
HM Revenue and Customs response to the Public Audit Committee, dated 22 May 
2014 
 
 
Thank you for your letter of 7 March and the accompanying copy of the Public Audit 
Committee’s report on the framework for auditing the Scottish rate of income tax 
(SRIT). I welcome the Committee’s continued interest in the SRIT and look forward 
to further opportunities to involve the Committee in the run-up to its introduction. The 
report makes a number of recommendations for HMRC and I have set out our 
responses to these below.  
 
The first recommendation concerns the possibility of amending the Finance Bill 
legislation to set a statutory requirement for HMRC to lay an extract from its 
accounts on matters relating to the SRIT before the Parliament. As you will recall, I 
wrote to the Committee on 25 March explaining that ministers had decided not to 
make that amendment, but I would like to reaffirm our intention to lay this extract 
before the Parliament and work with the National Audit Office (NAO) to ensure this 
reaches the Parliament in time to be considered alongside the NAO’s report on 
HMRC’s administration of the SRIT.  
 
The Committee also made recommendations for HMRC to publish performance 
information on its work on SRIT in a number of areas. I have explained in previous 
evidence to the Committee that the SRIT will be operated as an integral part of the 
UK income tax system. Apart from the advantages of simplicity and minimum cost for 
taxpayers and employers, this means that the cost to the Scottish Government is 
minimised. But it does mean that, because the SRIT is not a separate operation, it 
will not be possible to separately measure aspects of HMRC performance in relation 
to the Scottish rate.  
 
The Committee made a specific recommendation in relation to complaints, and I can 
confirm that we intend to amend our complaints recording systems to track 
complaints made specifically in relation to the SRIT. I would be happy to share this 
information with the Committee on an annual basis once SRIT has been 
implemented. 

The Committee additionally asked for “an assessment of underpayment as a result 
of fraud and error in respect of Scottish taxpayers based in Scotland, but not Scottish 
taxpayers working for UK-wide employers and not split between Income Tax and 
other taxes”. As I set out in my previous evidence to the Committee, we can estimate 
this using data drawn from the results of our random enquiry programme covering a 
number of tax years. We have examined data covering the period 2002 to 2010 and 
it showed no significant differences in behaviours between taxpayers in Scotland and 
elsewhere in the UK. We can undertake similar analysis at intervals once the SRIT is 
in operation so that any change in the relative behaviour of Scottish taxpayers and 
those from elsewhere in the UK can be identified.  
 
The report also highlighted the need to show amounts of tax due at the SRIT that 
have not been collected. I can confirm that, once our accounts are revised to show 
SRIT income, we will include an estimate of the amount of SRIT that will remain 
uncollected. As the final reconciliation of SRIT yield in a tax year will take place 12 



months after the end of that tax year, and at this point, much of HMRC’s 
enforcement and debt management activity in relation to that year will still be 
ongoing, this will include an estimate of amounts which will eventually be written off 
as uncollectable.  
 
In addition, the Committee also sought wider performance information from HMRC in 
relation to compliance cases relating to Scottish taxpayers and debts collected from 
them. As I have set out, HMRC produce a broad range of information about our 
performance in these areas at a UK-wide level and I believe this information is as 
good an indicator as any in terms of our performance in relation to Scottish 
taxpayers. We therefore think this would be more useful to the Committee than 
partial information about Scottish taxpayers in these areas but, as recommended by 
the Committee, we will keep this situation under review during future upgrades to our 
performance management systems.  
 
A further recommendation relates to HMRC call-handling data. Calls are handled by 
a UK-wide network, and calls relating to SRIT will be difficult to distinguish from other 
income tax calls, so in most cases it will not be possible to publish separate statistics 
on performance in handling SRIT calls. However, we will continue to examine and 
discuss with the Scottish Government what information might be provided. As I have 
set out before, HMRC produces a considerable amount of performance information 
in relation to its work as a whole and I would be happy to discuss our overall 
performance with the Committee.  
 
The Committee also makes a general recommendation about identifying further 
performance information. HMRC are continuing to discuss with Scottish Government 
what performance information will be produced and published. I recognise that it 
would be helpful to the Committee to be able to scrutinise this alongside the extract 
from HMRC's accounts and the NAO's report on HMRC's performance.  
As I have said, I welcome the Committee’s continued interest in this subject and its 
input. To that end, alongside this letter, I have included a paper setting out how 
HMRC intends to display SRIT specific information in its accounts. This sets out the 
changes we will make to our Resource Accounts (to show costs paid by the Scottish 
Government) and our Trust Statement (which will highlight tax collected at the SRIT). 
I would be happy to explain what we are proposing at a future meeting with the 
Committee. I understand that, as part of their response to your recommendations, 
NAO will be including a draft of their audit opinion. This will allow the Committee to 
consider these documents together.  
 
