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Finance Committee 

3rd Meeting, 2015 (Session 4), Wednesday 21 January 2015 

Further Fiscal Devolution 

Purpose 

1. At its meeting on 1 October 2014, the Committee agreed to undertake an 
inquiry into further fiscal devolution. The Smith Commission is currently 
considering what further powers should be devolved to the Scottish Parliament. 
The purpose of this inquiry is to enable the Committee to contribute to this debate 
by conducting an inquiry examining the options for the devolution of further 
financial powers to the Scottish Parliament and the impact of such powers on the 
block grant.  
 
2. The Committee has issued a call for evidence in relation to the inquiry and 
has agreed to take evidence at a number of meetings. 
 
3. At this meeting, the Committee will first take evidence from the CBI, the 
Federation of Small Businesses in Scotland and Scottish Chambers of 
Commerce. The Committee will then take evidence from HMRC on 
implementation of devolved taxes, including the taxes devolved under the 
Scotland Act 2012. 
 
4. Copies of the submissions made to the Smith Commission by CBI Scotland, 
FSB Scotland and Scottish Chambers of Commerce are attached as annexe A to 
this note. A briefing note and short update from HMRC are attached as annexe B.  

 
Clerks to the Committee 

http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/82244.aspx
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SUBMISSIONS TO THE SMITH COMMISSION 

CBI SCOTLAND 

The CBI is the UK’s leading business organisation, speaking for some 190,000 
businesses operating across the UK. With offices across the country as well as 
representation in Brussels, Washington, Beijing and Delhi, the CBI communicates 
the British business voice around the world. 

CBI members directly employ at least 500,000 people in Scotland, representing a 
quarter of the private sector workforce. This includes companies headquartered in 
Scotland as well as those based in other parts of the UK that have operations and 
employ people in Scotland. We welcome the opportunity to input to the Smith 
Commission on further devolution for Scotland. 

The CBI wants to see policies which can promote growth and prosperity across the 
United Kingdom, promoting our international competitiveness in the world. Being 
together as one union means a set of simple, common rules which are essential in 
allowing firms throughout all regions and nations to do business with ease and 
without complexity. 

The devolution of certain powers could encourage enterprise in Scotland, if the 
changes are made with growth and job creation at their core. Scotland should be 
able to capitalise and build on what makes it different, but new powers must be 
balanced against the need to preserve the attractiveness and integrity of the UK 
internal market. 

Ultimately, businesses wanting to invest in Scotland and the other devolved nations 
will need to see the national governments taking a pro-growth approach and building 
capacity and expertise capable of delivering on their promises. 

As such, this submission is clear that: 

 The UK single market underpins our economic success and “key pillars” of 
that market must be kept reserved. 

 The CBI takes a principled, evidence-based approach to further devolution 
and urges the political parties to follow a similar approach in their 
negotiations. 

 In areas beyond the “key pillars” of the internal market, the business 
community wants to see devolution which promotes jobs, growth and 
investment. 

 Ultimately, businesses need a coherent and long-term settlement. 

The UK single market underpins our economic success and “key pillars” of 
that market must be kept reserved. 

1. On 18th September voters in Scotland chose to continue to remain part of the 
United Kingdom. The vast majority of businesses have always believed that 
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maintaining the Union is the best way to create jobs, raise growth and improve living 
standards. 

2. We therefore welcome the commitments made by political leaders in Scotland and 
elsewhere in the UK on just how important the UK’s single market is for promoting 
jobs and growth in Scotland. It is vital that further debate on a settlement for 
Scotland builds on this mandate from the Scottish people and retains what works as 
part of a successful union. 

3. CBI members in Scotland greatly value the single market that exists in the UK. It is 
this ease of doing business across the nations of England, Scotland, Wales and 
Northern Ireland which has helped the Scottish economy to flourish. For the UK’s 
single market to continue to facilitate growth in Scotland, the CBI would supports the 
continued reservation of powers in a number of key areas: business taxes, energy, 
financial services and employment. 

Common business taxes allow a range of firms to do business with each other 
throughout the United Kingdom without cost and complexity 

4. The CBI is firmly of the view that keeping Corporation Tax reserved provides the 
simplest environment for UK and foreign businesses to operate in: firms make one 
clear payment to HMRC reflecting their pan-UK operations. The current UK 
Government’s Corporation Tax roadmap will result in the UK having the lowest 
headline Corporation Tax rate in the G20 from April 2015 which has sent a positive 
message abroad that the UK is ‘open for business’. This is particularly important 
when firms in Scotland and the rest of the UK are increasingly competing in the 
global economy, not just with firms based elsewhere in the UK. Jeopardising this 
progress through introducing the complexity of a multiple rate Corporation Tax 
regime would therefore send an unhelpful signal abroad and lead to increased costs 
for businesses and a number of distortions. 

5. Devolving Corporation Tax would increase the cost of doing business with 
subsidiaries across the United Kingdom since firms with cross-border operations 
would have to create structures to deal with other firms in what would then be 
considered an international regime. These include, for example, transfer pricing 
arrangements and would represent a dramatic transition for businesses to absorb. 

6. Furthermore, the devolution of Corporation Tax would allow companies to shift 
profits and losses between the devolved nations which would have a downward 
impact on receipts not just in Scotland but also in the UK as a whole. It would run 
contrary to current OECD negotiations on international tax arrangements. There 
would also be concerns over what the devolution of Corporation Tax would mean for 
existing critical incentives such as the R&D Tax Credit, the Patent Box and Capital 
Allowances in Enterprise Zones. 

7. Ultimately, such changes would introduce complexity for the tax authorities in 
monitoring the location of economic activity. Businesses with cross-border 
operations are currently subject to one simple UK-wide payment of Corporation Tax, 
reflecting the common UK tax base. HMRC would have to navigate carefully (and 
presumably at considerable expense) to work out where economic activity is properly 
located and what should be taxed in each devolved nation. This process would not 
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be simple, and would penalise growing firms in particular who already lack the 
resources for tax administration and find cross-border taxation a huge barrier to 
growth. 

8. CBI members would also support the continued reservation of National Insurance 
Contributions (NICs) due to their connection to the UK-wide social security and 
pensions regimes which must also remain reserved. These are collective systems 
which transcend the interests of a single nation since the whole country pays into a 
collective resource to support individuals, regardless of location in the UK. 

A GB-wide approach to energy policy is vital to address common challenges 

9. A GB-wide approach to energy policy reflects the magnitude of addressing the 
central shared challenges facing the UK today: affordability for consumers, 
decarbonisation and a balanced energy mix, security of supply, and the stability 
needed in policy terms for measures such as Electricity Market Reform. A single 
regulatory approach across Great Britain helps to deliver efficiency, reduces costs, 
creates economies of scale and ultimately provides value to consumers. 
Furthermore, a shared, single market approach to the generation, transmission and 
distribution of electricity and gas and a common approach to decarbonisation is the 
most efficient and effective mechanism for the market to deliver for businesses and 
domestic consumers alike, while meeting our emissions targets. 

