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Figure 9

Modular design of the Customs Declaration Service (CDS)

CDS will bring together off-the-shelf products providing customs declaration management and tariff services

with HM Revenue & Customs (HMRC) software
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Notes
{  Thisis asimplfied presentation of the CDS service.

2 The IBM product for managing declarations is called the Declaration Management System.

Source: National Audit Office analysis of HM Revenue & Customs information
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Figure 4
Costs of the Customs Declaration Service (CDS) and contingency programme

The cost of CDS has increased to £270 million

Programme Estimated cost Status
CDS - capacity 150 million £217.0 million HM Treasury approval to spend unti
30 September 2018 (date of next approval point)

CDS - additional capacity £53.0 million Agreed

(EU ext funding)
CDS total £270.0 million -
Contingency programme £8.7 million Agreed

(EV exit funding)
Note

1 Spend to date figures are to the end of 2017-18.

Source: HM Revenue & Customs

Spend to date
£93.9 million

£9.7 million

£103.6 million

£0.8 million
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Figure 5
Main changes to the Customs Declaration Service (CDS) timetable

HM Revenue & Customs (HMRC) now plans to continue implementing CDS at the same time as migrating traders
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Notes
1 HMRC's release strategy means export functionality will be implemented in DS in December 2018. This means HMRG only has one month to complete migration of traders who make exports if it is to
complete the migration process by January. HMRC notes that the date for release 3 and associated migration remains under review.

2 Thisis a simplified representation of the CDS programme timetable.

3 Activities and milestones marked as the original plan are as described in our report on CDS in July 2017, Comptroller and Auditior General, The Customs Declaration Service, Session 2017-2019, HC 241,
National Audit Office.

Source: National Audit Office analysis of HM Revenue & Customs information
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Figure 10

Scope and results of HM Revenue & Customs’ (HMRC's) trade tests to date

At 8 June 2018, 15 software suppliers and community system providers have successfully
undertaken all trade test activity to date

Stage

Trade test 1
(December 2017
to January 2018)

Trade test 2
Wanuary to
February 2018)

Trade test 3
(March to
May 2018)

Trade test 4
May to
July 2018)

Scope

Submission of a simple
supplementary declaration
with limited validation

As above but open to all suppliers

Extended the testing to include
more complex scenarios,

&g for common agricultural
policy goods

Further extended the testing,
eg to allow the clearance

of goods not placed in
customs warehousing

Number signed
up for testing

5

25

27

28

Source: National Audit Office analysis of HM Revenue & Customs information

High-level results

All5 participants
tested successfully

11 participants reported
testing successfully in
trade tests 1.and 2

15 participants reported
testing successfully
trade tests 1.and 2
scenarios to date

19 participants reported
completing some testing,

of which 15 have completed
all scenarios
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Figure 13
Findings from our survey of software suppliers

Software suppliers were generally positive about HMRC's engagement on CDS but less positive about the amount of time they had been given to complete the work

Awareness and understanding of CDS
Q6 | understand why HMRC s replacing the existing CHIEF system with CDS

I ———
I ———
I ———
Q10 feel well-informed about the CDS programme ----

Q11 HMRC has clearly communicated the implications for my orgarisation of implementing CDS
Q14 The CDS plan provides sufficient time for my organisation to carry out I I —
the actions that it needs to ---
Q15 HMRC has provided all the information needed to allow my organisation to meet its deadiines
Q16 HMRC's CDS programme appears to be wel-managed
My organisation’s readiness and confidence in HMRC's delivery --

Q17 | am satisfied with the amount of system testing that my organisation has

been involved in to date -- ‘

Q181 am satisfied with the quality of system testing that my organisation has been involved in to date
Q21 HMRC's technical support staff appear to be sufficiently trained and ready [ N
rODS golve i August 2016 I O A

Q22 | am confident that the CDS transition period will start as planned in August 2018

Q7 | know when my organisation willgo live with CDS
Q8 | know where to go to get information about CDS

Q9 | know how to provide feedback to HMRG about CDS.

