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Chairman’s Introduction

I am pleased to report good progress against
our Spending Review 2002 Public Service
Agreement (PSA) targets and on the creation
of HM Revenue and Customs. We are on
course to meet most of our Service Delivery
Agreement operational targets, which
underpin our PSA. We also expect to meet
our target to achieve £137 million
efficiencies in 2004-05. 

The creation of HMRC requires legislation which is subject to Parliamentary
approval. In the meantime, we have taken steps to facilitate bringing together 
the work of the Inland Revenue and Customs and Excise. I have established an
Executive Committee, composed of members of the respective Departments’ boards,
to lead work on the design of the new Department. And the existing Inland Revenue
and HM Customs and Excise boards continue to take responsibility for delivering
business as usual.

Executive Committee members have taken responsibility for functions across 
both Departments. There has been early work to integrate key support functions
including Human Resources and Finance. The work of the Revenue’s Large Business
Office and Customs’ Large Business Group are being brought together to form the
Large Business Service. A Change Management Centre has been set up to oversee
and co-ordinate the change process and lead work on involving and engaging staff.  

David Varney
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PSA Target 1. Deliver improvements in the number of
individuals and businesses who comply with their obligations
and receive their entitlements. 

Progress against Spending Review 2002
Public Service Agreement targets

2004-05 progress

We assess performance against this high level outcome by 
our performance against our supporting Service Delivery
Agreement (SDA) targets. Full details of 2003-04 performance
are in the Inland Revenue Annual Report and Accounts 
(HC 1062). 

For 2004-05 this PSA is supported by 29 SDA targets and the
table on pages 7-8 shows latest progress. We do not have a
full picture of progress against this target because information 
on some of the supporting SDA targets is not yet available.
Half year progress has been encouraging but achievement 
of many of our targets depends critically on successful
management of high volume processes throughout the
financial year. We are monitoring the position closely.

Payment and Filing 

We are on course to meet all our Payment and Filing targets.

Our Taxpayer Payment and Filing Initiative (TPFI) co-ordinates
research and delivery of improved performance on payment
as well as filing for employers and individuals. Companies
were also added last year. 

We continue with initiatives aimed at improving payment and
filing including:
• reminder calls to those taxpayers, which our research had 

shown are most at risk of filing late
• centralising high volume debt pursuit phone calls to small 

and medium sized employers in the Receivables Telephone 
Centre that prompts the payment of around £2 billion 
PAYE/NICs debts each year

• using an advertising campaign on national TV, radio and 
press coverage to remind self assessment taxpayers to pay 
and file on time

• sponsoring research to understand the payment and filing 
behaviour of new taxpayers; as statistically this group is less 
likely to be compliant

• expanding on the employer radio and press advertising 
campaign to run throughout April up to mid-May.

Enquiry Work

The information to assess progress against these targets is not
yet available, but we are aiming to improve performance by:
• strengthening risk assessment skills and processes and,
• focusing on addressing more complex compliance risks.

Tax Credits

We have been working hard to improve performance against
these targets this year and are on course to meet them except
for the accuracy target. 

Accuracy checking undertaken so far this year indicates that 
a significant improvement has been achieved, although we
may still fall  short of the target over the year as a whole.  
We are identifying the common causes of error and using that
information to improve performance, and we are also piloting
a new checking regime that will enable us to estimate the
financial effect of errors we make. 

All of the tax credit targets in 2004-05 include renewals for
the first time.  The renewals process has been going well and
the vast majority of claimants have successfully renewed 
their claims.  

Child Benefit

We are building on the high standard of performance set last
year by introducing a new  target for 2004-05 to clear 62% of
claims within 5 working days of receipt. We are on course to
meet these targets, despite the ever increasing number of
complex claims and dealing with around 4.6 million changes
of circumstances annually. 

