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Key facts

£269m 30%  £83m

total running cost of the reduction in HMRC’s expected reduction
HMRC estate in 2015-16 annual estate running (831%) in annual running
costs since 2010-11 cost of HMRC'’s estate

by 2025, compared
with its current estate

£3.2bn HMRC's latest estimate of its estate costs over the next 10 years
£588m HMRC's forecast investment in its new estate
137 HMRC'’s offices planned to close by 2021
38,000 employees will need to move offices to regional centres, or
leave HMRC
27% reduction in the size of HMRC's estate since 2010-11
£354m total savings achieved on its estate between 2010-11 and 2015-16
15 m2 average space per person in HMRC'’s estate in March 2015 as

outlined in HMRC’s strategic outline case for its new estate strategy

8 m2 target for average office space per person in the government estate
by March 2018
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Summary

1 HM Revenue & Customs (HMRC) has a strategy to redesign and significantly
reduce its estate over the next 10 years. It plans to move from a current estate of

170 offices to 13 large regional centres, supplemented by four specialist sites and
a headquarters in central London.

2 As of November 2016, HMRC had nearly 1 million square metres of buildings.
It spends around £269 million each year running its estate to accommmodate its
58,600 staff. It sublets 15% of its estate to other government departments.

3  HMRC has been reducing the size of its estate for six years. Across its whole estate,
it has moved out of almost 300 buildings and cut its estate by 27%, reducing its annual
running costs by £102 million and saving a total of £354 million since 2010-11.

4  HMRC has achieved more than half of this reduction by moving out of excess space
under the terms of its STEPS (Strategic Transfer of Estate to the Private Sector) contract.
STEPS is a 20-year private finance initiative (PFI) deal set up in 2001 with Mapeley

STEPS Contractor Ltd (Mapeley). Under the deal, HMRC sold its freehold properties,
which comprised two-thirds of its estate, to Mapeley for £370 million. HMRC immediately
leased back the properties from Mapeley, with Mapeley providing facilities management
and maintenance services. As HMRC has reduced its workforce over this period, it

has moved out of some of these buildings each year. The remaining third of HMRC’s
current estate is managed under smaller PFl deals and individual leases with landlords.

5  We reported on HMRC’s management of the STEPS contract in 2004 and 2009."
In our 2004 report, we identified significant risks with STEPS that HMRC needed to
manage carefully. In 2009, we found that HMRC had not been managing those risks
effectively, and it had not realised the benefits available from the contract. In particular,
HMRC had not made all the savings possible by moving out of as many buildings as the
contract allowed. We recommended that HMRC should have full access to Mapeley’s
financial data to give it a better understanding of Mapeley’s profitability and that it
should negotiate more effectively to achieve better outcomes through the contract.

1 Comptroller and Auditor General, HM Revenue & Customs’ estate private finance deal eight years on, Session 2009-10,
HC 30, National Audit Office, December 2009; and Comptroller and Auditor General, PFI: the STEPS deal,
Session 2003-04, HC 530, National Audit Office, May 2004.
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6 HMRC’s strategic business case identifies three main reasons why it is seeking
to move from a widely dispersed estate to regional centres:

e |t considers a different estate is necessary to support the wider transformation of
its business. It sees regional centres as offering the right infrastructure and working
environment to enable new digital ways of working for its customers and staff;

e HMRC’s programme will support the wider civil service agenda to move to shared
government hubs, supported by a regional network of mini-hubs; and

e the end of the STEPS contract in 2021 provides an imperative for HMRC to act
and an opportunity to reconfigure its estate on a large scale.

7  HMRC’s programme to rationalise its estate is one of 15 major programmes it is
implementing concurrently to transform how it operates and administers tax. It aims
to become “one of the most digitally advanced tax administrations in the world”.
HMRC'’s transformation is large and complex, and many of the programmes within

it are interdependent. Figure 1 shows the strategic aims of HMRC’s transformation
programme and how the plans for its estate support its wider objectives.

8 This report takes an early look at HMRC’s plans for its new estate and the actions
it is taking to implement them. First, we consider the strength of the strategic case for
HMRC to move to regional centres. We then evaluate how well HMRC has managed the
STEPS contract since our last report in 2009 and how effectively it is preparing for the
end of the contract in 2021. Finally, we look at early indicators of the challenges HMRC
faces in implementing its strategy and identify some of the risks it has to manage over
the next five years.