Q12 HMRC has clearly communicated the milestones which impact my organisation

Q13 HMRC has tried to address the feedback my organisation has given about CDS to date

Q19 Itis clear to me the actions my organisation must take to be ready on time

Q20 My staff wil be sufficiently trained and read to interact with CDS when my organisation goes five

Q231 am confident that my organisation will be able to complete all the actions necessary to allow us
and our customers to interact with CDS by January 2019

0 2 4 6 8 10 12 14 16 18
Number of responses

W Stonglyagree W Agree 1 Neither agree nor disagree W Disagree M Strongly disagree N/A

Notes
1 HM Revenue & Gustoms (HMRC) is replacingits existing CHIEF (Customs Handiing of Import and Export Freight) system with a new Customs
Declaration Service (CDS).

2 Survey results are based on 19 responses from 32 members of the Association of Freight Software Suppliers (AFSS)
atthe date of the survey, a response rate of 59% of the sample population.

3 Notall suppliers who will provide software to interface with CDS are AFSS mermbers.
4 Questions 1 to 5 were introductory questions to gather information on respondents.

Source: National Audit Office survey of customs software suppliers
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Figure 14

Committee of Public Accounts conclusions and recommendations on the Customs Declaration

Service (CDS) and the government’s response

Committee’s conclusions and recommendations

Conclusion: HM Revenue & Customs (HMRC) has not yet done
enough to manage the huge uncertainty faced by a large number
of traders.

Recommendation: HMRC should ensure that traders are informed
of the Customs Declaration Service (CDS) timeline and progress

by January 2018. As part of its plans to broaden engagement with
traders, it should also promote the benefits of obtaining trusted trader
status and aim to increase the number of registered traders.

Treasury Minute response
The government agreed, stating it was:

e already working closely with trade representatives to prepare
businesses who currently use CHIEF and has developed a
phased migration plan;

e planning to start its education campaign for existing CHIEF
traders in January 2018 and was working on an education
campaign for EU-only traders; and

e engaging with UK businesses on future enhancements to
the Authorised Econormic Operators (AEO) scheme.

Conclusion: It is vital that HMRC has a flexible service which
can handle the increased volume of customs declarations and
a well-developed contingency option.

Recommendation: HMRC should ensure that the CDS system and
the CHIEF contingency option are capable of managing 255 milion
customs declarations every year, while providing the flexibility to meet
the wider challenges of an integrated customs and trade system for
the UK, such as managing changes to tariffs, free trade agreements
and international trade quotas. HMRC should report back to the
Committee by March 2018 to update us.

Conclusion: HMRC does not yet have funding to increase the
capacity of CDS o to develop contingency options.

Recommendation: HMT should ensure that HMRC has sufficient
funding by December 2017 to increase the capacity of CDS to
handle 255 millon customs declarations each year, and to develop
functioning contingency arrangements.

The government agreed, stating it was:

e testing the scalability of CDS to manage 300 milion
declarations a year, with a peak of 100 declarations
per second;

o testing the scalability of CHIEF as a contingency option,
and has extended the contract with its supplier; and

e designing and building CDS to have the flexibility to meet the
challenges of change to tariffs, free trade agreements and
international trade quotas.

The government agreed and stated that:

®  HM Treasury meets regularly with HMRGC to review funding
arrangements, and HMRC has sufficient funding to
undertake the contingency work required to date; and

e the 2017-18 additional funding will allow HMRC to carry
out CDS performance testing and understand scaling
requirements for CHIEF, both of which will inform future
funding requirements.

Conclusion: HMRC s currently managing an unsustainable amount
of change which could put the delivery of CDS at risk.

Recommendation: HMRC should report back to the Committee
by March 2018 with clear plans on how it will manage the many
challenges it faces due to Brexit and its ongoing transformation
programmes, including how this will help to mitigate the risks in
the CDS programme.

Note
1 CHIEF is the Gustoms Handling of Import and Export Freight system.

Source: Gommittee of Public Accounts and HM Revenue & Customs

The government agreed and stated that:

e it recognises the risk from European Union exit on top of its
other work and is in the process of reviewing and prioritising.
It agreed to report back to the Committee by March 2018.
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Figure 2
UK customs volumes and values

Traded goods are worth £820 billion with tax revenue of £34 billion

EU goods Non-EU goods Total
Customs declarations 0 55 million 55 million
Traders 145,000 150,000 205,000
Goods import value £262 bilion £216 bilion £478 billion
Goods export value £167 billion £175 billon £342 bilion
Total goodss value £429 bilion £391 billon £820 bilion
Customs duty 0 £3 bilion £3 billon
import VAT 0 £25 bilion £25 billion
Excise duty Not known Not known £6 billion
Total tax and duty Not known Not known £34 billion

Notes

1 Ofthe 55 million customs declarations made in 2016-17, 46 million are import declarations and 9 million are export
declarations. Customs declarations and associated duties are only currently due for trade with countries outside the
EU, s0 the declarations and duty collected from intra-EU trade are both zero. Import VAT is also paid only on trade
with non-EU countries.