Tax Repayments

The year to date has seen good progress, with both targets 
on course to be met.
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Compliance Packages 

In Budget 2003 additional funding was granted  to tackle
specific forms of non-compliance and avoidance. We are taking
forward the additional compliance work in the 2003 package.
As the initiatives have progressed we have recognised the
need to adjust the programme of work to ensure delivery 

SDA Target

2004-05 2004-05
Target Progress

Compliance
% of ITSA returns filed by the due date1,2 90.6 On course

% of ITSA returns filed within 12 months of the filing date2 97.5 On course

% SA taxpayers who pay by due date 89.5 On course

% SA taxpayers who pay within 12 months of due date 98.7 On course

% of employers returns filed by the due date 804 On course

% of employers returns filed within 12 months of the due date 95.2 On course

% of employers who pay by the due date3 52.1 On course

% of employers who pay within 12 months of the due date 96.8 On course

% of Companies returns filed by due date 774 On course

% of Companies returns filed within 12 months of the due date 89 On course

% of Companies who pay on time 58 On course

% of Companies who pay within 12 months of the due date 93 On course

% of Companies that submit accurate returns5 - Not yet assessed

% of individuals who submit accurate returns 70 Not yet assessed

% of employers who submit accurate returns 60 Not yet assessed

% of enquires worked to a fully satisfactory standard 89.5 Not yet assessed

% of  full enquires which result in the detection of non-compliance 78 On course

New  tax credits
% of all new claims/renewals/Changes of Circumstances (CoCs) decided 55 On course
within 5 working days of receipt6

% of all new claims/renewals/CoCs decided within 30 working days of receipt6 95 On course

% of all new claims/renewals/CoCs decided accurately7 90 Slippage

Child Benefit
% of all claims cleared in 5 working days 62 (new) On course

% of all claims cleared within 36 working days 93 On course

% of all reported changes of circumstance cleared within 14 working days 95 On course

% accuracy of processing claims 98 On course

% accuracy of processing  change of circumstances 96.5 On course

of the £1.6bn expected yield. These changes  are now 
being made.

In Budget 2004 further funds were granted, the expected
yield over the three years 2004-05 to 2006-07 is £2bn, with
the yield expectation heavily loaded in the latter part of the
programme. Early progress has been made across all areas. 
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NICs
% of notifications recorded by:

- 31 December 978 On course

- 31 March 98 On course

Repayments
% of repayments received in specialist repayment offices (IROs) dealt with 97 On course
within 15 working days

% of tax repayments in IROs calculated accurately 97 On course 

1 Target based on returns issued at 31 October. We count returns received before close of play on 1 February 2004. This reflects the decision in the case of Steeden-v-Carver, 
which means that we cannot impose late filing penalties until 24 hours after the statutory filing date of 31 January.  

2 We also exclude an estimate of returns never received by taxpayers.
3 Result reflects the % of employers paid up to date 4 working days after the due date. 
4 Target based on period of grace covered by ESCB46, where penalties will not be charged provided returns are received on or before the last business day within seven days 

following the statutory filing date.
5 The first year for the companies accuracy target will be 2004-05 but baseline data on which to set the target is not yet available.
6 Our management information systems measure these results against 7/42 calendar days, which broadly equate to 5/30 working days, excepting claims made where there

is no entitlement.
7 This does not include cases where there is insufficient evidence to establish the accuracy measure.
8 This target is measured by establishing the number of items that have been posted as a percentage of items that have been received by 31 December (previously based on the 

number of items received at 31 March).
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For the purposes of this target small businesses are taken to
be those with fewer than 50 employees. We measure progress
against the target by estimating the costs and savings of all
substantial changes to the tax system that are introduced year
by year and which affect small business. These estimates are
based on a Regulatory Impact Assessment (RIA) of each
legislative change, which is prepared according to Cabinet
Office guidelines and may be audited by the National Audit
Office. The cumulative effect of these estimates is then
calculated to determine progress against the target1. 

Twenty-four RIAs relevant to the SR 2002 period have been
published since 1 April 2003. These show recurrent savings for
small business of £3.7m and non-recurrent costs of £1.45m
over the Spending Review period to date. One Operational
Impact Assessment has been completed that shows recurrent
savings of £5m arising from the review of IT Self Assessment. 