A common approach to financial services ensures regulatory consistency 

10. The Financial Services sector makes up a larger proportion of the economy in 
Scotland than in any other part of the UK except London and directly employs 
around 85,000 people in Scotland, with a further 

100,000 indirectly employed, and, as such, is central to Scotland’s future prosperity. 
The Scottish people’s decision to remain part of the Union has ensured the continuity 
of key attributes of the single market for financial services, but we must stress the 
continued importance of upholding the common regulatory and supervisory 
framework for the financial services sector. This includes oversight by one and the 
same Financial Conduct Authority and the Prudential Regulatory Authority together 
with the oversight of the common central bank, the Bank of England, as lender of last 
resort. Other key attributes of the single market for financial services also include a 
common payments infrastructure for the banking system throughout the United 
Kingdom, where fragmentation would lead to considerable costs. Separating the 
structure of UK financial regulation would be counter to efforts to avoid regulatory 
arbitrage internationally, by having a consistent approach through the Financial 
Stability Board, Basel Committee on Banking Supervision and a common rule book 
across the EU single market. 

Maintaining the UK’s fully integrated and flexible labour market will continue to boost 
job creation 

11. The UK labour market works – creating 1.3 million more private sector jobs since 
2008, based on a stable, flexible and balanced approach to regulation and rights. 
The advantage of a single market on employment in the UK is that there is no 
competition on employment rights – therefore no “race to the bottom” – while 
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investment and opportunity spreads unrestricted by the costs caused by differences 
in regulatory approach. With 33,000 working age people moving from rUK to 
Scotland in 2011 and another 35,000 moving in the opposite direction, it is clear that 
this single market is benefitting people on both sides of the border. 

12. An integrated market labour is crucial to giving all businesses – those 
headquartered in Scotland and those with operations in Scotland – the confidence 
and security to invest and generate jobs and economic growth. Common 
employment law also allows those Scottish businesses who have operations 
elsewhere in Great Britain to adhere to the same approaches for employment. This 
includes a joined-up approach to Health and Safety as well as employment tribunals. 
On the proposal for Scotland to be able to vary fees for tribunals, the CBI would urge 
caution. UK-wide reform is needed here to modernise the process, and the potential 
for further divergences in dispute resolution across the UK could complicate this. 

13. Many of the powers on employment issues that would benefit being devolved 
already have been – for instance around economic development and skills, where 
tailoring to Scotland-specific needs is a more pressing issue. 

14. As part of maintaining a single market, the CBI also supports the continuation of 
a UK-wide National Minimum Wage (NMW), determined apolitically by the Low Pay 
Commission (LPC). Since its introduction in 1999, the NMW has enjoyed strong 
support from the business community. This is because of the LPC’s independent 
evidence-based approach as much as the simplicity a single UK wage floor brings. 
Businesses fear the politicisation of the process that would inevitably follow the 
creation of competing minimum wages, with employers and employees losing out 
depending on the political weather. 

15. There is also little evidential base for devolving NMW policy. The Scottish and 
UK labour markets are very similar on pay – and differences within Scotland are 
significantly more pronounced than those between Scotland and other UK nations. 
Hourly pay at the lower end of the labour market – where the NMW has the greatest 
impact – is £6.33 at the 10th percentile in the UK compared to £6.31 in Scotland.1 
Hourly pay rates are also similar further up the pay distribution where the existing 
NMW has a more limited influence. 

The CBI takes a principled, evidence-based approach to further devolution and 
urges the political parties to follow a similar approach. 

16. The CBI welcomes the agreement reached by the political parties in the first 
meeting of the Smith Commission on a set of clear principles to guide the eventual 
outcome of the negotiations. 

17. The CBI has developed a set of principles in consultation with members in all 
devolved nations, which can be used across the UK to help assess further devolution 
proposals and the potential UK-wide impact. We believe that taking a principled and 
evidence-based approach will help to marry the political drive for an ambitious 
settlement with the pressing need to support jobs, growth and investment in the 

                                                 
1 Data predates October 2014 NMW rise. 



ANNEXE A 

6 
 

Scottish economy together with the rest of the United Kingdom. The CBI’s principles 
for assessing further devolution proposals are as follows: 

 The devolution of power to the nations must have a positive impact on 
regional growth and competitiveness. Making an evidenced-based 
assessment on each proposed power will enable us to determine whether or 
not devolving a particular power would have a positive impact on growth in 
Scotland. 

 Given the utmost importance of the UK single market, a key test must be 
whether or not devolving a particular power would add undue complexity and 
compliance problems for business. We also urge the Commission to consider 
if a particular power would create a barrier to doing business through the 
internal market, or if it would strengthen the internal market. 

 Our third principle takes into consideration the impact on the wider UK 
economy. We must consider the impact, both positive and negative, that 
devolving a particular power to one nation would have on other nations and 
the UK economy as a whole. To promote growth in all areas of the United 
Kingdom, this impact must be shown to not be too disproportionate on other 
nations and regions. 

 Similarly we should assess the potential for precedent setting to other nations 
and regions. We should ask if devolving a particular power to one nation or 
region will set a model for the same power to be devolved to other nations 
and regions and assess if this is a positive or negative precedent. 

In areas beyond the key pillars of the internal market, the business community 
wants to see devolution which stimulates growth, jobs and investment 

18. As businesses take a long-term view of the impact of further devolution, our 
members would consider evidence for how the devolution of particular powers could 
result in positive outcomes for Scottish growth, rather than a discussion solely 
focused on the balance of powers between Scotland and the rest of the UK. 

19. Devolved powers must be utilised to stimulate economic growth, jobs and 
investment. Focusing on these key outcomes will ensure that the Scottish 
Government is able to deliver benefits for business and individuals. We are fully 
supportive of the Scottish Government using the levers currently at its disposal to 
enhance Scotland’s business environment and underpin growth for everyone. For 
example, Scotland’s unique school education system has been enhanced by the 
introduction of the well-balanced Curriculum for Excellence, alongside a reformed 
exam system which aims to ensure that our young people are prepared for the world 
of work and are given the opportunity to develop successful careers, driving the 
economy forward. 

20. The same goals have been applied to other areas such as the Modern 
Apprenticeship Programme, health, the retention of taxes for local investment 
through Tax Increment Financing, and economic development and must be applied 
to areas where power is already devolved such as planning to ensure policy 
implementation delivers positive outcomes for economic growth. 
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21. But there are some critical areas where applying an evidence-based approach 
necessitates more detail on how the devolution of particular powers would support 
jobs, growth and investment. 

22. For example, on VAT, rates must remain reserved in accordance with EU law, 
but the political parties must show how any devolution of VAT revenues to Scotland 
will not place additional complexity on businesses as significant collectors of this 
indirect tax. 

23. Similarly, the further devolution of bands and rates for income tax on earned 
income could help to narrow the ‘fiscal gap’ between what the Scottish Government 
spends and collects in taxation, building on current approaches such as the Scottish 
Variable Rate. But there are a number of precautions where clarity will be absolutely 
essential for employers and employees alike if this is to be seen as an example of 
further devolution working in the best interests of Scotland as part of the wider 
United Kingdom. 

