
Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from Alexander Reid 
 
Response 
 
In response to your request for proposal for Scottish Rate Of Income tax please take 
into consideration my comment. 
 
Bearing in mind the lower paid and low income pensioners should not be taxed at all 
yet at the same time very hard working high earning individuals are not punished by 
taxation. 
 
 
£0  to £ 20000         No Tax 
£20,000 to £50,000      20% 
£50,000 to £80,000      30% 
£80,000 to £100000     40% 
£100,000 to No upper limit 50% 
 
Non-resident exclusions to apply as at present. 
 
Determination of "living in Scotland" and source of "taxable" income to be clarified. 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from Andrew Watson 
 
Response 
 
I do not believe that income tax in Scotland should be higher than in the rest of the 
UK. 
 
If we wish to attract entrepreneurs, consequent investment in the Scottish Economy 
and higher rates of growth, we are not going to achieve this by penalising potential 
investors with higher rates of tax. 
 
If anything our tax rates should be lower than the UK to attract inward investment 
away from other parts of the UK especially the South East.  
 
Question: How do we fund lower rates of income tax? 
 
Answer: One of the possible ways is to reduce universal benefits which are not 
based on the ability to pay but are handed out like sweeties to all the electorate 
regardless of means.  
 
Many 60+ pensioners have paid off their mortgages, have state pensions and private 
pensions and are extremely comfortably off. Compare many of them to people in 
their 20s, 30s and 40s who are struggling to obtain a mortgage, have a family to 
support, and have substantial transport costs to and from work etc. 
 
I believe fundamentally, we are skewing benefits too far in the direction of the 60+ 
age bracket and this section of the community is increasing at a far faster rate than 
the rest of the working population who are being required to fund these benefits. Bus 
passes for example, being handed out at age 60, when most people are still working 
and when the retirement age is now 67 (due to increase further with life expectancy) 
are grossly unfair and financially untenable going forward. 
 
Yours sincerely  
Andrew Watson 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from Ben Thomson 
 
Response 
 
For the first time, taxpayers living in Scotland will next year be identified as Scottish 
on their tax code for the purpose of paying the Scottish Rate of Income Tax (SRIT). 
As this is something of a defining moment it would be good to think of how we could 
lower this tax rather than increase it, particularly as increases in the SRIT are 
regressive and will hit lower rate tax payers harder than higher rate tax payers. 
 
The way in which the SRIT works is that the change is implement across all income 
tax payers across all bands and hits rich and poor alike. In fact it hits lower rate tax 
payers proportionally harder than top rate payers, as a 2p increase in SRIT is a 10 
per cent increase to a lower rate tax payer but only a five per cent increase for a 40 
per cent higher rate tax payer and four per cent for a top rate taxpayer; i.e. to raise 
the SRIT is a regressive progressive tax proposal.  
 
The Treasury figures show that an increase of 1p in SRIT would raise about 
£330million. Therefore it would be logical to assume that a reduction in the SRIT 
would be a progressive tax proposal favouring lower tax payers and that if there was 
a 2p reduction for example this would reduce the tax burden on all Scottish Income 
Tax payers by £660mn and in particularly benefit lower rate tax payers by reducing 
their income tax by 10%. Help lower income tax payers would be particularly 
appreciated by lower tax payers at this difficult economic time. 
 
There are two additional advantages of lowering the SRIT. First, for who are on the 
line between being Scottish or English income tax payers with two properties across 
the border, a lower SRIT might help them to organise themselves to pay their income 
taxes in Scotland, which would result in higher than expected income tax receipts for 
Scottish revenue. Second, it would signal the Scottish Governments commitment to 
economic growth in Scotland through good fiscal management. 
 
The question then is how could an income tax reduction be funded so that Scotland 
did not carry a greater deficit as a consequence of lowering SRIT? If Scotland had 
other tax powers it would have greater flexibility but as proposals for further powers 
are not yet clear any balance would either need to come from reducing costs or 
raising other taxes already devolved to Scottish Government.  Given the Scottish 
Governments commitment to ending austerity, spending cuts are unlikely so raising 
revenue through other taxes would seem the most probable option.  
 
The most obvious tax to raise is council tax and at the same time give responsibility 
for setting the tax fully back to local government. The advantage of council tax is that 
it is already devolved to Scottish Government and therefore it has the power to 
change.  In addition Council Tax is a regressive tax as those in lower valued houses 
pay proportionately more on the value of their house than those in high value 
houses. Those in the top band (H) pay four times more council tax than homes in the 
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lowest band (A) but the houses in the top band are worth at least 10 times more, and 
some more than 50 times, than those in the lowest band. In addition the top band is 
set at homes over a nominal value of homes set in 1991 at £220,000 so makes no 
allowance for changes in the relative value of homes and very high value homes pay 
the same as any in the top band.  
 
Council Tax is in long need of an overhaul. For the last seven years it has been 
capped and control effectively taken away from local government. The bands are not 
realistic with current pricing and rebasing property values back to 1991 makes no 
sense. Therefore in order to raise addition tax revenue why not give back control 
over council tax to local government, releasing them from the council tax cap and 
allowing them to re-base the tax bands. Local government could then adjust council 
tax after the seven year freeze and bring council tax bands in line with increased 
house prices. The banding could also be adjusted to reflect more properly the 
differential between high end properties and those in economically disadvantaged 
areas. It could also address some of the existing rebates such as the discount for 
second homes.  As council tax revenue in Scotland is £2bn an increase in 33% 
would be needed to match the 2p reduction in income tax. However the burden of 
this could be directed at those in higher valued homes making this a progressive tax 
proposal. 
 
A benefit of this approach is that it could provide the right timing to give council tax 
control back to local government, which is part of the trend to decentralise 
government. All political parties in Scotland have expressed the desire to give more 
responsibility to local government and giving them control over more of their finances 
to meet their expenditure would be a good start. Allowing more to be raised from 
council tax would allow the Scottish Government to reduce income tax, which should 
be a popular move and also one that demonstrates to Westminster that Scotland can 
take a different approach. 
 
I hope the committee will seriously review how Scotland might use the tax powers it 
has, including the SRIT, to make them less regressive and might make more people 
and businesses receptive to more fiscal powers being transferred, such as those 
proposed by the Smith Commission. I would recommend a reduction of SRIT from 
10p to 8p to be funded through passing council tax back to local government, 
removing the cap and rebasing the bands to reflect current property values. 
 
 
Ben Thomson         June 2015 
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Scottish Rate of Income Tax – Call for Evidence 
Response by the Chartered Institute of Taxation 

 
 
1  Introduction 

 
1.1  This is a response by the Chartered Institute of Taxation (CIOT) to the Finance 

Committee of the Scottish Parliament’s call for evidence, as part of their scrutiny of 
the Draft Budget 2016-17. We welcome the opportunity to offer our comments on the 
Scottish Rate of Income Tax (SRIT); we would be pleased to amplify our points orally. 
 

1.2  The CIOT is an educational charity concerned with promoting the education and study 
of the administration and practice of taxation. For more details see the statement 
about us at section 6 below. 
 

1.3  The CIOT does not generally comment on the setting of rates of tax, as these are 
decisions for politicians. In our view, the setting of the rate for the SRIT should flow 
from policy decisions as to the aims of the Scottish Government and the Scottish 
Parliament for the SRIT. Our response focuses on the fourth and final question of the 
call for evidence concerning publicity surrounding the SRIT. 

 
  
2  Executive Summary 

 
2.1  Communications, awareness-raising and publicity are key to ensuring the smooth 

introduction and operation of the SRIT. It is our impression that awareness of the 
SRIT, including the issue of Scottish taxpayer status, is low amongst all affected 
groups: this is particularly an issue for taxpayers. In addition, we refer to the needs of 
tax advisers and agents in this submission, as they also need publicity, guidance and 
information designed to assist them. It is important that information aimed at advisers 
is accurate and comprehensive – this will help them to assist their clients to comply 
with the legislation, and is in the interests of helping the SRIT to operate effectively. 
 

2.2  In terms of publicising the SRIT to employers and taxpayers, it has been necessary 
for HM Revenue & Customs (HMRC) and the Scottish Government to balance 
various elements: generating awareness among the general public too early could 
create significant confusion; the need to raise awareness among advisers and 
agents, employers and pension providers first, to ensure they are able to cope with 
the likely queries they will receive from clients, employees, pension savers and 
pensioners; the fact that for many people, particularly the general public, the first 
question will concern what the rate of the SRIT is and therefore significant publicity 
without this information might be criticised or go unheeded; the competing demands 

5



CIOT Submission to the Finance Committee’s Call for Evidence:  
Scottish Rate of Income Tax  3 September 2015 

P/tech/subsfinal/STC/2015  2 

of other changes to the tax system affecting individuals, employers and pension 
providers. 
 

2.3  We are aware that HMRC are undertaking a significant amount of work in the area of 
communications surrounding the SRIT; they appear to have a detailed plan and 
timetable that they are following. HMRC have been engaging with stakeholders and 
have taken on board comments from interested parties. 
 

2.4  Nevertheless, we think more could have been done to publicise the SRIT among the 
tax agent and tax adviser community and at an earlier stage. In addition, it is 
arguable that employers and taxpayers would benefit from a gradual increase in 
publicity, whereas it is clear that for the majority of the general public, there is in 
effect going to be one ‘big bang’ of publicity around the time of the announcement by 
the Scottish Government of its proposed rate for the SRIT. 
 

2.5  A key concern we have in relation to implementation of the SRIT is that the decision 
has been taken by the Scottish Government and HMRC that it is not necessary for 
details of the SRIT to be shown separately on form P60 – this will significantly reduce 
transparency for employees and pensioners. As a result, taxpayers will have a much 
lower understanding of the SRIT, their contributions under it and all its implications. 

 
 
3  What should the rate be for SRIT and why? 

 
3.1  As noted above (paragraph 1.3), the CIOT does not generally comment on the 

setting of rates of tax. We offer some general thoughts below. 
 

3.2  The decision as to what the rate for SRIT should be must take into account the 
policies of the Scottish Government. There must also be an awareness of the likely 
direct and indirect impact of either an increase above 10% or reduction below 10% – 
in terms of the effect on taxpayer behaviour and the impact on tax revenues. 
 

3.3  It is also necessary to consider the interaction of income tax (and its rates) with other 
taxes, tax credits and welfare benefits. By way of example, we note that the 
Commission on Local Tax Reform,1 established by the Scottish Government, has 
been exploring alternative forms of local taxation to Council Tax. The CIOT has 
contributed to this work in a number of ways, for example by making a written 
submission2 and participating in an oral evidence session.3 In future, it may be 
necessary for decisions concerning the SRIT to take into account any changes to the 
system of local taxation in Scotland. 
 

3.4  As the Finance Committee will be aware, the announcement of the rate for the SRIT 
may influence taxpayer behaviour. For example, depending on the rate, it may cause 
some people to accelerate or defer non-savings income, if that is within their power. 
If there is significant divergence between the rates of income tax that Scottish 
taxpayers will pay on non-savings income and those paid by taxpayers resident in 
the rest of the UK, more mobile individuals may arrange their affairs such that they 
either are or are not Scottish taxpayers. 

 
 
 

                                                
1
 http://localtaxcommission.scot/ 

2
 http://www.tax.org.uk/tax-policy/public-
submissions/2015/future_local_taxation_scotland_22_June_15 

3
 http://localtaxcommission.scot/tell-us-what-you-think/oral-evidence-sessions/session-9-institutions-
and-professional-bodies/ 
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4  If SRIT should be above 10%, how should the additional funding be allocated? 
If SRIT should be below 10%, how should the reduction be funded from 
existing expenditure? 
 

4.1  This is a matter of policy and we offer no comment. 
 
 
5  Has the introduction of SRIT been sufficiently well publicised to employers and 

taxpayers? 
 

5.1  The SRIT will take effect from 6 April 2016. It is not a devolved tax, in that it will be 
administered by HMRC and its scope will be determined by the UK Parliament; rather 
the Scottish Parliament has the power to set the income tax rates applicable to Scottish 
taxpayers on their non-savings income.4 In this, it differs from the two taxes devolved 
with effect from 1 April 2015, Scottish Landfill Tax (SLfT) and Land and Buildings 
Transaction Tax (LBTT). It also differs from these taxes in that the SRIT will directly 
affect many more taxpayers in Scotland and in particular, many unrepresented 
taxpayers. It will also affect employers and pension providers, not only in Scotland, but 
throughout the UK, if they have Scottish taxpayer employees or pensioners. In addition, 
advisers and agents will need information and guidance, so that they can assist their 
clients. This means that communications, awareness-raising and publicity are key to 
ensuring the smooth introduction and operation of the SRIT. Information and guidance 
for all groups (advisers, employers and taxpayers) should therefore be accurate and 
comprehensive. 
 

5.2  Although we have not carried out any formal survey, our impression based on 
comments from our members is that there remains little general awareness of SRIT. 
We still encounter businesses that assure people that SRIT will not happen as the 
Scottish authorities have not used their long-held power to vary the rate of income tax. 
This lack of understanding has been compounded by the work of the Smith 
Commission following the independence referendum. The recommendations of the 
Commission have, quite naturally, received a lot of publicity. Since arguably the most 
significant of their tax recommendations appertains to income tax, the devolution of 
greater powers over income tax at some point in the future under Smith has tended to 
mean that many outside the tax industry are simply unaware of the SRIT. Publicity for 
the introduction of SRIT has in our view yet to start properly and is starting from a low 
base of understanding – and indeed some built-in misunderstanding that needs to be 
surmounted. 
 

5.3  We are aware, however, that HMRC are undertaking a significant amount of planning 
work in the area of communications surrounding the SRIT; they appear to have a 
detailed plan and timetable that they are following. HMRC have been engaging with 
stakeholders and have taken on board comments from interested parties. In the 
paragraphs that follow, we discuss some of this work of which we are aware, and offer 
comment where we think improvements might be made. 
 
Timing 
 

5.4  A key consideration for HMRC in terms of publicity and communications has been 
timing. Generating awareness among the general public too early, for example prior to 
6 April 2015, could create significant confusion, in particular it might make people think 
the SRIT applies sooner than it does. So, in this regard, it was important to wait until 
after 6 April 2015, to ensure people understand that it only applies from 6 April 2016. 
 

5.5  For taxpayers and employers the key questions are: 

                                                
4
 s. 80C Scotland Act 1998. 
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 what the rate of the SRIT is; 

 whether or not they as individuals are a Scottish taxpayer, or as employers have 
Scottish taxpayers on their payroll; 

 what their responsibilities are as taxpayers or employers; 

 what the SRIT means for them and how it affects them in financial terms. 
 

We think that the publicity campaign for SRIT must have answers and guidance 
available for all these questions. If that is not the case, the risk is that the publicity will 
raise more questions than it will answer and so be unsuccessful; it is likely to be 
criticised or go unheeded – and could be a waste of resources. 
 

5.6  Before a major publicity campaign can be launched therefore, there needs to be 
accurate and comprehensive guidance available to enable people to interpret the 
legislation correctly, for example concerning Scottish taxpayer status. The guidance is 
currently being created by HMRC, but it requires consultation with stakeholders to 
ensure it is as helpful as possible. Notwithstanding the need for guidance, it might have 
been preferable to start a gentle awareness raising campaign, perhaps at the start of 
the 2015/16 tax year, to at least begin to raise general awareness that a change is 
coming with effect from 6 April 2016, followed by a major campaign around the time of 
the announcement of the rate for the SRIT. With the current approach, it is likely that for 
many, the announcement of the rate for the SRIT will come as a shock. 
 
Advisers and agents 
 

5.7  Another consideration for HMRC is the need to have a series of campaigns. We think 
HMRC have adopted a sensible approach in terms of the order of campaigns: firstly 
advisers and agents, followed by employers and pension providers, and finally 
taxpayers (the general public). 
 

5.8  We are concerned, however, that not enough has been done to publicise the SRIT 
among advisers and agents or to provide them with sufficient information at an early 
enough stage. While professional bodies like the CIOT can reach their members, this is 
only a proportion of advisers and agents. There are many tax professionals that are not 
members of professional bodies and are therefore more reliant on communications 
from HMRC.  
 

5.9  It is important that advisers and agents receive accurate and comprehensive guidance, 
to ensure they are able to cope with the likely queries they will receive from clients, 
whether individual taxpayers or employers and pension providers. Many Scottish 
taxpayers will be self-employed, employees, pension savers or pensioners. These 
individuals are as likely (if not more so) to approach their adviser, agent, employer or 
pension provider if they have a query concerning the SRIT as they are to approach 
HMRC, whether it concerns the rate, their tax code or their status as a Scottish 
taxpayer.5 It is therefore essential that advisers and agents are in a position of 
knowledge concerning the SRIT, hence the need for careful planning regarding the 
prioritisation of awareness raising and publicity. 
 

5.10  Part of publicising the SRIT involves producing clear guidance for different groups. 
HMRC published draft technical guidance in June 2015 for comment; this is aimed at 
HMRC officials, tax professionals and the business community.6 HMRC organised 
meetings with stakeholders, including professional bodies like the CIOT, to discuss the 

                                                
5
 Scottish PAYE taxpayers will in the first instance be identified by HMRC. Taxpayers within self 
assessment will have to determine for themselves whether or not they are a Scottish taxpayer and 
declare this on their self assessment tax return. 

6
 https://www.gov.uk/government/publications/scottish-rate-of-income-tax-technical-guidance-on-
scottish-taxpayer-status 
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draft technical guidance. Ideally, we would have liked the draft guidance to have been 
available for comment at an earlier stage, as it still requires significant improvements.7 
 

5.11  HMRC publish regular bulletins for tax agents. Agent Update 48 (June – July 2015)8 
contained very brief information concerning the SRIT, only making advisers and agents 
aware of the date of introduction, the key determinants of Scottish taxpayer status and 
which groups of individual taxpayers it is likely to affect. This is a stark contrast with the 
significant amount of detail provided in the Employer Bulletin (see paragraph 5.15 
below). 
 
