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FINANCE COMMITTEE 
 

AGENDA 
 

6th Meeting, 2014 (Session 4) 
 

Wednesday 26 February 2014 
 
The Committee will meet at 9.30 am in Committee Room 5. 
 
1. Decision on taking business in private: The Committee will decide whether 

to take item 3 in private. 
 
2. Revenue Scotland and Tax Powers Bill: The Committee will take evidence on 

the Bill at Stage 1 from— 
 

Crawford Beveridge, Chair, and Professor Andrew Hughes Hallett, 
Member, Fiscal Commission Working Group; 
 

and then from— 
 

Professor John Kay. 
 

3. Revenue Scotland and Tax Powers Bill: The Committee will consider further 
its approach to taking oral evidence. 

 
 

James Johnston 
Clerk to the Finance Committee 

Room T3.60 
The Scottish Parliament 

Edinburgh 
Tel: 0131 348 5215 

Email: james.johnston@scottish.parliament.uk 
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Finance Committee 
 

6th Meeting, 2014 (Session 4), Wednesday 26 February 2014 
 

Revenue Scotland and Tax Powers Bill 
 

Introduction 
 
1. The purpose of this session is to take evidence on the Revenue Scotland and 
Tax Powers Bill from representatives of the Scottish Government’s Fiscal 
Commission Working Group (FCWG) and from Professor John Kay. 

2. Professor Kay has indicated that he will be providing a written submission; this 
will be circulated to members in advance of the meeting. 

Fiscal Commission Working Group 

3. The FCWG published its report on Principles for a Modern and Efficient Tax 
System in November 2013. The report, along with other FCWG reports, is addressed 
primarily toward potential considerations for Scotland in the event of independence. 
However, the report also discusses a number of features of a tax system that are 
relevant to the RSTP Bill. 

Principles 
4. The principles of a good taxation system identified in the FCWG report are— 

 Simplicity 

 Neutrality 

 Stability 

 Flexibility. 

5. The identified benefits of these principles can be summarised as follows— 

Simplicity Tax rules and obligations are well known, easily understood and 
liability is clear; the system improves transparency and political and 
administrative accountability. 

Neutrality To ensure that decisions should be made on merit rather than on 
the basis of tax consequences and is important in minimising 
negative or unintended effects of taxation. 

Stability Provides for the stability of revenue streams to the government and 
the stability of rules which face taxpayers; reduce the administrative 
and compliance burdens which arise from alterations to the tax 
regime. 

Flexibility The system should be sufficiently flexible to be responsive to 
change; strikes a balance between flexibility and stability enabling a 

http://www.scotland.gov.uk/Publications/2013/10/4839/0
http://www.scotland.gov.uk/Publications/2013/10/4839/0
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government to responds to changes while still creating a system 
which allows predictability and certainty. 

 
Design 
6. The report addresses the potential design for a whole tax system, and therefore 
some issues which are not relevant to the RSTP Bill and the devolved taxes. Other 
issues addressed in the report are, however, relevant to the provisions of the RSTP 
Bill. Such issues (adapted from Box 5.03 of the FCWG report) include— 

 Development of a General Anti-Avoidance Rule 

 Use of modern technology and techniques to lower the burden of 
administration and compliance – such as an ‘online first’ approach to tax 
returns, the possibility of using pre-filled tax returns as used in countries such 
as Denmark, and the use of unique identifiers 

 Better linkages and streamlining of organisations involved in setting tax policy, 
implementing tax policy, administering tax collection, linking to business 
policy, linking to welfare policy and linking to environmental policy. 

7. The FCWG conclusions on principles of a simple and efficient tax system, the 
executive summary and summary of recommendations are reproduced as the 
annexe to this note. 

Conclusion 

8. The Committee is invited to consider the above information in its evidence 
session. 

Catherine Fergusson 
Senior Assistant Clerk to the Committee 
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Extracts from Principles for a Modern and Efficient Tax System – Scottish 
Fiscal Commission Working Group 

 
Principles of a simple and efficient tax system 
 
6.17 As set out earlier, the Mirrlees Review found that in formulating the objectives of 
a tax system, for a given distributional outcome, what matters is: 

 the negative effects of the tax system on welfare and economic efficiency - 
they should be minimised; 

 administration and compliance costs - all things equal, a system that costs 
less to operate is preferable; 

 fairness other than in the distributional sense - for example, fairness of 
procedure, avoidance of discrimination, and fairness with respect to legitimate 
expectations; 

 transparency - a tax system that people can understand is preferable to one 
that taxes by 'stealth'. 

 
6.18 A tax system which is simple, neutral, stable and flexible is best placed to meet 
these objectives. 
 
6.19 A simple tax system is one in which tax rules and obligations are well known, 
easily understood, and liability is clear. With a simple tax system, taxpayers will be 
able to anticipate in advance and factor into their decision making, with minimal 
burden and uncertainty, the tax consequences of an action. 
 
6.20 Neutrality is important in minimising the negative or unintended effects of 
taxation - such as on labour supply decisions and the allocation of resources - but 
does not imply that the tax system should not be utilised to influence behaviours, 
especially where welfare and efficiency can be improved via taxes. 
 
6.21 The behavioural effects of taxation are not uniform across the population, with 
individuals, for example, responding differently to changes in taxation. As highlighted 
earlier in the paper, the interactions between the tax and benefit system are 
particularly important in driving behavioural responses, particularly for certain groups 
who are at the labour force participation margin. 
 
6.22 This leads to a trade-off between the benefits from designing a tax system in a 
more tailored manner against the simplicity - and consequential lower operational 
costs - of a 'one-size fits all' system. 
 
6.23 The stability of the tax system can be considered in two related ways - the 
stability of revenues which governments raise through taxation, and the stability of 
tax rules which face individuals and businesses. 
 