Devolving income tax – politicians must be clear on the desired outcome 

24. Discussion on the devolution of income tax opens up a number of further 
questions and necessary clarifications. Firstly, politicians must be clear that this must 
only apply to income tax on earned income, in order to avoid complex and differing 
regimes for savings and investment across the UK. There is also the risk that 
devolving Capital Gains Tax would lead to consumers having to navigate a complex 
picture of different savings products across the UK. Secondly, businesses will need 
to understand how existing UK-wide incentives, such as pensions’ tax relief, would 
apply to varying rates of income tax between Scotland and the rest of the UK. 
Thirdly, a divergence in the bands of income tax across the United Kingdom risks 
adding to tax complexity while the devolution of allowances would carry a substantial 
fiscal cost for the Scottish Government, if policies such as the income tax personal 
allowance threshold rise were maintained in Scotland. Fourthly, there would be 
significant implications for PAYE and self-assessment where arrangements are 
already in place for charitable giving, trusts, and occupational pension schemes. 

25. These are complex issues which must be clearly thought through and explained 
in any proposals for further devolution in this area. Furthermore, should income tax 
rates on earned income be devolved, the Scottish Government would have to ensure 
that marginal rates in Scotland do not negatively impact on talent retention and 
attraction. 

Devolving Air Passenger Duty would distort competition with other areas of the UK, 
underlining why UK-wide reform must remain the goal 

26. If Air Passenger Duty (APD) were to be devolved to Scotland, this would have a 
direct impact on other regions of the United Kingdom, chiefly the North East of 
England. At its root, APD is a distortive tax which deters the creation of new routes 
with emerging markets and the related support which these provide for exports. But 
devolution would set a clear precedent for variable rates of APD across the UK and 
therefore create competitiveness issues in the English regions, including the need to 
bid for complex subsidies from airlines in order to keep passenger fares at their 
same levels in regional airports. 
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27. The ultimate focus for politicians should not be to create an inefficient bidding 
war in subsidies between regions, but rather the ongoing reform of APD to ensure 
that the creation of new routes and the maintenance of existing ones from all parts of 
the United Kingdom are not deterred through this internationally uncompetitive tax. 

Ultimately, business wants a coherent and long-term settlement 

28. The Scottish and UK economies have been impacted by the political and 
economic uncertainty created by the Scottish independence referendum as 
businesses paused their investment plans across the UK. While it is important to 
ensure a rigorous consultation period, we welcome the ambitious timeframes for 
delivery of further devolution to Scotland set out by the political parties. 

29. In addition, businesses want to see the Commission reach a long-term resolution 
which gains cross-party support. This will help provide much needed political and 
economic security and certainty which are key considerations for businesses looking 
to invest. 

30. Reaching a coherent settlement will also be a measure of success for the 
Commission. Discussions on further devolution are fast-moving in Scotland, but 
there is also a developing and changing debate in the rest of the UK. The 
Commission must proactively consider the emerging debate across the UK and 
where possible ensure that its recommendations reflect a coherent narrative. 

31. We strongly urge the Commission and both Scottish and UK Government to 
continue a constructive and open dialogue with the business community. This 
ongoing relationship will be particularly important as both governments quickly look 
towards implementing the Smith Commission’s recommendations. The CBI is 
committed to working with the Commission and both the Scottish and UK 
Governments to deliver a settlement for Scotland which supports economic growth, 
jobs and investment. 

FSB SCOTLAND 

Thank you for your letter of 26th September seeking the FSB’s input to your work on 
the devolution of further powers to the Scottish Parliament. 
 
The FSB is Scotland’s largest direct-membership organisation, representing some 
19,000 members in every community of the country and sector of the economy. In 
addition to helping our members do business more economically and with less risk, 
we campaign for an economic, business and political environment in which 
entrepreneurship can flourish and businesses can grow. 
 
The FSB maintained a strictly neutral stance during the referendum campaign, but 
did conduct the largest survey of Scottish small businesses’ views on the debate, 
how it was affecting their business, the questions which mattered most to them and 
thoer hopes and concerns about the future.2 This work then informed a voting guide 

                                                 
2 A survey of 1,826 FSB members in Scotland, carried out between 22 April and 15 May 2014. For 
more details see: http://www.fsb.org.uk/News.aspx?!loc=scotland&rec=8653  

http://www.fsb.org.uk/News.aspx?!loc=scotland&rec=8653
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we produced in conjunction with the University of Edinburgh Business School that 
sought to explore the issues.3 
 
In the immediate aftermath of the referendum vote, the FSB joined with twelve other 
leading business, industry and employer organisations4 in issuing a joint call for the 
focus of any new devolution settlement to be firmly on driving economic growth.5 
In that statement, we sought to underline our strong belief that, “business and 
entrepreneurship has a crucial role to play in delivering the fairer and more 
prosperous Scotland for which so many expressed a keen desire during the 
referendum campaign. Not only do we create jobs, opportunities and revenues, a life 
in business can open up a whole world of possibilities for those with creativity and 
drive.” 
 
We now know that the referendum campaign itself had an impact on decisions. 18% 
of respondents to our survey said that the referendum had influenced a business 
decision in the previous twelve months. When asked for examples, firms highlighted 
postponing investment or taking on new long term commitments. Thus, we see it as 
being in the interests of our members and the overall business environment that the 
proposals put forward by your commission represent a long-term constitutional 
settlement which gives businesses and agreed framework to plan and work within. 
 
It is because we are keen for your proposals to represent a long-term, sustainable 
solution that in this submission we resist the temptation to argue for certain powers 
to be devolved to the Scottish Parliament because we believe that the current 
Scottish Government would use them in a manner of which we would approve (or 
indeed argue for other powers to be retained at a UK level because we fear 
disadvantageous use by the current government). Rather, we will focus on those 
areas where the act of devolving power to Holyrood will, in itself, benefit Scotland – 
regardless of the political complexion of the Scottish Government. 
 
From the survey work we undertook during the referendum campaign, we know that 
the preferred option among our members in the event of a No vote was for the 
Scottish Parliament to be given greater powers.6 And, judging by the tenor of the 
public debate so far, it certainly seems that the Scottish Parliament is set to become 
a more powerful actor in our economy. 
 