Employers 
 

5.12   As noted above, we think HMRC have adopted a sensible approach of raising 
awareness among employers and pension providers before launching publicity for 
taxpayers. Many Scottish taxpayers will be employees, pension savers or pensioners. 
These individuals are as likely (if not more so) to approach their employer or pension 
provider if they have a query concerning the SRIT as they are to approach HMRC, 
whether it concerns the rate, their tax code or their status as a Scottish taxpayer.9 It is 
therefore essential that employers and pension providers are in a position of knowledge 
concerning the SRIT, hence the need for careful planning regarding the prioritisation of 
awareness raising and publicity. 
 

5.13  It is our understanding that as part of the publicity for SRIT HMRC have been meeting 
employer groups to explain what SRIT is and what it means for them. There has been 
good and effective liaison with payroll software firms for some time and our 
understanding is that the software industry is prepared for the introduction of SRIT. 
However, no doubt the Finance Committee will want to ask the software industry that 
question directly. However, other than the Employer Bulletin discussed below, HMRC 
do not appear to have plans for guidance aimed specifically at employers, which is 
disappointing. 
 

5.14  Part of publicising the SRIT involves producing clear guidance for different groups. 
HMRC published draft technical guidance in June 2015 for comment; this is aimed at 
HMRC officials, tax professionals and the business community.10 Ideally, we would 
have liked the draft guidance to have been available for comment at an earlier stage. 
We also think it is not necessarily appropriate to try to target the three separate groups 
mentioned with one set of guidance – there should be separate guidance specifically 
aimed at employers and pension providers. HMRC publish regular bulletins for tax 
agents. 
 

5.15  A positive point is that HMRC are making use of their Employer Bulletin to raise 
awareness among employers about the SRIT and how it affects both employers and 
employees. The June 2015 issue contains basic information about the SRIT, before 
going on to discuss several areas of concern for employers in detail.11 It discusses 

                                                
7
 CIOT comments on the guidance are available on the CIOT website: http://www.tax.org.uk/tax-
policy/public-submissions/2015/technical_guidance_scottish_taxpayer_status 

8
 The update is available on GOV.UK: 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/436585/Agent_Update
48-v3.pdf 

9
 Scottish PAYE taxpayers will in the first instance be identified by HMRC. Taxpayers within self 
assessment will have to determine for themselves whether or not they are a Scottish taxpayer and 
declare this on their self assessment tax return. 

10
 https://www.gov.uk/government/publications/scottish-rate-of-income-tax-technical-guidance-on-
scottish-taxpayer-status 

11
 The June 2015 issue is available on GOV.UK: 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/436169/Employer_Bu
lletin_June_2015.pdf 

9
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Scottish taxpayer status, and it points out that employers do not have to make any 
assessments concerning Scottish taxpayer status – it is up to HMRC and individuals. 
This is an important reassurance, as some employers that have heard about the SRIT 
are worried that they will have to determine the Scottish taxpayer status of their 
employees. 
 
Taxpayers  
 

5.16  We are disappointed that HMRC and the Scottish Government have jointly agreed that 
it is not necessary to show the SRIT separately on form P60 – the form provided to 
employees showing their gross salary and income tax paid during the tax year.12 The 
CIOT had called for details about the SRIT to be shown on the form P60 as a minimum 
– we have also raised the issue of SRIT being on payslips too.13 The decision not to 
mandate the inclusion of details of the SRIT on form P60 will significantly reduce 
transparency surrounding the SRIT for taxpayers, and will not assist them in 
understanding what tax they are paying and to whom. While we acknowledge the 
concerns about cost and complexity for employers and software developers of 
implementing such a change to form P60 (in our earlier submissions we noted the need 
for early warning to be given to employers and software developers to enable this 
change), we call on HMRC and the Scottish Government to reconsider on this point, as 
transparency is essential to having a workable tax system. We stress though, that this 
cannot be imposed at short notice; therefore, the decision having been made, we 
accept that such a requirement could not apply from 6 April 2016. 
 

5.17  Individual taxpayers need to understand their own responsibilities and in particular the 
answers to the following questions: what are they expected to do when they receive a 
coding notice saying they are a Scottish taxpayer? Or if they think they are a Scottish 
taxpayer and do not receive such a notice? It is essential that guidance and products 
for taxpayers provide answers on these issues. 
 

5.18  HMRC have indicated that they are working on a range of guidance and products for 
the general public (unrepresented taxpayers) and specialist guidance for services 
personnel (jointly with the Ministry of Defence). This guidance will not be available until 
late autumn. We understand that this is intended to coincide roughly with the 
announcement of the Scottish Government’s proposed rate for SRIT. We understand 
the rationale behind this timing, but reiterate that a general awareness raising campaign 
at an earlier stage would have been helpful. 

 
 
 
 
6  The Chartered Institute of Taxation 

 
6.1  The Chartered Institute of Taxation (CIOT) is the leading professional body in the 

United Kingdom concerned solely with taxation. The CIOT is an educational charity, 
promoting education and study of the administration and practice of taxation. One of 
our key aims is to work for a better, more efficient, tax system for all affected by it – 

                                                
12

 See Employer Bulletin 54 (June 2015): 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/436169/Employer_Bu
lletin_June_2015.pdf 

13
 Our key concern has always been to increase transparency, acceptance and understanding of the 
SRIT, balanced with the need for any requirement to increase disclosure requirements (particularly 
on payslips) to be made in plenty of time to allow software to be developed. See previous 
submissions on the SRIT on the CIOT website: 
http://www.tax.org.uk/Resources/CIOT/Documents/2012/03/120118_SB_HoL_CIOT.pdf and 
http://www.tax.org.uk/Resources/CIOT/Documents/2011/02/110221%20Scotland%20Bill%20CIOT
%20comments.pdf 
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taxpayers, their advisers and the authorities. The CIOT’s work covers all aspects of 
taxation, including direct and indirect taxes and duties. Through our Low Incomes 
Tax Reform Group (LITRG), the CIOT has a particular focus on improving the tax 
system, including tax credits and benefits, for the unrepresented taxpayer. 
 

6.2  The CIOT draws on our members’ experience in private practice, commerce and 
industry, government and academia to improve tax administration and propose and 
explain how tax policy objectives can most effectively be achieved. We also link to, 
and draw on, similar leading professional tax bodies in other countries. The CIOT’s 
comments and recommendations on tax issues are made in line with our charitable 
objectives: we are politically neutral in our work. 
 

6.3  The CIOT’s 17,000 members have the practising title of ‘Chartered Tax Adviser’ and 
the designatory letters ‘CTA’, to represent the leading tax qualification. 

 
 
The Chartered Institute of Taxation 
3 September 2015 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from the Chartered Institute of Public Finance and Accountancy 
 

CIPFA, the Chartered Institute of Public Finance and Accountancy, is the 
professional body for people in public finance.  CIPFA shows the way in public 
finance globally, standing up for sound public financial management and good 
governance around the world as the leading commentator on managing and 
accounting for public money. 

Further information about CIPFA can be obtained at www.cipfa.org  

 
1.0 Executive Summary 
 
1.1 The background to implementation of the Smith Commission’s Proposals is 

that Scotland, like the rest of the UK, is facing unprecedented spending 
pressures. The constraint on resources available from the UK Government is 
likely to continue for some time to come.  With an ageing population, 
increased demand for services in health and social care and pressure for 
reforms, there will undoubtedly be pressure on public bodies to identify further 
savings or address service delivery. 
 

1.2 CIPFA would therefore urge the Committee to consider the important aspect 
of the outcomes of policy changes resulting from the proposed powers rather 
than the detail of the mechanics of how those powers will operate from a 
process and administrative perspective.   
 

1.3 We have undertaken a structured review of the content of the Scotland Bill in 
comparison to the proposals of the Smith Commission and we have identified 
financial matters which have still to be resolved.   
 

1.4 Overall, we have identified three key areas which we consider should be the 
focus of the Committee’s work: 
 

 rebalancing of the relationship between the citizen and the state and 
moving to a more affordable ‘core and options’ approach; 
 

 the adjustment to block grant and the interface with the no detriment 
principle; 

 
 Strengthening the financial levers available to the Scottish 

Government.  The proposed new powers in the bill do not extend far 
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enough to provide the full set of fiscal levers which will be required to 
address the significant challenges faced over the coming years; and  

 

1.5 CIPFA would welcome the opportunity to expand upon these matters with the 
Committee further. 

2.0 Rebalancing the relationship between citizen and state 
 
2.1 The most pressing issue faced by devolved governments is dealing with the 

prospect of further significant spending reductions.  One of the positive steps 
that can be taken by the Scottish Government in the face of this challenge is 
to review and redefine the relationship between citizen and state. 

 
2.2 There is a wider context to the Committee’s call for evidence into the Scotland 

Bill and the powers intended for devolution.  It is the need to redefine priorities 
and address the relationship between citizen and state.  This is in the longer 
term directly related to setting a fair and affordable tax level and for planning 
financial resources over the longer term that support and maintain services. 

 
2.3 Redefining the relationship between citizen and state; implies review and 

reconsideration of three key variables:1 
 

 The services provided by the State 
 The people to whom they are provided; and 
 The way in which they are funded. 

 
2.4 Accepting that policy choices are for politicians to decide upon, an 

examination of the implications of policy choices made helps to understand 
the need to consider the relationship between citizen and state. 

  
2.5 Research indicates that the Scottish Government has afforded a level of 

protection to health spending over other government priorities.2  Overall 
spending between 2009/10 and planned spending for 2015/16 shows Scottish 
Government spending has fallen by 8.4% in real terms compared to a fall in 
health spending over the same period of only 1.2%. 

 
2.6 This becomes important particularly in the situation where the Scottish 

Government wishes to continue to afford some protection to spending in key 
areas such as health and social services.  This has the effect of increasing the 
reductions in spend to non-protected areas and that brings with it the real 

                                                            
1 CIPFA and SOLACE – ‘After the Downturn’, managing a significant and sustained adjustment in public sector 
funding. 
2
 The Institute for Fiscal Studies – ‘The Scottish NHS more financially secure outside the UK?’ September 2014 
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challenge of what levels of service can be realistically and sustainably 
maintained going forward.   

 
2.7 This review and reconsideration means looking at ways that Scottish 

expenditure can be reduced including, some existing services being radically 
reduced or discontinued.  Some services will be maintained but the population 
entitled to receive them will be significantly reduced in size. Some services 
can continue to be offered but only on the basis that some or all citizens will 
be required to pay user fees or even be the subject of extended means 
testing. 

 
2.8 Developing this strategy results in what CIPFA refers to as a ‘core and options 

approach’ to spending on public services.1  Core tax-funded services being 
provided free at the point of delivery and a range of additional services, or 
service enhancements, which are subject to user charges or means testing or 
a combination of both. 

 
2.9 This type of model can be illustrated by taking the simple example of waste 

collection services.  There is the ability to set out a core service level in terms 
of the nature, volume and frequency of service.  Additional service 
enhancements that can be offered potentially on a chargeable basis.   

 
2.10 Similarly on funding services, personal budgets for care services have the 

potential to remove a range of costs from the state and, carefully designed, 
provide greater choice and incentives for value for money secured by 
individuals.  Further options exist in terms of the use of technology to enable 
service users to process transactions on line, such as self-assessment from 
HMRC, which avoids more costly one to one interactions and associated 
administrative costs. 

 
 
3.0 Limitations on the Range of financial levers available 
 
3.1 The financial powers under the Scotland Act 2012 and new powers proposed 

by the UK Government in the Command paper3 and the Draft Bill will increase 
the financial responsibility and the accountability of the Scottish Government, 
and will provide some but not all of the levers that are required to fully 
manage the issues of tax volatility and to ensure good financial management 
is secured. 

 

                                                            
3
 HM Government – ‘Scotland in the United Kingdom: An enduring settlement’ – January 2015 
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3.2  Strong public financial management4 is essential for all public sector bodies in 
order to: 

 
 ensure that the public finances are under control – the ability to 

‘balance the books’5 
 maximise value for public money, and 
 support improvements and service changes needed for the future.6 

 
3.3  The question is does Scotland currently have the necessary tools available to 

ensure good financial management, i.e. to ‘balance the books’ and ensure 
that value for money is obtained from use of public funds? 

 
3.4  Funding sourced by a block grant from the UK provides some certainty over 

levels of funding for Scotland.  It does come with some associated limitations 
in financial management terms, as discussed in the following paragraphs 
below. 
 

 Block grant calculated by Barnett formula 
 

3.5 The Scottish Government has no control over the level of block grant 
available and must ensure public services are affordable within the overall 
funding provided.  Although some control can be exercised over levels of local 
taxation and other funding sources, the block grant provides the majority of 
Scotland’s income. 
 

 Limitations on how block grant can be spent 
 
3.6 As the UK Government retains control over fiscal policy, HM Treasury 

imposes controls on the block grant.  Although the Scottish Government has 
discretion over how to spend the majority of the block grant in relation to 
devolved areas,7 some more volatile elements of expenditure are restricted.8 

 
3.7 Spending in these areas is not within the discretion of the Scottish Ministers, 

and this funding must be used for the purpose for which it is provided, or 
returned to HM Treasury.  Although this provides the Scottish Government’s 
funding with an element of protection from the risks associated with such 
volatile, demand-led elements of spending, it also removes an element of 
control over the totality of their available funding. 

                                                            
4 Public Financial Management is defined in CIPFA’s publication – Public Financial Management: A Whole 
System Approach 
5 CIPFA, Scotland’s future in the balance, June 2014 
6 As set out in CIPFA’s Financial Management Model 
7
 The departmental expenditure limits (DEL). 

8
 Included in the annually managed expenditure (AME). 
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 Inability to hold reserves 

 
3.8 Funding received in the block grant cannot be held in ‘reserve’ to be carried 

over into future financial years.  Any unspent grant must be returned to the 
Treasury at the end of the financial year. 
 

3.9 There is a system by which the Scottish Government can ask to carry forward 
any under spend, the budget exchange mechanism.9  However, this is subject 
to limits, and is designed to avoid the ‘use it or lose it’ effect, rather than to 
manage financial pressures across years. This does not enable the funds to 
be held in a ‘reserve’ but rather allows access to the agreed amount in the 
next financial year. 
 

 Inability to borrow over the long term 
 

3.10 Local government in Scotland can borrow money, as long as this is affordable 
and prudent.10 This enables authorities to spread the cost of capital 
investment in schools, roads and other infrastructure, over a number of years. 
 

3.11 Under the current settlement, the Scottish Government has only limited ability 
to borrow money, with the power to borrow up to £500 million to cover 
temporary shortfalls and up to a cumulative limit of £2.2bn for Capital 
Expenditure.11  

 
 Limited information on future funding levels 
 
3.12 In terms of financial planning for the future, the Scottish Government has only 

restricted information on its future level of funding.  Although the block grant 
does provide a level of certainty, the amount of grant to be received is 
indicated as part of the UK Government’s Spending Review process.12 
However, the timing and lengths of Spending Review periods have varied, 
with the Spending Round 2013 providing figures for only two years (2014-15 
and 2015-16), with no forecasts for financial years beyond the recent UK 
general election. 

 
3.13 Spending Reviews provide an indication of what the block grant is likely to be, 

but these plans are often altered by decisions in UK Government Budgets and 

                                                            
9 As detailed in HM Treasury’s Consolidated Budgeting Guidance 2013 to 2014. 
10 SSI 2004/29 The Local Government Capital Expenditure Limits (Scotland) Regulations 2004. 
11 Scotland Act 2012, Section 32 
12 Three year plans apply to the bulk of the grant, the departmental expenditure limit (DEL). However, the 
more volatile annually managed expenditure (AME) is planned for on an annual basis. 
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Autumn Statements, and therefore the block grant figures are subject to 
change, in either direction. 
 

3.14 These issues of timing and changes to the level of grant present difficulties in 
the ability of the Scottish Government to establish medium or long term 
financial plans. 

 
 
 
4.0 Tax powers, block grant adjustment and the no-detriment principle 
 
4.1 CIPFA acknowledges that the proposed Income Tax Powers in the UK 

Governments Command Paper3 and the Draft Bill provide the Scottish 
Government with increased flexibility in relation to future policy.  We have 
undertaken a structured review13 of the content of the Scotland Bill in 
comparison to the proposals of the Smith Commission.  CIPFA believes that 
in relation to Income Tax, the Draft Bill broadly satisfies the recommendations 
made in the Smith Commission report.14  

 
4.2 CIPFA has identified that the issue of how block grant adjustments are to be 

calculated and how those adjustments will be assessed, indexed or calculated 
in future years remains an outstanding and significant issue.  

 
4.3 CIPFA also concludes that the processes for operation of the no-detriment 

principles, particularly post devolution of further powers where a policy 
decision affects one or other government adversely, has not been fully 
explored or agreed. 

  
4.4 In summary the outstanding issues are: 
 

 Clarification on the mechanism and measurement of block grant 
adjustment to reflect tax foregone by the UK Government; 

 
 How block grant adjustments will be measured going forward, i.e. 

through indexation and what indexation will be used; 
 

 How the no-detriment principles will be applied in areas such as 
where tax competition has generated an observable impact.  This 
has the potential to be applicable to both Income Tax and other 
taxes such as Air Passenger Duty; and 

                                                            
13 See Appendix 1 
14
 Report of the Smith Commission for further devolution of powers to the Scottish Parliament – paragraphs 

75‐79, November 2014 
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 How measurement of costs incurred by the UK Government for 

collection and administration of taxes on behalf of Scotland will be 
assessed and monitored going forward. 