6.24 To ensure a clear and principles based approach to the design and operation of 
the tax system, a decision framework using a robust analytical approach should be 
used to balance policies in terms of their long term costs and benefits and to check 
that the stated objectives are being met in the most efficient way. 
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Executive Summary 
 
Under the current constitutional framework, the Scottish Parliament is responsible for 
around 7% of all taxes raised in Scotland (including a geographical share of oil). This 
will rise to 15% with the introduction of new responsibilities flowing from the Scotland 
Act 2012.  
 
Independence would provide full control of all taxation and expenditure levers in 
Scotland with autonomy over tax design, collection and implementation. The 
requirement to establish a new tax system post-independence provides an 
opportunity to re-examine the tax framework as a whole and to design a system 
based upon specific Scottish circumstances, preferences and principles but also with 
modern technology and data collection in mind.  
 
A re-designed Scottish tax system could represent a major competitive advantage, 
offering a more robust and efficient tax system than key competitors. A number of 
objectives will need to be considered -  

 Designing a modern and efficient system  

 Delivering an effective macroeconomic framework  

 Promoting competitiveness, economic growth and tackling inequalities  

 Implementing and managing the transition to full autonomy  

 The European and international context  
 
A tax system which follows the principles of simplicity, neutrality, stability and 
flexibility, will minimise administration and compliance costs, maximise tax-take and 
boost investment and growth.  
 
To follow these principles, a balance will be required between the different broad 
methods of taxation – income, expenditure and wealth taxes – and how, within these 
taxes, individual elements are structured and developed.  
 
As the report makes clear, the tax system – in conjunction with other policies such as 
welfare and general public service provision – can be used to shape outcomes that 
reflect the socio-economic vision of a country. It also plays a crucial role in any 
macroeconomic framework.  
 
Transition to a new tax system will take time. The UK tax system is complex and 
costly, and studies have shown there is considerable room for improvement in its 
design and operation.  It is vital that such a transition is handled smoothly. The 
Scottish Government should develop a clear plan for how it will migrate, over time, 
towards the development of its own modern Scottish specific tax system.  
 
A framework for decision making should be built around clear objectives and 
principles, with changes analysed on a full cost-benefit basis over both the short and 
long-term.  
 
This report reviews the evidence and literature on tax collection and considers the 
experiences of other countries and relates these to the Scottish context.  
 
A series of recommendations are provided for Scottish Ministers to consider. 
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Summary of Recommendations 
 
Designing a modern tax system 
A Scottish system should be clear and principles based – any exemptions and tax 
reliefs should be carefully targeted 
 
The government should set out and develop a transparent framework for policy 
making – based around clearly defined objectives and principles of a good system, 
with decisions based on a robust and analytical assessment of costs and benefits 
 
A Scottish system should be built to ensure that there is a whole view approach to 
consumer and business taxation – including the use of unique identifiers to aid 
simplicity, transparency and compliance 
 
Scotland should look to have an efficient government structure and institutional 
landscape to maximise the effectiveness and efficiency of tax policy design and tax 
collection and take advantage of links with wider socio-economic policies 
 
Delivering an effective macroeconomic framework  
The Scottish Government should consider tax policy design as part of the wider 
fiscal and macroeconomic framework, including the use of fiscal rules and the 
establishment of an independent fiscal commission 
 
High levels of integrity and transparency should be brought to the system through 
the establishment of a tax policy forum – using independent experts would ensure 
that vested interests did not unduly influence design 
 
Promoting competitiveness, economic growth and tackling inequalities  
The Scottish Government should design a tax system built around Scottish 
circumstances and preferences to help increase productivity and economic growth 
while meeting the needs of the people of Scotland 
 
The tax and welfare systems are key levers for tackling inequality – both are strongly 
interlinked and should be considered as fundamentally part of the same system. 
Welfare and tax policy should therefore be developed in tandem to ensure policy 
integration and alignment 
 
Appropriate tax rates maximise receipts by creating the optimal level of economic 
activity and revenue raising potential. The Scottish Government should assess the 
optimal balance of tax rates and bases for key taxes, such as business and 
employee taxes, and levels of government spending. 
 
An open and consultative approach with the industry, independent experts, employer 
groups, and the general public, should be adopted when designing and reviewing the 
effectiveness of tax administrative policy to ensure the system is comprehensive, 
inclusive and maximises compliance. 
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Transition and implementation 
The Scottish Government should build upon the experiences and lessons from the 
implementation of the tax powers in the Scotland Act 2012 to assist with the 
transition and implementation of further new powers 
 
The government should focus on identifying key priorities and consider what can 
practically be achieved by the following milestones 

 Independence day; 

 The short run (e.g. initial 5 years following independence); 

 Medium to long run (e.g. beyond 5 years). 
 
The Scottish Government should build skills and capacity over a carefully planned 
transition period – but should also communicate clearly and early on the direction of 
travel it intends to take 
 
European and international context 
The government should put the issue of globalisation at the heart of its tax system -
including how to tax modern multinational companies and considering how best to 
collect  tax in a world of international supply chains and e-commerce. International 
agreement is critical to ensuring companies pay the appropriate level of taxation and 
the government should work with key international partners to ensure the fair 
collection of taxes due 
 
As part of this, the government should also use any new influence to support 
international bodies – including the EU and OECD – in their drive for greater tax 
cooperation, transparency and collection 
 
The government should liaise with other governments, including the UK, around 
defining and measuring core elements of the tax system, including what constitutes 
taxable income.  This could minimise compliance burden, ensure fairness and avoid 
inefficient shifting of activities for tax purposes, particularly across the Sterling Zone. 
Crucially, tax rates, thresholds, and allowances would remain the domain of the 
separate jurisdictions. 
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