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!"# As set out in Chapters 2 and 3, the main revenue-related operational activities of 
Customs and the Revenue follow a similar model. The review has reflected international 
best practice as detailed in Annex A in undertaking an analysis of these activities by 
function. This Annex describes the similarities and differences between the two 
departments for the following generic functions: 

• data capture and processing; 

• receipts and payments; 

• audit, investigation, and disruption; 

• education and advice; 

• debt management; and 

• support services. 

!"$ Knowledge and information, and policy, are functions, and are addressed in 
Chapters 4 and 5 respectively. The Revenue does not have an analogous activity to 
frontiers activity in Customs, and this work is not considered here. 

!"% The analysis was developed from a series of workshops held in autumn 2003 
with front line staff from the Revenue and Customs. Although it has necessarily been 
conducted at a high level from the baseline of the current approach it identifies those 
areas where different ways of working between the two departments might deliver 
improved customer service and greater effectiveness and efficiency. 
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!"4 Both departments run a number of processing operations across the UK, and 
both deal with a range of taxes that have different information requirements, due dates 
and associated peaks and troughs of activity. They use a similar range of manual and 
electronic data capture mechanisms and both have facilities in place to deal with 
specific needs. 

!"5 The departments collect a broad range of similar, though not identical, 
information, but are unable to fully share and rationalise this, in part because of data 
protection and human rights laws, as currently interpreted. As set out in Chapter 4, 
where data sharing does take place it can be difficult. The departments are aware of the 
importance of keeping returns as simple as possible to encourage timely and accurate 
filing by customers, and a range of initiatives is in progress to achieve simplification. 
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!"G The departments are committed to ambitious targets for increasing the capacity 
for and take-up of electronic transactions. The efficiency savings to be gained from 
electronic data capture will only be realised in line with take up, but should be 
significant. Unlike a commercial organisation, Government needs to ensure social 
inclusion and compliance by delivering tax and benefit systems through channels that 
are accessible to all their customers.  

!"H Rationalised electronic capture has the potential to improve data capture and 
processing in the following ways: 

• predicting the impact of changes across the taxation system and building 
that into operational plans; 

• reducing the burden on customers and keeping both departments’ records 
up-to-date with minimal duplication of effort by rationalising the collection 
and storage of data; 

• pre-population of forms with the most current information held by the 
departments. (Although some on-line forms do so, this is not yet universal 
for government data, as in Sweden); and 

• reducing the non-arithmetical error rates within incoming information.  

!"I Manual processing of data is slow, resource-intensive and liable to error@. This 
can be contrasted with the processing benefits already gained from the growing 
numbers of tax returns being processed electronically: 

• 97% of self-assessment returns completed on-line are validated as data is 
entered and 100% of those validated will enter the system that day; and 

• the 7.5 million electronic End of Year National Insurance Submissions from 
employers achieve 99.8% data accuracy. 

!"J The departments are developing innovative systems for the future, informed by 
customer surveys, but these are department specific and, as such, do not offer a whole 
taxpayer perspective. The Revenue pilot of a shortened Self-Assessment return for 
customers with simple tax affairs, which also offers the option to complete the return 
over the telephone, is a good example of customer service that could be replicated in 
other situations. 

!"#K One surveyA found that E-enablement was not a high priority for businesses but 
co-ordination by Government of its approaches to business was. In general, customers 
are not concerned with data capture, although respondents to surveys from both 
departments want simple guidance and easy-to-complete forms when transacting for 
tax purposes.B

!"## Electronic filing of returns is still developing, but ‘e’ is becoming a more widely 
used channel. Each step that increases electronic submission of data has the potential 
to increase data accuracy in tax and benefit systems. There is an obvious incentive for 
departments to encourage take up by making this process as simple as possible. 
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!"#$ Both departments’ receipts and payments teams collect revenue directly from 
taxpayers, their actions being governed by Government Accounting rules. They are both 
fully engaged in the Treasury review of banking services across the Chancellor’s 
departments (see Annex C).  

!"#% Due dates for tax payments are different across all the taxes, as are penalties and 
surcharges for late payment or filing of returns. This is not necessarily a problem as it 
can even out the flow of work to be managed and provide an even flow of cash 
payments to the Exchequer.  

!"#4 Nonetheless, better planning for due dates and methods of collection could 
improve Government cash flow forecasts and borrowing requirements. Dates and 
methods of collection matter when considering how to make payment easier and 
incentives for take up of electronic filing. 

!"#5 There is a risk that technological decisions to deliver E-payments and receipts 
may push the departments’ infrastructure further apart, which would make integration 
in the future progressively more expensive. From a customer point of view, there 
appears to be particular room for improvement in:  

• maintaining accurate customer accounts which are easily accessible by 
customers;
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• reducing the number of separate transactions for each customer through 
unified account management;  

• providing easy payment options that meet customer needs and so reduce 
the occurrence of debt; and 

• setting appropriate guarantee requirements so as to manage revenue risks 
without unnecessary negative impact on customer cash flow. 

!"#G Electronic transactions will be truly effective only where easily combined with 
electronic payment. Simple payment methods and better customer account 
information have the potential to improve the effectiveness of other revenue 
department functions. Easy payment mechanisms affect levels of debt: a recent 
Government survey\ showed that 19% of debts arise as a result of forgetfulness rather 
than cash flow or similar problems. Accurate customer account details also contribute 
to effective risk analysis, which enables the revenue departments to target their debt 
management and audit interventions effectively.  

!"#H Both departments are using a mixture of promotion, incentives and prescription 
to encourage further take up of electronic options, as low volume electronic services 
have high fixed costs but low marginal costs.  

!"#I Many businesses feel that better availability of information would improve their 
ability to manage their obligations. 

