Response to the recommendations of the
Public Accounts Committee following
the inquiry on HMRC Standard Report

We have carefully considered the recommendations of the Committee of Public
Accounts, sent via letter on 30 October 2019, following the inquiry on the
HMRC Annual Report and Accounts on 21 October 2019.

This memorandum sets out the government’s response to each of the committee’s
recommendations.

Tax gap

Recommendation

HMRC should establish a stretching annual target for reducing the size of the
tax gap. This should be in place by 1 April 2020.

Government response
The government does not accept the committee’s recommendation.

HMRC maintains its long-term strategic ambition to drive down the tax gap and
accept that it is right to be assessed on movement in the tax gap over time.
The department continues to measure and publish estimates of the tax gap and
agrees with the committee that this provides important information to monitor
HMRC's long-term performance in managing tax compliance.

However, in line with the government’s previous comments on the matter, HMRC
believes that tax gap reduction is not suitable as an annual performance
target. This is because it cannot be measured in a timely way and cannot
directly inform resource deployment and other operational decision making.

Nonetheless, HMRC is fully committed to work to both prevent growth of, and
tackle, the existing tax gap. This is already reflected in HMRC’s long
established compliance yield targets, which drive decisions on policy and
operational compliance interventions. Compliance yield captures the impact of
HMRC's activity to tackle the tax gap in a timely and practical way.

The department uses a range of operational targets, which are set each year
by HM Treasury (HMT) ministers, to focus on performance. HMRC will continue
to keep the basket of measures and targets under review in discussion with
HMT .

Maintaining the relevance of the tax system
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Recommendation

HMRC should set out how it will tackle the risks arising from the growth in
self-employment, including:

e how it will support these individuals to get their tax affairs right
e how it intends to support taxpayers in selecting tax agents that have
demonstrated high professional standards

Government response
The government accepts this recommendation in part.

An increasing share of the workforce are self-employed, rather than
employees. Typically, the self-employed declare their income and pay their
tax through Self Assessment instead of having their tax deducted by a third
party under Pay As You Earn (PAYE).

Strategically, HMRC is constantly looking for new ways to ensure these
customers’ tax affairs are right and reduce the opportunities for them to get
things wrong.

93% of Self Assessment customers file their tax return online and HMRC

continues to make it easier for customers to file accurate returns this way
by using upstream methods to promote compliance such as prompts, nudges and
pre-population of the Self Assessment tax return where HMRC holds the data.

As set out in the response to a recent call for evidence, HMRC is also
expanding the range of help for gig workers and other self-employed people,
including YouTube clips, webinars and interactive guidance. For example, HMRC
is currently testing new interactive guidance for customers to help them
better understand the tax implications of the money they’'re earning and when
they need to tell us about income, and also ensure they don’t complete a Self
Assessment return unless they need to.

HMRC is also exploring the scope for greater use of withholding, which is
already a core feature of the UK tax system. As part of this, HMRC has
established an industry working group to take forward the announced work on
VAT Split Payment. HMRC will also explore options for further practical steps
to enable more real-time data-sharing and payment, drawing on recent work by
the Office for Tax Simplification.

HMRC currently offers a pilot Making Tax Digital service for self-employed
customers who pay Income Tax through Self Assessment. Under Making Tax
Digital, self-employed customers use software to record their income and
expenses as they go.

Their software prepares a quarterly summary update, which is sent to HMRC
when the customer approves it. The software also prepares the end-of-year
information, which the customer can adjust if necessary, and submits it to
HMRC.

This helps the self-employed get their tax affairs right by helping them keep



on top of their business administration as they go, reducing the opportunity
for mistakes in calculating or copying figures. It also removes the need for
them to submit a Self Assessment return.

This pilot is open to around one million sole trader businesses and landlords
with straightforward affairs, and HMRC continues to develop the service so
that it can be used by more self-employed people.

Self-employed customers who are registered for VAT can join the Making Tax
Digital for VAT service (those with turnover above the VAT threshold are
required to do so), and will already be benefiting from greater digitisation,
including reducing the risk of making some types of error.

Digital record keeping has wider benefits for the self-employed beyond better
tax compliance. For example, the Enterprise Research Centre (2018) found that
for microbusinesses, web-based accounting software delivered productivity
increases of 11.8%.

HMRC is also supporting taxpayers by seeking to remove tax agents with poor
professional standards from the market, and are working with the professional
bodies and representative groups to identify what more can, and should, be
done to raise standards within the tax advice market. The government has
announced that a call for evidence will be published to support this work.

HMRC is currently updating guidance on the ‘Get help with tax’ content on
GOV.UK to support taxpayers in choosing a professional and reputable tax
agent. This is in addition to ongoing work to improve content and navigation
for tax agents themselves.

Making Tax Digital

Recommendation

In preparing for the Spending Review, HMRC should reevaluate the case for
Making Tax Digital in light of the delays in implementing the Income Tax and
Corporation Tax components of the programme.

Government response

The government accepts this recommendation.

