 4,619,102 4,574,712 —0.96% **
2007-08 4,164,498 372,813 4,537,311 4,410,929 —2.78% ***
2008-09 4,082,544 347,739 4,430,283
2009-10 3,868,779 389,724 4,258,503
2010-11 3,765,429 388,074 4,153,503
Capital
2005-06 374,269 2,977 376,635 377,889 +0.33% *
2006-07 338,331 0 338,331 305,613 —9.67% **
2007-08 288,230 3,739 291,969 260,427 —10.80% ***
2008-09 284,866 3,648 288,514
2009-10 250,955 3,559 254,514
2010-11 244,642 3,472 248,114

The Resource DEL outturn for 2007-08 of £4,410,929 represents an underspend of £126,382 compared to
final provision of £4,537,311k (equivalent to 2.78% of Resource DEL). The main underspends relate to
Departmental Transformation Programme and general administrative underspends including paybill.

The Capital DEL Outturn for 2007-08 of £260,427k compares against a final provision of £291,969k. The
main underspends primarily relate to Information Technology.

* Removes baseline transfer and costs associated with a machinery of government change to SOCA in 2006-07.
The outturn figure has been taken from the HM RC Spring Report.

** Figures are those published in the Public Expenditure Outturn White Paper published in July 2007
(CM7156).

*** Figures are those published in the Public Expenditure Outturn White Paper published in July 2008
(CM7419).

DEL END-YEAR FLEXIBILITY

The 2008-09 EYF stock for HMRC was reported in the Public Expenditure Outturn White Paper
2007-08 (PEOWP) (Cm 7419). The breakdown below shows changes since the 2006-07 PEOWP (CM7156).

£000 Admin Other Total  of which: Capital
Resource  Resource Near-cash ~ Non-cash

PEOWP

(July 2007) 61,825 63,106 124,931 155,790 —30,859 33,257

Take-up in Winter

Supplementary Estimate - 1,400 1,400 1,400 - -

Balance of EYF After 61,825 61,706 123,531 154,390 -30,859 33,257

Spring Supplementary - - - - - -

Adjustments To PEOWP

July 2007 1,500 —1,500 - —30,859 30,859 2,295

PEOWP July 2008 63,325 60,206 123,531 123,531 35,552

2007-08 Underspend 144,432 — 18,050 126,382 62,289 31,202

Reductions For virement Out

of Admin budgets — 18,050 18,050 - - - -

Reductions for Reserve

claims —30,000 - —30,000 —30,000 - -

Other Adjustments 299 - 299 299 -

2008-09 Entitlement 160,006 60,206 220,212 156,119 66,754
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ADMINISTRATION BUDGET

The administration budget is £4,329,802,000. A comparison with earlier years (outturn) and plans is set

out below.

Administration budget (previous years)

Year Plans Outturn
2005-06 * 4,447,899 4,246,352
200607 ** 4,523,493 4,496,817
200708 *** 4,441,607 4,297,275

During 2005-06 an underspend was generated mainly as a result of the
de-scoping and deferral of some projects following a review of our change
portfolio.

For 2006-07 there was a small voted underspend. An excess level of
receipts was added to this, which led to a surplus of £26,676k for EYF
purposes.

The 2007-08 underspend of £144,332k mainly relates to Departmental
Transformation Project and general administrative underspends including
paybill.

* Removes baseline transfer and costs associated with a machinery of
government change to SOCA in 2006-07. The outturn figure has been taken
from the HM RC Spring Report

** Figures are those published in the Public Expenditure Outturn White
Paper published in July 2007 (CM7156)

**% Figures are those published in the Public Expenditure Outturn White
Paper published in July 2008 (CM7419)

The changes to the current year’s Administration Budget are:

Changes to administration budget in 2008-09

1 April 2008 at Main Estimate 4,265,924
Change announced in winter supplementary 63,878
Revised Administration Budget 4,329,802

Administration budget ( Remaining CSR years)

Year Plans
2009-10 4,159,826
2010-11 4,056,226

MACHINERY OF GOVERNMENT CHANGES

There are no changes resulting from Machinery of Government.

Description RfR and Date of Amount  Transferring
section transfer £000 Dept

Receiving
Dept

APPROVAL OF MEMORANDUM

This memorandum has been prepared with reference to guidance in the Estimates Manual provided by
HM Treasury and that found on the House of Commons, Scrutiny Unit website. The information in this
memorandum has been approved by the interim Principal Accounting Officer of HMRC David Hartnett.
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GLOSSARY OF KEY TERMS

Appropriations-in-aid—income received by a department which it is authorised to retain (rather than
surrender to the Consolidated Fund) to finance related expenditure. Such income is voted by Parliament in
Estimates and accounted for in departmental resource accounts.