In 2004 the Better Regulation Task Force (BRTF) audited 
the reports by Departments on better regulation in Spring
Reports. The BRTF concluded that the Inland Revenue has 
the best reporting of any government department.

Post Implementation Reviews

We are also carrying out a rolling programme of post
implementation reviews to ascertain whether the compliance
cost predictions in published RIAs were reasonable in the light
of implementation of the policy. Representative bodies will be
assisting with this process. These will be carried out two years
after changes have been implemented so we intend that
reviews of RIAs for legislation implemented in the first year 
of SR 2002 will be carried out during 2005.

PSA Target 2. Deliver reductions in compliance costs 
of small businesses. 

1 All measurement is calculated in terms of prices relating to the first year of the target. 

2004-05 progress

Consultation on the practical aspects of moving towards
direct payment of the working tax credit, removing the
need for employers to administer this through the payroll,
and further consultation on CT Reform are taking place. 
The Department expects that significant regulatory
simplification and reductions in compliance costs will arise
from these exercises. RIAs are being developed to provide
evidence for the target. Other work in hand that will
contribute towards meeting the target includes a further
Bill under the Tax Law Re-write programme.

We will  be exploring the scope for minimising customers’
compliance costs as we bring together Inland Revenue and
HM Customs and Excise by
• creating a dedicated small business unit that will be 

steered by an advisory group of senior business people
• exploring the scope for a single account for payments 

and repayments and a single business tax return
• providing better educational and support services for 

compliant businesses whilst better focusing compliance 
activity to deal with the non-compliant.
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Our focus is to provide a full range of electronic services,
enabling our customers to understand and manage their own
tax affairs online. Our customers can already file returns and
make claims through these services. Increasingly they can 
view their own tax position, update the information we hold
about them, and ask us specific questions about their own
circumstances. We are also taking care to provide online
services to our staff so that they are able to see the same
information, in the same format as our customers.

PSA Target 3. Ensure by 2005 that 100% of services are
offered electronically, wherever possible through a common
Government portal, and promote take-up for key services.

Key Activities

Services Self Assessment Employers Corporation Tax Tax Credits

Filing Returns/Making Claims Available Now Available Now Available Now Available Now

Transactions - Available Now Planned Planned Available Now
View & Amend Customer 
– Specific Data

Communications with IR regarding Available Now Planned Planned Not a PSA3
own specific circumstances Commitment

Make Payments Available Now Available Now Available Now Not a PSA3 
Commitment

Take-up of services

The table below shows the position against our take-up targets.

Filing in 2003-04 2003-04 2004-05 2004-05 2004-05 2005-06

Trajectory Outturn Trajectory Projected     Results       Target 
Outturn to-date

Self Assessment Online 9.7%      11.7% 16.9%  17%       0.84m 25% 
(0.90m1) (1.10m1) (1.69m2)  (1.70m2)  (2.20m3)

Employer P14s Online 12.6% 11.6% 15.3% 18.4% 10.20m 45% 
(7.00m4) (6.44m4) (8.50m4) (10.20m4) (25.00m4)

CT 600s Online 0.4% 0.1% 6% 0.6% 2,800 12% 
(3,0005) (1,1005) (48,0005) (5,0005) (100,0005)

1 Based on 9.34 million returns for 2002-03 that were filed during 2004-05.
2 Based on an estimated 10.00 million returns for 2003-04 being filed during 2004-05.  
3 Based on an estimated 8.00 million returns for 2004-05 being filed during 2005-06. 
4 Based on 55.50 million employer P14 returns being received each year.  
5 Based on 800,000 CT600s being received each year. 

2004-05 progress - Availability of services 

The table below shows the position against our availability
target, which we are on course to achieve.

Currently 71% of services are available electronically - this is
based on 10 out of the 14 service 'areas' in the chart below.
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Highlights for the different services are set out below.