At Spring Statement, the then government announced that it would not be
extending mandation of Making Tax Digital to other businesses or taxes in
2020, in order to focus on supporting businesses to transition to the new VAT
service.

Progress in rolling out the Making Tax Digital VAT service has been
encouraging, with over 1.3 million businesses having signed up, over 2.3
million VAT returns having been successfully submitted using Making Tax
Digital-compatible software and over £26 billion in payments having flowed
through the service.



The benefits that these kinds of tools can bring to businesses are clear, and
over a quarter of VAT-registered businesses with turnover below the VAT
threshold have chosen to join Making Tax Digital voluntarily.

Now that the VAT service has been launched, the government is reviewing plans
for Making Tax Digital going forward. As part of that process HMRC is
revisiting the business case to ensure that it reflects experiences from the
roll-out of the service to date.

Customer service performance

Recommendation

HMRC should set targets that provide a broader overview of customer
performance by 31 March 2020 at the latest.

Government response

The government partially accepts this recommendation.

Over the past year HMRC has published more operational and customer
experience data and HMRC will continue to publish further information in the
coming months. HMRC has introduced this data to increase transparency, giving
a broader view of the service HMRC offers and our customers’ feedback of
their experience interacting with us.

HMRC has been developing a new customer service performance framework this
year, which will inform which measures are appropriate for external target
setting going forward. HMRC agrees with the recommendation to set targets
with a broader overview of customer experience but does not agree that HMRC
should be setting new targets by March 2020 for reporting in 2020 2021.

New measures identified will first need to be shadow run to baseline
performance and establish what good performance looks like. Net Easy and Once
and Done survey results are 2 such measures which HMRC has been publishing
since Quarter 1 of 2019 to 2020. HMRC will continue to develop the
performance framework and shadow run any potential new measures identified
across next year with a view to introducing new targets in 2021 to 2022.

Recommendation

HMRC should set out the results of its review of recruitment practices and
what measures it has put in place to ensure it has the capacity and
capability to deliver on its customer service performance targets.

Government response

The government accepts this recommendation.

HMRC has continued to review and refine recruitment processes as part of an
ongoing ambition to improve the experience for candidates and to drive better
business outcomes.



Changes and improvements include:

e revised, more appealing job adverts, supported by enhanced marketing,
attraction and outreach activity, aimed at driving up candidate numbers
and reaching all diversity groups

e replaced verbal and numeric testing, which was impacting candidate
numbers and leading to up to 50% of candidates deselecting themselves
from the process, with situational judgement testing — this has resulted
in higher candidate retention through the recruitment process and has
delivered strong candidates into the business

e improved communications to candidates, including introduction of social
media groups and newsletters as candidates on board to make them feel
like part of the organisation before they arrive

e worked closely with the recruiting business areas to improve planning
process, leading to swifter, smoother progress through the recruitment
process, which has led to a 20-day improvement in our time to hire
candidates, and has reduced candidate drop-out rates from 20% to 8%

HMRC continues to review and refine our process to drive down the time it
takes us to hire, and to further improve the quality of candidate experience.

Tax credits

Recommendation

HMRC should write to all current tax credit claimants to inform them whether
they have accumulated debt as a result of overpayment and, if so, how much is
owed.

Government response
The government accepts this recommendation.

HMRC agrees that tax credits claimants should be informed of their
overpayments and this is already incorporated into current processes.

Firstly, it is worth noting that tax credits is an annual system, with end of
year reconciliation. This means that awards are adjusted in-year to ensure
that they receive the correct amount by year-end as often as possible.

Where a customer reports a change during the year that has a material effect
on their entitlement, they are notified with a revised Award Notice, which
sets out their new payment amounts along with any adjustments that are
necessary. Therefore, it is only possible to advise a claimant of the amount
that they have been overpaid at the end of the annual cycle or where they
leave tax credits (whether to claim Universal Credit, or to no longer claim
these benefits).

There are therefore 2 points where HMRC is able to notify claimants of their
overpayment position, and contact is built into this process:

e where an overpayment is due after the award is finalised: where there is



still an overpayment after making in-year adjustments, HMRC writes to
customers once their award has been finalised as part of the renewal
process with a Statement of Account showing the overpayment amount,
which will be recovered from the on-going award. This Statement of
Account also shows any other overpayments (whether from previous years
or different awards to the same person) that are still due

where a claimant leaves tax credits and is not moving to Universal
Credit: following the end of financial year ‘finalisation’ the claimant
is advised of their current tax credits position. Where they do not have
a continuing tax credits award, and they have an overpayment, a Notice
to Pay letter is sent to the claimant. This letter details the amount
owed and invites the customer to repay the debt, in full or by
instalments

where a claimant leaves tax credits and is moving to Universal Credit:
when a claimant moves to Universal Credit with a tax credits debt, they
are issued with an Individual Debt Statement with details of the debt
that they will take with them, including the award periods to which it
relates and how Department for Work and Pensions may seek to collect it