 
4.5 The Committee should note that Income tax interacts with other taxes such as 

Capital Gains Tax (CGT) where higher rate tax payers are charged CGT at a 
higher rate on chargeable gains.  If Scotland changes income tax rates or 
thresholds, the current command paper indicates that CGT will continue to be 
charged at the prevailing UK rate of CGT tax rather than being linked to the 
Scottish Rate of Income Tax.   
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Smith Commission 
(Recommendation No.) 

 

Command Paper and Scotland Bill    
(Page ref – command paper)  

(Sections refer to the DRAFT Bill)  
 

Notes on Differences 

Heads of Agreement (Smith Commission) - Pillar 3 - Strengthening the financial responsibility of the 
Scottish Parliament 
 
(75)  Income Tax will remain a shared tax; 
both the UK and Scottish Parliaments will 
share control of Income Tax.  MP’s 
representing the whole of the UK will continue 
to decide the UK Budget, including Income 
Tax 
 

Covered in section 10 on approval of Scottish 
Rate resolutions by UK Parliament and HM 
Treasury retaining control of tax years etc. 
(page 40) 

None, appears to be Smith in full 

(76)  Scottish Parliament (within above 
framework) will have power to set the rates of 
Income Tax and thresholds at which these are 
paid for in non-savings and non-dividend 
income of Scottish Taxpayers (as defined by 
the Scotland Acts) 
 

Sections 10, 11 and 12 cover this area and 
make provision for changes over and above 
the 2012 Act to introduce new rates and 
bands above the UK personal allowance 
levels. 
(page 40 and 41) 

None 

(77)  As part of this, there will be no 
restrictions on the thresholds or rates the 
Scottish Parliament can set. All other aspects 
of Income Tax will remain reserved to the UK 
Parliament, including the imposition of the 
annual charge to Income Tax, the personal 
allowance, the taxation of savings and 
dividend income, the ability to introduce and 
amend tax reliefs and the definition of income 
 

As noted above, covered in sections 10, 11 
and 12.  Personal allowance levels etc. 
remain reserved items for the UK Parliament. 
 
Note: draft legislation also deals with 
interaction of Capital Gains Tax (CGT) with 
tax bands. 
(Page 40 and 41) 

None 

(78)  The Scottish Government will receive all 
Income Tax paid by Scottish taxpayers on 
their non-savings and non-dividend income 
with a corresponding  adjustment in the block 

Covered in sections 10, 11 and 12. However 
mechanisms for block grant adjustment are 
not clear.  It is also not clear as to how tax 
competition and the no-detriment principles 

Clarity on block grant adjustments will need to 
be agreed. 
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Smith Commission 
(Recommendation No.) 

 

Command Paper and Scotland Bill    
(Page ref – command paper)  

(Sections refer to the DRAFT Bill)  
 

Notes on Differences 

grant received from the UK Government 
 

will be assessed and applied 

(79)  Given that Income Tax will still apply on 
a UK-wide basis, albeit with different rates 
and thresholds in Scotland, it will continue to 
be collected and administered by HMRC. In 
line with the approach taken for the Scottish 
rate of Income Tax, the Scottish Government 
will reimburse the UK Government for 
additional costs arising as a result of the 
implementation and administration of the 
Income Tax powers above 
 

Remains under HMRC in the proposed 
legislation.  Revenue Scotland is only 
responsible for collection of other devolved 
taxes, i.e. LBTT and SLfT. 
 
Scottish Government will need to compensate 
HMRC for additional costs arising from 
implementation of Income Tax powers. 

Additional costs to be agreed. 

(80)  All aspects of National Insurance 
Contributions will remain reserved 
 

Reserved item for UK Government None 

(81)  All aspects of Inheritance Tax and 
Capital Gains Tax will remain reserved 
 

Reserved item for UK Government None 

(82)  All aspects of Corporation Tax will 
remain reserved 
 

Reserved item for UK Government None, although note that Northern Ireland has 
been given corporation tax powers subject to 
implementation of the Stormont House 
Agreement. 
 

(83)  All aspects of the taxation of oil and gas 
receipts will remain reserved 
 

Reserved item for UK Government None – worth noting here SNP position on 
further powers for Scotland beyond Smith. 
 

(84)  The receipts raised in Scotland by the 
first 10 percentage points of the standard rate 
of Value Added Tax (VAT) will be assigned to 
the Scottish Government’s budget. These 

Section 13 of the proposed bill (section 15 of 
bill at committee) covers the assignment of 
VAT and first 10 percentage points.  
(Page 41) 

None 
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Smith Commission 
(Recommendation No.) 

 

Command Paper and Scotland Bill    
(Page ref – command paper)  

(Sections refer to the DRAFT Bill)  
 

Notes on Differences 

receipts should be calculated on a verified 
basis, to be agreed between the UK and 
Scottish Governments, with a corresponding 
adjustment to the block grant 
 

 
Note different percentage applies to Reduced 
Rate VAT (2.5). 

(85)  All other aspects of VAT will remain 
reserved 
 

Reserved for the UK Government None 

(86)  The power to charge tax on air 
passengers leaving Scottish airports will be 
devolved to the Scottish Parliament.  The 
Scottish Government will be free to make its 
own arrangements with regard to the design 
and collection of any replacement tax, 
including consideration of the environmental 
impact 
 

Clause 14 (revised clause 16 of the Bill at 
committee) covers devolution of Air 
Passenger Duty (APD) and its cut over date 
to Scotland. 
(Page 42) 

 

(87)  In line with the approach taken in 
relation to the Scotland Act 2012, if such a tax 
is introduced by the Scottish Parliament to 
replace Air Passenger Duty (APD), the 
Scottish Government will reimburse the UK 
Government for any costs incurred in 
‘switching off’ APD in Scotland 
 

Not clear in the Draft Bill how this will work. Not clearly outlined in the Bill 

(88)  A fair and equitable share of associated 
administrative costs will be transferred to the 
Scottish Government.  The Scottish 
Government’s block grant will be adjusted to 
accommodate the devolution of APD 
 

Not clear in the draft Bill how this will work.  
Mechanism for block grant adjustment will 
need to be decided.  This also needs to 
consider any non-detriment and tax 
competition affect. 

Not clearly outlined in the Bill 
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Smith Commission 
(Recommendation No.) 

 

Command Paper and Scotland Bill    
(Page ref – command paper)  

(Sections refer to the DRAFT Bill)  
 

Notes on Differences 

(89)  The power to charge tax on the 
commercial exploitation of aggregate in 
Scotland will be devolved to the Scottish 
Parliament.  The Scottish Government will be 
free to make its own arrangements with 
regard to the design and collection of any 
replacement tax 
 

Clause 15 (revised clause 17 of the Bill at 
committee) covers devolution of Aggregates 
Levy.  Power is dependent on resolution by 
HM Treasury.  Revised Bill at Committee 
specifically excludes any aggregates resulting 
from fracking as this for the ‘purpose of 
extracting or producing anything capable of 
being used as fuel’. 
 

Unclear what the position would be for 
aggregates extracted as a result of fracking. 
 
 

(90)  In line with the approach taken in 
relation to the Scotland Act 2012, if such a tax 
is introduced by the Scottish Parliament to 
replace Aggregates Levy, the Scottish 
Government will reimburse the UK 
Government for any costs incurred in 
‘switching off’ Aggregates Levy in Scotland 
 

Not clear in the Draft Bill how this will work.  
Block Grant adjustments will need to be 
agreed. 
(Page 43) 

Not clearly outlined in the Bill 

(91)  A fair and equitable share of associated 
administrative costs will be transferred to the 
Scottish Government. The Scottish 
Government’s block grant will be adjusted to 
accommodate the devolution of Aggregates 
Levy 
 

Not clear in the Draft Bill how this will work. 
 
Command paper raised the issue of double 
taxation and the way the aggregates levy 
operates in the rest of the UK. 
(Page 43) 
 

Not clearly outlined in the Bill 

(92)  All aspects of Fuel Duty and Excise 
Duties will remain reserved 
 

Reserved for the UK Government None 

(93)  The UK and Scottish Governments will 
work together to avoid double taxation and 
make administration as simple as possible for 
taxpayers 

No details are contained within the Bill to 
outline how such arrangements will work. 

Not clearly outlined in the Bill  
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Smith Commission 
(Recommendation No.) 

 

Command Paper and Scotland Bill    
(Page ref – command paper)  

(Sections refer to the DRAFT Bill)  
 

Notes on Differences 

 
(94)  The devolution of further responsibility 
for taxation and public spending, including 
elements of the welfare system, should be 
accompanied by an updated fiscal framework 
for Scotland, consistent with the overall UK 
fiscal framework 
 

No details in the Bill.  The command paper is 
seen as a starting point for the process to 
develop a suitably robust and coherent 
framework. 
(Page 21 to 24) 
 
Scotland’s Finance Committee have produce 
their report into the Fiscal Framework  (link 
below) 
 
http://www.scottish.parliament.uk/S4_Finance
Committee/Reports/fir15-12w.pdf 
 

Proposals on Scotland’s Fiscal Framework 
have some differences to the UK 
understanding and need to be agreed. 

(95)  The parties agree that the Scottish and 
UK Governments should incorporate the 
following aspects into Scotland’s fiscal and 
funding framework 
 
 
 
(95.1)  Barnett Formula: the block grant from 
the UK Government to Scotland will continue 
to be determined via the operation of the 
Barnett Formula 
 
 
(95.2)  Economic Responsibility: the revised 
funding framework should result in the 
devolved Scottish budget benefiting in full 
from policy decisions by the Scottish 
Government that increase revenues or reduce 

Barnett Funding remains, subject to 
adjustments (to be agreed) for taxes foregone 
by the UK Exchequer and spending no longer 
undertaken by the UK Government. 
(Page 27) 
 
However, the Scottish Government are 
pressing for greater transparency and 
openness in the operation of the formula and 
HM Treasury’s statement of funding policy. 
 
No-detriment principle is included in 
command paper. 
(Page 27 and 28) 
 
 
 
 

Formula remains, however some operational 
aspects of funding settlements are still to be 
agreed. Mechanisms for adjustment also 
need to be agreed. 
 
 
 
 
 
 
 
 
Tax adjustments will require indexation in 
subsequent years and the method of 
indexation is also yet to be determined and 
agreed. 
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Smith Commission 
(Recommendation No.) 

 

Command Paper and Scotland Bill    
(Page ref – command paper)  

(Sections refer to the DRAFT Bill)  
 

Notes on Differences 

expenditure, and the devolved Scottish 
budget bearing the full costs of policy 
decisions that reduce revenues or increase 
expenditure 
 
(95.3)  No detriment as a result of the 
decision to devolve further power: the Scottish 
and UK Governments’ budgets should be no 
larger or smaller simply as a result of the 
initial transfer of tax and/or spending powers, 
before considering how these are used. 
 
(95.4)   No detriment as a result of UK 
Government or Scottish Government policy 
decisions post-devolution 
 
(a) Borrowing Powers: Scotland’s fiscal 

framework should provide sufficient, 
additional borrowing powers to ensure 
budgetary stability and provide 
safeguards to smooth Scottish public 
spending in the event of economic 
shocks, consistent with a sustainable 
overall UK fiscal framework.  

 
(b) The Scottish Government should also 

have sufficient borrowing powers to 
support capital investment, consistent 
with a sustainable overall UK fiscal 
framework.  

 
(95.5)  The Scottish and UK Governments 

 
 
 
 
As above 
 
 
 
 
 
 
 
No-detriment post devolution of powers has 
difficulties in measurement and application at 
a detailed level. 
 
Borrowing powers in the Bill are limited and 
based on set limits imposed by HM Treasury. 
(Page 30 and 31) 
 
 
 
 
 
 
 
See above 
 
 
 
 
 

 
 
 
 
 
As above 
 
 
 
 
 
 
 
Scottish Government see this as high level 
principle, although this is not clear in the 
command paper. 
 
The Scottish Government would prefer a 
move towards a prudential based regime, in 
legislation.  Powers here do not extend far 
enough according to the Finance Committee 
report and Scottish Government response. 
 
 
 
 
 
See above 
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Smith Commission 
(Recommendation No.) 

 

Command Paper and Scotland Bill    
(Page ref – command paper)  

(Sections refer to the DRAFT Bill)  
 

Notes on Differences 

should consider the merits of undertaking 
such capital borrowing via a prudential 
borrowing regime consistent with a 
sustainable overall UK framework 
 
(95.6)  Implementable and Sustainable: once 
a revised funding framework has been 
agreed, its effective operation should not 
require frequent ongoing negotiation.  
However, the arrangements should be 
reviewed periodically to ensure that they 
continue to be seen as fair, transparent and 
effective 
 
(95.7)  Independent Fiscal Scrutiny: the 
Scottish Parliament should seek to expand 
and strengthen the independent scrutiny of 
Scotland’s public finances in recognition of 
the additional variability and uncertainty that 
further tax and spending devolution will 
introduce into the budgeting process 
 
(95.8)  UK Economic Shocks: the UK 
Government should continue to manage risks 
and economic shocks that affect the whole of 
the UK. The Fiscal Framework should 
therefore ensure that the UK Government 
retains the levers to do that, and that the 
automatic stabilisers continue to work across 
the UK 
 
 

 
See above 
 
 
 
 
 
 
Not in the Bill, but command paper refers to 
the fiscal framework – consistent with the 
block grant adjustments, being reviewed 
periodically.  This is frequent enough to avoid 
systemic issues building, but not frequent 
enough that the incentives are removed. 
(Page 34) 
 
Command paper askes that Scottish 
Government bring forward proposals fully 
consistent with OECD principles and reflective 
of UK experience with the OBR. 
(Page 35) 
 
 
 
Command paper agrees, but notes 
importance of setting out the level of support 
the Scottish Government could expect 
through the funding model during an 
economic downturn and where it would need 
to take advantage of its own powers to 
maintain is fiscal objectives. 
(Page 35) 

 
 
See above 
 
 
 
 
 
 
Scottish Government are proposing new 
structures around the scrutiny and 
strengthening Intergovernmental relations.  
New structures include the role of the JEC 
and the FMQ become a Joint Ministerial 
Council to agree policy and macro-economic 
issues. 
 
 
 
Scottish Government are reviewing the 
functions and remit of the Scottish Fiscal 
Commission. 
 
 
 
 
 
 
Scottish Government is in process of 
developing macro-economic forecasting 
models and also looking to strengthen its 
national accounts position. 
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Smith Commission 
(Recommendation No.) 

 

Command Paper and Scotland Bill    
(Page ref – command paper)  

(Sections refer to the DRAFT Bill)  
 

Notes on Differences 

(95.9)  Implementation: the Scottish and UK 
Governments should jointly work via the Joint 
Exchequer Committee to agree a revised 
fiscal and funding framework for Scotland.  
The two governments should provide updates 
to the Scottish and UK Parliaments, including 
through the laying of annual update reports, 
setting out the changes agreed to Scotland’s 
fiscal framework. 
 

 
 
Command paper is clear that suitable 
engagement is required and the Fiscal 
Framework should be agreed alongside 
implementation of legislation on devolution to 
Scotland so as the overall settlement is clear 
from the outset. 
(Page 36) 

 
 
 
 
 
 
The Scottish Finance Committee note that 
there needs to be much greater openness 
and honesty in the relationship and the 
manner in which the Fiscal Framework is 
agreed will be a significant indicator as to how 
devolution will work in practice. 
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Finance Committee 
 

Scottish Rate of Income Tax 
 

Submission from HM Revenue and Customs 
 
Response 
 
HMRC has committed to assist the Scottish Parliament in its enquiries about tax 
devolution in Scotland, but will not normally respond to calls for evidence relating to 
tax policy. We are therefore only responding to the final question in the call for 
evidence: has the introduction of SRIT been sufficiently well publicised to employers 
and taxpayers?  
 
Background 
As HMRC is implementing, and will operate, the Scottish rate of Income Tax from 
April 2016, communicating its introduction is a key activity for the Department and is 
directly relevant to its successful delivery. HMRC welcomes this opportunity to set 
out its approach to communicating the Scottish rate which will be part of the wider 
UK Income Tax system, with changes being made to the PAYE and Self 
Assessment systems to accommodate it. The implementation work is being carried 
out by an experienced delivery team and Scottish Government are represented on 
the Project Board overseeing this activity. 
 
Communicating about the Scottish rate - Approach 
HMRC activity is designed to ensure that those affected by the introduction of the 
Scottish rate have the information they need at the appropriate time. 
 
Customer groups - HMRC has identified customer groups and their different 
information needs alongside consideration about the timing of providing information. 
For example, companies and employers maintaining payroll software need to make 
technical changes early to ensure their systems can apply the correct deductions for 
Scottish taxpayers from April 2016. However, individuals who will be liable to pay tax 
at the Scottish rate need to know what the changes mean for them and what they 
should do if their status as a Scottish taxpayer has been incorrectly assigned – this 
information needs to be communicated nearer to the time of implementation as 
individual personal circumstances may change. 
 
Research - HMRC commissioned Ipsos MORI to undertake external research with 
individuals, employers, pension providers and payroll agents on how best to 
communicate information about the Scottish rate. The research explored 
communication options and preferences and potential customer reaction to contact. 
The research highlighted the importance of notification letters as the most 
appropriate method of communicating the introduction of the Scottish rate to 
individuals. Employers, pension providers and payroll agents expressed an interest 
in receiving general and technical information sooner than individuals to enable them 
to put changes in place and provide information for their customers. Participants 
considered that a range of communication channels should be used, primarily HMRC 

29



2 

 

pages on the Government internet site GOV.UK, supported by general publicity and 
specific points of contact for technical enquiries.  
 
The research will be published in the autumn. 
 