Self Assessment (SA) Online

We have made a number of further improvements to the 
SA online service. This now allows individual SA taxpayers, 
or their accountants to:
• submit tax returns 
• view their overall liability, and see at a detailed level the 

liabilities and payments for the previous 6 years 
• view and amend their SA customer personal details online 

(e.g. postal address, telephone number and email address) 
• request a repayment or a reduction in the next payment 

on account 
• ask questions about their tax affairs via secure 

'structured email'.

Progress in 2004-05 continues to be positive with online
returns running at 840,000 compared to 540,000 at the same
time in 2003. Nearly 90% of our SA Online users are satisfied
with the online service and would use it again.  

Our intention is to extend the scope and impact of the 
SA online services, and to offer similar online services 
to other key customer groups.  

PAYE Online for Employers 

This service allows employers, accountants, payroll bureaux
and other intermediaries to send and receive a wide range 
of PAYE forms and returns via the internet or our Electronic
Data Interchange (EDI) service.  

Corporation Tax (CT) Online

This service enables companies or their agents to view their 
CT payments and liabilities, and to file CT returns (CT600) over
the internet.

For CT600 online returns our take-up, whilst accelerating, 
is behind the planned trajectory. The majority of CT600s are
produced by accountants, using software packages of which 
e-enabled versions are only now becoming available.
Remedial steps are in place to improve the quality of the
online filing proposition, and encourage further investment
from the software vendors. 

Tax Credits Online

This service enables customers to check whether they
qualify for tax credits, submit an online claim form, and
notify changes of circumstances. During the last year
400,000 online claims were received, and online claims 
are currently running at around 25% of all claims.

Payment Online

We offer a range of ways organisations and taxpayers can
pay electronically including debit card over the Internet,
debit card over the telephone or by using the electronic
banking facilities offered by customers' own banks.

Intermediaries and Joined–up Government

A major area of focus is the work with software developers
and tax accountants; both represent a key route to driving
take-up of online services. Enabling the transmission of
forms and returns using commercial software, removes 
a major barrier to adoption. Tax accountants make
widespread use of such products in filing returns for
multiple clients, thereby driving take-up of online services.

We continue to provide substantial support to the 
joined–up government portals giving a single point 
of access to a range of e-services for both citizens
(www.direct.gov.uk), where Inland Revenue are in the 
lead on the key Money theme; and for businesses
(www.businesslink.gov.uk).  

More information

More information about our e–services is available at:
www.inlandrevenue.gov.uk/ebu/index.htm
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PSA Target 4. Achieve annual efficiency savings of at least
2.5% a year until March 2006, without detriment to accuracy
or customer satisfaction.

These SR2002 efficiency savings are expressed in terms of
savings in the Department’s administration costs. In monetary
terms, this requires the Department to make savings of
£m68.5 in 2003-04, £m137.0 in 2004-05 and £m205.4 
in 2005-06.

Savings fall under 3 generic types:
• Where we deliver new work without any specific increase 

in our funding
• Where we did the same amount of work on an activity 

at a lower real terms cost than before
• Where we have absorbed a volume growth in existing work 

without additional funding.

2004-05 progress 

We are on course to meet our target and deliver savings of 
at least £137m in 2004-05. This will be demonstrated by our
delivering new work, such as child trust fund, modernising
stamp duty, pension simplification and reform of the
construction industry scheme, largely within our existing
funding. The Department has also through efficiencies
elsewhere absorbed some additional costs in connection 
with the ASPIRE transition and the implementation of working
and child tax credits. 

Accuracy and  Customer Satisfaction

For some elements of the Department’s efficiency saving, for
example the productivity improvements made through travel
and subsistence and procurement savings, there will obviously
be no adverse impact on accuracy or customer satisfaction.
For other elements of the efficiency gain it is much harder 
to establish a direct causal link with accuracy levels and even
more so with reported customer satisfaction. Both are
affected by many other factors. To track the impact we do
have clear measurements of accuracy and quality across a
very wide range of our activities. We also have a measure 
of customer satisfaction in the Customer Service Performance
Indicator (CSPI). Achievement of the efficiency savings 
target will be considered in the light of progress on these
other measures. 
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PSA Target 5. Achieve a 2.5 point improvement in customer
service by March 2006, as measured by an annual customer
service index.