Key findings

On the strategic case for the move to regional centres

9 HMRC has concluded that moving to regional centres will provide the
flexibility necessary to modernise and transform the way it works. HMRC has
more space than it needs and much of it is in poor condition, which HMRC considers
reduces morale and productivity. It has assessed that large regional centres will help it
work more efficiently and flexibly with fewer staff, supporting collaboration, knowledge
sharing and economies of scale. They should also give its employees more career
options and help it to recruit high-quality graduates with the skills HMRC will need to
change the tax system to a primarily digital service. HMRC'’s plans for regional centres
are therefore integral to its strategic aims to increase tax revenue by bearing down on
tax evasion and avoidance and to transform the service it provides to its customers
(paragraphs 1.5 to 1.9, 1.14, and Figures 2 and 3).
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Figure 1
HMRC'’s strategic aims and transformation

\ 4

Maximising revenues due and bear down on
avoidance and evasion:

® Increase total revenues

e Invest in additional work to tackle evasion and
non-compliance in the tax system

A

e Transform approach to compliance, using the
‘promote, prevent, respond’ strategy

o Use data more efficiently

o Stop non-compliance before it starts

v

&

Design and deliver a professional, efficient and
engaged organisation:

e Develop professional and motivated people with
digital skills

e Ensure people have the right tools to do their job
and deliver outcomes

e Deliver cutting-edge corporate services

e Modernise IT so that it supports the delivery
of transformation

o Provide modern offices that are fit for
our people now and in the future, based
across the UK

A

\

v

Transform tax and payment for our customers:

o Finish the delivery of multi-channel digital services
to become a ‘digital-by-default’ organisation

o Deliver digital tax accounts

o Ensure that taxpayers can see their complete
financial picture in their digital account

o Provide a range of third-party software products
that link securely to HMRC systems

e Putin place support for digitally-excluded
customers

® Increase tax revenue by making it easier to pay
the correct tax and reducing error

&

Source: National Audit Office analysis of HM Revenue & Customs’ single departmental plan 2015-2020

10 HMRC has assessed that the move to regional centres will mean
substantially lower running costs in the long term. While HMRC has reduced the
size and cost of its estate over the last six years, the scale of the changes it could make
has been limited by the terms of its long-running STEPS contract with Mapeley, which
expires in 2021. In its November 2015 strategic outline case for moving to regional
centres, HMRC estimated that it would continue to make savings over the next eight
years as it leaves most of its existing buildings. Beyond 2024-25, it estimated it would
achieve a sustainable reduction of between £80 and £100 million in the annual cost of
holding and maintaining its estate (paragraphs 1.15 to 1.18, 2.11 to 2.13 and Figure 4).
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11 HMRC has designed its strategy to support government’s objectives

to create government hubs that will be shared by government departments.

The government intends to modernise and rationalise the estate occupied by central
government departments by moving civil servants to shared government hubs, allowing
departments to collaborate more effectively and achieve economies of scale. The timing
of HMRC'’s plans, created by its imperative to take decisive action before the end of the
STEPS contract, place it in the vanguard of government’s proposed move to shared
hubs. It is working with the Government Property Unit (GPU) to ensure its new centres
align with the locations chosen for cross-government hubs and meet the expected
design standards (paragraphs 1.11 and 1.12).

On the management and the end of the STEPS contract

12 HMRC'’s ability to achieve the outcomes it wants from its estate has been
impaired by the STEPS contract. Our 2009 report on the STEPS deal identified
features of the contract which reduced its value for money, including the actions
necessary for HMRC to understand the risks it would face should the contract end
prematurely. HMRC has assessed that Mapeley’s performance under the contract has
fluctuated since then: while it had recovered from a low point in 2013-14, Mapeley’s
performance in 2014-15 remained below the quality standards HMRC had set. HMRC'’s
payments to Mapeley for facilities management were reduced by just under £700,000 to
compensate for Mapeley’s underperformance in that year. This equates to around 2% of
what HMRC pays to Mapeley annually for this part of the contract (paragraphs 2.3, 2.4,
2.7 to 2.10 and Figure 5).

13 HMRC’s regional centres need to be up and running and its estate plans
settled before the end of the STEPS contract in March 2021. HMRC's business
case identified that if it stayed in STEPS properties beyond 2021, its rental and service
costs would increase. Its aim is to occupy regional centres before this happens, and it
has sought to make decisions about its choice of locations early in order to negotiate
with Mapeley about the time frame for leaving existing buildings. Its aim to occupy
regional centres quickly has meant in some locations having to balance the need to
achieve timely occupancy against cost and quality (paragraphs 1.15, 2.14 and 2.17).