!"#J The Australian Taxation Office has developed an integrated instalment account. 
Taxpayers tally up the liabilities and/or credits for various reported taxes, including GST 
(VAT equivalent) and PAYG (pay as you go – equivalent to PAYE), and calculate a single 
net amount. As a result they make one payment or receive one refund amount, which 
has been further facilitated by a policy of harmonising dates for lodgement and 
payment of different taxes where possible. As part of the new system taxpayers are 
required to provide the details of a bank account. All refunds are direct debited to this 
account. No cheques are issued. With the ATO administering the full range of taxes, GST 
credits can be offset before being issued as refunds against any other tax debts of the 
same entity, such as income tax.  

!"$K In Canada and Scandinavia the tax authorities also collect in taxes on behalf of 
some of the sub-national geographical regions (in Canada this means that the Business 
Number (see Chapter 4) is also being used in many provinces). 
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!"$# Both departments have large numbers of research and risk assessment teams 
and seek to differentiate their response according to the intelligence presented: 
responding with continual review (e.g. for large businesses), a full audit, or specific 
action in a given area. Where errors have occurred, staff work with customers to ensure 
no future repetition. Closer working is carried out across many aspects of compliance 
and assurance activity, with formal joint and closer working taking place in areas such 
as the shadow economy, computer audit and large business. Risk analysis teams in the 
two departments work to national standards for information exchanges.  

!"$$ While Customs have always worked in ‘real-time’, the Revenue is also exploring 
this approach, within the constraints of the direct tax system. Although legal constraints 
mean that the Revenue relies on customer goodwill to do so when looking at business 
profits, it makes use of its powers to carry our real time checks on employer liabilities 
(such as PAYE and National Insurance Contributions).  

!"$% International experiences suggest that by organising direct and indirect taxes 
together the combined yield will increase, especially for direct taxes (see Annex A). At 
present, the departments are not structured to allow optimal decisions on resource 
allocation across all taxes. Resources are allocated separately to Customs and the 
Revenue and operational decisions are then taken with the direct and indirect tax split 
as a pre-determined constraint. Even if there were information about marginal returns 
for investment in particular areas, the current departmental structure makes it harder 
to take an overview of resource allocation. There is currently no one with both the 
incentives and the ability to provide the sort of accurate information necessary to make 
optimal resource decisions across the taxes at operational level. 

!"$4 Improved information sharing could deliver some increases in yield, but the 
capacity of the information gateways would need to be explored to establish whether or 
not the broad exchanges needed would be legally possible (see Chapter 4). Although 
integrated audit activity is not thought to be feasible for all businesses, other countries 
have successfully implemented integrated audits for some customers (see Chapter 3). 
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!"$5 The audit function plays a key role in identifying and rectifying errors in 
customers’ tax accounts and in identifying both tax evasion and avoidance schemes, 
and thereby contributes directly to the closure of the UK tax gap (see Chapter 2).  

!"$G Both departments are increasingly employing specialised staff with particular 
knowledge of functional or business areas, and who bring new skills and innovative 
approaches to audit work. The expertise of these staff could further enhance the 
effectiveness of joint programmes. 

!"$H In general, customers feel they are dealt with in a professional manner by both 
departments, but a significant minority of businesses feel that the departments do not 
understand the commercial pressures they face. The recent employment of Trade 
Sector Consultants in Customs, many of whom have been brought in from the 
commercial sector, is bringing a better understanding of key trade sectors. As a shared 
resource these specialist staff could provide more commercial experience for both 
departments, it would be more cost effective to develop and deliver joint commercial 
awareness training packages rather than separate departmental training programmes, 
and this would also encourage cross-fertilisation of ideas. 

!"$I Many customers have little or no contact with the revenue departments. 
Outreach work is now targeted upon those customers where a light intervention can 
help them understand and comply with their obligations more easily, offering on-going 
advice and support for those that need it. Research shows that small businesses in 
particular experience anxiety and lack of confidence when contacting the tax 
authorities, and often check with an agent before doing so.D A timely and helpful 
intervention may help them to reduce their reliance on agents, and a joint approach 
would further reduce the compliance burden by minimising the number of contacts. 
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!"$J Customs and the Revenue employ a range of investigation and disruption 
techniques to tackle non-compliant, fraudulent and criminal activities in the UK. In the 
Revenue investigation techniques are used to tackle fraud associated with taxes, credits 
and Child Benefits. In Customs, where the focus is most often on dealing with ‘real 
time’ criminal attacks on the systems, the scope is much wider than the taxation field, 
incorporating prohibitions and restrictions, including, until the formation of the 
Serious Organised Crime Agency, drugs. In tax administration terms, both departments 
aim to hit fraudsters hard and make it as difficult as possible for them to continue, using 
a combination of prosecution and civil action to resolve cases involving fraudulent 
under-declarations of taxes due. 

!"%K Another commonality is the use of intelligence, research and analysis to focus 
operational activities on priority areas, though each department has different 
intelligence needs, flowing in part from Customs’ law enforcement responsibilities. 
Nonetheless, it seems likely that the Revenue will know many of the criminals dealt with 
by Customs (although not necessarily in the criminal context).  

!"%# Reflecting the different activities, Customs have significantly more powers than 
Revenue (e.g. powers of entry, ability to conduct unannounced visits and requests for 
security as a condition of continuing to trade). The different areas of work also mean 
that Customs deal more with determined and serious criminality than the Revenue. 
Law enforcement is an important element of Customs’ work, and to some extent, 
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Customs has a law enforcement culture. Customs’ law enforcement work will change as 
a result of the creation of the new Serious Organised Crime Agency (see Chapter 2).

