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Finance and Constitution Committee 

28th Meeting, 2017 (Session 5), Wednesday 29 November 2017 

The Impact of Brexit on the Scottish Budget  
Introduction 

1. The purpose of this paper is to set out the background and evidence 
received on the impact of Brexit on the Scottish Budget in advance of the 
evidence session with—

 Dr Jim Campbell, Women in Scotland Research Centre (WISE), Glasgow 
Caledonian University;

 Jonathan Hall, Director of Policy and Member Services, NFU Scotland; and

 Naomi Clayton, Policy and Research Manager, Centre for Cities.

Evidence 

2. At its meeting on 27 September 2017, the Committee took evidence
from Professor David Bell, Fellow, Royal Society of Edinburgh and Professor
David Heald, Professor of Public Sector Accounting, University of Glasgow. The

Official report1 from that meeting is available.

3. The Committee issued a call for views which closed in August 2017.

All responses have been published on the website.2

4. We have received written evidence from Naomi Clayton, Policy and
Research Manager, Centre for Cities and written evidence from our original call for
views from Dr Jim Campbell, Women in Scotland Research Centre (WISE) and
Jonathan Hall, Director of Policy and Member Services, NFU Scotland. They
are attached at Annexe A.

Next steps 

5. The Committee will continue to take evidence on the impact of Brexit on the

Scottish Budget at its meeting on 20 December 2017.

Committee Clerks 
22 November 2017 

1 http://www.parliament.scot/parliamentarybusiness/report.aspx?r=11120 
2 http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/105823.aspx  

http://www.parliament.scot/parliamentarybusiness/report.aspx?r=11120
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/105823.aspx
http://www.parliament.scot/parliamentarybusiness/report.aspx?r=11120
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/105823.aspx


FCC/S5/17/28/2

2 

Annexe A 
Dr Jim Campbell, Women in Scotland Research Centre (WISE), Glasgow 

Caledonian University 

The Women in Scotland’s Economy Research Centre (WiSE), established in 
October 2011, takes an innovative, multidisciplinary approach to gender analysis of 
economic and public policy both in Scotland and internationally. Using a feminist 

economics lens WiSE highlights women’s visible and invisible economic contribution 
by challenging established norms and models. Through high quality, high impact 
research and knowledge transfer WiSE engages widely with policymakers, equality 
practitioners, the business community and gender equality activists. We focuses on 

gender and equality analysis of poverty, income inequality, financial exclusion, living 
standards within households, gender budgeting, labour market and occupational 
segregation, employability and skills, European employment and gender equality 
policies, and comparative gender equality policy. We welcome the opportunity to 

provide evidence to the Finance and Constitution Committee on the short term 
implication of Brexit for the Scottish budget. 

 Are there any indications of a differential economic impact in Scotland
separately from rUK?

A recent report by the Fraser of Allander for the Scottish Parliament suggested that 
the economic impact of Brexit is likely to be greater for the rUK than for Scotland 
(Fraser of Allander, 2016). However they conclude that the impact on Scotland will 
still be significant and is likely to be similar to rUK, not least because even if the 

initial impact is greater for the rest of UK because of the level of integration between 
the Scottish economy and the rUK any fall in GDP in rUK will have a knock on effect 
on economic growth in Scotland. However, it is difficult to accurately predict the 
impact since we do not know what the post Brexit relationship with the EU will look 

like. Also, it seems increasingly likely that there will be a transitional arrangement in 
place from March 2019 to allow more time for negotiations on the UKs future 
relationship with the EU. That might mitigate against some of the economic 
uncertainty although the Bank of England recently downgraded their growth 

forecasts for the UK over the next couple of years. In addition, Brexit is likely to have 
a negative impact on foreign direct investment both in terms of attracting new FDI 
but also on existing FDI who may decide to relocate part or all of their existing UK 
operations in the EU if Britain is no longer part of the single market and they 

consequently face increased barriers when supplying or sourcing goods and 
services from the EU. There is some evidence to suggest that this is already 
happening in the financial services sector as a number of financial institutions have 
announced plans to expand their mainland EU operations in anticipation of the UKs 

exit from the EU. Outside of London Scotland receives the highest share of FDI into 
the UK and has done for the past five years. Scotland is also recognized as the most 
important UK financial centre outside of London. Therefore, Brexit does pose a 
serious threat to future levels of growth and employment in Scotland because of the 

potential impact on future levels of FDI and also existing FDI. In addition Scottish 
based businesses who export their goods and services to the EU may decide to 
move some or all of their operations to the EU to avoid the extra costs which 
exclusion from the single market will involve. 
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 What additional spending pressures are there on the public finances as a
consequence of Brexit?