How we communicate with employers and software providers - HMRC has a 
number of existing forums and experience of different communication channels to 
advise and raise awareness of changes and has already been using these methods 
to raise awareness of the Scottish rate, a process of increasing activity building on 
shared knowledge and using trusted advocates in the coming months. For example, 
our online Employer Bulletin is a recognised channel to reach employers and 
intermediaries all of whom need to be aware of the changes. Information about the 
Scottish rate has been included in the Employer Bulletin, most recently in the June 
2015 edition. We have also spoken to Public Sector employers in Scotland and the 
Devolved Tax Collaborative, Revenue Scotland’s forum for consultation about tax 
matters.  In June 2015 HMRC published technical specifications and guidance for 
software developers to allow them to make these changes.  
 
HMRC is increasing the frequency of engagement with groups representing 
employers, pension providers, software developers and the tax industry (including 
the Employment and Payroll Group and intermediaries such as the Association of 
British Insurers), through direct presentations at events and through publications 
including a new page on the GOV.UK internet site, which will guide our customers to 
particular information as this is added.  
 
How we communicate with professional advisers 
HMRC has consulted representatives of the legal and accountancy professions on 
the details of the legislation which determines the application of the Scottish rate 
during the development of the Scottish rate. Draft technical guidance on the rules 
which will determine Scottish taxpayer status were published for consultation in June 
2015 and comments on this were invited by the end of July. Face to face events 
have been held in Edinburgh and London with representatives from groups including 
the Institute of Chartered Accountants of Scotland and the Law Society of Scotland, 
to provide additional opportunities to discuss the guidance. 
 
Communicating about Scottish taxpayer status 
The main activity to inform individual taxpayers about the Scottish rate is expected to 
take place in December 2015. This is timed to ensure that the most up to date 
information is available to inform the issue of PAYE codes for the 2016-17 tax year. 
There will be direct contact by letter from HMRC about the introduction of the 
Scottish rate to taxpayers living in Scotland (around 2.6m). If the individual has been 
correctly identified as a Scottish taxpayer they need take no action – the 
communication will contain background information. This direct contact will be 
supplemented by a publicity campaign including advice on what individuals should 
do if they believe they are Scottish taxpayers and have not received such a letter. 
The content of the individual notification has been tested with customers and 
developed by HMRC in discussion with the Scottish Government and supported by 
external research undertaken by Ipsos MORI. 
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Correctly identifying Scottish taxpayers is key to ensuring that the Scottish rate is 
applied appropriately. The project team implementing the Scottish rate have 
developed a clear strategy for achieving this, centred around the mailshot referred to 
above, but also including contacting taxpayers who could have their main place of 
residence in Scotland, despite not having a Scottish address on HMRC systems. 
 
As Scottish taxpayer status is determined by main place of residence in the UK, 
HMRC will use postcode information on its system as a basis for this. For the first 
time a UK tax requires location as a factor to determine the rate of tax that will apply. 
To ensure that HMRC’s information is up to date, individuals will be encouraged to 
make HMRC aware of changes of address.  
 
As no definitive list of Scottish taxpayers exists HMRC has been (and will continue) 
checking its address data against third party information to check accuracy, 
including, for example, the Scottish Electoral Register. As part of its compliance 
activity HMRC will continue to monitor taxpayer information and available address 
data to ensure the Scottish rate is applied correctly to Scottish taxpayers.  
 
HMRC will use its existing communication routes to encourage individuals to update 
their HMRC records and will explore additional methods to reinforce this message. 
 
Learning from experience - The successful joint working with the Scottish 
Government to support the establishment of Revenue Scotland and the introduction 
of the devolved taxes in April 2015 provides us with helpful experience of joint and 
integrated communications and HMRC is in regular contact with the Scottish 
Government to maintain a clear understanding of communication needs. HMRC’s 
focus is on communicating the operational aspects of the Scottish rate and what this 
will mean for those who are Scottish taxpayers, and this will be linked to the Scottish 
Government’s communication of decisions on the level of the Scottish rate in the 
Scottish Budget. 
 
HM Revenue and Customs 
August 2015 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from the Institute of Chartered Accountants of Scotland 
 
About ICAS 
 
1. The Institute of Chartered Accountants of Scotland (“ICAS”) is the oldest 

professional body of accountants. We represent around 20,000 members 
who advise and lead businesses. Around half our members are based in 
Scotland, the other half work in the rest of the UK and in almost 100 
countries around the world.  Nearly two thirds of our members work in 
business, whilst a third work in accountancy practices. ICAS members 
play leading roles in around 80% of FTSE 100 companies.  

 
2. ICAS has a public interest remit, a duty to act not solely for its members 

but for the wider good. Evidence provided by ICAS aims to inform in a 
positive and constructive manner. ICAS is apolitical and will not take a 
stand for or against a particular political position. From a public interest 
perspective, our role is to share insights from ICAS members in the many 
complex issues and decisions involved in tax and financial system design, 
and to point out operational practicalities.  Our representatives also 
contribute based on the collective experience of decades of work which 
ICAS members and staff have undertaken with both the UK and Scottish 
Parliaments and tax authorities on the shared agenda of a better outcome 
for all stakeholders. 

 
General comments 
 
3. ICAS welcomes the opportunity to give evidence to the Finance 

Committee regarding the Scottish Rate of Income Tax (SRIT), as 
requested in the call for evidence issued in May 2015. As a matter of 
policy, ICAS does not comment on the quantum of tax that may be raised 
by governments so our evidence is restricted to question 4 regarding the 
introduction of SRIT and whether it has been sufficiently well publicised.  

 
4. However, when considering the setting of the rate for SRIT there needs to 

be recognition that the different components in the UK tax system are 
intricately intertwined; income tax and capital gains tax provisions for 
example are often designed to be complementary. Secondly, tax 
outcomes are subject to the behavioural response of taxpayers. As a 
result, the impact of tax changes, and the amounts to be collected, can be 
difficult to assess in isolation, and require sophisticated and informed 
scenario analysis. 
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Specific questions 
 

I. What should the rate be for SRIT and why?  
II. If SRIT should be above 10% how the additional funding 

should be allocated?  
III. If SRIT should be below 10% how the reduction should be 

funded from existing expenditure?  

5. As noted above, we are unable to contribute to questions 1 - 3 because, 
as a matter of policy, ICAS does not comment on the quantum of income 
tax that may be raised by governments and whether this is sufficient or 
otherwise, or on whether to broaden the tax base or change the tax rates. 
These are political choices and for our elected representatives to decide. 

 
6. However, in setting a rate for SRIT there will always be a balance to be 

struck between the desire for taxes that are specifically designed for 
Scottish circumstances and local accountability, and taxes that provide 
ease of administration for taxpayers, businesses that collect taxes on 
behalf of the state, and the tax authorities. Ease of administration tends to 
come from uniformity and certainty.  

 
7. The cost/benefit analysis for taxpayers is also a key component of this 

decision. It would be possible to reduce or increase income tax but this 
could come with an operational cost disproportionate to the tax revenue 
generated. 

 
I. Has the introduction of SRIT been sufficiently well publicised to 

employers and taxpayers.  
 
8. The SRIT is a rate that will be applied to, and collected as, part of UK 

income tax and it will be administered by HMRC. Interaction with Scottish 
taxpayers who are liable to pay the SRIT, including the provision of 
information, notices of coding, collection, compliance and pursuit of tax 
due, are matters for HMRC. For the majority, SRIT will be collected via 
payroll procedures under PAYE.  

 
9. Publicity and communications around SRIT is being undertaken by HMRC 

and ICAS has been pleased to attend a number of consultation meetings 
in relation to this. We understand that the main roll-out is to be in the 
autumn of 2015. It will always be difficult to judge the best timing for a 
publicity campaign; too soon and it may cause confusion or be ignored 
and therefore be wasteful of resources; too late and there will be a lack of 
awareness when it is required. HMRC is, however, well placed to judge 
this given the recent implementation of other payroll changes such as real 
time information. The publicity and communications strategy also requires 
different strands for different audiences of taxpayers, tax professionals, 
and payroll specialists. 
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Taxpayers 
 
10. Anecdotal evidence suggests that there is a lack of awareness amongst 

the general public of the forthcoming Scottish Rate of Income Tax (SRIT) 
and its part in the overall package of taxes that are being devolved. In 
public usage the phrases ‘Scottish taxes’ or ‘devolved taxes’ tend to be 
used indiscriminately and there is great scope for confusion. To encourage 
accountability and an understanding of the devolution of tax powers it 
would be helpful if there was a wider awareness that: 
 
 The Scottish Rate of Income Tax is simply a rate that will be applied to 

income tax, which will be levied on a UK based measure of income and 
remain the collection responsibility of HMRC and those who operate 
payroll taxes,  

 Further powers to devolve the setting of rates and bands are proposed 
in the Scotland Bill, and 

 More widely, the way in which the different devolved taxes work. 
 
11. There is as yet, very little detailed information for taxpayers about the 

SRIT. HMRC has put considerable efforts into preparing materials for 
taxpayers who are employees and pensioners, who are paid through 
PAYE. Timing of the release of a public awareness campaign by HMRC is 
always difficult to judge and can be open to criticism for being too early or 
too late. And not all taxpayers take heed of messaging from HMRC. 

 
12. It should also be recognised that PAYE is designed to withhold tax at 

source and ‘to pluck the goose with as little hissing as possible’: it is not 
designed to highlight the amounts of tax that a taxpayer is contributing, nor 
to separate out elements of the tax that have been withheld into Scottish 
and UK elements. Establishing procedures to do the latter may be 
burdensome and we understand that a decision has been made not to do 
so for all PAYE processes.  

 
13. A wider public awareness campaign would be helpful so that there can be 

greater understanding and accountability, particularly if this was fronted by 
both the Scottish Government and the UK Government and it may be that 
the best time to do this is around the time of setting the rate of SRIT. The 
public should also be in a position where it is easy to find out SRIT. It 
would also be helpful to know how to contact HMRC where there are 
questions and uncertainties.  

 
14. SRIT will be charged on non-savings income, in other words it is defined 

by what it does not apply to, and there is as yet no succinct term being 
used to say what is chargeable to SRIT, which does not assist in public 
messaging. 

 
15. The impact of the SRIT on savings and dividends income of Scottish 

taxpayers should be outlined in the public information campaign. Scottish 
taxpayers may need to be aware of the possible differences in the rates of 
tax payable on their general income and on their savings and dividend 
income. In the UK Spring Budget it was announced that a new Personal 
Savings Allowance is to be introduced with effect from 6 April 2016. This 
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will apply across the UK and is estimated by HMRC to remove 95% of 
taxpayers from the charge to income tax on savings. Alongside the 
announcement in the Summer Budget about dividend income, this should 
ease the administration of tax for those higher rate Scottish taxpayers who 
receive savings and/or dividend income and would otherwise have had to 
account for further UK income tax through a tax return. Scottish taxpayers 
with significant levels of savings and/or dividend income will, however, 
have the additional complication and expense of reporting these to the UK 
tax authorities and ensuring that the right rates of tax are applied to their 
income.  

 
16. For those taxpayers who are more mobile and where there may be 

questions regarding their status as a Scottish taxpayer, there should be 
early publicity that they may wish to keep day count records, and a diary, 
from the outset.  

 
Employers and pension providers 
 
17. A number of our members, in their capacities as agents and as employers, 

have expressed concerns about their role in the collection of SRIT and the 
lack of operational information about SRIT collections. It would be helpful if 
the materials that have been prepared for them by HMRC were issued as 
soon as possible. It is our understanding that employers are not liable for 
identifying Scottish taxpayers, because this rests with HMRC, but this 
needs to be made known to employers.  

 
18. There also appears to be a lack of awareness amongst employers outwith 

Scotland that they may need to operate ‘S’ tax codes if they employ 
Scottish taxpayers. Communications, awareness raising and publicity 
across the UK will be important to ensure the smooth introduction and 
operation of the SRIT. 

 
19. Employers have a collection role, with the need to operate PAYE, but it is 

not their responsibility to identify Scottish taxpayers or to provide 
information to employees about SRIT. Nevertheless, in practice, 
employers will have a role at the front line of collection because with the 
closure of HMRC offices, and the difficulties at times with HMRC call 
centres, employers are inevitably the first port of call for PAYE queries. 
HMRC is preparing supporting materials but, again, it would be useful to 
have these available as soon as possible. 
 

HMRC guidance 
 
20. HMRC has consulted about draft guidance on Scottish Taxpayer Status, 

which has been prepared for the use of HMRC and the external tax 
advisory and business community. ICAS members have a number of 
concerns about this draft guidance, which we have commented on, and we 
trust the guidance will be revised and reissued shortly.  

 
21. We understand that further guidance is to be prepared in relation to 

service personnel and in what circumstances they will be considered to be 
a Scottish taxpayer, which is welcome.  
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22. The ICAS evidence on draft HMRC technical guidance on Scottish 

taxpayer status, July 2015, can be accessed at:  
https://www.icas.com/__data/assets/pdf_file/0005/160196/20150724-
Submission-SRIT-Technical-Guidance-on-Scottish-Taxpayer-Status-
FINAL.pdf  
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from Johnston Carmichael 
 
Response 
 
I am responding in relation to the questions you have invited responses on: 
 
 1 What should the rate be for SRIT and why;  
 
 2 If SRIT should be above 10% how the additional funding should be allocated;  
 
 3  If  SRIT  should  be  below  10%  how  should  the  reduction  be  funded  from 
existing expenditure;  
 
 4  Has  the  introduction  of  SRIT  been  sufficiently  well  publicised  to  employers  
and tax payers.  
  
We have consulted with a number of our clients and our responses reflect their 
sentiments. 
 
Our recommendations to the Scottish Parliament are that it is critical for Scotland to 
remain competitive with the rest of the UK, for there to be a level playing field and for 
Scotland to be a fiscally and administratively attractive country to do business in and 
from. Businesses must be able to attract talent to Scotland and individual employees 
should not be personally worse off by selecting to live and work in Scotland.  
 
Until a full budget and spending plan is prepared for Scotland, we recommend that 
SRIT is retained at 10% for the first year, 2016/17.  This will provide time for the 
people of Scotland to become more aware of what SRIT means in practice and for 
HMRC to establish and stabilise the administrative procedures necessary to operate 
SRIT. In turn, this will ensure that the tax compliance frameworks within HMRC are 
fully prepared for any deviation in the rates that may come in the future when the 
Smith Commission proposals are implemented. 
 
In answer to the 4 questions above: 
 

1 – Same as UK rates, for reasons given in our summary above. 
2 & 3 – We believe such questions are premature. 
4 – No. Many of our clients are still unaware, though we as a firm have 
endeavoured to inform and keep them up to date of developments, tax is 
complicated and what they want is simplicity, transparency and no additional 
tax, no increase in professional fees or bureaucracy.  

 
Very happy to discuss our response with you should that be of assistance. 
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CabinetSecretary for Finance,Employment and SustainableGrowth
John Swinney MSP

T:0845 7741741
E: scottish.ministers@scotland.gsi.gov.uk

The Scottish
Government

Kenneth Gibson MSP
Convener, Finance Committee
The Scottish Parliament
Edinburgh
EH991SP

2 September 2015

Dear Kenneth

SCOTTISH RATE OF INCOME TAX: CALL FOR EVIDENCE

I welcome the Finance Committee's call for views on the Scottish rate of income tax as part
of its scrutiny of the Draft Budget 2016-17.

Setting a Scottish rate of income tax under the Scotland Act 2012

As your call for evidence indicates, the Scottish Government will propose a Scottish rate of
income tax (SRIT) within its draft Budget for 2016-17. I am considering the impact of the
later than expected UK Spending Review publication and will liaise with you regarding the
Budget timetable in due course.

The Draft Budget will include a commentary on the expected income, setting out the tax
receipt forecast and the rate on which it is based.

Raising awareness of the Scottish rate of income tax

The Committee is aware that SRIT forms part of the UK income tax system and will be
administered along with the rest of the income tax system by Her Majesty's Revenue and
Customs (HMRC). Interaction with taxpayers who are liable to pay SRIT, including the
provision of information, is, therefore, primarily a matter for HMRC.

The Scottish Government, however, continues to be represented on the relevant HMRC
project and programme boards and is consulted on options and decisions that have a
potential impact on Scottish taxpayers and employers, including matters of communication
and engagement. The activity that HMRC has undertaken so far - and has planned - to raise
awareness of SRIT is designed to ensure that all those affected by the introduction of the
Scottish rate have the information they need at the appropriate time.

INVESTOR IN PEOPLE

St Andrew's House, Regent Road, Edinburgh EH13DG
www.scotland.gov.uk
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I understand that HMRC are providing the Committee with a written response which sets out
its programme of activity. I will give careful consideration to the views expressed to the
Committee as a result of this call for evidence and any conclusions that the Committee
reaches.

JL
JOHN SWINNEY

St Andrew's House, Regent Road, Edinburgh EH1 3DG
www.scotland.gov.uk
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Scottish Rate of Income Tax – Call for Evidence 
Response from the Low Incomes Tax Reform Group (LITRG) 

 

1 Executive Summary 

1.1 LITRG welcomes the opportunity to respond to the Finance Committee of the Scottish 
Parliament’s call for evidence on the Scottish Rate of Income Tax (SRIT) in respect of their 
scrutiny of the Draft Budget 2016‐17. LITRG is an initiative of the Chartered Institute of 
Taxation (CIOT); we support the CIOT’s separate submission. Our response focuses on points 
of concern for the low income individual. 

1.2 We do not generally comment on the levels and rates of taxation – these are matters for 
elected representatives. Our response focuses on the fourth and final question of the call for 
evidence concerning publicity surrounding the SRIT. In particular, we emphasise the 
importance of good communications to ensure that messages reach all affected taxpayers. 

1.3 Although we have not carried out a formal survey, we have the impression that there is 
currently little awareness of the SRIT among the general public. Effective publicity and 
communications will be key to ensuring the smooth introduction and operation of the SRIT. 