!"%$ There is only a small overlap of activity in tackling revenue-related crime at 
present but nonetheless improvements could be made in: 

• developing intelligence based on a comprehensive view of the customers in 
question to inform and direct investigation and disruption activity; 

• clarifying the strategic approach to tackling fiscal fraud in such a way that all 
key players share common objectives and priorities; and 

• ensuring trained staff and infrastructure are used to best effect, with a 
particular emphasis on sharing burdens imposed when a major fraud is 
uncovered.

!"%% The critical measures of revenue effectiveness relate to: 

• ‘real time’ intervention to protect against revenue losses (i.e. parameter or 
physical checks of repayment claims before payment is made); 

• the successful use of intelligence to identify fraud at strategic and 
operational levels; and 

• the success of action taken in reducing revenue leakage and/or recovering 
tax evaded. 

!"%4 However, different approaches by the departments to tax and VAT evasion are 
limiting the overlap of activity so that wider benefits in shared intelligence and 
improved deterrence are not being achieved.  
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!"%5 Education and advice affects compliant behaviour and therefore tax yield. The 
extent to which organisational change might have a positive impact is constrained to 
some degree by the broad range of subject matter dealt with by the departments. Since 
the subjects covered tend to be product-specific, the main overlap between Customs 
and the Revenue would be a joint ‘front end’ for business customers. 

!"%G The effective use of Internet self service and contact centres are a key part of the 
education and advice function. Many customers have a preference for telephone 
contact and in response, Customs and the Revenue have set up very large specialist 
operations, supported by up-to-date telephony systems and technology. Contact 
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centres operate outside normal office hours in accordance with customer needs and 
have challenging grade of service targets, in line with best practice in the private sector.  

!"%H The two departments are also working together with intermediaries, such as 
Business Link, to provide education and advice on tax matters. Notices and guidance 
are being rewritten, to make them more understandable, for both contact centre use 
and web publication.  

!"%I Education and advice has changed significantly over the past few years. 
However, there is room for improvement by: 

• providing more coherent interfaces for customers; 

• increasing customer use of Internet self-service; 

• capability to answer questions posed by customers without referring them 
elsewhere; 

• developing effective partnerships with other education and advice providers 
(e.g. Business Links, Citizens’ Advice, DWP); 

• targeting customers with offers of assistance on the basis of risk analysis 
(either individual risk or sectoral); and 

• rationalising the number of contact centres and locations from which advice 
is offered. 

!"%J Traditionally it is difficult to measure the impact of education and advice but 
without it Customs and the Revenue believe the tax gap would be larger. Improved 
effectiveness should both reduce the revenue lost through customers’ unintentional 
errors and release audit resources to concentrate on the more serious cases of non-
compliance. 

!"4K The critical measures of revenue effectiveness for education and advice 
therefore relate to: 

• accessibility of education and advice to customers; 

• accuracy of information and advice provided; and 

• impact of targeted education campaigns (e.g. behavioural change). 

!"4# The revenue departments’ current quantitative targets for the advice lines 
served by their contact centres are set out in Table B.2. 
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!"4$ Revenue have a very high and increasing volume of calls whilst Customs provide 
a more specialised service. Overall compared with private sector benchmarks there is 
still room for improvements to industry standards on average in both departments. 
However, a more important indicator for customers is likely to be accuracy of 
information.  

!"4% The example of NHS Direct shows how a single number contact centre can use 
call handlers to source more specific levels of advice (see Box B.1). 
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!"44 In a tax call centre, one would expect call handlers to manage simple requests 
for information and be able to route calls to experts in each and any of the tax types. 
This would mean that the customer does not need to understand the organisational 
structure to resolve a query or seek help. Both departments have identified large 
volumes of calls that do not need in-depth tax expertise to handle – 50% of calls to 
Customs’ National Advice Centre are for Public Notices and the Revenue has identified 
40% of Account Office calls that could be automated using voice recognition 
technology.  

!"45 Survey data shows that the public do not easily understand departmental 
boundaries for tax – 60% of those interviewed for a recent survey thought that the 
Revenue collected VAT.M Customers do not want a plethora of contacts with tax 
departments, but would like clearly signposted gateways to consistent and easily 
understood advice. If tax systems and associated guidance can be made simpler, it is 
possible that customers will feel less obliged to rely on professional advisors (although 
there are clearly other factors at play here). All other things being equal, this would 
mean compliance costs would fall. Customers often complain about the complexity of 
guidance: 30% of people found Customs’ Notices and Leaflets difficult to understand. 
Chapter 4 sets out the departments’ efforts to address these concerns, within the 
constraints of the requirement to present the law accurately to customers. 

!"4G Although research has not identified a strong desire for joint written 
information or websites by taxpayers, uniformity in the way that tax information is 
provided and further efforts to use plain language would help customers read 
information more easily. The Revenue’s Better Guidance Programme is taking forward 
work to improve performance in this area. 

&.!()P'/'3.P./()

!"4H Debt management has a direct effect on the tax gap and ongoing business 
viability and rescue. Early action can prevent large debts arising in the first place and 
early recovery action can help a business get back on track. 

!"4I Both departments seek to differentiate their response according to the risk 
presented by the debtors in question, and see advantages in a more robust risk profiling 
capability based on a whole customer approach. The differing structures for the various 
taxes collected by the departments directly affect how the organisation is set up to 
collect any ‘overdue tax’. For example, debt management for PAYE tends to be much 
more ‘real time’ than for other Revenue taxes because liabilities become overdue each 
month.
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!"4J Both departments operate debt management as a national function, but 
operations are much more centralised in Customs. The key for a merged debt recovery 
operation is the identification of the debt that triggers contact. Robust information links 
are critical to this. 