Yours sincerely 

Edward Troup  
Second Permanent Secretary and Tax Assurance Commissioner 
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PRESENTATION OF THE SCOTTISH RATE OF INCOME TAX IN HMRC’S ACCOUNTS 
 
Introduction 
As required by the Government Resources and Accounts Act 2000 and the Exchequer and 
Audit Departments Act 1921, HMRC annually presents its accounts to the House of Commons, 
along with an accompanying report from the National Audit Office (NAO). The 2012-13 report 
is available here.  
 
The accounts are split into two main sections: 

 The Resource Accounts, which set out the operating costs and financial position of 
HMRC in the financial year; and 

 The Trust Statement, which reports the revenues, expenditures, assets and 
liabilities related to the taxes and duties. 

 
The Scottish rate of income tax (SRIT) is expected to be introduced from April 2016. Once 
SRIT is in place, the Trust Statement will need to be amended to record revenues collected at 
the Scottish rate and the Resource Accounts will need to show moneys spent by HMRC in 
administering the SRIT and income from the Scottish Government reimbursing HMRC for this 
expenditure. The Resource Accounts will also need to show expenditure by HMRC in the run-
up to implementation – this is expected to be included in the 2013-14 and subsequent years’ 
accounts until implementation is complete.  The resource accounts will also show the costs of 
work to disapply Stamp Duty Land Tax in Scotland. 
 
HMRC have been engaged in discussions with Treasury, NAO and Scottish Government 
about how this information should be displayed in the accounts. This paper works through the 
thinking behind this and also includes annexes which set out how the revised accounts might 
look. 
 
Resource Accounts 
The HMRC cost of introducing and then running SRIT will be met by the Scottish Government, 
which HMRC invoices on a regular quarterly basis. The Cabinet Secretary for Finance, 
Employment and Sustainable Growth (John Swinney) has committed to sharing details of 
these invoices with the Scottish Parliament. The most recent such letter is here. 
 
HMRC will include information drawn from these invoices in the Resource Accounts. This will 
appear in two places – to identify the income received from Scottish Government and also 
capture the expenditure as a sub-set of HMRC’s wider activity (although the figures in both 
sections will be identical). 
 
HMRC intend to break this information down into sub-categories as far as possible, to provide 
transparency around the work it is carrying out. Examples of this could be staffing costs, IT 
costs etc. During the implementation phase, HMRC would also anticipate showing cumulative 
SRIT implementation costs since 2013-14. 
 
The annexes to this paper contain a draft Resource Account note – the notes to the Resource 
Account already include a table showing receipts which offset HMRC expenditure, including 
payments from other Government departments for work undertaken on their behalf.  SRIT 
costs will be included in this table as illustrated in Annex C and a footnote will give a breakdown 
of the figure in more detail.  
 
Trust Statement  
As set out above, the Trust Statement will need to be amended to account for the amount of 
income tax HMRC has collected at the Scottish rate. In order to ensure the correct amount is 
paid across to the Scottish Government each year, SRIT revenue has to be calculated on a 
tax year basis rather than an accounting year basis.    

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/210244/9549-TSO-HMRC_RA_ACCESSIBLE.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/John_Swinney.pdf
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This differs from the current Trust Statement accounting for taxes, which is calculated on an 
accounting year basis (1 April – 31 March). For example, the income tax figure disclosed in 
the Trust Statement represents all income tax accrued in that financial year, irrespective of 
the tax year to which that tax relates. This is a significant issue as, for example, much of the 
income tax due under Self Assessment for the 2016-17 tax year will be collected during the 
2017-18 tax year. 
 
The UK and Scottish Governments have therefore agreed that a final reconciliation of the 
amount of tax HMRC has collected at the Scottish rate will be made 12 months after the end 
of the tax year in question. This means that, for example, the final SRIT figure for 2016-17 will 
be shown as part of the 2017-18 accounts (published in June-July 2018). These final SRIT 
figures will be used by HM Treasury, alongside the final block grant adjustment figures, to 
ensure the correct amount is paid across to the Scottish Government in relation to each tax 
year.  
 
For the accounts published immediately after the end of the tax year (typically mid-June), there 
will be a limited amount of SRIT information available - HMRC undertake reconciliations for 
PAYE during the summer and almost no Self Assessment returns will have been received. As 
a result of this, HMRC propose to include an initial estimate of SRIT revenue in these accounts. 
This will be calculated on the same basis as the Office for Budget Responsibility (OBR) 
forecast of SRIT revenue produced at the Budget and Autumn Statement. Although this is 
likely to be only a few months after the Budget forecast, there will be some new information 
available from the actual PAYE receipts received in March and April (which are forecast for 
the Budget), allowing for a more accurate estimate. The figure shown at this point will have no 
bearing on the actual amount of funding received by the Scottish Government. 
 