1.4 We are extremely disappointed that HM Revenue & Customs (HMRC) and the Scottish 
Government have jointly agreed that it is not necessary to show the SRIT separately on form 
P60 – the form provided to employees showing their gross salary and income tax paid during 
the tax year. This decision will significantly reduce transparency surrounding the SRIT for 
taxpayers, and will not assist them in understanding what tax they are paying and to whom. 
We would strongly urge a reconsideration of this aspect so as to retain the trust of the 
citizen in a better understanding of their tax affairs. 

1.5 HMRC appear to have a detailed timetable for publicity surrounding the SRIT. This takes the 
sensible approach of raising awareness of the SRIT among employers first and then the 
general public. While there is a risk of creating confusion in having too much publicity at too 
early a stage, we think it might have been beneficial to commence the publicity cycle a 
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month or two earlier and also to have a general awareness raising campaign prior to the 
major publicity campaign and launch of guidance. 

 

2 About Us 

2.1 LITRG is an initiative of the CIOT to give a voice to the unrepresented. Since 1998 LITRG has 
been working to improve the policy and processes of the tax, tax credits and associated 
welfare systems for the benefit of those on low incomes. Everything we do is aimed at 
improving the tax and benefits experience of low income workers, pensioners, migrants, 
students, disabled people and carers. 

2.2 LITRG works extensively with HMRC and other government departments, commenting on 
proposals and putting forward our own ideas for improving the system. Too often the tax 
and related welfare laws and administrative systems are not designed with the low‐income 
user in mind and this often makes life difficult for those we try to help. 

2.3 In recent years LITRG has engaged with the Scottish Government concerning the setting up 
of Revenue Scotland, including the development of the Revenue Scotland website, and has 
responded to consultations on the Revenue Scotland and Tax Powers Act 2014. We have 
been involved in discussions on issues relating to the Scottish Rate of Income Tax and have 
given evidence to the Finance Committee of the Scottish Parliament on tax management 
issues relating to low income individuals. 

2.4 The CIOT is a charity and the leading professional body in the United Kingdom concerned 
solely with taxation. The CIOT’s primary purpose is to promote education and study of the 
administration and practice of taxation. One of the key aims is to achieve a better, more 
efficient, tax system for all affected by it – taxpayers, advisers and the authorities. 

 

3 What should the rate be for SRIT and why? 

3.1 As noted above (paragraph 1.2), LITRG does not generally comment on the setting of rates of 
tax. We offer some general thoughts below. 

3.2 The decision as to what the rate for SRIT should be must take into account the policies of the 
Scottish Government. There must also be an awareness of the likely direct and indirect 
impact of either an increase above 10% or reduction below 10% – in terms of the effect on 
taxpayer behaviour, the impact on tax revenues and what it means for government 
spending. 

3.3 In terms of the effect on taxpayers, it is important not to consider income tax in isolation; in 
particular, interactions with tax credits and benefits can have a significant impact on the 
living standards of low income individuals. 

3.4 For example, a reduction in the rate of income tax may not be the most effective way of 
helping people on very low incomes because of the interaction with means‐tested benefits 
that are based on net income, as they will not benefit from their increased net earnings level 
to the same extent as someone not in receipt of a means‐tested benefit. Indeed, when 
considered alongside additional ‘passported’ benefits, the combination of increased net pay 
and reduced means‐tested benefits could lift an individual outside the entitlement threshold 
which passports them to these additional aspects of support. Universal credit (UC), for 
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example, will be reduced if after‐tax income (net income) increases. This may mean that a 
reduction in income tax rates is not to the advantage of the individual claimant/taxpayer or 
Scotland, as disposable income and therefore consumption does not increase as expected. 

3.5 An increase in income tax rates would possibly lead to an increase in tax revenues; 
individuals might find they have to pay more tax, but they would in theory be compensated 
at least partially by an increase in benefits, if those benefits are related to after‐tax income. 

3.6 In future, it may also be necessary to consider the interaction of SRIT with local taxes, 
depending on any reform to local taxation in Scotland, following the work of the Commission 
on Local Tax Reform.1 This Commission, set up by the Scottish Government is currently 
exploring alternative forms of local taxation to Council Tax. LITRG has contributed to this 
work in a number of ways, including by making a written submission2 and participating in an 
oral evidence session.3 

 

4 If SRIT should be above 10%, how should the additional funding be allocated? 

If SRIT should be below 10%, how should the reduction be funded from existing 
expenditure? 

4.1 These questions are a matter of political preference and we offer no comment. 

 

5 Has the introduction of SRIT been sufficiently well publicised to employers and taxpayers? 

General Comments 

5.1 The SRIT will apply from 6 April 2016. It will be administered by HMRC and its scope 
determined by the UK Parliament: it is therefore not a devolved tax. The SRIT will affect all 
individual taxpayers resident in Scotland,4 many of whom will be unrepresented. It will also 
affect employers and pension providers throughout the UK. Communications, awareness‐
raising and publicity are therefore key to the smooth introduction and operation of the SRIT. 

5.2 We think that the timing of publicity is key. A communications campaign launched at too 
early a stage (both in terms of considering tax years and taking into account the availability 
of supporting guidance and information) could have been detrimental to the introduction of 
the SRIT. Generating publicity among the general public too early could have created 
confusion, especially since people are used to changes to the tax system coming in quite 
quickly following an announcement, due to the UK Budget process. In particular, if 
communications and publicity had commenced prior to 6 April 2015, people might have 

                                                            

1 http://localtaxcommission.scot/ 

2 http://www.litrg.org.uk/submissions/2015/150622‐LITRG‐future‐local‐tax‐scot 

3 http://localtaxcommission.scot/tell‐us‐what‐you‐think/oral‐evidence‐sessions/welfarerights/ 

4 Those who meet the Scottish taxpayer test as set out in Scotland Act 1998 ss. 80D – 80F. 
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expected the SRIT to apply sooner than it does – so it was important to wait until after 6 
April 2015, to limit opportunities for confusion.  

5.3 In addition, it is necessary to raise awareness among employers and pension providers first 
before launching a publicity campaign for the general public,5 to ensure they are able to 
cope with the likely queries they will receive from employees, pension savers and 
pensioners. 

5.4 It is also key to bear in mind what the expectations of the general public would be from a 
publicity campaign. Most taxpayers will want to know what the rate of the SRIT is, whether 
or not they are a Scottish taxpayer, what their responsibilities are as taxpayers, what the 
SRIT means for them and how it affects them in financial terms – this means that they would 
probably expect to be told what the rate of the SRIT is when they are provided with other 
information about the SRIT. Therefore significant publicity without details of the actual rate 
might be ignored. A lot of publicity when detailed guidance is not available is also likely to be 
unsuccessful, since guidance enables people to interpret the legislation correctly, for 
example concerning Scottish taxpayer status. Nevertheless, it might have been helpful to 
commence a lower profile, general awareness raising campaign at an earlier stage in the 
2015/16 tax year. 

5.5 The general public seems to have limited awareness of the SRIT. This lack of understanding 
has been compounded by the work of the Smith Commission following the independence 
referendum, which has drawn attention away from the SRIT. The recommendations of the 
Commission have, quite naturally, received a lot of publicity. Since arguably the most 
significant tax recommendation appertains to income tax, the devolution of greater powers 
over income tax at some point in the future under Smith has tended to mean that the 
general public is simply unaware of the SRIT. 

Comments on HMRC Publicity 

5.6 Publicity for the introduction of the SRIT has, in our view, yet to start in earnest. In addition, 
it is starting from a low base of understanding; there are also misconceptions that need to 
be overcome. We are aware that HMRC are undertaking a significant amount of work in the 
area of communications surrounding the SRIT; they appear to have a detailed plan and 
timetable that they are following. HMRC have been engaging with stakeholders and have 
taken on board comments from interested parties. In the paragraphs that follow, we discuss 
some of this work of which we are aware, and offer comment where we think improvements 
might be made. 

Prioritisation 

5.7 We understand that HMRC’s plan involves raising awareness first with employers and 
pension providers, before publicising the SRIT among the general public. We think that this is 
a sensible decision, as many Scottish taxpayers will be employees, pension savers or 
pensioners. These individuals are as likely (if not more so) to approach their employer or 
pension provider if they have a query concerning the SRIT as they are to approach HMRC, 
whether it concerns the rate, their tax code6 or their status as a Scottish taxpayer. It is 
                                                            

5 We understand that this is HMRC’s plan (see paragraph 5.7). 

6 Scottish PAYE taxpayers will be identified by HMRC; self assessment taxpayers must determine their 

own Scottish taxpayer status.  
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therefore essential that advisers, agents, employers and pension providers are in a position 
of knowledge concerning the SRIT, hence the need for careful planning regarding the timing 
of awareness raising and publicity. 

5.8 HMRC are using their Employer Bulletin to raise awareness among employers about the SRIT 
and how it affects both employers and employees. The June 2015 issue contains basic 
information about the SRIT, before going on to discuss several areas of concern for 
employers in detail.7 There are other possible means of communicating with employers 
about the SRIT, for example HMRC could produce a YouTube video for employers, which 
could assist them in dealing with queries from employees.8 

Transparency 

5.9 We are extremely disappointed that, as mentioned in Employer Bulletin 54 (June 2015), 
HMRC and the Scottish Government have jointly agreed that it is not necessary to show the 
SRIT separately on form P60 – the form provided to employees showing their gross salary 
and income tax paid during the tax year. LITRG had called for details about the SRIT to be 
shown on the form P60 as a minimum.9 The decision not to mandate the inclusion of details 
of the SRIT on form P60 will significantly reduce transparency surrounding the SRIT for 
taxpayers, and will not assist them in understanding what tax they are paying and to whom. 
While we acknowledge the concerns about cost and complexity for employers and in 
particular small employers, we call on HMRC and the Scottish Government to reconsider on 
this point, as transparency is essential to having a workable tax system.10 It is also important 
in retaining the trust of the citizen in a better understanding of their tax affairs. 

Guidance 

5.10 Part of publicising the SRIT involves producing clear, accurate and comprehensive guidance 
for different groups. HMRC published draft technical guidance in June 2015 for comment; 
this is aimed at HMRC officials, tax professionals and the business community.11 HMRC also 
indicated at that time that they were working on a range of guidance and products for the 
general public (unrepresented taxpayers) and specialist guidance for services personnel 

                                                            

7
 The June 2015 issue is available on GOV.UK: 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/436169/Employer_

Bulletin_June_2015.pdf 

8 HMRC have a YouTube channel on which they post informative videos, some of which are aimed at 

employers: https://www.youtube.com/user/HMRCgovuk. 

9 LITRG raised these concerns about transparency at a number of meetings of the SRIT Technical 

Group – a stakeholder group established by HMRC – during 2011. 

10 We accept that any decision to mandate the inclusion of details of the SRIT on form P60 would have 

to allow sufficient time for employers, payroll operators and payroll software producers to adopt the 

required changes. 

11 https://www.gov.uk/government/publications/scottish‐rate‐of‐income‐tax‐technical‐guidance‐on‐

scottish‐taxpayer‐status. LITRG comments on the draft guidance are available on the LITRG website: 

http://www.litrg.org.uk/submissions/2015/150729‐LITRG‐SRIT‐scot‐taxpayer‐status 
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(jointly with the Ministry of Defence). HMRC organised meetings with stakeholders, like 
LITRG, to discuss the draft technical guidance. 

5.11 We understand that HMRC will publish guidance for the general public in the late autumn. In 
addition, HMRC will start to notify taxpayers of their Scottish taxpayer status by letter and 
issue “s” tax codes. It is essential that this guidance is accurate and comprehensive, and that 
it provides answers to the key questions that individuals will have (see paragraph 5.4). In 
particular, it is important that the guidance includes details of taxpayers’ responsibilities, 
such as what they should do when they receive a notification letter or coding notice 
indicating that they are a Scottish taxpayer, or what they should do if they think they are a 
Scottish taxpayer and do not receive such a notice. 

5.12 While we think that it is sensible for the main publicity campaign and publication of guidance 
for the general public to coincide roughly with the announcements of the Scottish 
Government’s proposed rate for SRIT, we think it would have been helpful to have some 
lower level awareness raising before then, as this information and news will come as a 
surprise to many people. For most individuals with uncomplicated tax affairs, the proposed 
timing will allow them to acquire sufficient knowledge about the SRIT prior to 6 April 2016, 
but for those with more complex affairs, which could include individuals on low incomes, 
there may be insufficient time to allow them to get to grips with what the SRIT will mean for 
them. Undoubtedly, however, ensuring the main publicity campaign and notification letters 
coincide with the announcement of the proposed rate for the SRIT will maximise the impact 
of the publicity, since there will be press focus on the Scottish budget 2016‐17 and the SRIT 
announcement: the HMRC guidance and communications can benefit from this. 

Awareness of Responsible Tax Authority 

5.13 We have a concern about the lack of awareness of which tax authority is responsible for the 
SRIT. Several communications by individuals with some awareness of the SRIT indicate a 
belief that Revenue Scotland will be responsible for administering and collecting the SRIT. 
We believe that it is essential that the publicity surrounding the SRIT makes it abundantly 
clear that SRIT will be administered and collected by HMRC. 

LITRG 
21 August 2015 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from Lucy Hunter Blackburn 
 

Summary 

- The immediate priority should be making good the loss of tax revenue due to 
holding the council tax at the same cash level since 2007-08. 
 

- The Scottish Government is providing £560m to councils in 2015-16 in lieu of lost 
council tax revenue (rising to £630m next year if the freeze continues). 
Something originally planned as short-term has grown into a large spending 
commitment in its own right.   
 

- This is cash from the Scottish Block which is no longer available for spending on 
anything else, at a time when the Block as a whole is under considerable 
pressure.   

 
- While the benefit of the freeze to individual council tax payers is clear, its cost is 

hidden.  The Scottish Government’s description of the freeze as being “fully 
funded” obscures that the policy carries a large cost in spending lost on other 
things.  Citizens deserve a clearer account of the price paid for freezing council 
tax bills. 

 
- The spending is likely to have been lost from a mixture of services outside local 

government and general funding to councils. 
 

- The cost of the freeze in lost public spending is likely to be falling 
disproportionately on the poorest and most vulnerable, while the largest benefits 
fall disproportionately to the better off (the very poorest see no benefit, due to 
Council Tax Reduction).  This is unfair. 
 

- Using additional income raised through the SRIT explicitly for the purpose of 
funding the cumulative effect of the council tax freeze would: 

 
- immediately release £560-630m for additional spending on public 

services.  
  

- recognise that there has been a loss to the total tax base, clarify the link 
between the freeze and its real long-term cost and mean that cost is borne 
more fairly.   

 

46



 

2 
 

- create an identifiable element of taxation which could be reduced at a 
future point, when local taxation has been put back on a workable long-
term footing. 

 
- This would do nothing to restore local accountability, but would provide a better 

starting point for an eventual shift back to a form of local taxation able to bear a 
reasonable share of local spending, set by local decision. 
 

SCOTTISH RATE OF INCOME TAX (SRIT): 

2016-17 BUDGET DECISIONS 

 
1. The Committee’s decision to stimulate debate about the use of the SRIT 

ahead of this autumn’s budget is very welcome.  

The cost of the council tax freeze 

2. The council tax freeze has kept local tax revenue at the same cash level 
since 2007-08 (other than any revenue growth due to net new build and 
revaluations), so that the council tax take has been held at around £2 billion 
for almost a decade.  
 

3. Central government has compensated local authorities for the tax revenue 
foregone with a payment which has increased by £70 million each year.  In 
2015-16, this stands at £560m and will rise to £630m if the same rules are 
applied next year. 
 

4. Over time, what was initially intended as a short-term solution, under which 
the Scottish Block would take the strain of local tax increases foregone, has 
become instead a significant spending commitment in its own right, now 
accounting for more than £1 of every £50 spent from the non-capital budget.  
The cost of funding the freeze now exceeds the amount the Scottish 
Government budgeted in 2015-16 to  spend on, among others: 
 

 the Scottish Prison Service (around £400m);  
 further education colleges (£530m);  
 NHS Highland (around £540);  
 free personal care for the elderly (actual spend reported as almost 

£500m in 2013-14, likely now to be higher). 
 

5. Since 2010-11, Fiscal Resource DEL assigned to the Scottish Government 
has fallen by over £2.2bn in real terms.  The subsidy for the council tax 
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freeze is therefore now adding a further 25% to downward pressure on 
spending over that period.  Further cuts to the Scottish Block are expected.   
 

6. The cost of the freeze is being paid for by spending less on other Scottish 
Government responsibilities. It is not possible to identify what investment has 
been lost from which areas.  However, such a large pressure could not be 
easily borne only by smaller programmes and is likely to have had some 
impact on the larger areas of spending. The need to fund the freeze may, for 
example, partly explain why spending on health in Scotland appears to have 
risen less quickly than in some other parts of in the UK.   
 

7. Central government spending on local government is also likely to have been 
affected.  Although councils have received a separately identified stream of 
funding to compensate for the tax freeze, their total funding from central 
government has fallen by 10% in real terms since 2009-10, according to 
Fiscal Affairs Scotland.  Meantime, demographic change and various other 
factors have increased demands on local authority budgets faster than 
inflation. Recent press reports have drawn attention to further significant 
pressure expected on council funding.   
 

8. There is plenty of evidence that, in the absence of any ability to increase local 
taxation, local authorities are applying a combination of cuts and increased 
charges in order to cope. As various organisations have documented (for 
example, UNISON) poorer and more vulnerable citizens are 
disproportionately affected by reductions in services and increases in 
charges, as they tend to rely more on local authority services. 
 
Who benefits from the freeze – and who doesn’t? 
 

9. The table below shows the average saving from the freeze by property band, 
before application of any liability for income-related Council Tax Reduction 
(CTR).   The council tax figures are a rough estimate, based on the difference 
£560m makes to the average Band D figure for Scotland (£1,149).   There 
will be more sophisticated ways of doing this calculation, but it still gives a 
good general estimate.  The table also shows the share of properties in each 
band and how this compares to their share of the total benefit from the 
freeze. 
 