!"5K Within debt management there is particular room for improvement in: 

• being able to take a whole customer view of debt; 

• tailoring debt management interventions in accordance with risk; 

• rationalising debt repayment negotiations for customers and improving 
consistency of treatment; 

• rationalising communications with Insolvency Practitioners; 

• making better informed time to pay and write-off decisions; and 

• flexibility of systems and processes to deal with new tax structures. 

!"5# While some of the above could be achieved as a result of better use of 
information within existing organisational structures, the more fundamental changes 
could only be achieved through a fully joined-up service. Information system and 
legislative changes would be required to allow one department to negotiate and pursue 
the debt of the other. 

!"5$ Many other revenue departments measure the amount of tax that remains 
uncollected (see Box B.2). Maximising the collection of tax due contributes to 
enhancing effectiveness. Sweden, a well-regarded international benchmark, currently 
has a collection loss of no more than 0.5% of tax due. Collection losses are not measured 
on a comparable basis by departments. Customs write-off level for 2002-03 was around 
the 1% mark. The Revenue figure for write offs for the same period is only 0.2% but the 
considerable amounts of tax stood-over (£27.3 billion at October 2001)@Q suggests that 
write off levels alone may not be a good indicator of the collection losses at any time. 
The review believes that there is significant potential for improving the availability and 
use of management information in the Revenue for debt management. It is difficult to 
accurately measure collection losses and therefore strategically focus upon reducing 
them.
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!"5% Greater cooperation between government agencies, and with the private sector, 
could help some businesses avoid serious debt problems. Business recovery trials are 
taking place within the revenue departments (see Chapter 3). However, these currently 
operate without a specific mandate for the departments to provide business recovery 
support where appropriate. They also lack an understanding of the position across all 
tax debts, which could allow better risk assessment and more satisfactory negotiation 
and settlement for multiple debts.  

!"54 More than one in four small businesses had been in debt to one or both of the 
revenue departments in the five years to 2002.@A All surveys of business pressures on 
SMEs report cash flow as a prime concern and, in line with this, MORI found that 56% 
of late paying companies with turnovers under £100,000 specified cash flow problems 
as a cause of debt to the revenue departments. Customs’ research shows that delaying a 
tax payment is seen by many businesses as part of day-to-day financial management, 
rather than non-compliance. After cash flow problems, forgetting to pay was the second 
most common reason for debt arising in small businesses.@B For direct taxes the early 
notification of the amount owed was seen by 33% of small businesses as being the most 
effective tool to help them avoid debt.@\

!"55 Small debtors and those who miss due dates through forgetfulness are a burden 
on the capacity of the two departments. Joint activity would administratively be more 
efficient, and allow a better service through more efficient use of business recovery and 
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reminder services (including outbound telephony services, text and email reminders). 
Electronic payment options should also reduce the risk of debt. 

1,++0-()1.-U2*.1)

!"5G The review has also examined a range of support services. Since roughly 12% of 
total Customs and Revenue staff are engaged in such work, it is an important factor 
when considering operational efficiency. 

!"5H There is a distinction between strategic functions that play a key part in 
determining the shape and extent of departmental activities (e.g. finance and human 
resources strategy), and those that are essentially about supporting the departments’ 
business activities (e.g. processing travel claims and human resources advice and 
services). Because the strategic activity is tightly linked to senior management decision 
making in each organisation, it would be difficult to do anything other than maintain 
separate functionality where Customs and the Revenue retain separate identities or 
integrate the activity where the departments are integrated. If strategic activity of this 
nature were integrated it would be difficult to keep operational activity separate.  

!"5I In the more process-based areas, there is likely to be scope for realising 
economies of scale through joint activity. The review’s analysis has been shared with 
the Gershon review. The extent of such economies would depend on a number of 
factors, most importantly: 

• the degree to which the activities have already been automated; 

• the need for new activity to support wider organisational change; 

• existing contractual obligations; and 

• the extent to which support relates to specialist operations where there is 
minimal Customs/Revenue overlap. 

!"5J  As with many Government departments, there are relatively high ratios of support 
to front-line staff, as compared to the private sector.  It is likely that there is significant 
scope for simplifying and standardising unnecessarily complex business processes, and 
achieving economies of scale through increased volumes in shared services centres 
between the revenue departments. 
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*"# The revenue departments review provides an opportunity to highlight the key 
findings to date of the review of the banking operations of the Chancellor’s 
departments. This review of the revenue departments, National Savings and 
Investments (NS&I), and the Office of the Paymaster General (OPG), was started in early 
2003 and will be completed soon. The first three organisations undertake banking 
operations in support of their own businesses. OPG provides a banking service to over 
900 public sector bodies, and has the nature of a normal clearing bank operation from 
the perspective of its customers.  

*"$ These departments all engage in high volume financial business, with over 200 
million transactions annually. Each department currently handles its banking business 
independently (i.e. managing payments and receipts and monitoring associated bank 
accounts). The four organisations conduct similar banking operations, involving:  

• interaction with the clearing banks on automated payments in and out 
(especially through BACS, CHAPS and to an increasing degree credit and 
debit cards); 

• processing of outward paper based payments (issue, security checking and 
clearing); 

• processing of inward cheques (receipts, batching, entering into clearing 
system and reconciliation); and 

• development and use of e-payments technology. 

*"% Although the volumes of flows vary between the participant departments (see 
Table C.1), each use almost all the standard banking interfaces. 
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*"4 Institutional arrangements vary. At one extreme the operational business of 
NS&I is conducted totally through an outsourced contract with Siemens Business 
Systems. The other departments use a variety of sources of banking services, including 
contracts with external service providers, individual clearing banks and the Bank of 
England.

*"5 The Banking review has worked at a detailed level, examining the banking 
processes, error and exception handling, IT interfaces and resource deployment of each 
department. 