Far more information will be available at the point of final reconciliation a year later. By this 
stage, HMRC will have collected more than 99% of the tax receipts for the year, so the figures 
included in the accounts at this point will be produced using the actual tax liabilities for Scottish 
taxpayers in the year in question. 
 
Some degree of estimation will still be required, however. Although the vast majority of tax 
receipts have been collected by this point, there will still be some outstanding amounts. HMRC 
will estimate how much of the remaining liability it expects to collect and include this in the 
figure for SRIT revenues (but identified separately). This could be collected over a number of 
years, but there will be a small proportion that is never collected (as is the case with UK-wide 
revenues) – again, this will be shown separately. 
 
Additionally, there are two tax reliefs that need to be factored into the calculation – Gift Aid 
and pensions tax relief paid under the relief at source (RAS) process. Under the Gift Aid 
scheme, when a taxpayer makes a donation to charity, the charity is able to claim basic rate 
tax relief from HMRC on the value of the donation – for example, an £80 donation is treated 
as a £100 donation from which £20 tax has been deducted. The charity can therefore reclaim 
£20 from HMRC. In order to minimise their administrative burdens, charities have requested 
that they continue to reclaim this relief at the UK basic rate once SRIT is introduced, 
irrespective of whether the donor is a Scottish taxpayer.  
 
However, as a proportion of these donations will have been made by Scottish taxpayers, it is 
important to factor the value of the relief into the calculation of SRIT receipts. An estimate will 
therefore be made of the Scottish taxpayer share of donations on which Gift Aid has been 
reclaimed. A similar estimate is also included in the OBR’s forecast. 
 
RAS operates on a similar basis to Gift Aid. When a pension scheme receives a contribution 
from a scheme member, they treat this as being received net of basic rate tax and, as with 
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Gift Aid, reclaim that basic rate tax relief back from HMRC to add to the member’s pension 
pot. Once the Scottish rate is introduced, pension firms will need to amend their systems to 
enable them to claim tax relief for Scottish taxpayers at the Scottish basic rate. This will mean 
they need to make further amendments to their systems at a time of already unprecedented 
change for the industry. The Government has therefore decided they only need to update their 
systems in time for the 2018-19 tax year. (If the Scottish Government sets a rate other than 
10 per cent before that point, HMRC will ensure taxpayers receive the correct amount of relief 
via PAYE and SA.) 
 
As a result, for the first two years after SRIT is introduced, HMRC will need to estimate the 
amount of RAS tax relief which is attributable to Scottish taxpayers and include this in the 
calculation. After this point, it will be possible to use actual information from pension firms. 
 
The annexes to this paper contain draft Trust Statement notes. Annex A shows a note for 
2016-17 and Annex B for 2017-18 and subsequent years. These notes have been drawn up 
in as simple a form as possible, taking a steer from the length and detail of current Trust 
Statement notes.  
 
Extract 
As Edward Troup confirmed in his letter to the Committee of 25 March 2014, HMRC will 
produce an extract of the SRIT information in the accounts and lay this before the Scottish 
Parliament. HMRC will work with NAO to ensure the extract is laid at a similar time to the 
NAO’s report on HMRC’s administration of the SRIT. 
 
 
HMRC Devolution Team 
21 May 2014 
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Annex A 

DRAFT TRUST STATEMENT NOTE YEAR 1 (2016-17) 

Note x.x Scottish Rate of Income Tax 

The Scotland Act 2012 gives the Scottish Parliament the power to set a rate of tax (SRIT) 
that replaces ten percentage points of each of the main UK rates of tax from the 2016-17 tax 
year onwards.  This allows the Scottish Government to affect the amount of income tax that 
Scottish taxpayers pay and, as a result, the amount that the Scottish Government has to 
spend in Scotland. The Scottish rate for 2016-17 was set at [10%]. The Scottish Rate of 
Income Tax (SRIT) is calculated on a tax year basis and was introduced with effect from 
6 April 2016 i.e. for the 2016-17 and subsequent tax years.  

During the financial year 2016-17 SRIT revenue is estimated to have amounted to £x.x 
billion.  

The SRIT figure shown above has been estimated because actual data is unavailable, for 
example in respect of Self Assessment revenue for the 2016-17 tax year where minimal 
disclosure has been made to HMRC, and PAYE revenue for taxpayers whose accounts 
have not been reconciled before this document is published. 

Further information on SRIT revenue for the tax year 2016-17 that becomes available during 
2017-18 will allow refinement of these calculations.  Updated figures will be disclosed in the 
2017-18 Trust Statement, allowing a final reconciliation for the 2016-17 tax year. 

[Cross reference here to fuller explanation of estimations methodology if required]. 