Administration Budget—a Treasury control on the resources consumed directly by departments in
providing those services which are not directly associated with frontline service delivery. Includes such
things as: civil service pay, resource expenditure on accommodation, utilities and services. The
Administration Budget is part of Resource DEL.

Annually Managed Expenditure (AME)—a Treasury budgetary control for spending that is generally
difficult to control, large as a proportion of the department’s budget, and volatile in nature.

Departmental Expenditure Limit (DEL)—a Treasury budgetary control for spending that is within the
department’s direct control and which can therefore be planned over an extended (Spending Review) period
(such as the costs of its own administration, payments to third parties, etc).

Departmental Unallocated provision (DUP)—a part, usually between 1% and 1.5% of a department’s
total DEL that is not allocated to particular spending, but held back by the department to meet unforeseen
pressures.

End Year Flexibility (EYF)—a mechanism whereby departments are allowed to carry forward unspent
DEL provision into later years.

Estimates—a statement of how much money government needs in the coming financial year, and for what
purposes, by which Parliamentary authority is sought for the planned level of expenditure and receipts in
a department.

Estimates Memorandum—an explanation to the relevant departments select committee setting out the
links to other spending controls and the contents of a department’s Estimate.

Near-cash—resource expenditure that has a related cash implication, even though the timing of the cash
payment may be slightly different. For example, expenditure on gas or electricity supply is incurred as the
fuel is used, though the cash payment might be made in arrears on a quarterly basis.

Non-cash—costs where there are no cash transactions but which are included in the body’s accounts (or
taken into account in charging for a service to establish the true cost of all resources used.

Request for Resources (RfR)—a function based description of the organisational level of the department.
These can vary between one or more RfR and should be objective- based, referring to the purpose for which
the functions being carried out by the department are intended to meet.

Letter from LD Stracey, Director and Company Secretary, Stena Line, to John McFall MP

Stena Line is one of the world’s largest ferry operations and its business consists of 18 strategically located
ferry operators of which eight operate from the UK across both the North Sea and Irish Sea. Stena Line
employs around 1,700 people in the UK including approximately 1,000 British officers and crew.

As Chairman of the Treasury Select Committee that has recently heard from the Valuation Office on the
subject of business rates at ports, I would like to bring to your attention the impact of the changes in business
rates on Stena Line.

Stena Line operates as both Port Authority and as Ferry Operator at Holyhead and Fishguard in Wales
as well as Ferry Operator at Fleetwood and Harwich. The company is already under severe financial
pressures due to large increases in fuel costs and the significant increases in Business Rates as a result of the
2005 Revaluation has added to these pressures.

Fishguard: Even taking into account a recent reduction in the rating assessment, liability has still
increased by 27%.

Holyhead: Liability has increased by 242%. Various third party contractors at the port are also
being charged backdated rates to 1 April 2005 some of whom may not be able to afford the charge.

Fleetwood: This assessment initially decreased between the 2000 and the 2005 valuation lists but
has recently been hit by an increase of over 430% in the assessment made by the Valuation Officer.

Harwich: Stena Line operated a dedicated fast ferry service from this port but terminated the
service on the 8 January 2007 as it was no longer viable, primarily due to the large increase in fuel
costs. In September 2008 the Valuation Office brought into assessment the berth from 1 April 2005
with the result that Stena Line faces a backdated rates bill amounting to £1.8 million. This bill
relates to the period up to 31 March 2009, even though we no longer occupy the berth.
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A number of issues arise from these matters:

1. The significant increased financial burden imposed by the Rates could eventually lead to reduced
investment and redundancies. Given the importance of the ports and our ferry operations to the
local economies this could have an adverse affect.

2. Welsh Ports do not benefit from the transitional arrangements which are available to its
competitors in England. Holyhead and Fishguard have had to face the full force of the increases
(approx £1.1 million and £0.4 million pa respectively) from the 1st April 2005.

3. In respect of Harwich, Stena Line is faced with a substantial backdated rates demand which we
could not have known about or budgeted—this is grossly unfair as it is difficult for any business
to budget for such eventualities. It is also worth mentioning that Stena Line is the only ferry
operator at Harwich that has been assessed for rates, hardly a level playing field.

4. The Valuation Office did not consult with Stena Line either before the new Valuation List came
into force or before any of the subsequent actions to alter the List. This contrasts with the situation
in Scotland where a consultation exercise did take place with Port Operators.