If this is the case, then we submit that the focus should be on how any new 
settlement will make boosting business and growth the top priority for the Scottish 
Parliament and the Scottish Government. In practice, we believe this means making 
Holyrood responsible for raising more of the money it seeks to spend. Thus, 
                                                 
3 Scotland’s Independence Referendum: Your Business, Your Vote. FSB/University of Edinburgh 
Business School, July 2014. Full report: 
http://www.fsb.org.uk/policy/rpu/scotland/assets/publi_spec_indyybyvjuly2014.pdf Press release: 
http://www.fsb.org.uk/News.aspx?loc=scotland&rec=8689 
4 The others were: Scottish Chambers of Commerce; Institute of Directors; CBI; Scottish Financial 
Enterprise; SCDI; ScotlandIS; Chemical Sciences Scotland; Scotch Whisky Association; Scottish 
Retail Consortium; Scottish Engineering; Scottish Building Federation; and ICAS. 
5 Full statement: http://www.fsb.org.uk/News.aspx?!loc=scotland&rec=8740  
6 When we asked about changes they would like to see in Scotland’s governance in the event of a No 
vote, 62% of respondents said they would opt for more powers for the Scottish Parliament, while 22% 
opted for no change. Scotland’s Independence Referendum: Your Business, Your Vote, page 7. 

http://www.fsb.org.uk/policy/rpu/scotland/assets/publi_spec_indyybyvjuly2014.pdf
http://www.fsb.org.uk/News.aspx?loc=scotland&rec=8689
http://www.fsb.org.uk/News.aspx?!loc=scotland&rec=8740
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allocating income tax receipts generated in Scotland to the Scottish Parliament, 
while devolving the power to set rates and bands (alongside a consequent drop in 
the block grant, obviously), is worthy of consideration. Further, income tax revenue is 
not the only serviceable yardstick of economic activity. The same could be said for 
receipts form National Insurance and VAT, therefore the practicalities of allocating 
these revenues directly to Scotland may also merit investigation. 
 
However, we would stress that the economic advantages of any moves to allocate 
revenues raised in Scotland to a Scottish exchequer (and devolve some the of 
powers relating to income tax) must be balanced against the need to avoid placing 
extra administrative burdens on businesses. Our members value the UK single 
market and one of their key concerns in relation to independence was around having 
to deal with different tax and regulatory regimes.7 
We applaud, for example, the manner in which the Scottish Income Tax is being 
implemented, with HMRC taking responsibility for identifying affected taxpayers and 
collection. This allows the policy objectives to be achieved, while imposing minimal 
disruption on the employer and his/her payroll systems. 
 
As a result, we caution against cancelling out the benefits of a Scottish Parliament 
more attuned to the health of the economy with the imposition of extra administrative 
burdens on the very businesses on whom the economy depends. 
 
In conclusion, we would urge that your proposals represent a sustainable, long-term 
solution which makes the Scottish Parliament responsible for raising more of the 
money it spends while not introducing any further administrative burdens on 
business. 
 
I hope this is helpful and wish you every success in your deliberations. 
 

SCOTTISH CHAMBERS OF COMMERCE 
 
INTRODUCTION 
 
Scottish Chambers of Commerce represents a network of 26 Chambers of 
Commerce across Scotland, which in turn have around 11,000 business members. 
These are businesses of all sizes and across all sectors and together they employ 
half of Scotland’s private sector workforce. 
 
When we surveyed our members earlier this year, some 68% of businesses 
responded that they would like to see the Scottish Parliament have more powers. 
The question, of course, is which powers these should be. Each of the political 
parties which campaigned for a ‘No’ vote in the referendum published its proposals 
for further devolved powers, whilst the Scottish Government has published its own 
preferences for the further devolution of powers to Scotland, in the wake of the 
referendum. 
 

                                                 
7 60% identified different tax and regulatory regimes to the rest of the UK as one of the main business 
risks. Scotland’s Independence Referendum: Your Business, Your Vote, page 7. 
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Scottish Chambers of Commerce believes that the focus for Scotland, its leadership 
and its institutions must be: 

to grow our economy 
to ensure that its people have ample opportunity to participate in and benefit 
from this growth, and 
to recognise that businesses are the principal drivers of growth. 

 
This critical point in the development of Scotland’s constitutional status also provides 
an opportunity to consider the Scottish Parliament’s wider role and functions, 
including how it could respond better to the needs and objectives of Scotland’s 
businesses. 
 
Politicians must take this opportunity to ensure that the devolved settlement for 
Scotland is considered and appropriate. It is more important to get it right than to do 
it quickly or without due consideration. The critical issue is that any changes to the 
devolved settlement must deliver a benefit to business and our economy. 
 
SUMMARY OF RECOMMENDATIONS 
 
Scottish Chambers of Commerce recommends that Air Passenger Duty should 
be devolved to the Scottish Parliament 
 
Scottish Chambers of Commerce takes a neutral view on the devolution of 
further powers on Income Tax. 
 
Scottish Chambers of Commerce takes a neutral view on the devolution of 
further powers on Corporation Tax. 
 
Scottish Chambers of Commerce believes that there would be little risk 
attached to devolving the Aggregates Levy 
 
Scottish Chambers of Commerce would argue that the Scottish Government 
ought to have greater power to identify and target specific Scottish skills 
needs through the immigration system. In particular, we would argue for the 
devolution of rules for student visas in order to take full advantage of the 
interest in Scotland’s world class universities shown by talented, high 
potential individuals from across the world. 
 
Scottish Chambers of Commerce recommends that the effectiveness of the 
Scottish Parliament Committee system is reviewed with a view to developing a 
clear route map towards improved performance 
 
Scottish Chambers of Commerce recommends that the Scottish Government 
and the UK Government work more closely together to ensure joined up and 
coherent delivery of policies with a welfare dimension in Scotland 
 
Scottish Chambers of Commerce recommends that employment regulation 
and legislation should remain as consistent as possible throughout the United 
Kingdom 
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Scottish Chambers of Commerce is neutral on the need for any additional 
borrowing powers. 
 
TAXATION 
 
We believe that there has been too much focus on Scottish Government spending in 
Scotland and not enough consideration given to how revenues are raised to pay for 
this. We are therefore supportive of the concept of extending the revenue raising 
powers of the Scottish Parliament, provided such powers enable Scotland’s 
politicians to create a more competitive business environment in Scotland. 
 
The process of extending the fiscal powers of the Scottish Parliament has already 
begun. The Scotland Act 2012 delivered new powers to Scotland, including the Land 
and Buildings Transaction Tax and the Landfill Tax, which have now been set for 
2015-16, and over Income Tax, which is due to take effect in 2016-17. These taxes 
supplement the existing fiscal powers of the Scottish Parliament in terms of Income 
Tax (the Scottish variable rate of +/3%, which has never been used) and Business 
Rates. The Council Tax is also administered locally in Scotland by local authorities, 
though this has been frozen for the past 7 years as a result of a deal between 
councils and the Scottish Government. 
 
Prior to the Scotland Act 2012, the Labour, Conservative and Liberal Democrat 
Parties in 
Scotland created the Commission on Scottish Devolution, chaired by Sir Kenneth 
Calman, to 
develop proposals to extend the devolution settlement in Scotland. In addition to the 
proposals enacted by the 2012 Act, the Commission also proposed that Air 
Passenger Duty 
and the Aggregates Tax be devolved to the Scottish Parliament. 
 
The present Scottish Government has also long proposed the devolution of 
Corporation Tax to Scotland, with a view to reducing the rate by 3% relative to the 
overall UK headline rate, having published a discussion paper on the subject within a 
devolved context and developing this in their White Paper on independence. 
 