Government at UK and Scottish level will need to formulate replacement policies in 
agriculture, fisheries, regional development and technology to replace EU spending 
in these areas after March 2019. Although in the medium term this can be funded 
from savings resulting from no longer having to contribute to the EU budget in the 

short run it is likely to involve additional expenditure since the UK will need to pay to 
leave the EU. The divorce bill is part of the Brexit negotiation and has been 
estimated to be between €25bn to €75bn. In addition, if as seems likely the UK exits 
both the customs union and the single market the UK government will need to invest 

in a new customs control system to regulate the movement of goods into and out of 
the UK primarily at the main points of entry and exit. This is likely to involve 
investment in both people and infrastructure; HMRC estimates that Brexit will result 
in an increase in the number of customs declarations from £55m to £255m per 

annum. Prior to the Brexit vote HMRC was developing a new Customs Declaration 
Service which is now expected to be able to handle the 180 000 traders who will 
have to make customs declarations for the first time from March 2019. The new 
system is due to go online in 2019 however the National Audit Office have raised 

concerns about whether that timetable can be met and also whether the new system 
will have the capacity to handle the significant increase in customs declarations after 
Brexit (National Audit Office, 2017). 

 What should the Scottish Government’s priorities be in formulating Draft
Budget 2018-19 in response to the initial economic impact of Brexit?

Most of the economic forecasts would suggest that growth in Scotland over the next 
couple of years is likely to be lower than it otherwise would have been as a result of 
Brexit (Fraser of Allander, 2016). The precise impact is difficult to predict in part 

because it depends upon the outcome of the Brexit negotiations and whether some 
transitional arrangements are put in place in March 2019 which ensures that the UK 
has tariff free access to the EU and also maintains barrier free access to the single 
market. However even if such arrangements are agreed the Scottish government 

should be looking at ways in which their spending can contribute to faster growth in 
the short and medium term, for example support for SMEs to continue exporting to 
EU but also additional spending in certain areas which might stimulate employment 
growth and in turn economic growth.  

The Scottish government is already committed to increasing the amount of free 
childcare available for 3 and 4 year olds and vulnerable 2 year old to 1150 hours per 

annum or 30 hours per week during term time by 2020. A number of international 
studies have suggested that expansion of the care sector generates more jobs than 
most of the other sectors of the economy, a recent report demonstrated that 
investing 2% of UK GDP in the care industries would create 1.5m jobs compared to 

750 000 jobs if 2% of GDP was invested in construction (De Henau et al, 2016). 
Given that care sector employment is dominated by women increased investment in 
this area would contribute to greater gender equality in terms of employment 
whereas additional investment in physical infrastructure would tend to increase the 
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employment gap. However, the care sector is also characterised by low pay and 
precarious employment contracts, which has implications for the quality of the 
service provided. To ensure an increase in the quality of care services it has to 

become more professionalised with better pay and more opportunities for career 
progression.  

 Given that increased inflation is likely to disproportionately impact on the
poorest, what measures should the Scottish Government take in its Budget
to address this?

The depreciation of the £ since the referendum result has contributed to a rise in 
inflation, in July 2017 the CPI rate stood at 2.6%. The National Institute of Economic 
& Social Research most recent forecast suggests inflation will rise to 3% by the end 

of this year before falling back to 2% by the end of 2019 (NIESR, 2017). In other 
words the UK inflation rate is likely to remain above the Bank of England’s 2% target 
for the next couple of years. Given that the growth in average pay in the UK since 
the great recession has practically been zero this means that peoples living 

standards are likely to fall over the next couple of years as a result of higher inflation. 
In particular, those on low wages and reliant on social security benefits such as 
pensioners will tend to suffer most as a result of the rise in the cost of living. The 
Scottish Government’s capacity to respond to this challenge is constrained to some 

extent. The rise in inflation means that the budget needs to increase just to provide 
the same level of service. Nonetheless there are certain measures which the 
Scottish government could take in order to mitigate the effects of higher inflation on 
the poorest and most vulnerable in society. As an employer and commissioner of 

services particularly care services the Scottish Government could use its power to 
ensure that the pay of those employed directly and indirectly by the public sector 
keeps pace with inflation. Although most of the social security benefits are still 
controlled by the UK government the Scottish government has discretion over some 

benefits which could be used to ease the impact on some of the most vulnerable 
groups in society. This implies additional spending by the Scottish government at a 
time when tax revenue is likely to be declining due to lower growth and where 
inflation has reduced the spending power of the budget. In these circumstances the 

Scottish government should seriously consider whether it is now time to use their tax 
raising power to ensure they have adequate resources available not only to mitigate 
against the impact of higher inflation but also to fund measures to enhance economic 
growth such as expansion of the care sector.  

 What issues require to be considered from the loss of EU funding
mechanisms arising from Brexit?

