Questions on the National Insurance Fund Accounts 2005-06
1. May I please be informed of the level (that is, the dollar amount) at which you would feel obliged to qualify the accounts.

The Comptroller and Auditor General did not qualify his opinion on the 2004-05 National Insurance Account (NIF) Account.  The following extracts from the C&AG’s Report on the NIF Account 2004-05 explain the basis for his decision not to qualify on the levels of fraud and error:
Para 7: Most of the expenditure on benefits paid out of the National Insurance Fund was on Retirement Pension (£48.8 billion), Incapacity Benefit (£6.6 billion), Bereavement benefits (£911 million) and contribution-based Jobseeker’s Allowance (£442 million).The National Audit Office’s work was based on information provided by the Department for Work and Pensions (DWP) about estimated losses, and its own independent testing. The National Audit Office concluded that it is likely that overall less than 1 per cent of the total expenditure paid out of the National Insurance Fund on contributory benefit payments was lost through fraud and error, and on this basis I have not qualified my audit opinion on the expenditure for these benefits.  (HC 885, 2005-06, 6 February 2006)
There was a prior year qualification in relation to the Department’s failure to present supporting evidence for some payments, but this aspect of the qualification was withdrawn in 2004-05:

Para 11: I qualified my audit opinion last year in respect of Incapacity Benefit as the Department could not locate the evidence to support the eligibility to Benefit in some 106 of 800 cases selected for review. The Department’s response to this, reviewed by my staff and recorded in my report on the DWP Resource Account (HC 447, 26 January 2006) has subsequently enabled me to remove that qualification for 2004-2005, as the Department has been able to confirm that missing case files have reduced to just under 1 per cent of cases selected for review across all benefits. Notwithstanding this positive development the Department recognises the continuing weaknesses within the document retrieval process. I will continue to monitor action taken by the Department to further improve document management systems. The problems with Incapacity Benefit recording described in paragraphs 24 to 30 of this report do not impact upon my audit opinion for 2004-2005.

Although the figure of one per cent of total expenditure has previously been quoted in the C&AG’s Report, there is no precise monetary value of what would or would not be considered material in the context of a specific account.   What is or is not considered materiality is a matter of professional judgement.  In arriving at this judgement we seek to place ourselves in the position of users of the financial statement - in the UK central government context these include Parliament, the press, and the taxpayer - in order to determine what level of error they might reasonably be expected to tolerate.  

This assessment involves both quantitative and qualitative considerations.  Thus our consideration of what is or is not material will be made by reference to the nature of the errors or irregularities and their context in the financial statements rather than the value of the misstatement alone.
2. Would you please confirm that the NIF exists as a fund quite distinct from ‘other public money’, that is, the Consolidated Fund.  

Both the National Insurance Fund and the Consolidated Fund are distinct legal entities.  Separate accounts prepared for both Funds and presented to Parliament.  All surplus funds are retained in the National Insurance Fund.
There are circumstances when funds may be transferred from the Consolidated Fund to the National Insurance Fund in order to maintain a reasonable working balance.
The National Insurance Accounts for 19966-97 show a "Grant from Class XII, Vote 2" of £1,901,500 being the "amounts paid from Class XII, vote 2 based on The Government Actuary’s Department’s estimate of the grant needed to maintain a reasonable working balance on the fund at 31 March 1997 and include an estimate of £1.5million to meet the cost of the employers contribution holiday scheme (in respect of workers who were formerly long term unemployed.)". Similar notes relating to transfers of funds in order to maintain a reasonable working balance are included in the accounts prior to 1996-97.  National Insurance Fund accounts from 1980s and 1970s also show receipts of Consolidated Fund Supplements, again based upon work done by GAD.

Grant funded by the Consolidated Fund continued to be received by the National Insurance Fund for the employers contribution holiday scheme to 1999-2000.  From 2000-01 employers were no longer able to benefit from NIC holiday scheme.  
3.  Kindly confirm that the accrued surplus in the NIF, which is the accumulation of contributions by earners and their employers, may only be used for the purposes set out in the Act, paragraph 163.- (1) (a) through (e).
Our audit is designed to test whether the National Insurance Fund balance is applied in accordance with Parliament’s intentions and that, in all material respects, the financial transactions conform to the authorities which govern them.  These authorities include purposes set out in paragraph 163 of the Act.

If our audit found that the Fund was being used for purposes outside those described in the Act, the  Comptroller and Auditor General would be obliged to consider the implications for his opinion on the ‘regularity’ of those transactions.
4. Could you please identify where in the National Insurance Fund accounts these (Statutory Sick Pay and Statutory Maternity Pay) payments appear or point to any enactment which transfers liability for the items from Parliament to the earner/employer contributions?
These transactions are disclosed in at note 3 to the National Insurance Fund 2005-06 account.  

Statutory sick pay (SSP) and statutory maternity pay (SMP) are paid to qualifying employees by their employer.  The employer funds the SSP and SMP payments by deducting the statutory amounts to be paid from the pooled national insurance contributions collected from all employees before the net national insurance contributions are paid over to HM Revenue & Customs alongside PAYE.  

As the National Insurance Fund receipts in any given year will be lower than if this arrangement was not in place, it is compensated for this under recovery of national insurance contributions.  The Government Actuary's Department determine the appropriate amount of compensation for SSP and SMP to be paid to NIF from the Department for Work and Pensions Resource Accounts.  There is therefore no transfer of liability from Parliament to employer for SSP and SMP payments, although the employer does provide the mechanism that allows these payments to be made.

5. Given that your report restates the requirement of a minimum prudent of a balance of 16% of benefit payments in the NIF, observes that the current balance is 55%, and forecasts it will rise to 80% by 2010/11, will you please confirm that it is your considered opinion that these balances ‘bear a proper relation to demands in respect of payments of benefit’ as stipulated in the Act.

The balance of the Fund is a matter for the Government Actuary’s Department and ultimately Parliament rather than the National Audit Office.  As para 11 to the Comptroller and Auditor General’s 2005-06 report states, Parliament sets the rates for National Insurance contributions each year through its approval of rates set out in the Social Security Benefits Up-rating and Social Security (Contributions) (Re-rating and National Insurance Funds Payments) Orders.  
However, as you have noted the Comptroller and Auditor General has chosen to draw attention to the issue of the size of the Fund balance in his Report on the Accounts (para13 refers). The balance of the Fund is one of the matters taken into account when Treasury Ministers review annually National Insurance contributions.  This review is informed by the Government Actuary’s annual report on the drafts of the Up-rating and Re-rating Orders, which also considers the projected balance of the Fund.  