10. Unsurprisingly, the highest absolute savings have been experienced by the 
households in the highest valued properties.  As a result, households in the 
highest-valued 39% of properties have seen just over half (52%) of the cash 
benefit of the freeze, before taking into account the impact of CTR.  Once the 
relief available under CTR is included, these differences will be wider, as 
36% of properties in the lowest two bands are entitled to a reduced payment 
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under CTR.  Bands A and B accounted for almost three-quarters (73%) of all 
CTR cases.  Only 4% of households in the top four bands (E to H) received 
CTR. The total amount of council tax forgone under CTR was substantial, at 
£346m in 2014-15.  Households in Bands A and B must therefore represent 
an even smaller share of the tax actually paid, and therefore saved as a 
result of the freeze, than the table below suggests.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(1) This is equal to the share of total council tax receipts due from each band, 

taking account of the band weightings and the number of properties in 
each band. 
 

11. Nationwide, the highest absolute savings (around £660 a year) have been for 
those living in Band H properties in Aberdeen, which has the highest rate of 
council tax, closely followed by Glasgow, Dundee and Midlothian (all saving 
just over £650). The least benefit (just over £180 a year)  for those not on 
CTR has been for households in Band A properties in Eilean Siar,  which has 
the lowest council tax, closely followed by the other island councils and 
Dumfries and Galloway (all under £190).    
 

12. Those entitled to 100% CTR, mainly those on income-based JSA or ESA, 
Income Support or Pension Credit, have seen no gain. Partial entitlement to 
CTR, available at some low incomes, also reduces savings from the policy.  
According to official statistics released on 16 June 2015, in March 2015: 
 
- 1 in 5 chargeable dwellings in Scotland received a reduction in their 

Council Tax liability through Council Tax Reduction 
- 55.6 per cent of recipients were in one of the 30 per cent most deprived 

areas in Scotland 
- 38.2 per cent of recipients were aged 65 or over 

Council 
tax band  

Estimated 
annual benefit 
from subsidy 
for freeze  
2015-16  
 
£ 

Share of 
properties in 
band: all 
Scotland 

Share of 
proceeds 
ignoring CTR1 
 

A 200 21.0% 14.5% 
B 233 23.5% 19.0% 
C 267 16.1% 14.9% 
D 300 13.2% 13.7% 
E 367 13.3% 16.9% 
F 433 7.5% 11.3% 
G 500 4.9% 8.4% 
H 600 0.5% 1.1% 
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- 16.5 per cent of recipients were single with at least one child dependant.  
 

13. Taken together, all these figures strongly suggest that in absolute terms the 
benefit of the freeze to the least well-off households has been much more 
limited than for the better-off. 

Funding the freeze through the SRIT 

14. The council tax freeze has caused a hole to develop in the Scottish budget at 
a time of mounting pressure on public spending.  A dedicated levy on the 
SRIT to fund the council tax freeze offers a way to fill that hole which no 
longer adds to the squeeze on public spending, while a longer-term solution 
to local taxation is found.  
 

15. In particular, the SRIT offers a mechanism (income tax) which allows the cost 
of the freeze to be borne more fairly than at present. 
 

16. A charge through income tax is likely to mean the highest cost is borne more 
than now by those who have made the largest savings from the freeze, even 
in the absence of an exact correlation between income and property value.   
 

17. The table below shows the impact of the SRIT at an additional 1.5p (see 
paragraph 24 below) and how the cost is shared between low and high 
incomes. 

 

 

 

 

 

 

 

 

 
(1)  Single income tax payer household: figures will be lower for households with 

same income, but more than one income tax payer, due to the effect of 
additional personal allowances: each extra £1000 of personal allowance used 
in a household, over the first £10,600, reduces the annual cost by £15 (at 
incomes over £100,000 the personal allowance is reduced by £500 for every 

Taxable 
income 
 

Cost of additional SRIT @1.5p 1

 
Monthly post-tax 
income after SRIT 
rise 
 

% of post-tax 
income paid 
as additional 
SRIT 

Annual Monthly 

£ £ £ £ % 
15000 66.00 5.5 1171 0.5 
25000 216.00 18.0 1825 1.0 
35000 366.00 30.5 2480 1.2 
45000 516.00 43.0 3090 1.4 
55000 666.00 55.5 3578 1.5 
65000 816.00 68.0 4065 1.6 
95000 1266.00 105.5 5528 1.9 
125000 1875.00 156.25 6624 2.3 
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£1000). Income tax figures based on the Scottish Parliament SRIT calculator.  
Post-tax figure is after income tax only: no account taken of NI. 
 

18. According to the most recent issue of Poverty and Income Inequality in 
Scotland the median net household income in Scotland in 2012-13 was 
£23,000. The majority of households in Scotland should therefore fall easily 
into the first three lines of the table above.   
 

The role of the SRIT in moving to a new system of local taxation 

 
19. Advocates of the freeze often argue that the council tax is flawed as a basis 

for raising local tax.  However, although the council tax has been deemed too 
problematic to increase, it has not yet been deemed problematic enough to 
cease using as a basis for revenue-raising.  Since 2007 there has therefore 
been no substantial progress in devising a replacement: none will be in place 
for 2016-17.  The Commission on Local Tax Reform is due to report this 
autumn, but that makes any change unlikely before 2017 or 2018, at the 
earliest. 
 

20. The transition from the existing tax base to any new one is likely to be hard, 
particularly if it involves returning the real-terms value of local taxation to 
something closer to, or even higher than, the position a decade ago.  A 
temporary increase in the SRIT could provide a bridge between the present 
position and any new long-term settlement. 
 

21. This element of the SRIT could then be wound down, as the local tax base is 
reformed and restored.  The greater visibility of the SRIT than the present 
system of behind-the-scenes spending reductions, and the clearer link 
between any temporary increase and covering the cost of the council tax 
freeze, might help make the reform of local taxation more politically urgent. 
 

22. If local taxation is instead held for the long-term round the existing level of the 
council tax, the SRIT could not be reduced.  In that case, however, the link 
between the decisions on different taxes would at least be clear and the long-
term effect would be fairer than now. 
 

23. If the council tax freeze is lifted in 2016-17, these arguments would still stand.  
The percentage increase in the council tax already required to restore it to its 
real terms value in 2007-08 would be politically impossible to implement, 
certainly in one go.  The funding gap built up since 2007-08 would remain. 
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Rate of the SRIT 

24.  Recent estimates have suggested the SRIT will raise £330m/1p, while a 
2012 paper prepared for the Parliament appeared to imply a sum closer to 
£500m/1p, and one further recent report suggested £440m/1p. This suggests 
that an increase in the SRIT of something between 1p and 2p would be 
needed to make up for accumulated lost council tax revenue. 

  
Total 
spending 

SRIT @ 
£330m/1p 

SRIT @ 
£440m/1p

SRIT @ 
£500m/1p

 Cost of 
freeze to 

£m Rate (pence) 

2015-16 560 1.7 1.3 1.1 

2016-17 
(est) 

630 1.9 1.4 1.3 

 

Potential areas of spending 

25. The Committee’s attention is drawn here to two areas of public spending. 
 

Local services 
 

26. Given the evidence of particular pressures on local budgets, affecting 
schools, social work services, early years provision, social care at home, day 
centres and libraries, among other things, a significant amount of the £560-
630m should be recycled back into local government funding from central 
government, to off-set some of the impact of local service reductions and 
charges already visited on the most vulnerable.  

Student grants 

27. My research concentrates on student funding in higher education.  In 2013-
14, the Scottish Government reduced spending on student grants from 
£100m to £65m. If they wished to avoid a drop in support, low-income 
students were obliged to take out additional student loan to compensate.  
This followed several years in which the value of grants had been frozen: 
spending on grants is now just over half what it was in real terms at the time 
the council tax was first frozen.  A recent announcement of an increase of 
£125 a year in grant will increase spending by around £7m, reversing only 
around 20% of the cut made in 2013-14. 
 

28. Scotland now has the lowest rate of grant in Western Europe. It is unique in 
the UK in expecting poorer students to borrow more than their 
contemporaries from better-off homes.  The maximum grant for a young 
student in 2015-16 will be £1,875 a year, falling to £1,125 immediately 
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household income reaches £19,000 a year.  Mature students will be entitled 
to a lower grant of £875: Scotland is exceptional in the UK in putting mature 
students on a lower rate. 
 

29. Although the Scottish Government has made available a “minimum income” 
for low income students which will be worth £7,625 in 2015-16, this is 75-90% 
loan based.  Government figures suggest that around one-quarter of young 
low-income students are not prepared to borrow anything, for whatever 
reason, and attempt to manage on their grant alone, which is likely to mean 
facing considerable hardship while they study.  Those who do borrow the 
amount required to achieve the minimum income will face a debt on 
graduation of between £23,000 and £27,000 after four years. 
 

30. For around £100m, it would be possible: 
 
- to increase spending on grants for young students in full-time higher 

education enough that the debt facing young students from lower-income 
backgrounds would no longer be higher than that expected for their better-
off peers, reducing the long-term financial inequality which the current 
system in Scotland creates (+£35-40m); and 
 

- to do the same for mature students, by bringing them back into the main 
grant scheme, costing a similar amount; and 
 

- to use grant to provide some additional help with living costs for some 
students from incomes between £17,000 and £45,000 who live away from 
home (+£10-20m).  Most of this group receives relatively low total support 
compared to other  parts of the mainland UK, making a greater demand on 
these households’ ability to pay towards immediate costs. 

 
31. The links between particular aspects of student funding and access remain 

too little understood. However, grant increases may aid recruitment and 
retention among the quarter or so of poorer young students who are not 
willing to borrow. There is some tentative evidence that additional grant may 
increase participation rates. 
 

32. An increase in spending on grants for poorer students on this sort of scale 
would give these a priority closer to that already enjoyed by universal free 
tuition, although spending on the latter would remain much higher.  Every 
£1,000 of fee subsidy per student per year costs around £130m:  the full cost 
of tuition in higher education, met through the Students Awards Agency for 
Scotland and the Scottish Funding Council, is somewhere over £7,500 per 
student on average, or £1bn in total.  
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33. If we can afford the existing investment in fees, we ought to be able to afford 
the increased, but still much smaller, investment in grants proposed here, 
either as one use for cash released from the subsidy of the council tax freeze 
or as a new cost on the SRIT. The proposal here for an increase in grant is 
illustrated below, expressed in cash terms and in terms of equivalence with a 
charge on the SRIT. Existing spending on grants and fees is provided for 
comparison. 
  

    
Total 
spendin
g 

SRIT @ 
£330m/1
p 

SRIT @ 
£440m/1
p 

SRIT @ 
£500m/1
p 

    £m Equivalent rate (pence) 
Student grants in 
higher education 

Existing 65 0.20 0.15 0.13 

  
Propose
d 
increase 

100 0.30 0.23 0.20 

  New total 165 0.50 0.38 0.33 

Tuition  in higher 
education 

£1,000 a 
year per 
student 

130 0.39 0.30 0.26 

  Total cost 1,000 3.03 2.27 2.00 

 

 

 

Lucy Hunter Blackburn 

Freelance researcher and policy analyst: between 1995 and 1999, I was Head 
of Local Government Finance Distribution in the then Scottish Office; and 
between 2000 and 2004, Head of Higher Education in the Scottish Executive. 

June 2015 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from NHS Health Scotland 
 
Background 
 
NHS Health Scotland is a national health board with a remit to improve health and 
reduce health inequalities. Inequalities in health in Scotland are particularly 
problematic, with greater inequalities here than in the rest of western and central 
Europe. These inequalities in health are largely determined by the social and 
economic conditions within society.  
 
We have recently summarised the evidence on what policies and practice reduces or 
exacerbates health inequalities.1 The main components of policy and practice which 
are known to be effective are those which: 

 reduce income, wealth and power inequalities across society (inevitably 
working through policy on taxation, social security, industry and employment)  

 reduce inequalities in environmental factors such as housing and education 
as well as health specific factors such as smoking and alcohol abuse. The 
most effective means of reducing health inequalities in relation to health 
behaviours are those which involve regulation and taxation (e.g. alcohol duty 
or sales restrictions).  

 
It is from the perspective of the evidence of those policies and practices which are 
most likely to improve the overall health of the population and reduce health 
inequalities that we are responding to this consultation.  
 
Consultation questions  
 
1. What should be the rate for SRIT and why?  

 
The evidence base on the fiscal policies which are most likely to support improved 
health and reduced health inequalities suggests that it is nations who fund 
generous and universal public services through taxation (equating to a higher tax 
take), and who are able to use the taxation system to reduce economic 
inequalities (through increased progressivity) that are most successful.2-4  
 
However, the flexibility afforded to the Scottish Parliament in relation to SRIT 
facilitates only modest changes to income inequality (whereby an increase in 
SRIT will generate a small decrease in income inequality and vice versa),5 
because of the limitations to altering the taxation bandings. Our modelling 
suggests that increasing SRIT by 1p would reduce the relative index of 
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inequalities (RII) in all-cause mortality by approximately 0.5%, but would require 
the resultant increased revenue to be used for redistribution or to fund effective 
public services for it to generate a positive impact on mean population mortality.6 
Given that this additional revenue is likely to be used for such purposes, we would 
therefore support the introduction of SRIT at a rate greater than 10%.  
 

2. If SRIT should be above 10%, how should the additional funding be allocated?  
 
NHS Health Scotland’s evidence review suggests that using additional revenues 
to increase the incomes of the lowest income groups, to fund high quality 
universal services (with proportionate universalism adopted where possible such 
that the greatest support is provided to those with the greatest needs in the 
context of a universal service) and to fund preventative interventions would all be 
effective uses of the additional revenue.1  
 
Particular consideration should be given to mitigating the impact of the reduced 
value, and increased conditionality, of the social security system as this is likely to 
reduce the incomes of the poorest and have multiple impacts on particular 
vulnerable groups (e.g. lone parents and people whose benefits have been 
sanctioned), with consequent negative impacts on their health.7 
 
Many preventative measures would not necessarily require ongoing revenue 
support, but would improve health and reduce health inequalities and potentially 
reduce the demand for public services in the future. This includes policies to 
regulate the production and marketing of unhealthy food and further regulation of 
the sale and pricing of alcohol and tobacco. Other preventative measures, such as 
investment in high quality early years education and childcare, would require 
ongoing substantial revenue support which this additional revenue could be used 
to fund on a sustainable basis.8  
 

3. If SRIT should be below 10% how the reduction should be funded from existing 
expenditure?  
 
Not applicable.  
 

4. Has the introduction of SRIT been sufficient well publicised to employers and tax 
payers?   

 
We have no comment to make on this question.  
 
Contact details: 
 
Nick Hay 
Senior Communications and Engagement Officer (public affairs) 
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Finance Committee 

The Scottish Rate of Income Tax 

Submission from Scottish Building Federation 

 
About the Scottish Building Federation 
 
The Scottish Building Federation is the principle trade association representing 
employers in the Scottish construction industry. Our membership comprises 
hundreds of construction businesses located throughout Scotland from Orkney to the 
Borders and ranging from sole traders and local building firms through to major 
contractors.   
 
Tax profile of the Scottish construction workforce 
 
Based on the most recently available statistics, the Scottish construction industry 
ranks relatively high amongst Scotland’s main economic sectors in terms of the 
average gross salary of workers. In 2014, the average gross salary within the 
industry was £30,374, compared to an average for all Scottish workers of £27,271. 
The average salary within the industry ranks slightly ahead of transportation and 
storage and the manufacturing sector but significantly behind the financial and 
insurance sector, utilities and (most notably) the mining and quarrying sector, which 
includes the oil and gas exploration industry. 
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Source: ONS Annual Survey of Hours and Earnings (ASHE) 2014 
 
Looking at the spread of income tax rates presents a slightly different picture. There 
are a relatively higher proportion of construction workers paying the basic rate of 
income tax in comparison with other prominent sectors of the economy. At around 
70% of the total workforce, this is notably higher than manufacturing and broadly 
comparable to the education sector. As a comparison, almost 75% of all Scottish 
workers are basic rate income taxpayers. 
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The Scottish Rate of Income Tax 
 
From 1 April 2016, the basic rate, higher rate and additional rate of income tax will 
be reduced by 10% in Scotland and the Scottish Parliament will then be required 
annually to set a new Scottish rate of income tax (SRIT) which will apply equally to 
all rates. 
 
The Scottish Building Federation’s view 
 
If the Scottish Parliament were to seek to generate additional tax revenues by setting 
the SRIT at a level higher than 10%, we have grave concerns about the impact this 
could have on the Scottish construction industry given the relatively high level of 
basic rate income tax payers working within the sector. Firstly, it is anticipated that 
such a measure could result in inflationary pressures as hard working employees 
seek to sustain levels of net pay. Consequently, such a policy could drive up labour 
costs at a time when the industry is attempting to embed growth and sustain a 
degree of recovery following several years in which the sector endured a substantial 
contraction. This impact could be further exacerbated by a general shortage of 
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skilled labour due to a significant downsizing in the construction workforce as a result 
of the recession. 
 
Secondly, with a flexible and often mobile workforce, it would be considered 
detrimental to the prospects of the construction industry in Scotland to set a basic 
rate of tax which is higher than that of the rest of the UK.  It is expected that this 
would hamper the recruitment and retention of talented and skilled workers in the 
construction sector – placing Scottish employers at a competitive disadvantage in 
the labour market in comparison to their counterparts in the rest of the UK. In 
addition, the fluid nature of construction work, with Scottish based companies and 
workers regularly operating across the rest of the UK (and vice versa), could 
potentially exacerbate perceived ambiguities surrounding the appropriate rate of 
income tax to be paid given the prevailing circumstances.       
 