2 Based on 2017 numbers, HM Revenue & Customs (HMRC) estimates that at least 145,000 traders trade solely
within the EU and 150,000 traders trade with the rest of the world. These are updated estimates from the 180,000
and 141,000 respectively that we reported last year. Of the 50,000 trading with the rest of the world, 77,000 trade
exclusively with countries outside the EU and 73,000 trade with both EU and non-EU countries.

3 Import and export values are 2017 figures for trade in goods from the Office for National Statistics, Publication tables,
UK trade, table 2, UK trade in goods by area, 11 June 2018.

4" HMRC does ot report information on the geographical split for excise duty receipts.

Source: HM Revenue & Customs and Office for National Statistics
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Figure 7

Programme burndown over last five completed planning periods
Since the start of the seventh programme planning period in early April 2017, HM Revenue &
Customs (HMRC) has completed no more than three-quarters of the work it planned to deliver in
each 10-week period

Percentage of features in scope
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M Carried over features 4 36 44 78 46
W Delivered features 61 70 58 64 134
Notes

 Fora feature to be completed, HMRC must design, develop and test it when integrated with other features to ensure
that it works as expected.
2 Aprogramme increment is a 10-week planning period in which HMRG plans to complete a set amount of work.

Source: National Audit Office analysis of HM Revenue & Customs data
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Figure 6
The Border Systems Programme

Important system changes required before the UK leaves the European Union (EU) are in these projects

Project name Description

RoRo (roll on roll off) The solution for moving freight at ports including Dover and EurcTunnel.

Northern Ireland land border The processes and IT for goods moving between Norther Ireland
and Ireland.

Passengers The processes and IT for UK passengers returning from the EU to declare
and settle tax and duty on goods.

Parcels The policy, processes and systems for parcel services liable for import VAT.

Excise IT to monitor goods under excise duty suspension without EU data and to
enable continued smooth movement of goods.

UK safety and security IT to handle an increase in safety and security declarations and
communicate them to Border Force.

Trade in goods service Services to allow HMRC to collect and publish statistics for UK
international trade.

Tariffs and quotas IT to receive tariff information from Department for International Trade.

Transit The processes and systems to enable a national transit service if the UK
leaves the Common Transit Convention.

Source: HM Revenue & Customs
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Figure 11

HM Revenue & Customs’ (HMRC's) engagement strategy

Engagement is tailored to the stakeholder’s role in the implementation of the Customs Declaration Service (CDS)

CDS stakeholder

Community system providers

Customs software suppliers

Fast parcel operators

Other government departments

Large businesses

Freight forwarders and agents

Small to medium enterprises
and individuals

EU-only traders

Main engagement method

Workshops, technical meetings and programme
updates, representative on programme board

Technical meetings and programme updates,
representative on programme board

Meetings with trade body, programme updates
CDS interal readiness team, representation on
CDS programme board

Direct engagement with largest importers and
exporters and via software suppliers

Direct engagement with largest organisations
and via trade bodies and HMRC's Joint Customs
Consultative Committee

Updates via trade bodies, communication
strategy from January 2018

Flexible communication strategy

Source: National Audit Office analysis of HM Revenue & Customs information

Frequency Further details

Regular Nominated staff support
this relationship

Regular Nominated staff support
this relationship

Regular Nominated staff support
this relationship

Ad hoc

Ad hoc

Regular

Ad hoc

HMRC is keeping the need to
communicate under review

Not yet started
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Figure 3
Update on the risks highlighted in our 2017 report

Risks we previously highlighted still remain

Risk Summary

Resourcing HM Revenue & Customs (HMRC)
has had a significant number of
staff vacancies and may incur more
costs than forecast in the current
business case.

Programme and HMRC's approach relies on close
scope management monitoring to prevent slippage of
key milestones.

Timetable HMRC has only two months between
the CDS full implementation date
and when the UK plans to leave
the European Union (EU).