The basket of taxes that is available to the Scottish Parliament is important, not only 
in terms of the new powers available to it but also in respect of the manoeuvring 
room this creates to allow policy makers to better utilise existing powers. For 
example, gaining new powers might make the Parliament more likely to vary 
Business Rates. 
 
In considering our response, it is worth considering each of these taxes in turn. 
 
Air Passenger Duty 
 
Scottish Chambers of Commerce has long taken the view that Air Passenger Duty 
(APD) is a tax which impacts negatively upon Scotland’s connectivity, our tourism 
industry and our ambitions to internationalise and grow our exports. There is a very 
strong case to reduce or, as many of our competitor nations have done, eliminate 
this tax at a UK level. However, despite intensive lobbying by Scottish Chambers of 
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Commerce and the aviation industry for an extended period of time, the only UK 
Government concession on the tax came in the 2014 Budget Statement when the 
Chancellor announced a reduction in APD for very long haul destinations. 
 
Against this background, the opportunity to devolve APD to the Scottish Parliament 
has a clear attraction. The Calman Commission in 2009 considered the practicality of 
devolving APD to the Scottish Parliament and concluded that: 
 

“Assuming the devolution, and thus the potential application of different rates 
in Scotland than elsewhere in the UK, did not conflict with EU law, we think 
the devolution of APD would not be associated with administrative or 
economic inefficiencies and is therefore potentially achievable.” 

 
The Silk Commission in Wales also reached a similar conclusion there. 
 
Indeed, within the UK there is already a precedent for devolving APD. The Finance 
Act 2012 devolved to the Northern Ireland Assembly the power to set APD rates on 
direct long haul flights from Northern Ireland for destinations in APD bands B, C and 
D. 
 
Research has also shown that the imposition of APD has a negative impact on 
Scotland’s economic performance. A study undertaken by York Aviation estimated 
that by 2016, the cost of APD to Scotland in terms of passenger numbers will be 2.1 
million passengers per year, with £210 million per year less being spent by inbound 
visitors and a loss of £50 million on other tax revenues. At a UK level, a report by 
PwC estimated that the abolition of APD could result in an immediate boost to UK 
GDP of 0.45% in the first year, with an ongoing positive benefit thereafter. This 
report also estimates that abolition of APD could in fact result in a positive return for 
the Exchequer in terms of the effect on other revenues through improved trade links 
and higher levels of employment. It seems likely that Scotland could enjoy a share of 
these benefits if the tax was devolved and reduced or eliminated. 
 
Devolution of Air Passenger Duty to Scotland has been proposed by the Scottish 
Government, the Scottish Conservatives and the Scottish Liberal Democrats. 
There is also a clear linkage between APD and a number of existing Scottish 
Government responsibilities, including tourism and economic development. 
 
We believe that the evidence supports the proposition that devolving APD would 
boost Scotland’s international connectivity, export potential and tourism industry. As 
a result, Scottish Chambers of Commerce recommends that Air Passenger 
Duty should be devolved to the Scottish Parliament. 
 
Income Tax 
 
Since its creation in 1999, the Scottish Parliament has had the power to raise or 
lower Income Tax in Scotland by up to 3%. This power has never been used. The 
Scotland Act 2012 extends the powers of the Scottish Parliament further in respect 
of Income Tax, creating the Scottish Rate of Income Tax (SRIT), due to be 
implemented in 201617. This will result in the basic, higher and additional rates of 
UK Income Tax being reduced by ten percentage points for Scottish taxpayers, with 
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the Scottish Parliament then free to set the SRIT at any level it sees fit, which it will 
be required to do on an annual basis. Since then, the Scottish Government and each 
of the major political parties have set out a series of proposals to devolve Income 
Tax powers beyond this. 
 
Awareness amongst businesses of the impending changes as a result of the 2012 
Act is growing but the full implications, including how likely politicians will be to use 
the new powers, are not yet known. 
 
Given that there has been no opportunity yet for the 2012 Act changes to be 
implemented, Scottish Chambers of Commerce therefore takes a neutral view 
on the devolution of further powers on Income Tax. 
 
Corporation Tax 
 
The Scottish Government has proposed the full devolution of Corporation Tax (CT) 
but none of the other major political parties support such a move, the Scottish Liberal 
Democrats going furthest by suggesting that proceeds raised through CT should be 
assigned to the Scottish Parliament. 
 
CT is a business tax and it is essential that any decisions on the future of this tax 
take into account the practical implications for businesses in Scotland and, indeed, 
across the UK. Since the Scottish Government published its first proposition on the 
devolution of CT in 2011, the tax landscape in the UK has altered considerably, with 
the main rate of CT having fallen from 26% in 2011-12 to 21% in 2014-15 and due to 
fall further to 20% in 2015-16. 
 
Corporation Tax is one element of the landscape of doing business in Scotland and, 
whilst it is often used as an example of the kind of policy that could be used by the 
Scottish Government to attract foreign direct investment into Scotland, this is true 
within the context of a range of material considerations, such as the availability of 
skilled workers, transport and digital connectivity, the planning system and the 
availability of finance to support the development of a new venture in Scotland. Of 
course, many of these powers are already devolved to the Scottish Parliament. 
 
CT is also a potentially volatile tax in terms of revenues and, of course, many smaller 
businesses are not subject to the tax at all, instead being subject to Income Tax 
and/or Capital Gains Tax. That said, it is likely that the reduction of the rate of CT in 
Scotland could be a very useful tool in establishing Scotland as an attractive and 
competitive place to do business. 
 
It is important to remember that in surveys undertaken by SCC in terms of the 
comparative importance of taxes to members businesses, Corporation Tax routinely 
features behind other business taxes such as Business Rates. 
 
There are potential risks and opportunities in devolving Corporation Tax to Scotland 
and businesses have conflicting views on how attractive such a move would be. 
Under the circumstances, Scottish Chambers of Commerce takes a neutral view 
on the devolution of further powers on Corporation Tax. 
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Business Rates 
 
NonDomestic Rates, or Business Rates, have been devolved to the Scottish 
Parliament since its creation in 1999, yet it remains a tax which businesses ranked of 
amongst the highest importance during the recent referendum campaign. Despite 
the fact that this tax is devolved, the Scottish Government has since 2007 chosen to 
mirror the Business Rates poundage set for England, though it has applied reliefs 
and supplements to Business Rates that vary from those used south of the border. 
 
This reluctance to pursue a different path in terms of an already devolved tax is 
interesting but perhaps understandable due to the fact that this, until the Land and 
Buildings Transaction Tax and Landfill Tax come into force in April 2015, is the only 
revenue raising tool currently utilised by the Scottish Government. At a time when 
the Scottish block grant has been reducing in real terms, there is therefore a high 
degree of pressure upon the Scottish Government to expand the revenues raised 
from this tax, which have increased by 28% since the time of the last revaluation in 
2010 and is projected to raise almost £2.8 billion in 201516. 
 