Furthermore, an increase in the basic rate of income tax would in all likelihood 
encourage a degree of behavioural change towards self-employment (occasionally 
even ‘phony’ self-employment) as some parties may seek to avoid the additional tax 
burden. Finally, concerns have also been raised that an increase in income tax rates 
could stimulate activity in the black market as less scrupulous operators seek to 
avoid incurring additional tax liabilities by working cash-in-hand. 
 
Conversely, at the current time, we would have serious concerns about any moves 
to set SRIT at a level lower than 10%, given the likely impact on Scottish tax 
revenues and the additional pressure this would place on budgets in key areas 
including housing and infrastructure. 
 
Conclusion 
 
We will observe with interest any future moves to devolve additional control over 
income tax to the Scottish Parliament as part of the new Scotland Bill 2015-16. In the 
meantime, we would caution against any moves to differentiate Scottish income tax 
policy from that applicable elsewhere in the UK for the reasons outlined above. 
 
August 2015 
 
Scottish Building Federation 
Crichton House 
4 Crichton’s Close 
Edinburgh 
EH8 8DT 
info@scottish-building.co.uk 
Tel. 0131 556 8866 
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Finance Committee 

The Scottish Rate of Income Tax 

Submission from PricewaterhouseCoopers 

Response 

Thank you for the opportunity for PricewaterhouseCoopers LLP (PwC or We) to 
contribute to the Committee’s deliberations on the 2016-2017 budget. PwC is the 
largest professional services organisation in the UK, and employs around 16,000 
people, of whom 300 staff and partners are in Wales, 850 in Scotland and 1,200 in 
Northern Ireland. We provide advisory services to Government departments, public 
bodies and agencies, as well as to organisations throughout the private sector. We 
consider ourselves well-placed to comment constructively and independently on the 
issues at hand. Drawing on our experience in the business community across the 
Scotland, we have sought to focus our comments on the way in which the potential 
tax policy changes might impact on businesses and on economic growth. 

Setting a Scottish Rate of Income Tax (SRIT) 

Setting the rate for the new SRIT which will apply from April 2016 is, of course, a 
matter for the current Scottish Government who will take into account a wide range 
of policy objectives. As detailed below we believe there are likely to be a number of 
practical complications with varying the rate which may make it less desirable, 
bearing in mind particularly that the SRIT is likely to be a temporary measure. 

The considerations that lead us to this view are as follows. 

(1) Complexity  

Whilst income tax has been identified as a suitable tax for devolution to Scotland (as 
well as to other parts of the UK), there are still significant issues of complexity which 
should not be underestimated. Employers are still in the process of making changes 
to their PAYE systems and HMRC guidelines for the identification of Scottish 
taxpayers have not yet been finalised.   The existence of the rate-varying power, 
rather than its use, has prompted the changes, but administering a rate that is 
different to the rate prevailing in the rest of the UK (rUK rate) will add complexity and 
administrative costs.  

The further significant tax-varying powers contained in the Scotland Bill 2015 will, if 
enacted as drafted, abolish the lockstep mechanism whilst maintaining the integrity 
of the UK income tax system.   The SRIT is, therefore, anticipated to be a short term 
measure, and hence the added burden from a changed rate for this period may be 
disproportionate. 
 
(2) Behavioural impacts  

Decisions on setting the SRIT should not, in our view, ignore the potential fiscally-
induced behavioural responses that Scottish and indeed rUK taxpayers may have 
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following a change in SRIT.   While tax is not the only measure that individuals take 
into account in their choice of residence, it can be a factor. 

This point was considered by the Holtham Commission which considered, in the 
context of Welsh devolution, the possible inducement of migratory flows between 
parts of the UK, as well as behavioural responses in those who remain.1 These 
concerns will apply equally to Scotland as they do in Wales (notwithstanding the 
differences in population density living close to the Scottish and Welsh land borders 
with England).  
 
The report concluded (para. 4.13) that, whilst in general the magnitude of migratory 
and behavioural responses and effects are uncertain and are likely to be relatively 
small, it is possible that a higher propensity to migrate is likely amongst the more 
affluent. For example, this may be due to the availability of multiple places of 
residence in the UK, including Scotland.  
 
The Financial Scrutiny Unit briefing prepared for the Scottish Parliament in 20142 
and a report drafted by the Royal Society of Edinburgh, following a debate with a 
panel of experts, supports this view, pointing out that additional rate taxpayers 
appear more likely to react to changes in tax rates than basic and higher rate 
taxpayers. To put this into context, it is estimated that there are approximately 2.1 
million basic rate, 370,000 higher and 18,000 additional rate taxpayers in Scotland. 
 
In summary, any tax rate differential could influence worker migration, particularly 
among the more affluent, with a consequential impact on tax revenues. The extent to 
which SRIT can diverge from rUK rates without a distorting effect on the tax base 
may therefore be limited.  

(3) Impact on tax revenues 

It should be noted that there is not always a simple correlation between raising rates 
and raising revenues (or vice versa). There may be no significant increase in 
revenues associated with higher taxes due to the ability of high income earners to 
relocate within the UK. An unintended effect could be that the higher SRIT would 
apply to lower income households, i.e. those that are unable to relocate, while failing 
to collect the additional revenue from wealthier ones. Considerations as to the equity 
of this approach, and the potential impact of higher rates on all taxpayers should be 
included in any rate-setting decisions. 

We have not modelled the effect of various possible rates for SRIT. However, such 
modelling clearly needs to be performed in some detail and regularly to assess the 
effect on revenues in relation to the additional complexity for individuals and 
employers.  

Public awareness of the introduction of SRIT 
 

                                                             
1 http://gov.wales/docs/icffw/report/100705fundingsettlementfullen.pdf 
2 http://www.scottish.parliament.uk/ResearchBriefingsAndFactsheets/S4/SB_14-14.pdf and 
https://www.royalsoced.org.uk/cms/files/events/reports/2014-2015/Further-powers-for-Scotland.pdf 
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In his report3, Lord Smith of Kelvin noted that one of the challenges facing both the 
UK and Scottish Parliaments is the relatively weak understanding of the current 
devolution settlement.  
 
Our Citizens' Jury research has indicated consistently that the current allocation of 
powers and the issues of managing the fiscal deficit are widely misunderstood, and 
that when citizens are better informed, their views on such matters alter significantly. 
 
PwC has, for a number of years, engaged actively with our wide-ranging client base 
to raise awareness of SRIT, and to help our clients understand and assess the 
potential impact of its introduction. As a leading professional services firm, we 
engage with businesses across all sectors of the economy and our interactions with, 
and feedback from, our wide-ranging client base suggests that, both in a business 
and an individual capacity, there is a very low level of knowledge and understanding 
of SRIT. Indeed, a surprisingly high number of organisations had have no knowledge 
of SRIT at all.  
 
The Scotland Act 2012 was enacted in April 2012.   The then Secretary of State for 
Scotland, Michael Moore MP, described the legislation as the largest ever transfer of 
fiscal powers from central Government to Scotland. Despite this, and the fact that the 
SRIT was scheduled to be introduced regardless of the outcome of the referendum 
on Scotland’s independence in September 2014, it was largely unnoticed, and was 
overshadowed by the media campaigns focused on the independence referendum.  
 
It is, therefore, important that the Scottish and UK Governments, together with 
HMRC, take appropriate steps now to increase awareness levels, especially 
amongst taxpayers. Consideration could be given to targeted campaigns aimed at 
informing and educating both individuals and employers ahead of the introduction of 
the SRIT. This would help to raise awareness levels of Scotland’s new fiscal 
framework, thereby providing greater transparency and financial accountability.  
 
This could be achieved through the use of a number of social and broader media 
platforms, such as TV and radio advertising, social media blogs (e.g. LinkedIn, 
Twitter), HMRC employer bulletins, gov.uk website and the publication of a range of 
materials designed to raise public awareness and educate the public on the 
forthcoming changes.  
 
On a further practical note, given the lack of public awareness of the changes, it is 
possible that individuals will turn to Revenue Scotland in the first instance when they 
have questions on SRIT, at least   until such time as it is clear to people that the tax 
continues to be administered by HMRC. It would be helpful for Revenue Scotland to 
take pre-emptive action, for example by including links in their web page to HMRC 
information on income tax. 
 
In conclusion, once a decision on the rate of Scottish income tax has been reached, 
we consider that this should be communicated with a higher degree of transparency 

                                                             
3 Smith commission https://www.smith-commission.scot/wp-ntent/uploads/2014/11/The_Smith_Commission_Report-1.pdf 
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and clarity as widely as possible, and that the impact is monitored in order to 
demonstrate the impact on revenues and spending. 
 
If you would wish to discuss these issues further, please do not hesitate to contact 
us. 

 

Yours faithfully, 

David Glen 

Head of Tax, Scotland 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from Ranny Hall 
 
Response 
 
I would be more than happy to pay an extra 1-2% tax if the proceeds were spent on 
increased statutory paternity leave without my wife having to sacrifice any of hers 
when we come to having our first child. 
I would also like to see more funding on financial and career education for the 
nation’s poorest with more schemes to get them into work and looking after 
themselves. 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from Reynold Galbraith 
 
Response 
 
Sir 
 
As regards the Scottish Rate of Income Tax, I would respectfully submit that it should 
be such that it is either the same as for the rest of the UK or slightly lower perhaps 
9%.  It is clear that Scotland must attract business and professional people to come 
and live in Scotland.  Conversely, it should discourage Scots from leaving. I write as 
a parent, who has two of his sons living and working in the London Area, who are 
unlikely ever to return to live in Scotland on a permanent basis.  
 
The percentage reduction, although small, would have a strong psychological appeal 
probably out of all proportion. 
 
It could be funded by savings in admin, a slight increase to the free travel, say 10p 
per journey; in addition if additional population could be encouraged to come to 
Scotland, the addition to the tax base might more than cover the reduction.  
 
I do not consider that the SRIT in particular the rate for savings has been publicised 
sufficiently. 
 
I hope the foregoing remarks are of assistance. 
 
I am, Sir, your obedient servant! 
H Reynold Galbraith 
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Finance Committee 

The Scottish Rate of Income Tax  

Submission from Ron Kane 

Response 

Sir 

As a tax payer my firm belief that any opportunity to reduce the tax burden is to be 
welcomed. We have an opportunity also to attract talent to Scotland by allowing 
workers to benefit more from the product of their labour by allowing them to keep 
more of their income. 

By proposing a 0% - 1% adjustment the Scottish Government will show it is on the 
side of the worker, on the side of business and on the side of economic growth.  

Given that in the last cycle we have data for the Scottish Government spent £20m on 
Gaelic road signs in areas that have never spoken the language, £1.25m on a 
propaganda document for the Referendum and then returned £444m to central 
government as underspend on the existing settlement there is clearly room for 
savings to be made. In the long run, offering a competitive tax rate to individuals will 
then grow the tax base so that over the course of 10 to 20 years this will result in 
more tax revenue being available, particularly if those staff can be recruited from 
abroad in line with the current Scottish Government’s attitude to migration of 
workers. 

 

Ron Kane 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from Scottish Council for Voluntary Organisations 
 
 
Summary 
 

 Before we can have an open conversation in Scotland about tax rates, we should 
look at what tax is for and what language we use when talking about tax. 

 
 In particular, the use of the terms ‘taxpayer value’ and ‘taxpayer’ in place of 

‘individual’ or ‘citizen’ are unhelpful, and lead to a skewed set of priorities and a 
demonising of those who do not contribute through paid work and income tax. 

 
 The tax system as a whole must be progressive, and alongside the discussion on 

SRIT it would be helpful to consider what impact any changes will have on people 
through the combination of all taxes, particularly those such as local taxes which 
are currently being reviewed in Scotland.  
 

 Generally speaking, taxes should be raised at the level at which they are spent – 
linking into the principle of subsidiarity, and helping to improve accountability and 
transparency. 

 
 If extra money is raised through the SRIT, it must be used to reduce inequalities 

and support social security and public services. As examples, it could perhaps be 
spent on preventative measures in recognition that we need to move to more 
preventative spend in coming years; or on improving the social security system as 
new powers come to Scotland.   
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Our response 
 
SCVO welcomes the opportunity to respond to this consultation and would like to 
contribute the following, based on conversations with our elected policy committee, and 
with others across our sector and wider civil society. 
 
 
Introduction 
With new tax powers coming to Scotland, it is important that we begin by having a debate 
about the kind of tax system we want to see. Whilst some might feel that the tax system is 
not the remit of the third sector, without discussing what tax is for and how it can ‘work’ 
better we will not see the kind of society so many in our sector are working towards. From 
environmental levies, to taxes on financial transactions, to tax avoidance – it is clear that 
the tax conversation is important to the third sector. 
 
We begin this response by looking at wider issues around what tax is for and what 
language we should use when talking about tax, before moving on to look at the specific 
options around the Scottish Rate of Income Tax (SRIT). 

 
 

What is tax for? 
We begin by asking the question ‘what is tax for?’. Whilst this question may be an obvious 
one, we raise it here because without answering this question, it will be almost impossible 
for any political party to have complex discussions with the electorate about tax, and to 
build up support for changes to the current system. Without an understanding of what tax 
is for, the only sensible answer to the question of ‘how much tax do you want to pay?’ is 
‘as little as possible’. This is currently the conversation that is had regularly at UK-level 
politics, and is perhaps not one that should be emulated in Scotland.  
 
It is worth noting that only 42% of Scottish resident adults at the last count wished to pay 
more tax in order to spend more on public services and welfarei. So before or alongside 
any conversation regarding tax rates, there needs to be a wider conversation around 
income tax, the role it plays in public finances and what tax is used for. The mechanisms 
used by Calman and Smith to devolve some responsibility for this tax to the Scottish 
Parliament are welcome in principle but do unfortunately make understanding of tax more 
complex. The concern here is that such arrangements lack clarity, and are therefore likely 
to fail if they are unable to command public support.  
 
Politically, raising taxes at the moment is unlikely to be a vote winner. Therefore politicians 
and others need to change the conversation around tax, in order to makes sure that we 
can build a tax system that is sufficient for the needs of everyone in society. We need to 
make the case for what tax is for and the positive things it brings to our whole society – as 
a way to reduce inequality and to support social security and public services. 
 
 
What language should we use around tax? 
Linked to the comments made above, it is essential that the language we use to talk about 
tax and taxpayers changes. The question of ‘taxpayer value’ is often raised, without asking 
what that value means and to who. If value is defined simply as lowest cost, Scotland will 
never solve some of the complex problems in Scottish society nor provide proper support 
to those who find themselves in vulnerable situations.  
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The use of the words ‘taxpayer value’ also gives priority in the tax debate to the voices of 
those who pay ‘the most’, where ‘the most’ seems to be defined in actual rather than 
proportionate terms (the poorest in our society actually pay the most tax in proportionate 
termsii). There is a real danger that debates stated in these terms unfairly prioritise the 
needs and desires of the richest and side-line the needs of the poorest, despite the higher 
needs of the latter for robust public services and a supportive social security system. 
 
Finally, there is concern in the sector around the constant insistence that taxpayers are the 
only valued members of society. The rhetoric of politicians regularly suggests the 
rewarding of so-called hard workers, and positions those who do not work and pay tax as 
less important in our society. Given that so much of the value of the third sector comes 
from those who freely give up their time for others, and that this is what supports and 
nurtures our society, and, indeed, is what often enables those 'hard workers' to go out and 
work in the first place, we find this language disturbing. People bring value to individuals, 
society and our communities in myriad ways, not just through paid work. For some, 
earning a living is never going to be an option, but this does not mean that they should be 
penalised nor demonised. So it is important that as we ask people who can afford to do so 
to pay tax, we do not at the same time dismiss the value of those who cannot. 
 
For further information about our proposal to shift thinking to valuing people’s contribution 
to society in all its forms, see our public discussion paper on employability, social justice 
and contribution. 
 
 
Two principles for tax 
Firstly, the tax system as a whole should be progressive. Whilst we recognise the 
restrictive nature of the SRIT powers, we know that more powers over tax are likely to 
come to the Scottish Parliament in future years, and we already have in Scotland powers 
over Council Tax. The Scottish Parliament must therefore ensure that the tax system is as 
progressive as we can make it under the current powers, looking at local taxes as well as 
the new SRIT, in order to ensure that people pay an amount that takes into account the 
proportionate amount they can afford to pay. With so many of our members supporting 
those who either require social security support, and/or who suffer from low pay, we 
recognise how vital it is that people are not asked to pay more than they can affordiii. 
 
Secondly, SCVO supports the principle that each layer of government ought, generally, to 
be accountable for raising the money it spends. This links to the notion of ‘subsidiarity’, 
which speaks to many of our members in the third sector who seek to link democracy, 
community and individuals more closely. The hope is that by increasing accountability and 
transparency at each level of Government, citizens can have a real say in how collective 
money is spent and in how political decisions are made. 
 
 
What rate should be set for SRIT, and what should the extra money be spent on? 
Given the issues raised above related to both the conversation around tax as it has taken 
place in the UK to date, and the need to use tax to reduce inequalities and support social 
security and public services, the question that some of our members are asking is whether 
or not the Scottish Parliament will ‘grasp the nettle’ on income tax. With more new powers 
coming to Scotland under the Scotland Bill, and the Scottish Government’s Economic 
Strategy that gives significant weight to tackling inequality, how can we use the tax system 
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to directly tackle income inequalities, and to proactively tackle inequalities in terms of 
education, health, opportunities and more?  
 
In terms of the new powers coming to Scotland in 2016, we see that an SRIT rate of 11p 
will increase an approximate block grant of £30billion by about 1.4%iv, assuming only 
minor adjustments will be made to the block grant (although we understand that the finer 
details of this are yet to be fully worked outv). This money should be spent in a variety of 
ways that would support the most vulnerable in our society, improve our economy, and 
help Scotland improve individuals’ health and wellbeing.  
 
We do not take a view on whether there should be an increased income tax rate or not. 
But if there is, we call for clear information to the public about what this money will or could 
be used for. It is vital that any increase in tax sends out a positive signal about the benefits 
that tax can bring to our society, particularly our poorest and those in vulnerable situations.  
 
