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11 March 2021 
 
 
Dear Ms Marra 
 
Administration of Scottish Income Tax 2019-20 
 
Thank you for your letter of 22 February 2021 in relation to the National Audit Office and 
Audit Scotland’s reports into the administration of Scottish Income Tax (SIT) in 2019-20, and 
in particular regarding questions arising from the evidence session with the Comptroller & 
Auditor General (C&AG) and the Auditor General Scotland (AGS) at the Committee on 4 
February 2021. I have set out the Scottish Government’s response to these questions below. 
 
The Committee would be grateful if you could set out what further discussions you 
have had with HMRC that provide reassurance that they have right procedures in 
place to ensure that future estimates that affect provisional and final outturns are 
robust as possible given the likely increased need for estimation and the greater 
uncertainty due to Covid-19. 
 
In my letter to the Committee of 26 November 2020, I provided information on the detailed 
discussions that took place between officials from HMRC and Scottish Government to agree 
the methodology for the calculation of the 2018-19 outturn.  
 
As every year, officials and analysts in the Scottish Government have continued their close 
and regular engagement with HMRC counterparts to review the methodology for the 2019-20 
outturn which is due to be published later this year. One particular consideration is the 
impact that Covid-19 will have on the 2019-20 outturn, including the relatively greater risk of 
defaults and write-offs of Income Tax liabilities due to the pressure of Covid-19 on 
businesses and households.  
 
Although we expect these risks to be much more pronounced in 2020-21, it is likely that the 
adverse macroeconomic conditions, which started to affect the Scottish and UK economies 
at the end of the financial year 2019-20 and saw 6.8 million jobs furloughed across the UK 
by the end of March 2020, have already impacted collection rates in 2019-20. In addition, 
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2019-20 self-assessment tax returns did not have to be filed until 31 January 2021, by which 
point some taxpayers might have been facing cash flow problems as a result of the 
economic downturn.  
 
With regard to the 2019-20 methodology currently under review, this will affect the estimated 
components of the final outturn in the first instance, such as expected collection rates and 
PAYE/SA settlement agreements where companies make one annual payment to cover all 
the tax due on minor, irregular or impracticable expenses or benefits for their employees. 
 
Any proposed changes in the outturn methodology will be discussed within the cross-
organisational Devolved Income Tax Analytical Working Group, which comprises officials 
from HMRC, the Scottish Government, the Scottish Fiscal Commission, the Office for Budget 
Responsibility and the Welsh Government. The group last met on 24 February 2021 to 
discuss the ongoing work regarding the 2019-20 outturn methodology and will continue to 
discuss the issue at future meetings.   
 
It is only after this extensive review and engagement that the proposed methodology for the 
2019-20 outturn will be put to the Scottish Income Tax Board for final sign-off. The board is 
jointly chaired by HMRC and Scottish Government and maintains oversight of the 
administration and implementation of SIT, considering relevant matters arising from the 
delivery of the Service Level Agreement (SLA). 
 
As noted above, these risks will gain even more prominence for the production of the 2020-
21 outturn as the UK Government’s tax deferral measures and other support schemes will 
further complicate the picture. We will continue our close engagement with HMRC to ensure 
the 2020-21 methodology draws upon the best available data and evidence base with regard 
to the collectability of tax debt and business insolvencies. 
 
The Committee considers that it would be helpful to have both an estimate of a 
Scotland-specific tax gap and information about the relative success of compliance 
activity in Scotland. The Committee would be grateful if you could indicate whether 
the Scottish Government supports these actions and, if so, what discussions it is 
having with HMRC to take this forward. 
 
The Scottish Government is already in discussions with HMRC, as the responsible 
administrative body, on the further work that can be undertaken on the tax gap and 
compliance. We are in agreement that these are areas of importance and of ministerial 
interest.  Compliance activity on SIT is the responsibility of HMRC. As noted above, the 
overall administration of SIT is governed by the SLA1, which establishes the governance 
process by which the Scottish Government monitors the performance of HMRC, including in 
the key areas of compliance and assurance.   
 
The SLA requires HMRC to provide the Scottish Government with an annual compliance 
report, as part of the Annual Report into SIT2. The compliance report sits alongside the 
Scottish extract of the Strategic Picture of Risk and in-year assurance work to provide a 
wide-ranging view of the compliance work undertaken by HMRC.  
 
HMRC applies risk-based compliance activity to the collection of SIT in the same way that it 
does to Income Tax in the rest of the UK. This ensures that taxpayers in Scotland receive 
the same level of service with taxpayers across the UK. Since the introduction of Scottish 

                                            
1 https://www.gov.uk/government/publications/service-level-agreement-for-operation-of-scottish-income-tax-by-hmrc  
2 https://www.gov.uk/government/publications/scottish-income-tax-hmrc-annual-report-2020/scottish-income-tax-hmrc-
annual-report-2020 

https://www.gov.uk/government/publications/service-level-agreement-for-operation-of-scottish-income-tax-by-hmrc
https://www.gov.uk/government/publications/scottish-income-tax-hmrc-annual-report-2020/scottish-income-tax-hmrc-annual-report-2020
https://www.gov.uk/government/publications/scottish-income-tax-hmrc-annual-report-2020/scottish-income-tax-hmrc-annual-report-2020
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Income Tax in 2017-18 HMRC has assessed the overall risk of non-compliance to be low or 
very low. The 2020 Annual Report noted that, “Overall, HMRC currently assesses the 
increased risk of a non-compliant behavioural response from customers as a result of 
the differences between rates and thresholds in Scotland and the rest of the UK to be 
low.” Scottish Government is content with HMRC’s assessment of compliance risk and 
approach to compliance work, and we will continue to work with HMRC to ensure that this 
work is as robust as possible. As part of this work in 2020-21, Scottish Government has 
asked HMRC to establish what further analysis it is able to provide of the risk of non-
compliance in Scotland.  
 
Estimation of the tax gap is conducted by HMRC, however Scottish Government remains 
interested in understanding more about what risk looks like in Scotland. We will continue to 
work closely with HMRC to explore the best way to do that as we take forward the 
recommendations of the C&AG and AGS. I understand that HMRC will also be writing to the 
Committee on this subject. 
 
I hope that the information I have provided answers your queries.  
 
Yours sincerely, 
 

 
 
Alyson Stafford, 
Director-General, Scottish Exchequer 
 
 