*"G At the level of basic banking operations each departments’ processes are very 
similar. This is not surprising, since the external interfaces are predominantly with an 
industry that is highly ‘commoditised’. However, the interface between banking 
operations and other departmental processes vary quite widely, reflecting internal 
business organisation, system needs (e.g. tax regimes) and history. The clearest 
separation between business process and banking process is for OPG, where its role as 
separate banking provider has to a very large extent required a clear distinction from 
departmental processes, such as the determination of a payment obligation. The closest 
interconnection between banking and business processes is within Customs, where the 
banking processes are often linked directly into a specified tax regime. Particular effort 
has been needed during the review to separate out the ‘straight through’ banking 
processes from other departmental requirements, so that the common factors can be 
assessed.  

*"H The banking review has looked at consolidation experience in the commercial 
banking sector and noted the developing trend towards outsourcing of commodity 
processing, e.g. cheques received. External experience also indicates that there are gains 
from consolidation and industrialisation of processes. 

*"I The review has identified opportunities in several areas, where a more joined up 
approach should be considered. These include: 

• consolidation of core clearing bank functionality, including operation of 
bank accounts, with single point procurement of bought-in services, 
combining volumes to secure economies of scale; 

• consolidation of paper processing, involving handling inward cheques, and 
processing of outward payable orders. Consolidation would help hold down 
unit processing costs as paper volumes decline; and 

• joint development of e-receipts facilities to better facilitate take up of e-
business and avoid duplicated investment costs. 

*"J Consolidation of the banking services across the departments would promote 
economies of scale and provide a single concentration of knowledge and expertise, to 
better engage with the commercial banking sector. This would have benefits for 
ongoing routine business and for development of new services as the market evolves. 

*"#K Current work is assessing the costs, benefits and risks associated with changes in 
these areas. Although banking costs are a very small part of total departmental 
administrative expenditure, it is essential that the related processes operate effectively 
and in a way that minimise risk. Across all departments fast banking of receipts, 
efficient payments to suppliers, customers and beneficiaries and provision of financial 
data for the updating of records are essential requirements, for Government, for 
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customers and for citizens. This would continue to be the case in a more joined up 
operation across the departments. 

*"## The review will report to Treasury Ministers in the Spring. The timing of the 
implementation of recommendations will of course need to be considered against 
changes resulting from the wider Revenue Departments Review. 
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&"# Following intensive work involving the revenue departments, the review 
concluded that there was a case in principle for moving to an integrated tax authority, 
to allow the development of coherent services for businesses who deal with both 
departments (particularly in order to reduce the burden of complying with the tax 
rules), improve the ability to target resources to areas of risk, and offer opportunities for 
greater efficiency. 

&"$ The work had also demonstrated the extent of the challenge in these goals, not 
only in bringing together two distinct cultures to work in new ways and in improving 
the use of information, but at the same time in managing the on-going work of the 
departments.   

&"% It was recognised that, whilst the review would stop short of setting out a 
blueprint in coming to final conclusions, it was important to test the practicality of the 
sort of change programme that could be involved.  The review therefore sought external 
input from leading individuals with relevant experience and skills.  This Annex briefly 
describes that work and sets out conclusions from three of these individuals.  

&"4 The aim was not to duplicate the work already conducted by the review team 
and the departments concerned, but to provide a fresh perspective on the achievability 
of benefits in practice, the risks of change and how those could be mitigated. 

&"5 The review identified and approached a small number of senior figures from the 
private sector with relevant experience.  Three of these – John Coombe, Martin Taylor 
and David Varney – agreed to assess the work conducted and offer written comments.  
Others were prepared to offer commentary in private.  The work of these individuals has 
been invaluable, both for their perspectives on the principled case for change, and on 
possible ways of implementing the review’s recommendations. 

\0]/)*00P!.

&"G John Coombe is Chief Financial Officer for GlaxoSmithKline, formed following 
the merger of Glaxo Wellcome and SmithKline Beecham. His other business 
appointments include being a Non-Executive Director of the Supervisory Board of 
Siemens AG and membership of the Code Committee of the Takeover Panel.  He served 
in 2000 and 2001 as Chairman of The Hundred Group of Finance Directors.  He 
examined the work of the review, and his conclusions are reproduced below.   

I have examined the work of the review as we discussed, and this letter sets out my 
thoughts.  I give these as someone who is not immersed in the public sector or in 
tax issues, but who has had first hand experience of financial oversight of large 
organisational change in the private sector at GlaxoSmithKline. 

This experience is less relevant to the policy and accountability sections than it is 
to the delivery parts of the review.  As a result, while I support the thrust of the 
changes to policy formulation and accountability arrangements (particularly the 
framework document combined with annual remit), I do not intend to comment 
on these at length.  My comments below relate to the main structural question 
considered by the review. 
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Overall I think that the strategy of bringing the two departments together to form 
a new organisation is fundamentally sound.  It is a different case from that 
commonly seen in business, where the focus often falls on efficiency and cost 
reduction, but is not less valid for that.    

The move being contemplated should be beneficial for “customers” of the 
department, through increased customer focus rather than tax focus.  I think 
there could be particular value in a single office dealing with the affairs of large 
companies, another for smaller companies, and one for personal affairs.   

It should also be possible to make better use of information to the benefit of the 
exchequer.  Although the review has struggled to be precise about the extent of this 
effect, I believe this will be true in the longer run.  

I am not attracted by alternative ways to trying to achieve the same results, for 
instance through boards overseeing the two existing departments. Such 
arrangements in my view could well be ineffective. 