Our contention is that by developing the widening basket of taxes on the revenue 
side of the Scottish Budget, this will create more room for the Scottish Government 
to address a tax which is of paramount importance to many Scottish businesses. 
 
There is also an opportunity to consider how the process of further devolution could 
be used to empower not only the Scottish Parliament but also local authorities. The 
Scottish Government is legislating to enable local authorities to introduce local 
Business Rates rebates but the effectiveness of such a measure will be contingent 
upon councils deriving some potential financial benefit from encouraging new or 
enhanced economic activity in their area. This would require the Scottish 
Government to enhance the offering to local authorities in this regard, currently 
delivered through the Business Rates Incentivisation Scheme – a scheme which has 
experienced some initial difficulties. 
 
Aggregates Levy 
 
The Aggregates Levy has previously been highlighted as a tax which raises a 
modest amount of revenue but would be relatively easy to devolve. This was 
highlighted by both the Calman Commission and the Silk Commission, in respect of 
Scotland and Wales respectively. The Silk Commission noted that those businesses 
which paid the Aggregates Levy often felt closer to the devolved Government than 
the UK Government and that this was one factor which may make the devolution of 
this tax more attractive. In 2012-13, this tax raised £45 million in Scotland. 
 
Devolution of this tax has been proposed by the Scottish Government, the Scottish 
Liberal Democrats and by the Scottish Labour Party. On balance, Scottish 
Chambers of Commerce believes that there would be little risk attached to 
devolving the Aggregates Levy. 
 
ADDITIONAL POWERS 
 
Immigration 
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Scotland has distinct skills needs from the rest of the United Kingdom. As a nation, 
we have particular reliance upon a number of key sectors, including oil and gas and 
financial services. We also have a large, internationally recognised higher education 
sector that is competing to attract high quality staff and students from across the 
globe. Add to this the needs of an economy returning to growth after an extended 
period of recession and the skills shortages this has created in areas as diverse as 
digital, the hospitality sector and construction. The result is a compelling need for 
Scotland to have a more distinct set of powers to target and attract people with the 
right skillsets to Scotland to complement the development of our indigenous skills. 
 
There are international precedents for devolved administrations having the power to 
set immigration criteria which vary from national rules, most notably in Quebec. 
Scottish Chambers of Commerce would argue that the Scottish Government 
ought to have greater power to identify and target specific Scottish skills 
needs through the immigration system. In particular, we would argue for the 
devolution of rules for student visas in order to take full advantage of the 
interest in Scotland’s world class universities shown by talented, high 
potential individuals from across the world. 
 
The Scottish Parliament 
 
Since the Scottish Parliament was created in 1999, it has changed the way in which 
business has engaged with Scotland’s political decision makers. Many of the key 
decisions which affect businesses in Scotland are now taken in the Scottish 
Parliament or by the Scottish Government and there are ample opportunities for 
businesses to engage with these institutions both directly and through representative 
organisations. Any review of the powers of the Scottish Parliament or of Scottish 
Ministers opens up the opportunity to ensure that the mechanisms the Parliament 
uses to engage with businesses are of the highest standard. 
 
One of the most important linkages between business and the Scottish Parliament is 
its Committee system. Holyrood has been very successful in utilising its Committees 
to harness the views of Scotland’s business community in terms of both formal and 
informal evidence 
taking processes. What we have not yet seen are many examples of the Committees 
taking on a challenging role in terms of their interaction with Government, similar to 
that which is often evident in UK Parliament Select Committees. This may yet 
emerge as Scotland’s backbench and opposition politicians develop their confidence. 
In the meantime, Scottish Chambers of Commerce recommends that the 
effectiveness of the Scottish Parliament Committee system is reviewed with a 
view to developing a clear route map towards improved performance. 
 
Welfare 
 
Many of the powers over welfare and social security currently reserved to the UK 
Parliament have obvious links to achieving policy objectives in terms of devolved 
powers. This is particularly true in terms of skills and social justice. Parliaments in 
Edinburgh and London are working to build and operate coherent systems of skills 
provision, employment policy and social security that deliver for people but the 
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division of powers in these areas can result in unnecessary complexity, potential 
confusion and unintended consequences. Of course, centring powers on a particular 
Parliament will not in itself eliminate these problems, for example, though many 
aspects of skills policy are devolved to Scotland, businesses can still be confused as 
to where to go to receive support with specific skills needs. 
 
We remain unconvinced that the devolution of additional powers over the welfare 
state would enable the Scottish Parliament to better exercise its promotion of 
economic growth in Scotland. Instead, Scottish Chambers of Commerce 
recommends that the Scottish Government and the UK Government work more 
closely together to ensure joined up and coherent delivery of policies with a 
welfare dimension in Scotland. 
 
Employment Law 
 
Much of the source of legislation and regulation regarding employment law has its 
source in the European Union and is applied across the UK. This is also an area 
which is rapidly evolving. Many businesses operate and employ staff throughout the 
United Kingdom. In March 2013 – the most recent figures available – 35.2% of 
private sector employment in Scotland was with enterprises with ultimate ownership 
outside of Scotland. Of this number, 18.7% of Scottish private sector employment 
was in enterprises with ultimate ownership in the RUK with the remaining 16.5% of 
employment in enterprises with ultimate ownership outside of the UK. This 
employment benefits from a single market within the UK in terms of employment 
regulation and legislation and Scottish Chambers of Commerce recommends 
that employment regulation and legislation should remain as consistent as 
possible throughout the United Kingdom. 
 
Borrowing Powers 
 
As a result of the Scotland Act 2012, the Scottish Parliament will be given borrowing 
powers from 2015 onwards. These powers comprise capital borrowing to a 
cumulative maximum of £2.2 billion and revenue borrowing to a maximum of £500 
million, though the latter power is intended to smooth out fluctuations that result from 
variations in tax receipts. 
 
Scottish Chambers of Commerce is neutral on the need for any additional 
borrowing powers. 
 
Telecommunications and Broadcasting 
 
There is a compelling case to retain a single telecommunications market throughout 
the United Kingdom and, by extension, to retain Ofcom’s functions at a UK level. 
However, Scotland does have particular issues in terms of telecommunications, not 
least as a result of our geography and the challenges this presents to businesses in 
some rural areas. As a result, some greater recognition of Scottish-specific issues by 
Ofcom would be extremely welcome. 
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SCC also recognises the strength of the UK-wide broadcast licensing and regulation 
in enabling opportunity for Scotland’s creative industries to flourish in a large 
marketplace. 
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Introduction 
 
1. The purpose of this paper is to provide background to the Committee’s evidence 
session with Her Majesty’s Revenue and Customs (HMRC) in relation to the devolution 
of fiscal powers to the Scottish Parliament. In addition to expected future devolution 
further to the Smith Commission’s report, the Committee will also take evidence on the 
implementation of the financial powers contained in the Scotland Act 2012 (“the Act”). 
 