We need help to deal with this added burden which is being imposed upon us at a time when there is a
downturn in the economic climate. Action is needed to prevent any further backdating of bills and also to
implement a period of consultation to deal with the current problem and also to provide a smooth transition
into the next Rating Revaluation in 2010.

7 November 2008

Supplementary memorandum from HM Treasury

Q497 (Mr Breed): Last year the Financial Secretary told us that she would commission some work on the
impact of rapid food inflation on the wellbeing of low income families. Can we know what the result of that work
was and when it is going to be published?

The Treasury published “Global commodities: a long term vision for stable, secure and sustainable global
markets” in June 2008. A copy of this report is enclosed, and can be found at http:/www.hm-
treasury.gov.uk/d/globalcommodities.pdf.

The Government acknowledges the impact that high food price inflation can have on family finances. In
response, we have put in place a series of reforms to tackle poverty and disadvantage faced by vulnerable
groups. On 13 May 2008, the Chancellor announced further support for low and middle-income families
for 2008-09. For the current tax year, income tax personal allowances will be increased by £600 for all tax
payers under 65. Around 22 million basic-rate taxpayers will benefit from this change.

This year, adults aged 60 and over will benefit from an additional payment of £50, and those aged over
80 from an additional payment of £100 to be paid alongside the winter fuel payment. In addition, extra help
for the vulnerable this winter will be provided by an increase in cold weather payments, which will triple
from £8.50 to £25 for this winter.

0503-507 ( Chairman): What is the quantity and value of drugs that went missing at Coventry? What have
HMRC done since to ensure that seized drugs are securely stored?

As the Committee is aware from the discussion at last year’s hearings, four packages were reported
missing on 4 December 2007. These packages contained a total of 1.5kg of cocaine with an approximate
street value, at the time of the loss, of £60,560.

HMRC has since taken steps to ensure the security of seized goods. On 1 April 2008, a Single Point of
Contact (SPOC) for security was appointed. The SPOC has responsibility for security issues within the
former HMRC Detection directorate, and is now taking this role forward in the UK Border Agency. In
addition to this, the Detection National Operations group has upgraded the Enforcement Management
Assurance Framework from amber to amber/red. This means secure premises are thoroughly inspected
more often—the frequency of lock up assurance checks has been raised from quarterly to monthly. It is not
possible to further specify additional measures taken to boost security, as to do so may compromise security
at the Coventry Hub.
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Q528-Q530 (Mr Todd): The number of Tax Credit cases being handled manually

Out of the six million households in receipt of tax credits, around 19,100 were being dealt with manually
at the end of October 2008. HMRC is aiming to reduce the number of cases dealt with manually.

Q538-Q539 (Mr Todd): The financial implications of the new write off policy in Code of Practice 26

Over the period April 2008 to October 2008 HMRC wrote off £10 million after customers disputed their
overpayment under the new Code of Practice 26 What happens if we have paid you too much tax credit? It
is too early to say whether this level will be sustained over time. Most of this may well have been written off
under the previous code of practice and there will be other factors influencing the level of write off such as
the amounts being disputed. HMRC will continue to monitor the level of write off going forward.

Q540/549 (Mr. Todd): Supplementary payments for Child Trust funds and the link between Child Tax Credits

The regulations amending the additional payment eligibility rules will be made shortly. The regulations,
once made, will have effect for children who became eligible for the Child Trust Fund (CTF) on or after 6
April 2008. As the effect of the regulations will look back in this way, there is no question of children missing
out because the regulations have not yet been laid.

Because some parents will still have CTF vouchers that fall under the old and the new rules the CTF
website has been changed to include an explanation of how to decide which set of rules applies. After April
2009, when there are no vouchers left to which the current rules apply, HMRC will update the website to
remove references to the old rules.

Q557 (Nick Ainger): As you intend to legislate so that the eight-year period can be addressed without interest
being applied, can we not address also the issue of the refusal of individual ports to pass on to their tenants the
savings that the Valuation Office has given to them?

We understand the Committee’s concerns on this aspect of the ports issue. However, any rebates port
operators receive would be legally theirs and it is not clear that the Government could direct that those
monies be applied in whole or in part to any third party without potentially breaching Article 1 of the First
Protocol to the European Convention of Human Rights (right to protection of property).

The Committee is aware that the exact details of proposed legislation to implement the new generous
payment schedule for businesses facing backdated rates bills are still being considered. We will write again
once these details are finalised.