14 HMRC has significantly improved its management of the STEPS contract,
achieving cumulative savings of £354 million since 2011. It has responded to

the recommendations of the NAO and the Committee of Public Accounts by using
almost all of the allowances within the contract to move out of buildings. It has closed
160 buildings managed under the contract, and reduced the annual cost of the
contract by £54 million (paragraphs 2.11 to 2.13 and Figure 6).



Managing the HMRC estate Summary 9

15 HMRC has also improved its working relationship with Mapeley and achieved
a better understanding of the performance of the contract. In 2009, the NAO found
that HMRC did not have full visibility under the contract of Mapeley’s gains and losses,
particularly on renegotiated leases that may ultimately affect its liabilities in the event of
contractor default. The Committee of Public Accounts recommended that HMRC should
insist that Mapeley provides much greater transparency about the financial performance
of the contract and its profitability. Since 2010-11, HMRC has had open access to
Mapeley’s books, giving it a good understanding of the operational and financial
performance of the contract (paragraphs 2.4 to 2.6, and Figure 12).

16 HMRC continues to manage the risk of the STEPS contract ending
prematurely. We reported in 2009 that Mapeley’s finances would continue to be finely
balanced for the foreseeable future and profits would remain low for the lifetime of the
contract. HMRC has continued to monitor and manage the risk to Mapeley’s financial
health since then, and has established a team to oversee the period until the end of
the contract. Should the contract not run until 2021, some buildings within the STEPS
estate would revert to HMRC’s ownership and responsibility, potentially leaving HMRC
with properties in poor condition that it no longer needs. In these circumstances, HMRC
would be faced with the costs of maintaining and improving buildings it does not intend
to stay in long term, and would need to manage the disposal of properties which might
not have a ready market (paragraphs 2.16 to 2.20).

Early indicators of the risks and challenges HMRC faces in
implementing its strategy

17 HMRC’s original plan has proved unrealistic. During the transition to regional
centres, HMRC must ensure that its service to taxpayers and its ability to collect tax
revenue are not impaired. It has concluded that suitable property will not be available in
some of its chosen locations within the time frame set out in its 2015 spending review
settlement. HMRC now estimates it may lose up to 5,000 staff as a result of the move
to regional centres. It will therefore need to recruit to its new centres and train new staff,
while managing redundancies and the moves of existing employees and operations into
new buildings. It has concluded that its original plans were over-optimistic about the
availability of suitable properties and carried too high a risk of disruption to its business,
as they involved moving or replacing too many staff too quickly, while delivering other
major change programmes in parallel (paragraphs 3.7, 3.8, 3.14 and 3.15).
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18 HMRC is reconsidering the scope and timing of its moves to some regional
centres to reduce costs and delivery risks over the next five years. Since its
spending review settlement in November 2015, HMRC’s estimate of its estate costs over
the next 10 years has risen by nearly £600 million (22%), more than half of which is due
to higher than anticipated running costs for its new buildings. It has also identified that
slippage in the timetable for some regional centres had led to an unmanageable peak of
activity scheduled for 2019-20. HMRC is considering the actions necessary to reduce
this peak and stay within the funding it has secured between now and 2020-21. It tells
us that it will reach this decision shortly. (paragraphs 3.4 to 3.6 and Figure 8).

19 HMRC has reduced its estimate of the benefits of the programme and now
expects them to come later. As some of the moves to regional centres will now
happen later than HMRC had planned, it will be longer until HMRC starts to realise
savings. In the long term, it still expects its new estate to reduce its running costs. It
now estimates cumulative efficiency savings by 2025-26 of £212 million, reduced from
the £499 million estimated in its strategic outline case in November 2015. By 2025-
26, HMRC expects its annual running costs to be £83 million lower than they are now
(paragraphs 3.12 and 3.13).

20 Changes to reduce costs and delivery risk could diminish the long-term value
of the strategy. HMRC is now considering actions to reduce the costs and the risks of
disruption over the next four years. It is looking at a range of options, including: changing
the timetable for opening and filling regional centres; reconsidering the functionality,
location and size of individual units to determine the best mix of staff to undertake

some work; adding a transitional site in East London to ease the disruption in the South
East; changing where to focus its recruitment effort; and reassessing how and when

to introduce flexible ways of working. HMRC must manage the risk that such changes
compromise its objectives to improve the engagement, morale and productivity of its
workforce while achieving sustainable savings in the cost of running its estate in the long
run (paragraphs 3.7 to 3.11).