2. Both the Scottish and UK Governments are required to bring forward by 1 May 
reports under section 33 of the Act setting out progress on the implementation of the 
financial provisions. However, as the Land and Building Transaction Tax (LBTT) and 
Landfill Tax are devolved from 1 April this year, the Committee requested a written 
summary of work undertaken by HMRC since publication of the second annual report in 
advance of the usual deadline. This summary is attached as an annexe. 
  
3. The first set of implementation reports was published in May 2013 and the 
Committee took evidence from the Cabinet Secretary for Finance, Employment and 
Sustainable Growth, HMRC and the Chief Secretary to the Treasury in connection with 
those reports. The Committee published a report in October 2013 on the 
implementation of the Act in which it made a number of recommendations in relation to 
the ongoing work on implementation. The Scottish Government responded to the 
Committee’s report in January 2014. 
 
4. In 2014, the Committee took evidence on that year’s implementation reports from 
the Cabinet Secretary for Finance, Employment and Sustainable Growth on 7 May, from 
HMRC on 14 May, and from the Exchequer Secretary to the Treasury on 11 June. 
 
Scottish Rate of Income Tax (SRIT) 
 
Costs 
5. HMRC had previously indicated that the overall estimated costs of implementation 
were likely to be below the estimate provided in November 2010, “with the total cost in 
the region of £35 to £40 million” rather than the earlier estimate of £40 to £45 million. 
The update confirms that implementation of the SRIT “remains on track and is still 
forecast to cost £35m-£40m.” 
 
6. The 2014 UK Government report provided a breakdown of the non-IT costs which 
were estimated at £25 million compared to the previous estimate of £30-35 million.  The 
cost breakdown was as follows— 
 

 £8.9 million for issuing direct communications to Scottish taxpayers 
 £4.45 million for the production of additional PAYE coding notices 
 £4.2 million for project delivery costs 
 £4.2 million for communications and publicity related activity 
 £3.2 million covering the remaining areas of impact and associated customer 

contact. 
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7. In terms of the estimated IT costs, the 2014 report stated that the implementation 
project “will work closely with HMRC’s IT supplier in the next financial year to agree a 
firmer and more robust estimate of the IT costs of implementation”. The current estimate 
of costs for this element is £10 million to £15 million. The report noted that the cost may 
be higher than the previous £10 million estimate— 
 

“because of the need to accommodate the solution agreed to ensure that the 
correct amount of relief is given for pension contributions to relief as source 
schemes, and because HMRC have sought to introduce automated processes 
rather than manual wherever possible.” 

 
8. In oral evidence in May 2014, HMRC stated— 
 

“We will not have a quote from our IT suppliers for the IT changes until later this 
year, so we have specified as closely as we can the non-IT elements.” 
 

9. The written submission states that— 
 

“During 2014 HMRC has worked with its IT supplier to ensure that changes 
necessary to account for the Scottish rate are reflected in the specifications for 
the first phase of IT changes in autumn 2015. HMRC has discussed options 
around these changes and associated costs with the Scottish Government. 
These changes will be focused on allowing HMRC to identify Scottish taxpayers 
separately on our systems ahead of contacting such taxpayers later this year.” 
 

10. The submission makes no reference to the quote from IT suppliers that was 
expected later in 2014. 
   
Identifying Scottish taxpayers 
11. When the Committee took evidence from HMRC on 8 May 2013, the issue of 
identifying Scottish taxpayers to allow them to be appropriately recognised by HMRC 
systems and to enable HMRC to issue relevant notices was discussed. At that meeting, 
HMRC explained the process involved in this work as follows— 
 

“We plan to do a scan of our systems. We will get all the addresses out and 
really examine them. We need to consider factors such as how many people 
have given us post office box numbers for their tax correspondence and how out 
of date our data sets are. We can check our address data against third-party 
sources—there are other databases available that have people’s addresses—to 
see how much they match. 
 
We will do that to determine the accuracy of our existing address data, but we 
then need to design a process for contacting people, how they could dispute a 
ruling from us about whether they were within the Scottish rate and what sort of 
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checks we might want to do against external sources to try to check when people 
were not necessarily giving us the right answer.” 

 
12. The 2014 UK Government implementation report indicated that the implementation 
project would continue to develop the approach to identifying taxpayers during 2014-15. 
The report stated that— 
 

“This will primarily be based on a further examination of HMRC data that can be 
used to determine a taxpayer’s place of residence. Work will be undertaken to 
assess the level of accuracy of this information and associated cost implications 
identified if further work is needed to improve the quality of the data held.” 
 

13. With regard to the accuracy of its address data, in May 2014 HMRC stated — 
 
“We are still working on it. We are still comparing our addresses with other 
external databases such as that held by the Post Office and other commercially 
available databases that show the addresses that people are giving for different 
purposes. The fact that the address that we have does not match the address 
that someone else has does not necessarily mean that it is wrong, but it does 
mean that we have to do more work. I do not have a figure or percentage yet for 
the accuracy of our address data, but we are well advanced with the plans for the 
work that we need to do to make the comparisons and identify the groups of 
people about whom we will need to make further inquiries.” 
 

14. The written submission states that— 
 

“HMRC has continued to develop the approach to identifying Scottish taxpayers 
and this will be finalised over the next few months. The approach remains 
focused on using addresses and postcodes held on our systems to identify 
Scottish taxpayers, but we are working with other organisations (including 
Scottish Government) to explore possibilities around using third party data.” 
 

15. In oral evidence in May 2014, HMRC was questioned by the Committee about an 
Office of Government Commerce (OGC) gateway review which had put the overall 
project on an amber/green rating. HMRC stated that— 
 

“Very few projects get a clear green. Not too many projects get a clear red either, 
but there are a lot of ambers and amber/reds. An amber/green, as I said, is about 
as good as we can get. In effect, it says that the project is going well. However, 
as you would expect of any examiner, the OGC found a few things on which it felt 
that we could make a few changes.” 

 
16. Expanding on this, HMRC explained that— 
 

“The one specific point that it asked us to pay attention to this time was to ensure 
that our plans for the closedown of stamp duty land tax and the introduction of 
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land and buildings transaction tax are kept under very close review and that we 
do joint planning with revenue Scotland and the Scottish Government to ensure 
that that transition is smooth.” 
 

17. In December 2014, a press report stated that— 
 

“The HMRC risk register in October, which has been released under freedom of 
information, has issued a “red alert” warning when it comes to identifying Scottish 
taxpayers.” 
 

18. And— 
 
“HM Revenues and Customs’ tables reveal that identifying taxpayers has been 
moved from an amber warning in January to red alert over the summer, where it 
remains.”8 
 

19. The clerks have asked HMRC to provide a copy of this risk register to the 
Committee.  

 
Informing taxpayers of amount of SRIT paid 
20. The 2014 UK Government report noted that the decision on how to inform Scottish 
taxpayers of the amount of SRIT they pay was for the Scottish Government. The report 
stated that the Scottish Government, in light of consultation with representatives of 
employers, pension payers and payroll operators— 
 

“has asked for the Scottish rate to be shown separately in HMRC’s online Tax 
Calculator, which enables individuals to estimate how much income tax they 
would pay…and in the annual Tax Summary provided by HMRC that will show 
individuals how their income tax was calculated for the previous year.” 