The clarity of the task given to the new organisation and its management will be 
very important for its success and ability to manage risk.  Several things follow 
from this:  

• the first is that it is very important the Government should set out the roles 
and aims for any new organisation – in this case for example agreeing 
quantitative targets on revenue raising and cost reduction.  The new 
management team need to be very clear what their key deliverables are and 
who is going to do what;   

• the second is that the staff have to know whether change is actually a 
takeover, or a merger to form something new.  As I understand it, the 
intention would be for a distinctively new organisation, but the relative 
numbers in the two existing departments mean that the perception would be 
most likely to be of a takeover.  This would need attention and effort to 
address; and 

• the third is the Government should think carefully about the scope of the 
organisation.  The main focus for the new body would be tax.  The 
Government might be wise to consider at the same time whether some of the 
functions currently discharged by the departments are best located with the 
tax authority or elsewhere.   

The composition of the top team will also be absolutely crucial in success.  Given 
the size of the undertaking, my feeling is that there is a case for both a chair and a 
chief executive, at least while integration is pursued.  In steady state, the balance 
could be different.    

How the top team pursue the agenda set out will be up to them.  At 
GlaxoSmithKline, we used a merger committee involving key top-level action 
people who in turn led teams to drive particular areas of work as well as using 
external advice.  This requires a big investment in taking a number of the very 
best people out of normal business activity for a period, but worked well for us, 
and may be a model that would be useful.  
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&"H Martin Taylor was Chairman of WHSmith Group plc from 1999 to 2003, and 
Chief Executive of Barclays plc from 1994 to 1998.  He has worked with both Customs 
and the Revenue previously on particular issues.  As well as examining the work of the 
review, he conducted a series of meetings with senior managers in the revenue 
departments and other interested parties.  His conclusions are reproduced below.  

You asked me to give you a view on the proposal to integrate Inland Revenue and 
Customs and Excise to form a new organisation.  I have not sought to duplicate the 
analysis conducted in the review, but have had the opportunity to meet with key 
players from the two departments and elsewhere and to examine the results of 
existing work.   

What follows draws not only on the review sources and meetings, but also on my 
previous experiences of working with the two departments on specific issues and of 
organisational issues in the private sector. 

Comments on main recommendations 

Like the authors of the review, I regard the separation of the tax-gathering 
departments as anomalous in a modern economy.  I believe that benefits will accrue 
to Government and to honest taxpayers by creating a new organisation that brings 
their functions together, as well as new challenges and opportunities for staff.  There 
is a real chance to make a sensible long-range reform now which it would be a pity 
to miss.  My perception is that the review has created widespread expectation of 
change inside and outside the departments themselves. 

A change of this sort would be risky, perhaps very risky.  My conclusion however is 
that the risks are manageable and the long-term prize is worth pursuing, although 
the way in which change is approached will be very important.  I explore this further 
below.

The proposal to transfer tax policy to the Treasury was in my discussions universally 
seen as sensible, so long as the right links continue to be made between policy and 
operations.  The importance of this link has been well covered in the work of the 
review.  I should add only that tax in modern economies is highly complex, and the 
overall costs of collection (those incurred by taxpayers and the agents of the state) 
are influenced by this complexity.  Beyond a point, diminishing returns must be 
expected.  Although I cannot pretend to identify that point, I believe that a simpler 
tax system would cost less to administer and would produce a smaller gap between 
tax due and tax paid.  As such, integration of tax administration would be more 
likely to succeed if backed by a Government commitment to simplification as part of 
the enterprise agenda.  

The policy change will mean that the new organisation will become more 
exclusively operational.  Tax expertise of the highest quality will of course continue 
to be essential, but the overwhelming majority of the work will consist of using huge 
information systems to perform set tasks to a high degree of professionalism and 
accuracy.   

This links well with the common desire I encountered to clarify the relationship 
between the new organisation and Ministers – in an ideal world, Ministers would be 
happy to grant considerable operational autonomy in return for greater 
accountability for decisions elsewhere.  Some kind of memorandum of 
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understanding governing the nature and extent of Ministerial involvement would 
clearly be desirable.  The political reality that Governments are held responsible for 
the errors of their agents is not – and should not be – easily abolished.  Public 
perception is unlikely to be determined by purity of drafting.  Experience of the 
operation of the new system in practice, including the willingness of Ministers and 
officials to challenge established patterns of behaviour, will be important. 

Objectives in integration 

The most important point to emerge from my discussions was that mere absorption 
of one department by the other would serve no positive purpose.  The clear aim in 
change would be creation of an organisation that builds on the strengths and 
history of the two revenue departments but which is distinctively different.  In doing 
so, it is essential to be clear about the priorities and aims.  My strong advice would 
be that Ministers agree explicit aims with the management of the new organisation. 

The agenda outlined in the review seeks three important prizes: reduction of the tax 
gap; better services to (and therefore an easier life for) compliant taxpayers and 
particularly shared customers; and cost reduction across the three departments. 

In the private sector, the last of these would often come first.  Here, the reduction of 
the tax gap is far the bigger prize, and should be the priority rather than costs.  If 
Ministers decide for a new organisation, this should be made clear to the new 
management, who should not be judged primarily on the attainment of secondary 
objectives.

Managing integration 

My view is that delivering the agenda described above would be best done by a Chief 
Executive who does not come from either department, working with a senior team 
set up to be a blend of people from both.   

I believe there is a case for a Chair in addition to the Chief Executive role, 
particularly if it allows for a mix of public and private sector experience at the top of 
the organisation and to make it easier for the Board to guide the executives on 
behalf of Ministers.  I am not convinced that the Chair would be a full time position, 
but there will clearly be a very great deal of work to be done, particularly in the early 
years.

Given the size and importance of the information systems in the new organisation, it 
would need a very highly qualified chief information officer.  The post would be one 
of the most important CIO jobs in the country and should be staffed accordingly. 