The customer service performance indicator is based on 
an annual survey of our main customer groups. It reflects 
their perception of the ease of dealing effectively with the
processes, forms and guidance which are core to their group,
and the accessibility, speed, clarity and usefulness of help the
Revenue provides to them in writing, over the phone, face to
face or by internet. The survey is monitored closely and used
to help inform business/operational decisions. The method
used to aggregate scores from nine customer groups means
that it measures trends over time.

The benchmark score, which was set in 2001-02, was 68.6.
After an improvement in 2002-03 of 1 point, the 2003-04
survey showed some slippage with an indicator (rounded
down) of 67 (out of 100).

The fall was attributable mainly to issues related to customer
perception of the quality of their contact with us, as the score
for the effectiveness of our processes remained unchanged
from the previous year.

For tax credit customers, this appears to relate mainly to the
difficulties experienced during the introduction of the child
and working tax credits.  It is also likely that resources used 
to support new tax credits business during this time impacted
adversely on our ability to maintain high quality  contact
results for other customers.

2004-05 progress

We have increased our capacity for dealing with tax credits
calls and this should lead  not only to an improved service
for these customers, but also a better service to others.  
We have also improved the stability of the IT system
supporting child and working tax credits.

More generally, we are continuing to look at ways of
simplifying our forms and guidance, where possible, to
make them easier to understand. For example, we have
extended our pilot for a shorter return for Self Assessment
customers with straight forward affairs and taking some
customers, those with very straight forward affairs, out of
Self Assessment altogether. We are also currently piloting 
a simpler, more focused version of the Coding Notice 
for employees.

We are also looking at ways to improve the clarity and
consistency of the guidance that we provide to our
customers. For example, a programme of better guidance,
addressing both web based content and our range of
printed leaflets.

The 2004-05 survey is currently underway and the result
will be available in January 2005.
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Spending Review 2004 Public Service
Agreement targets

The Chancellor in his March 2004 Budget announced that the
Inland Revenue will merge with HM Customs and Excise to
form a new Department, HM Revenue and Customs (HMRC). 

The new Executive Chairman designate, David Varney and
Deputy Chairman designate, Paul Gray took up their
appointments (initially as Chairman and Deputy Chairman 
of the two existing Departments) on 1 September 2004.

Planning to merge appropriate functions is underway in
advance of a new Act of Parliament that will give the new
Department legal status which, subject to Parliamentary time
is expected to be passed in 2005. Following the outcome of
Spending Review 2004 a Public Service Agreement for the
period 2005-2008 for the new HMRC was published on 
12 July 2004.

HMRC Public Service Agreement (PSA)

Aim
Administer the tax and customs control systems fairly and
efficiently and make it as easy as possible for individuals and
businesses to understand and comply with their obligations
and receive their tax credit and other entitlements.

Objectives and Performance Targets

Objective 1: 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.

1. By 2007-08 reduce the scale of VAT losses to no more than 
11% of the theoretical liability.

2. By 2007-08 
• reduce the illicit market share for cigarettes to no more 

than 13%
• reduce the illicit market share for spirits by at least a half; 

and
• hold the illicit market share for oils in England, Scotland 

and Wales at no more than 2%.
3. By 2007-08, reduce underpayment of direct tax and 

national insurance contributions due by at least £3 billion 
a year.

4. By 2007-08, increase the percentage of individuals who file 
their Self-Assessment returns on time to at least 93%.

Objective 2: Improve customer experience, support business
and reduce the compliance burden.

Objective 3: Strengthen frontier protection against 
threats to the security, social and economic integrity and
environment of the United Kingdom in a way that balances
the need to maintain the UK as a competitive location in
which to do business.

For objective 2 improving customer experience, the Inland
Revenue and HM Customs & Excise are jointly developing
targets to support this for the new Department. The targets
will come into effect in April 2005.
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