 
21. The report also noted that employers would be required to show SRIT separately 
in the P60 statement issued to taxpayers after the end of the tax year. HMRC was 
expected to consult employers on the specific changes required to the P60. 
 
22. The written submission provides a summary of engagement undertaken by HMRC 
to raise awareness of the SRIT and help develop its communications plan. However, 
the update makes no specific reference to work undertaken in respect of required 
changes to the P60 statement. 
 
Land and Buildings Transaction Tax (LBTT) 
 

                                                 
8
 http://www.scotsman.com/news/politics/top-stories/scots-income-tax-transfer-runs-into-

difficulties-1-3627424 
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23. Last year’s UK Government report set out the work that had been undertaken in 
relation to arrangements for switching off Stamp Duty Land Tax (SDLT) in Scotland to 
reflect the introduction of LBTT. The report stated that— 
 

“The changes to HMRC’s IT and business systems for switching off SDLT in 
Scotland have been identified in consultation with the Scottish Government. The 
Scottish Government will continue to supply HMRC with land transaction data 
after devolution to support HMRC’s cross-tax compliance work and the work of 
other agencies (including the Valuation Office Agency).” 
 

24. The written update confirms that— 
 
“All IT changes are on track for delivery to ensure successful transition to Land 
and Buildings Transaction Tax which will replace SDLT in Scotland from April 
2015. The change to identify all Scottish transactions by the Local Authority code 
on the SDLT return has already been implemented. HMRC has continued to 
work with Revenue Scotland in developing joint communications including 
awareness events for those affected by the changes due in 2015.” 
 

25. The total estimated cost of the SDLT implementation project was estimated by 
HMRC to be in the region of £1 million, including “about £700,000-£800,000 for IT 
changes to close HMRC’s systems for Scottish transactions and provide a channel for 
Revenue Scotland to deliver Scottish transaction data to HMRC after April 2015 for 
wider tax compliance purposes”. The UK Government report stated that “HMRC has so 
far invoiced the Scottish Government in 2013-14 for £147,609 in respect of this work.”  
 
26. The submission confirms that HMRC’s “current working assumption” is that the 
overall cost of this work continues to be around £1 million. 
 
Scottish Landfill Tax 
 
27. The submission reiterates that HMRC does not intend to pass on the costs of work 
relating to the deregistration of affected landfill site operators to the Scottish 
Government as a result of the small numbers affected and the relatively few changes 
required to HMRC’s systems. 
 
28. The submission also confirms that the necessary draft legislation was published in 
November 2014 and will be laid before April 2015. 
 
Conclusion       
 
29. The Committee is invited to consider the above issues in its evidence session with 
HMRC.  
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Progress in implementing the financial powers in the Scotland Act 2012 

The Scotland Act 2012 requires that the UK and Scottish Governments publish annual 

reports on implementing the fiscal aspects of the Act.  Both Governments have published 

two such reports and will publish the 2015 reports prior to 1 May.  This submission provides 

a summary of work undertaken since the 2nd annual report was published in May 2014. 

 

Scottish rate of income tax 

 During 2014 HMRC has worked with its IT supplier to ensure that changes necessary 

to account for the Scottish rate are reflected in the specifications for the first phase of 

IT changes in autumn 2015.  HMRC has discussed options around these changes and 

associated costs with the Scottish Government. These changes will be focused on 

allowing HMRC to identify Scottish taxpayers separately on our systems ahead of 

contacting such taxpayers later this year. 

 HMRC has continued to develop its communications plans in discussion with the 

Scottish Government.  This has included engagement with existing HMRC employer 

groups, pension providers and other representative bodies to raise awareness of the 

Scottish rate and four specific events for around 60 pension providers and employers 

to examine how the Scottish rate will impact their systems.  HMRC has also spoken 

on the impact of the Scottish rate at third party events.  Customer research (supported 

by Ipsos MORI) has been undertaken to test messages and guidance about Scottish 

taxpayer status and to understand how these need to address different 

circumstances. During the initial stage over 100 individuals, employers and pension 

providers participated in face to face events across Scotland, this information is 

helping us develop our communication approach and inform the next stage of 

customer testing.  Work has also started on preparing material to support HMRC staff 

to operate, and respond to questions about, the Scottish rate.  

 HMRC has continued to develop the approach to identifying Scottish taxpayers and 

this will be finalised over the next few months. The approach remains focused on 

using addresses and postcodes held on our systems to identify Scottish taxpayers, 

but we are working with other organisations (including Scottish Government) to 

explore possibilities around using third party data. Operational planning has also 

begun to ensure there will be sufficient HMRC staff to deal with queries from 

customers once we start to communicate the changes more widely from autumn 2015. 
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 The National Audit Office have begun to engage with HMRC ahead of their first report 

on HMRC’s implementation and administration of the Scottish rate, which will be 

published before 31 January 2016. 

 The implementation of the Scottish rate of income tax remains on track and is still 

forecast to cost £35m-£40m (against an original estimate of £40m-£45m). 

Scottish tax on land transactions 

 During 2014 HMRC worked closely with its external IT suppliers, to develop the IT 

solutions for the devolution of Stamp Duty Land Tax (SDLT) and to refine the costs of 

implementing the project. The IT costs include changes to reject returns for Scottish 

transactions from 1 April 2015 and provision for Revenue Scotland to supply HMRC with 

transactions data after 1 April 2015 for national statistics, to support HMRC’s cross-tax 

compliance work and the work of other agencies, including the Valuation Office Agency. 

All IT changes are on track for delivery to ensure successful transition to Land and 

Buildings Transaction Tax which will replace SDLT in Scotland from April 2015. The 

change to identify all Scottish transactions by the Local Authority code on the SDLT 

return has already been implemented.  HMRC has continued to work with Revenue 

Scotland in developing joint communications including awareness events for those 

affected by the changes due in 2015.    

 The 2014 annual report estimated the overall cost of this work to be around £1 million 

and this remains the current working assumption. 

 

Scottish tax on disposals to landfill 

 During 2014 HMRC worked with Revenue Scotland on communicating the changes to 

landfill tax to ensure those affected are aware of the implications. This included 

information on the de-registration process for UK landfill operators, with sites in Scotland, 

and the registration process for the new Scottish landfill tax, with joint communications 

targeted at affected operators.  HMRC will deregister landfill operators operating only in 

Scotland after they have submitted their final returns covering the period ending 

31 March 2015. As set out in the 2014 annual report, because of the small numbers 

affected and the fact that relatively few changes are required to HMRC systems, HMRC 

is not passing on the costs of this work to the Scottish Government.  

 Draft legislation setting out the necessary changes to existing legislation for the 

disapplication of landfill tax and the Landfill Communities Fund in Scotland, including 

procedures for the two year transitional period for the Landfill Communities Fund, was 

published on 28 November 2014 and will be laid before April 2015.  
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