21 HMRC has yet to define fully how regional centres will support better
customer service and more efficient and effective compliance activities.

HMRC has signed the contract for its first regional centre in Croydon, but faces a
demanding timetable to occupy the site as it plans in 2017. HMRC’s move to regional
centres will require good coordination across HMRC to ensure that everyone involved in
the moves understands what is expected of them. It must therefore clarify what changes
in working practices are necessary to support digital services and its future compliance
model, and coordinate its design of regional centres to achieve these outcomes
(paragraphs 1.9, 1.10 and 3.19 to 3.22).
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22 HMRC must manage the risk that it locks itself into long-term property
deals which limit its flexibility to change its future business model. HMRC is now
implementing its third major change programme since the merger of the Inland Revenue
and HM Customs and Excise in 2004. While the move to regional centres is consistent
with its wider transformation plans, it should not assume that the business model it
designs now will remain its optimal state indefinitely. HMRC therefore needs to weigh
the cost of property deals against the benefits of having the flexibility to make future
changes. It has not negotiated any break points in the 25 year leases it has signed so
far for regional centres in Croydon and Bristol. HMRC aims to provide flexibility through
a mix of lease terms across the estate, maintaining the ability to sublet to other parts
of government, and by working with the GPU to provide for future flexibility in the
design of cross-government hubs (paragraphs 3.26 and 3.27).

23 HMRC’s decisions and what it learns from the relocations are critical to the
success of the government’s plans to reconfigure its estate. HMRC's decisions
about the buildings it will occupy will affect the choices other departments will have.

It is early days in implementing HMRC’s move to regional centres, but important

that HMRC takes stock of what it learns over the next few years, both to optimise

its own decision-making and to inform the plans of the GPU and other government
departments (paragraph 1.14).

Conclusion on value for money

24 ltis important to see HMRC's estate strategy in two ways. First as a major
programme in its own right, and second, as a component in HMRC’s wider business
transformation. From the standpoint of the estate strategy itself we can conclude that
the handling of HMRC’s STEPS contract has improved, and is more likely to deliver
value for money though significant risks remain. As far as the new programme is
concerned, HMRC has already recognised that its original plan was unrealistic and it
is considering how it can adjust the scope and timing of the programme to reduce the
cost and delivery risk. It is, of course, better management practice to recognise cost
underestimates early and to consider options for recovery early as well. However, we
think it important for HMRC to step back and consider the benefits afforded by the
wider business transformation, and whether they might be reduced or placed at risk
by cutting back on, or delaying, the estate plans, before going ahead.



12 Summary Managing the HMRC estate

Recommendations

25

HMRC is seeking to implement an ambitious estate strategy alongside 14 other

major programmes designed to transform the way it administers the tax system. Many
of these programmes are interdependent. It is inevitable that not every aspect of the
transition to regional centres will run smoothly and HMRC must learn as it goes and
respond proactively as issues arise. It should:

a

Improve its control of the costs of the new regional centres. HMRC needs to be
realistic in re-forecasting costs and guard against optimism bias. Given the inherent
uncertainty in the property market, it should plan for the worst case rather than

risk basing its plans on optimistic assumptions. It should put in place an adequate
contingency for the programme of regional centres as a whole to make it resilient
to emerging cost increases.

Plan in detail how the infrastructure it is putting in place through regional centres
will support the ways of working its business aspires to. HMRC has yet to
demonstrate how in practice the regional centres will help its employees provide a
better service to customers while increasing the efficiency and effectiveness of its
compliance work. It should prioritise engagement with its business to identify what
features of the new estate will be most important to support working practices
that will deliver the outcomes it is seeking.

Put in place a process to learn lessons by analysing the costs and benefits of
occupying and operating regional centres. HMRC should be clear how it will
establish whether it is achieving the benefits it expects from its regional centres
once they become operational, and at what cost. It should identify and apply
good practice from its occupation of the Croydon regional centre in 2017, and
evaluate how its forecasts of the timetable, costs and benefits were affected by
events. It should build a framework to compare the performance of the regional
centres by identifying each centre’s annual running costs, service levels and
business outcomes.

Build in flexibility to respond to future changes in technology and working practices.
In negotiating property deals for the regional centres, it must therefore balance
cost considerations against the benefits of retaining flexibility to make future
changes to its estate.
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