HM Treasury is responsible for ensuring that the proceeds of the SRIT are made available to 
fund expenditure by the Scottish Government; these transfers are not accounted for in the 
HMRC Trust Statement. 

The costs of collecting and administering SRIT are charged to the Scottish Government and 
accounted for in the HMRC Resource Accounts (see note x.x). 
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Annex B 

DRAFT TRUST STATEMENT NOTE YEAR 2 (2017-18) AND SUBSEQUENT YEARS 

Note x.x Scottish Rate of Income Tax 

The Scotland Act 2012 gives the Scottish Parliament the power to set a rate of tax (SRIT) 
that replaces ten percentage points of each of the main UK rates of tax from the 2016-17 tax 
year onwards.  This allows the Scottish Government to affect the amount of income tax that 
Scottish taxpayers pay and, as a result, the amount that the Scottish Government has to 
spend in Scotland. The Scottish rate for 2016-17 was set at [10%] and for 2017-18 was set 
at [10%]. The Scottish Rate of Income Tax (SRIT) is calculated on a tax year basis and was 
introduced with effect from 6 April 2016. i.e. for the 2016-17 and subsequent tax years.  

SRIT Final Revenue 2016-17   £bn 
   
SA Established SRIT Liability*  aa.a 
PAYE Established SRIT Liability   bb.b 
Estimated further SRIT Liability  cc.c 
Less:                                     Adjustment for uncollectable 
amounts 

dd.d  

                                              Reliefs**          Relief at Source 
(RAS) 

          
ee.e 

 

                                                                      Gift Aid           ff.f  
                                                                      Subtotal gg.g (gg.g) 
                                                                     
Final SRIT Revenue for the tax year 2016-17  hh.h 
   

* Includes an element of PAYE for SA customers 

** These reliefs are those not allocated to individual taxpayer accounts.  

The SRIT total shown above is the accrued revenue for 2016-17; this has been calculated 
using actual receipts data together with some estimation where actual data is unavailable. 

SRIT Revenue 2017-18 

The estimated SRIT Revenue for the tax year 2017-18 is £xx.x billion. This has been 
estimated because actual data is unavailable, for example in respect of Self Assessment 
revenue for the 2017-18 tax year where minimal disclosure has been made to HMRC, and 
PAYE revenue for taxpayers whose accounts have not been reconciled before this 
document is published. 

Further information on SRIT revenue for the tax year 2017-18 which becomes available 
during 2018-19 will allow refinement of these calculations.  Updated figures will be disclosed 
in the 2018-19 Trust Statement, allowing a final reconciliation for the 2017-18 tax year. 

[Cross reference here to fuller explanation of estimations methodology if required]. 

HM Treasury is responsible for ensuring that the proceeds of the SRIT are made available to 
fund expenditure by the Scottish Government; these transfers are not accounted for in the 
HMRC Trust Statement. 
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The costs of collecting and administering SRIT are charged to the Scottish Government and 
accounted for in the HMRC Resource Accounts (see note x.x). 

 



Page 7 of 8 

Annex C 

DRAFT RESOURCE ACCOUNTS NOTE 2016-17 AND SUBSEQUENT YEARS INCOME NOTE 

 

 

7. Income

2016-17 2015-16
£m £m

 Core Department 
Core Department 

& Agency  Core Department 
Core Department 

& Agency
Administration Services
Banking Services
Other Income Types
Subscriptions and Fees
IT and Telephony Charges
VOA Services

2016-17 2015-16
£m £m

Income Full Cost Surplus/ (Deficit) Income Full Cost Surplus/  (Deficit)
Fees and Charges raised by the Valuation Office Agency (VOA)
Rating and Council Tax
National and Central Services
Commercial Services
Local Housing Allowances and Fair Rents

Fees and Charges raised by the Core Department
International Assistance1

Money Laundering Regime
Bank charges via GBS
National Minimum Wage
Collection of Student Loans
DWP Welfare Reform Agenda
DWP Pensions Reform Delivery Programme
Services provided to the Valuation Office Agency
UK Border Agency
Child Maintenance and Enforcement Commission
Additional Statutory Paternity Pay
Civil Service Resourcing
Accommodation Recharges
Single Tier Pension Reform
SRIT Costs2

Total

The cumulative total of SRIT implementation costs since 2013-14 is £x.xm

Of total operating income received, the following relates to services provided to external and public sector customers where full cost exceeds £1.0m.  In each case the financial objective is to recover 
the full costs of the service.  This information is only provided for fees and charges purposes, and not for IFRS 8 purposes.

1 For this service it is not the financial objective to recover the full costs.

2 SRIT Costs income covers recovery of charges from the Scottish Government in respect of additional costs incurred by HMRC of £x.xm staff costs, £x.xm IT costs and £x.xm other costs.
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