System development HMRC must integrate a number of
modules, and scale them to handle
declarations at the volume that may
be required after the UK leaves
the EU.

Contingency arrangements  HMRC has identified contingency
options but has not yet planned
these in detail.

Stakeholder engagement  HMRC has gaps in its knowledge of
important stakeholder groups and
does not have a detaled plan for
moving users to CDS.

Source: National Audit Office

Update Covered in
this report
Risk has reduced. HMRC now Part One

forecasts its resourcing needs in more
detail and has a better understanding

of requirements. However, resourcing
risks still exist. The costs of the Customs
Declaration Service (CDS) have
increased, but funding is now in place.

Risk remains the same. HMRC must Part One
continue to implement CDS with a large

number of stakeholders and potentially

competing demands.

Risk has increased. HMRC plans Part One
no change to the timetable. However,

slippage means that many more users

will now migrate closer to January 2019

and there is a risk that this process will

go past this date.

Risk remains until integration and Part Two
testing is complete. HMRC has tested

the performance of individual modules

at current volumes. However, it has

not yet proved that the system can

hande the volumes expected after the

UK leaves the EU in individual modules

or the full system. End-to-end testing

started in April 2018 but will continue

until late 2018.

Risk has reduced. HMRC has a Part Two
detailed contingency plan in place under

aseparate programme. It now plans to

increase the existing CHIEF (Customs

Handling of Import and Export Freight)

system’s capacity earlier but has not yet

completed this work.

Risk remains until HMRC migrates Parts Two and Three
all users on to CDS. HMRC has

started its communications with

current CHIEF users but has not yet

started to communicate with EU-only

traders. HMRC developed a more

detailed migration plan but it continues

to change this in light of the delivery

issues it has faced.
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customs declarations that current traders who make  minimum number of traders
HM Revenue & Customs (HMRC) customs declarations whom HMRGC estimates
estimates might be made after the and will needtomoveto  currently trade within
United Kingdom (UK) leaves the the Customs Declaration  the European Union (EU)
European customs union, arounda  Service (CDS) from the and might make customs
200 million increase on the 55 million  existing system declarations for the first
existing declarations each year time after the UK leaves the

European customs union

CDS programme dates when we last reported in July 2017
July 2018 HMRC planned to finish building the full CDS scope
August 2018 HMRC planned to start migrating traders to CDS

January 2019 HMRC planned to complete migrating traders to CDS

New CDS programme dates

August 2018 HMRC aims to go-live with CDS and start migrating traders as
planned - it expects to have 44% of the full functionality in place
at this time

November 2018 HMRC now plans to release remaining import functions
and start migrating traders who require these functions

December 2018 HMRC now plans to release all export functions and start
migrating traders who require these functions

January 2019 HMRC now aims to complete migrating traders to CDS,
however this may not be possible given the plan to
release export functionality one month before

Contingency programme dates

July 2018 HMRC plans to have demonstrated the CHIEF
(Customs Handling of Import and Export Freight) system’s
capacity as a contingency option. When we previously reported,
HMRC had not planned its contingency option in detail
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Figure 8
Progress on the functional development for the first Customs Declaration
Service (CDS) release as at 15 May 2018

HM Revenue & Customs (HMRC) has completed around two-thirds of the functional features
planned for the August release

Status Features
Total features required 202
Features completed 194 (66%)
Features outstanding 98 (34%)
Of which:

Carried forward from earlier period 37
Work in programme increment 12 61

(by 27 June 2018)

Source: HM Revenue & Customs
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Figure 12

High-level timeline of communications activity with traders

HM Revenue & Customs (HMRC) started to communicate with current CHIEF (Customs Handling of Import and Export Freight)
users in January 2018 and plans to communicate with intra-European Union (EU) traders subject to the outcome of EU negotiations

Activity

Migration from GHIEF to the
Customs Declaration Service
(CDS)

Preparing intra-EU traders

Promotion of CDS to new users

Source: HM Revenue & Customs

January to July 2018 August 2018 to January 2019 February 2019 onwards

and understanding

Build awareness

‘ Reinforce the need to migrate

| Encourage traders to migrate
with ongoing CHIEF users

Build awareness and understanding of the actions required to make customs
declarations for the first time (dependent on negotiations)

Build awareness and understanding among new users