Pace of integration 

It would clearly be important to set up the management structures for the new 
organisation as quickly as possible, which requires rapid identification of its senior 
team.  Having done that, the new team should dictate the pace, taking into account 
the on-going work of the departments.  

The biggest overlap in the activities of the two current departments is where there 
are shared customers, that is to say the business facing parts.  Here I would expect 
reasonably speedy bringing together of activities or planning that would underpin 
that.  The new team would doubtless also want to integrate the staff functions, 
especially human resources, finance and technology. 
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Beyond this, there seems to me no hurry to integrate for the sake of it.  For most 
people who work in the organisation, business should be business as usual at least 
initially.  The areas facing immediate challenges (such as tax credit renewals) would 
need to be protected from all disruption. 

&'U2& U'-/.9

&"I David Varney was appointed Chairman of mmO2 in June 2001.  From 1996 to 
2000 he was Chief Executive designate and then Chief Executive of BG plc.  Before 
joining BG, he held a series of posts in Shell, culminating in his becoming Director of 
Shell International Petroleum Company.  He is Chairman of Business in the 
Community, and a member of the President’s Council of the CBI.  He examined the 
work of the review, and his conclusions are reproduced below. 

I am pleased to have the opportunity to contribute to your review of Customs and 
Excise, the Inland Revenue and Treasury.  I bring general commercial expertise 
rather than specific knowledge of the Inland Revenue and Customs and Excise. 

The thrust of your conclusions is sensible.  There is a good case for a single 
department dealing with tax administration.  International trends support 
integration, particularly to ensure that VAT is administered as an integrated part of 
a business tax system and the potential effectiveness benefits are harvested.  In my 
experience inter organisational co-operation has limited benefits and these are 
primarily at the margins of the organisations concerned rather than at their hearts.  
In situations like this where there are potential benefits from more intense linkages 
it makes sense to reflect those in structures.  

The emphasis on greater customer focus and service is welcome and in my view 
right.  When they are successful, businesses understand the value of deep and rich 
customer knowledge, and work hard to acquire and use that knowledge.  At mmO2, 
we have improved our performance by using more sophisticated customer 
segmentation.  Customer focus is not easy, and does not happen by accident: the 
aims for the organisation must be reflected in the mission and structure of the 
organisation itself. 

Government is increasingly internalising the same lesson, and building the 
customer or citizen into the heart of public service delivery.  This is a good thing, and 
your review is an opportunity to take a further step along this road in a very 
important area.  As your report makes clear, there is a great deal of expertise and 
energy within the two departments, which when harnessed could be a formidable 
force.  I also believe that business know-how can help Customs and Excise and the 
Inland Revenue to rise to their challenges, and hope that a new department would 
look both inwards and outwards when shaping its future. 

None of this means that creating a single department will be easy.  It is quite clear it 
will be a tremendous challenge, for everyone involved.  That includes the staff, who 
will have to balance the demands of the on-going work with the uncertainty of 
change.  But it also includes Ministers, who will have to find a new way of working 
with the Department, and customers, who will have to help the new body develop its 
services and approach. It will be a challenge to keep a long-term focus on the 
effectiveness prizes and not fall prey to the temptation to substitute short term cost 
reduction objectives.  
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In the oil business, a project like integrating the two departments would be referred 
to as “brownfield engineering”.  You do not have the luxury of a blank sheet, but 
work with an extensive set of existing processes and infrastructures. This makes 
planning difficult, though not impossible. Outside perspectives are useful, but 
planning has to be done with a heavy dose of familiarity with existing structures.  As 
a result, I believe your report should set out desirable outcomes, but cannot attempt 
to set out how they could best be achieved.   

That said, you might want to recognise in the report that the process of establishing 
a single new department would not and should not be quick.  Although doubtless 
some action could and should be taken fast, other areas, such as development of 
new services for small companies, would have to be taken forward in consultation 
with the customers and at a pace that ensures they can be piloted and rolled out in a 
way that builds confidence.  Integration of the two departments and the creation of 
a new identity will also involve costs, at least in the short term. These should be 
worked out at the early stages of business planning. 

In terms of senior structure, in steady state my suggestion would for a single leader 
for the Department who also discharges the accounting officer role.  I would suggest 
in the transition, when there will be particular strains on the senior team you need 
to seriously consider more full time resources in the leadership to deliver this change 
programme.  As with service planning, I would advise against attempting to specify 
in your work the composition of the Board, perhaps limiting yourself to defining 
overall size and certain keys roles (such as finance director).  Flexibility is powerful: 
you need a team able to adapt to particular challenges it faces. 

If a single department is established, it would have huge risk management task – 
risk relating to revenue streams as well as IT projects.  An absolute requirement for 
the new organisation will be good processes to deal with those risks – particularly on 
IT.  I suspect that the material on information you have gathered may conceal a very 
complex pattern of data.  Developing this into something coherent for the new 
department would be a very intensive exercise. 

I hope these thoughts are helpful. The project is clearly an important and valuable 
one. I believe it has potential to pay real dividends for the people working in the 
departments and its customers - to achieve this will require both delivery of the 
current business imperatives and managing the change process to deliver the 
effectiveness gains. 
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."# As set out in Annex F, the review has benefited from the input of a range of 
senior figures, including from Sir Peter Gershon, whose review of efficiency in 
Government, and whose work in the Office of Government Commerce (OGC), and 
private sector experience, are particularly relevant.   

."$  Sir Peter Gershon became the first Chief Executive of the OGC in 2000 after 30 
years in the private sector.  He worked for ICL, STC and GPT, and was later managing 
director of GEC’s defence business, and a member of BAE’s board.  His conclusions are 
reproduced below. 

I have been heavily involved in the O’Donnell review of Customs and Revenue since 
it started – both on the review steering committee and leading the group looking at 
IT and information issues. 