On the above basis, therefore, we would like to see these new powers coming to Scotland 
in 2016 as a way to change the tax conversation, to demonstrate the positive things that 
tax can bring to society, and to use tax as a way in for people to see and understand what 
money is spent where. As an example, the Cabinet Secretary for Finance could say, “yes, 
we are going to increase tax to make the SRIT 11p, but with this extra £400m we are 
going to take a specific stated action in order to improve the lives of these specific people 
across our society” – in this way the conversation around tax perhaps would or could 
change. After all, if the Scottish Parliament is going to ask all income-tax payers to 
contribute more, isn’t it right that this extra money goes toward increasing preventative, 
person-centred spend, in order to prepare us for changing times ahead?  
 
Another option would be to use any extra tax raised to move towards the kind of social 
security system many in the third sector would like to seevi, beginning with those benefits 
which are already set to be devolved to Scotland. A supportive and person-centred rather 
than punitive social security system, that supports the health and well-being of claimantsvii, 
could give a real lift to those in need. Extra tax could even be used to explore the testing of 
a Citizen’s Incomeviii which allows for an unconditional basic level of income to go to 
citizens, and which seeks to address many of the issues faced by those who cannot work 
full-time due to caring responsibilities, illness and so on. (A trial of a Citizen’s Income is 
soon to begin in Utrechtix.) 
 
 
What about reducing tax levels? 
Of course, some will no doubt argue for a reduction in income tax levels. Given the current 
challenges faced by the poorest in our society, the further challenges that will be faced 
with increase UK-wide welfare reforms and public spending cuts, and the impact that 
wealth and income inequality has on our society and economyx, we do not support any 
reduction in income tax from current levels. Whilst some will argue that cuts will help 
stimulate the economy, given the hardships currently faced by so many our sector 
supports, those we have spoken to within our sector ahead of this submission do not 
support such a stance. 
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Conclusion 
Tax is not an easy thing to talk about, and the new powers that Scotland had this year and 
then again will have next year means that national politicians have to open up a 
conversation with the electorate about tax levels. In order to reduce the likelihood of this 
becoming a ‘race-to-the-bottom’ conversation, it is essential that we seek to change how 
we talk about tax, with discussions about what tax is for, the positive contributions to 
society that tax can bring, and the collective benefit of contributing where we can. By doing 
this alongside being transparent about where funds are spent, we can ensure that 
Scotland is able to provide the infrastructure and services its people needs. 
 
 
Contact: 
Jenny Bloomfield  
Senior Policy Officer 
 
Scottish Council for Voluntary Organisations, 
Mansfield Traquair Centre,  
15 Mansfield Place, Edinburgh EH3 6BB 
 
Email: jenny.bloomfield@scvo.org.uk 
Tel: 0131 474 8001  
Web: www.scvo.org.uk  
 
 
About us 
The Scottish Council for Voluntary Organisations (SCVO) is the national body representing 
the third sector. There are over 45,000 voluntary organisations in Scotland involving 
around 138,000 paid staff and approximately 1.3 million volunteers. The sector manages 
an income of £4.9 billion.  
 
SCVO works in partnership with the third sector in Scotland to advance our shared values 
and interests. We have over 1,600 members who range from individuals and grassroots 
groups, to Scotland-wide organisations and intermediary bodies. 
 
As the only inclusive representative umbrella organisation for the sector SCVO:  
 has the largest Scotland-wide membership from the sector – our 1,600 members 

include charities, community groups, social enterprises and voluntary organisations 
of all shapes and sizes 

 our governance and membership structures are democratic and accountable - with 
an elected board and policy committee from the sector, we are managed by the 
sector, for the sector 

 brings together organisations and networks connecting across the whole of 
Scotland 

SCVO works to support people to take voluntary action to help themselves and others, and 
to bring about social change.  
 
Further details about SCVO can be found at www.scvo.org.uk.  
 
 
                                             
i Is it really all about economics? Issues of nationhood and welfare, NatCen 2013. 
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ii Tax for our times, Daisy Srblin, 2015 
iii See SCVO’s submission to Commission on Local Tax Reform, 2015 
iv SPICe briefing, 5th Feb 2014. 
v SPICe briefing 4th Feb 2014. 
vi See SCVO’s submission to the Smith Commission, 2014. 
vii See, for example, NHS Health Scotland’s submission to the Economy, Energy and Tourism Committee’s 
Inquiry into Work, wages and well-being, 2015. 
viii See, for example, An Economy for All, SCVO, 2014. 
ix http://www.independent.co.uk/news/world/europe/dutch-city-of-utrecht-to-experiment-with-a-universal-
unconditional-income-10345595.html  
x Submission to EET Committee on Fair work, wages and wellbeing, SCVO, 2015. 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from the Scottish Retail Consortium 
 
 
INTRODUCTION 
 

1. Retail is an exciting, diverse and dynamic industry undergoing transformational 
change. The SRC is at the forefront – enhancing, assisting, informing and 
shaping. Our mission is to make a positive difference to the retail industry and to the 
customers it serves. Our broad range of stakeholders demonstrates how retailing 
touches almost every aspect of our culture. The SRC leads the industry and works 
with our members to shape debates and influence issues and opportunities that will 
help make that positive difference. We care about the careers of people who work 
in our industry, the communities retail touches and competitiveness as a 
fundamental principle of the industry’s success – our 3Cs. 

 
2. In addition to publishing leading indicators on retail sales, footfall and shop 

vacancies in town centres, our policy positions are informed by our 255-strong 
membership and determined by the SRC’s Board.  
 

3. The retail industry employs 257,000 people across every part of Scotland, 14 per 
cent of the total private sector workforce. Earlier this year the SRC published ‘Retail 
Pay & Benefits’, a research paper into the pay and benefits packages offered by 
retailers. Since then we note that the UK Government has unveiled plans for a new 
National Living Wage and a new Apprenticeship Levy, with further statutory 
increases in employers’ pension contributions scheduled. 

 
4. The SRC welcomes the opportunity to contribute to the Finance Committee’s 

deliberations on the new Scottish Rate of Income Tax (SRIT) which will be paid by 
Scottish based taxpayers from April 2016. The retail industry takes a great interest 
in personal taxation issues1 for several reasons, including:  

 
 The potential impact on customers’ discretionary spending and disposable incomes 

(given that SRIT is expected to generate approximately £4.3 billion in revenues 
initially before rising to £10.9 billion annually once the Smith Commission 
Agreement is enacted in the new Scotland Bill); 

 The potential impact on retail industry employees2 and retailers administrative 
systems; 

 The potential knock on implications for other taxes that affect households or 
businesses. 

 

                                                       

1
 The SRC set out positions on personal and business taxation in its June 2014 paper on the Scottish Government’s 2015‐16 Budget. 

2
 Income tax receipts in Scotland from retail industry staff totalled £335 million in 2011/12, with a further £351 million from employee and 
employer national insurance contributions – p11, ‘Scottish Retail: The Economic & Social Contribution’, SRC January 2015 
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KEY MESSAGES 
 

5. The Scottish Parliament has an expanding range of taxation and fiscal powers and 
is set to exert significant influence over take home pay, the amount of money in 
people’s pockets and the competitiveness of firms operating in Scotland. Of course 
the amount of money consumers earn and have to spend is influenced by a wide 
range of factors including their income and the cost of living, which can be affected 
by broader public policy decisions over housing supply and transport costs and 
more directly through duties and charges (e.g. charges for water and sewerage, 
carrier bags, deposit return schemes etc). Retailers3 can and do play their part in 
keeping down the cost of living. The SRC believes policy makers can enhance 
Scotland’s prospects further by using the new devolved tax and fiscal powers 
including SRIT to positively support the economy and consumer spending.  

 
6. The SRC has previously4 voiced concern over the balance in the burden of taxation 

between personal and business taxpayers5 over recent years in terms of funding 
local government. Increases in Business Rates6 have been wholly out of step with 
Council Tax (see graph below), with rates rises tied to an annual escalator whilst 
Council Tax has been frozen. Since 2007-08 there has been a 42 per cent increase 
in the tax revenue from Business Rates compared to a 9 per cent increase in 
Council Tax revenues, with businesses7 disproportionally picking up a greater share 
of local authority funding. We have deep reservations about this discrepancy, and 
certainly do not want to see a similar principle extended or applied more widely in 
the context of personal taxes like SRIT and business taxes with firms having to pick 
up a greater share of taxation.  

 
 

 
7. The SRC is keen to understand how the new Scottish Rate of Income Tax and the 

proposed replacement or reform of Council Tax, which currently generates £1.9 
                                                       

3
 Retailers are responding to the squeeze on household budgets and strong industry‐wide competition with keen prices and promotions, helping to 
keep down the cost of living. Shop prices have fallen for 27 consecutive months, food inflation is at its lowest recorded level. 
4
 See SRC’s submission to the Commission on Local Tax Reform, June 2015 

5
 Scottish retail contributes £2 billion each year from the top 5 direct and indirect taxes: SRC’s ‘Holyrood 2016: Business Rates’ paper. 

6
 The not‐for‐profit International Property Tax Institute claims tax on property in the UK as a percentage of all taxation is higher than in other OECD 
countries, with commercial properties picking up a disproportionate burden.  
7
 At the same time as business rates have risen firms have also faced higher statutory costs in the form of increases to the minimum wage and for 
pension contributions, as well as a 25% leap in planning application fees over the past 2 years. Grocery retailers have encountered additional staff 
training costs to do with new alcohol and tobacco legislation, and face the prospect of a new costly deposit return scheme for bottles and cartons.  
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billion in tax revenues annually, will affect earnings, the amount of money in 
people’s pockets and indeed consumer spending more widely. 

 
8. Lower prices in shops and at the petrol pump and a more optimistic outlook for 

employment has yet to translate into increased retail sales in Scotland. Whilst pay 
rises in the economy are forecast to continue to outstrip inflation, the fact is that 
shoppers remain cautious and retail sales remain lacklustre8. We would therefore 
caution against any changes in the tax rate or bands which might cast a pall over 
what is likely to remain a tentative recovery in consumer confidence, for example if 
the aim is to achieve a substantial increase in the tax yield. This could ultimately 
affect devolved receipts from VAT, which are due to be assigned to the Scottish 
Government once the new Scotland Bill becomes law. Indeed a flourishing retail 
industry providing greater levels of VAT receipts should be encouraged if for no 
other reason than it will directly benefit government revenues. 

 
9. Scotland is an attractive place to live and work, and in order for it to remain so we 

would caution against any moves which would lead to those working in Scotland 
having to pay higher taxes than elsewhere in the UK, as this could affect the ability 
of retailers to retain or attract talent - either or a permanent or temporary basis - 
especially when compared to other parts of the UK9. If Parliament was determined 
to vary tax rates then we would prefer it to fall rather than rise. If it were minded to 
increase tax then we would expect any higher revenues which may result to be 
spent on measures to increase the economic and productive capacity of the 
economy, e.g. digital or transport infrastructure or skills development. 

 
10. Once the new Scotland Bill’s income tax provisions come into effect and the ‘triple-

lock’ is ended, then we would support an examination of the income tax burden 
faced by lower earners. Any such examination would need to take into account the 
scope of the personal allowance at that time and the state of the public finances.  

 
11. It is six years since the publication of the Calman Commission’s report on sharing 

income tax responsibility between Holyrood and Westminster, and three years since 
the approval of the Scotland Act introducing SRIT. HMRC has responsibility for 
liaising with employers over the practical implications and identifying employees 
resident in Scotland who will be subject to the new tax, and we are not aware of any 
difficulties that have arisen other than some disquiet that the detailed technical 
guidance for employers was not published until June of this year. We would 
certainly encourage Scottish Ministers to give as much predictability and certainty 
as possible over future variations in the tax rates and bands applicable under SRIT 
- in order for HMRC and employers to implement necessary changes - and ideally 
with a clear vision and sense of the medium to long term direction articulated in the 
upcoming Scottish Budget. 

 
 
Scottish Retail Consortium 
August 2015 

                                                       

8
 SRC’s Scottish Retail Sales Monitor, August 2015 

9
 The cost of employing people includes employers’ NICs and has risen lately due to the introduction of pensions auto‐enrolment and changes to the 
national minimum wage. 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from STUC 
 
Introduction 
 
The STUC welcomes this opportunity to provide views on the Scottish Rate of 
Income tax given that there has until now been insufficient consideration of 
how new tax powers should be used. In addressing the SRIT, the STUC also 
believes it is important to reflect upon the type of income tax system Scotland 
should ultimately aspire to. 
 
STUC Position on SRIT 
 
The STUC believes that SRIT should remain at 10p (i.e. neutral) for 2016-17 
for two reasons: 
 

 Economic circumstances: the recovery from the recession precipitated 
by the banking crisis and prolonged period of stagnation that followed 
is far from complete: unemployment is still some 40% above its 2008 
level, underemployment remains high and the prevalence of precarious 
low wage has increased. The global economic outlook is highly 
uncertain as is the impact of raising interest rates on (still) highly 
indebted households. Although, in global terms, it is clearly a significant 
boost to demand the low oil price raises specific concerns for Scotland; 
and,  

 Fairness/distributional consequences: while there is a very strong case 
for seeking to increase revenues from those currently in the higher and 
additional rate brackets, this cannot be achieved through the SRIT. The 
STUC is concerned at the impact of a tax increase on lower wage 
workers – particularly those in precarious employment - when wages, 
which experienced a historically unprecedented collapse between 
2009-14, have barely started to recover. The STUC will continue to 
press the case for tax to be increased at UK level in a progressive 
fashion Low wage workers should, at least for the time being, be 
insulated from increases with the responsibility placed firmly on those 
in the higher and additional rate brackets. 

 
However, the STUC would also stress that: 
 

 it isn’t credible to consistently highlight the impact of spending cuts on 
society’s most vulnerable and not to consider raising taxes to support 
the delivery of the services upon which they rely most. The Scottish 
Government should accompany any decision to leave SRIT at 10p in 
2016-17 with a comprehensive statement on tax policy in the future. As 
described above, the STUC’s position this year is informed by the 
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prevailing economic circumstances as it is by the principle of tax 
progressivity. It is feasible that in future years the STUC will propose an 
increase in SRIT if the economic circumstances dictate that low 
earners could more easily bear an increase.  

 In the longer-term, raising total tax revenues as a percentage of GDP is 
necessary to support, the more equal, fair and democratic society 
desired by both the Scottish Government and the STUC. This will 
involve higher income tax rates and lower thresholds for higher earners 
but will inevitably mean everyone contributing more through both 
income and consumption taxes. The STUC notes international 
evidence strongly suggests that the scale of taxation is more important 
for reducing inequality than progressivity. In this context, it is not 
credible for the Scottish Government to prioritise inequality while 
proposing only a series of tax cuts (SBBS, Air Passenger Duty, 
additional corporate reliefs).  

 
Advocates of lower taxes will, as usual, claim that cutting the SRIT below 10p 
will boost growth and jobs in Scotland. There is very little evidence to support 
this claim: 
 

 Taxes are not high by historical standards; 
 There is mounting evidence that cutting the taxes of the highest paid is 

actually detrimental to investment and jobs as the incentive to boost 
pay and bonuses rises as the tax rate falls; 

 Although there can be a case for tax cuts – particularly for the lowest 
paid who have a higher propensity to spend - in a recession to boost 
economic activity, the stimulatory impact of a cut in SRIT is very poorly 
targeted as everyone including higher and additional rate payers 
benefit; and, 

 SPICe research indicates that the incentive effect of lowering SRIT will 
be extremely muted. However, the impact on revenues will be 
immediate. Income tax cuts in current circumstances will not pay for 
themselves. 

 
STUC 
September 2015 
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Finance Committee 
 

The Scottish Rate of Income Tax 
 

Submission from Mr and Mrs Sussames 
 

Response 
 
Dear Mr Kenneth Gibson, 
 
In reply to your letter in the evening news 30/5/15 I am submitting my view on the 
levy of income tax for Scotland. 
 
My husband and I are in our late 70's and of a generation where, when taking up 
employment we were encouraged to save for our retirement, to ensure that we had a 
comfortable standard of living in our twilight years. We have always worked. Never 
claiming benefits. 
 
My husband started up a pension plan and for the last 15 years of his working life he 
paid a fair portion of his income into it.But unfortunately he now pays a substantial 
amount of tax each month as he has a reasonable state pension due to related 
earnings. 
 
I am sure I speak for a lot of pensioners who are in the same situation, whilst we 
appreciate that we won't be exempt from paying tax I feel that people of a certain 
age say over 70 should at the least be paying tax at a lesser rate for example 10% or 
be given a much higher tax threshold allowing us to keep more of the money we 
invested. 
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Finance Committee 

The Scottish Rate of Income Tax 

Submission from WA Johnston 

Response 

Evidence? I have none. However as one of the generation often referred to as a 
“baby boomer” who is still paying tax I believe I have a right to express an opinion. 

 What should the rate be for SRIT and why; 
I have full confidence that the current Finance Committee can reach a fair 
assessment. If the additional tax is for increasing jobs, and therefore the tax 
base, then it eventually becomes self funding. In the future this could lead to 
raising the pre-tax threshold. 
 
If SRIT should be above 10% how should the additional funding be allocated; 
If the committee believed that funding above 10% is required they will have a 
considered reason for that increase (see also above). As long as the decision 
is open and transparent I would have no objections at all. 
 
 If SRIT should be below 10% how should the reduction be funded from 
existing expenditure;  
I do not think that this option should even be considered. 
 
 Has the introduction of SRIT been sufficiently well publicised to employers 
and tax payers.   
I do not think so. Even when I did find this site it was not intuitive on how to 
submit a response. The fact that this is a call for “evidence” rather than 
opinions from the public which can then be used to guide the committee is 
also misleading. 

 
 
WA Johnston 
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