Q567 (Nick Ainger): The Mineworkers’ Pension Scheme

Mr Ainger asked about the 2005 actuarial valuation of the Mineworkers’ Pension Scheme (MPS).
Specifically he referred to John Ralfe’s assertion, in the Financial Times, that “the method of actuarial
valuation set down by the Government Actuary, understates liabilities by discounting at the ‘expected return
on assets’, including 70% equities, not the index-linked gilt rate, which would better reflect the fact that
pensions are inflation linked and Government guaranteed”. Mr Ainger also referred to the statement “on
an index-linked gilt basis, there was a £0.9 billion deficit at the 2005-06 valuations, not the reported £1.9
billion surplus. In 2002-03 the deficit would have been a whooping £5.3 billion at market values rather than
the reported £0.7 billion deficit”. This letter can be looked at in the context of both the MPS and its sister
scheme the British Coal Staff Superannuation Scheme (BCSSS).

There is no single right set of valuation assumptions; the legal framework, the purpose of the valuation
and the objectives of the parties should drive the assumptions to use. This becomes clear if you consider the
range of different surpluses/deficits that are reported under any single traditional private sector scheme for
purposes of funding, accounting, winding up, transfers etc. All use different assumptions and all give
different answers. As a consequence, the comments in the article that “(variation in surpluses and deficits)
has virtually disappeared in private sector schemes” are not correct for funding purposes.

In terms of legal framework, this scheme is a statutory public service pension scheme which operates in
many respects quite differently to private sector pension schemes. Therefore, private sector ways of looking
at these issues are not appropriate in this case. The main differences are that:

(1) the Government gives a guarantee to fund any ultimate deficits in the longer term;

(if) surpluses arising under the MPS can translate into bonuses for members and returns to
Government under a prescribed 50/50 formula;

(iii) there are checks and balances built into the scheme such as the subfund structures, investment
reserves, standstill and crystallisation arrangements, etc, which stabilise the financial position; and

(iv) the actuarial valuations are prepared jointly for the trustees and Government (rather than solely
for the trustees).
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Against this background the primary purpose of the valuation (of the MPS) is to get a snapshot of the
current financial position of the scheme in order to permit determination of the level of bonus pension
augmentations, and payments to and from Government.

With such a purpose it is critical to understand the objectives which the trustees and Government jointly
agreed to in 1994 when the scheme was consolidated into its current structure. In essence, the principal
objective in 1994 was to set an investment strategy to maximise surpluses and minimise deficits. In the face
of these two objectives, from 1994 the coal schemes embarked upon a long-term equity investment strategy
combined with what at the time was the standard, near universal, actuarial valuation methodology which
looked at long-term expectations of asset values, rather than “present-day” positions, in determining
surpluses and deficits.

Two further objectives were also effectively put in place:

— an actuarial valuation approach designed to minimise inter-generational unfairness for members
and taxpayers which would otherwise arise through, for example, a prudent approach; and

— a bonus approach aiming for reasonable stability over the years, consistent with the checks and
balances mentioned above.

These objectives have not changed to date.

New valuations for the MPS, and the BCSSS which operates in a similar way, are currently in train. As
part of this process and now that the scheme is 15 years’ old, the relevant parties ie the new Government
Actuary (who took up his appointment on 1 May 2008), the Trustees and Government are all working
together to re-test their views and decisions on purpose and objectives in advance of determining
assumptions for the next valuation. The valuation results will then deliver an up-to-date snapshot of
potential future contributions or surplus returns.

If the Committee requires any further information at this stage in relation to the scheme, both the
Economic Secretary to the Treasury and the Government Actuary would be very happy to oblige.

19 December 2008

Letter from the Chancellor of the Exchequer to John McFall MP, Chairman of the Treasury Committee

1. Tam writing to update you on the financial stability measures that I announced to the House on 8 and
13 October.

2. Asyouknow, following detailed discussions with the major UK banks and the largest building society,
I announced the initial implementation of these measures, including that the Government would be
underwriting capital investments for RBS and, upon successful merger, HBOS and Lloyds TSB, totalling
£37 billion. All three institutions subscribing to the Government’s bank recapitalisation fund will be seeking
shareholder approval for raising their capital levels before the end of the year. The Government will then
take shareholdings in these banks on the terms agreed on 13 October, subject to claw back by existing
shareholders or take up by new shareholders of the ordinary shares and, in the case of HBOS and Lloyds
TSB, to the merger going ahead. If for any reason the merger between HBOS and Lloyds TSB does not go
ahead, the FSA would need to re-assess both banks to determine the extent to which each would need to
recapitalise.