Now that the shape of analysis and broad conclusions are clear, I thought it worth 
setting out how the emerging picture looks from my perspective, and particularly 
because of the links with my broader work in OGC and the Efficiency Review. 

I fully support the recommendation to integrate Customs and the Revenue, and the 
other recommendations in the report.  The work of the review has highlighted 
important gains to be made in terms of customer service, effectiveness of revenue 
collection and efficiency that require change to secure.  I think it is right that you do 
not attempt to specify in detail the programme to achieve these: this must be the job 
of a new high calibre management team who own the task. 

As we have discussed, and as the external examiners have highlighted, the way in 
which the new team approach the task will be very important.  I am familiar with 
the departments’ position on IT through my role at OGC and through the work of 
your review.  They have some very large contracts, some of which are entering 
sensitive periods.  These should be ring-fenced carefully to ensure continued 
effectiveness of service delivery.  I would support the early creation of a professional 
CIO post on the board of an integrated department to manage this critical part of 
the business.  

The links between the work and that of my project on efficiency in Government more 
generally have been very strong, and the recommendations pick up the main themes 
of the broader work.  Their implementation will provide a good basis on which to 
pursue in practice the efficiency gains highlighted by my work. 

There are two specific aspects of the review that I would particularly highlight. 

The emphasis on identifying transformational change in services for shared 
customers is particularly welcome.  The review has pointed to a set of actions that 
will positively influence delivery levels and efficiency externally – for example by 
improving the services for businesses through cross-cutting operations, or 
consolidating operations like debt management – and internally – for example by 
making better use of resources like information through a shared approach to 
knowledge management, and by creation of shared support services. 

The development of E-channels and accompanying re-engineering has also been a 
constant theme in the work of the efficiency review.  This has also been picked up in 
the work of the O’Donnell Review.  E-services bring together the three drivers of 

. '//.6 .7)U2.[1)0:)12- +.(.-
3.-1]0/



. ) '//.6).7)U 2.[1)0: )1 2- +.(.- 3.-1]0/

!%' !"#$"%&'(&)*"&!"#"+,"&-"./0)1"+)2&

change for the revenue departments.  They provide the scope for better customer 
focus, for example through targeted information or education.  They offer improved 
effectiveness, by creating flexible data sets enabling assurance activity to be better 
matched to risk.  They also offer very real scope for greater efficiency when high 
levels of take up of these services can be realised. 

It is important that we fully exploit the opportunities to increase the use 
Government makes of E-services.  By greater use of technology and new processes, I 
believe there is scope for releasing very substantial resources which can be deployed 
for further improvements in the quality of public services. 

The importance of information was built into the remit of the review from the start, 
and rightly so.  I hope that the result will be fresh impetus towards a determined, co-
ordinated and structured approach to the E-agenda, building on and accelerating 
existing plans, and believe that there is scope to make significant further 
improvements in value for money as a result. 
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:"# Gus O’Donnell, Permanent Secretary to the Treasury, has led the review of the 
revenue departments, and he is responsible for this report. He has been assisted by a 
Steering Group consisting of the Chairmen of the Revenue and Customs, Sir Nick 
Montagu and Mike Eland, and other senior officials from the Treasury (Nick Stern, Ivan 
Rogers, Dave Ramsden, and Stephen Parker), Home Office (Leigh Lewis), Office of 
Government Commerce (Sir Peter Gershon), and National Savings and Investment 
(Alan Cook).  

:"$ Four sub-groups have assisted the review: 

• tax policy and analysis, which included Ivan Rogers (Chair), Graham Parker 
and Andrew Lewis (Treasury), Alison French and Derek Hodgson (Customs) 
and Dave Hartnett and David Ulph (the Revenue). 

• accountability, governance and legislation, which included Ivan Rogers 
(Chair), Stephen Parker and Andrew Lewis (Treasury), Caroline Mawhood 
(National Audit Office), Mike Hanson (Customs), and Helen Ghosh and 
Phillip Ridd (the Revenue). 

• information, which included Peter Gershon (Chair, Office of Government 
and Commerce), Peter Short, (Treasury), Chris Parker (Office of the e-
envoy), David Ulph, Gwenda Sippings, Ian Pretty, John Yard, and Ron 
Skelley (Inland Revenue), Carol Gray, Kevin Franklin, Len Morris, and Nigel 
Green (Customs) and Stephen Holt (Department for Work and Pensions). 

• delivery, which included Alan Cook (Chair, National Savings and 
Investment), Ann Chant, and John Middleton (the Revenue), David Garlick, 
and Mike Wells (Customs), Michael Richardson (Department for Work and 
Pensions) and Ivan Rogers, Peter Short, and John Kingman (Treasury). 

:"% Crosscutting projects have supported the sub-groups, including: 

• international comparisons. Sir Nick Montagu, Chairman of the Revenue, 
has assisted this project. 

• service delivery, covering work on customers, the departments’ vision, and 
specific areas for improvement in services and compliance, undertaken by 
Anthony Zacharzewski (Treasury). 

:"4 A Treasury review team, with secondees from the revenue departments, has 
supported the review as a whole. They are: Dave Ramsden (Team Leader), Michael 
Feliks, John Fiennes, Lesley Hart (Customs), Gideon Hoffman, Sowdamini Kadambari, 
Chris Knight, Tania Rawle, Helen Smith (the Revenue), Daniel Thornton, and Tamsin 
Woodeson (Customs). 

:"5 Co-ordination teams in the revenue departments have also assisted the review: 
in Customs, Simon Woodside (team leader) Emma Broadbent and Michael Forsythe; 
and in the Revenue, Mary Aiston (team leader), John Harrison, Michael O’Callaghan, 
and Melissa Tatton. 
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