3. AsIsaid on 13 October, the Government’s investments will be managed on a commercial basis by an
arm’s-length company, “UK Financial Investments Limited” (UKFT), wholly owned by the Government.
Its overarching objective will be to protect and create value for the taxpayer as shareholder with due regard
to the maintenance of financial stability and to act in a way that promotes competition. This includes:

— maximising sustainable value for the taxpayer, taking account of risk;

— maintaining financial stability by having due regard to the impact of its value realisation
decisions; and

— promoting competition in a way that is consistent with a UK financial services industry that
operates to the benefit of consumers and respects the commercial decisions of the financial
institutions.

4. UKFI will manage the Government’s shareholdings in financial institutions subscribing to the bank
recapitalisation fund announced on 8 October. Consistent with the agreements reached with the companies,
UKFT will work with the Boards to strengthen their membership through the appointment of suitably
qualified, independent non-executives. Final decisions will be taken by the relevant company Boards. In
addition, the Government wholly owns Northern Rock plc and Bradford & Bingley plc and, in due course,
the Government intends UKFI will also manage these investments on its behalf. All these companies will
continue to have their own independent Boards and management teams, determining their own strategies.
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5. UKFI will work to ensure management incentivisation based on long-term value maximisation, which
attracts and retains high quality management and which minimises the potential for rewarding failure.
UKFT will also oversee the conditions attached to subscribing to the Government’s recapitalisation fund,
including maintaining, over the next three years, the availability and active marketing of competitively-
priced lending to home owners and small businesses at 2007 levels.

6. The Government will not be a permanent investor in UK financial institutions and will over time seek
to dispose of the investments in an orderly way, through sale, redemption, buy-back or other means, in
accordance with the UKFT’s objectives.

7. The governance of UKFI will be consistent with the Government’s intention to manage its investments
on a commercial and arm’s-length basis and not intervene in day-to-day management decisions. There will
be seven members of the Board, comprising a private sector Chair, three further non-executive private sector
members and a Chief Executive. Two senior Government officials will sit on the Board: one from HM
Treasury and one from the Shareholder Executive.

8. In order to ensure that the Company can be operational in good time to manage investments made by
the recapitalisation fund, we have informed the Commissioner for Public Appointments that we believe it
is in the national economic interest for the appointment of the Chair and Chief Executive to be accelerated.
I am pleased that Sir Philip Hampton has agreed to become the UKFT’s first Chair, and that John Kingman
has been appointed as UKFTI’s Chief Executive. Both will be taking up their positions shortly. The remaining
private sector board members will be recruited expeditiously. These roles will be filled by individuals of
relevant commercial skill and experience to enable UKFI to best meet the objectives set out above.

9. The Board will be accountable to the Government and, through me, to Parliament for the delivery of
its objectives. Annual reports on UKFIs performance will be laid before Parliament and the Chair and Chief
Executive will be available to scrutiny by the relevant Parliamentary committees. In due course, the
Government will publish a full framework agreement setting out the details of the UKFT’s relationship with
the Government. We have remained in close contact with the European Commission regarding the
implementation of the bank recapitalisation fund, which authorised the fund under the state aid rules on
14 October.

10. On 13 October, alongside my own announcement, the Debt Management Office published the
arrangements for operating the credit guarantee scheme, which has now been operating as intended for two
weeks. The scheme’s objective is to restore confidence in the inter-bank money market by providing credit
guarantees to banks to refinance their maturing unsecured debt as it falls due. The guarantees are priced to
reward taxpayers for the risk they take on and, by controlling the total size of the scheme and the term of
guaranteed debt, taxpayer exposure to banking sector risk is limited. The contingent liabilities taken on
through the scheme will be reported to Parliament through the usual Winter and Summer Supplementary
Estimates process.

11. In addition to the recapitalisation fund and the credit guarantee scheme, as the Prime Minister and
I'have said, it is important that all lenders do everything they can to support homeowners and small business
during this period of financial market turbulence. Last week, the Secretary of State for Business and I met
a range of banks to discuss the steps they can and should take to help borrowers struggling with mortgage
payments, and to strengthen their arrangements for supporting small business. We will continue discussions
with the industry on these issues and will shortly publish proposals for monitoring information on lending
to homeowners and small businesses.

12. Finally, the UK continues to lead international efforts to bring stability to the financial system. Many
other countries have now adopted similar measures to those that the Government announced on 8 October
and in the next two weeks the Prime Minister, other Ministers and I will discuss measures to ensure financial
stability in both the short and long term with our European and global counterparts, including at ECOFIN
in Brussels tomorrow; an extraordinary Informal European Council, again in Brussels, on 7 November; a
G20 Finance Ministers’ meeting in Brazil on 8-9 November; and an extraordinary G20 Heads and Finance
Ministers’ Summit in the USA on 15 November.

3 November 2008
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