As previously mentioned the UK/Scottish government will need to put into place 
policies and finance to replace a number of areas currently funded directly by the 

EU, the main ones being agriculture, regional development and research and 
technological development. Agriculture receives the largest amount of cash from the 
EU around €4bn in the 2014-20 period compared to about €1bn from EU structural 
funds over the same time period. The UK government has promised to match CAP 
subsidies up to 2020 thereafter some form of UK CAP will need to be implemented.  
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The amount of money Scotland receives from EU Structural funds has declined over 
recent years as the EU has expanded regional development resources have been 
diverted to the new member states. However, one of the most important impacts of 

EU Structural Funds has been its promotion of gender mainstreaming. The 
implication of this inclusion in EU Structural Funds was that funds targeted at 
economic development should benefit men and women’ equally. In the absence of 
EU leadership on gender mainstreaming in the form of Structural Funds and more 

general leadership in the promotion of gender equalities, Scotland will need to 
ensure that adequate procedural and legal frameworks are in place to maintain 
commitments to Gender Equality.  Here, assessments of The Great Repeal Bill and 
its impact on existing equality commitments should be considered in detail, to ensure 
that legislation and powers related to equalities are not watered-down, or relocated. 

Some aspects of the Brexit settlement may however also present an opportunity to 

enhance the Scottish Government’s promotion of gender and other equalities.  For 
example, public procurement can be used strategically to foster equality within the 
workforce or to promote employer good practice. However public procurement 
practices are currently restricted by a number of EU Directives which make it more 

difficult to use social and non–economic factors in the competitive bidding 
procedures to award contracts. Depending on the content of the Great Repeal Bill 
these restrictions are likely to loosen, freeing the Scottish Government to put greater 
weight on equalities in the public procurement processes. In Scotland alone public 

procurement accounts for over £10bn per annum, and accounts for about 30% of 
total government spending, (Sarter 2016) as such, using this spending to 
strategically lever policy outcomes makes sense.  
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 NFU Scotland (NFUS) welcomes the opportunity to respond to this inquiry.

 Agricultural budgets have been committed by UK Government up to the end
of the parliament, meaning there are little short-term budgetary issues on which to

comment.

 However, this submission outlines some of the key priorities in administering
the spending commitments up to 2022 and highlights some key issues for Scottish
Government to consider in its budget formulation onwards from that point.

CAP – 2017 to 2022 

1. The European Union’s Common Agricultural Policy (CAP) accounts for a
substantial proportion of the total annual EU budget; in excess of €58 billion or just
under 39 per cent. The current system has evolved to support farm businesses to

remain productive (via Pillar 1 funds), whilst also delivering on environmental
outcomes (Pillar 1 greening and Pillar 2) and other development goals.

2. From 2014 to 2020, Scotland would have received around €4.6 billion (£3.5

billion) under the CAP from the EU. The Scottish agriculture sector is heavily reliant
on CAP funding, with support payments accounting for around two-thirds of total net
farm income in Scotland.

3. The Conservative Party 2017 manifesto committed to provide the “same cash
total” in CAP funding up to the end of the next parliament, in 20221. Since the
outcome of the General Election, NFUS has received verbal assurances from UK
Ministers that this commitment will be honoured; however, NFUS will make strong
representations to ensure that this funding is allocated and ringfenced within HM

Treasury’s Autumn Statement.

4. Whilst early statements from UK Government on the security of vital CAP
funding is welcome and provides some element of certainty and stability for farmers

and crofters in the short term, questions do remain on how this money will be
delivered to Scotland after ‘EU exit day’ in 2019. NFUS would support the Scottish
Government in any push for clarity from HM Treasury on whether the funding will be
delivered as previously, or by other means such as the Barnett Formula.

5. From the perspective of NFU Scotland, and indeed our sister unions
elsewhere in the UK, it is vital that the devolved governments are able to use the
committed funds for agriculture as had been guaranteed before the referendum. In

light of significant spending pressures within Scottish Government, NFUS wishes for
the 2017-18 budget to protect this spending as had been planned – in recognition of
the stability these payments provide to the industry.

1 Conservative Party Manifesto 2017, page 26: https://s3.eu-west-
2.amazonaws.com/manifesto2017/Manifesto2017.pdf

FCC/S5/17/28/2 

Jonathan Hall, Director of Policy and Member Services, NFU Scotland

http://www.scottish.parliament.uk/S5_Finance/General%20Documents/I_NFU_Scotland_Brexit.pdf
https://s3.eu-west-2.amazonaws.com/manifesto2017/Manifesto2017.pdf
https://s3.eu-west-2.amazonaws.com/manifesto2017/Manifesto2017.pdf
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6. In addition to this, clarity on committed Scottish Government spending on
Pillar 2 schemes is also needed. The Less Favoured Area Support Scheme (LFASS)
is one example of a lifeline scheme for a vast number of Scottish farmers and

crofters and it is co-financed to a large extent by Scottish Government funds. It is
vital that the £65 million annual budget earmarked for this scheme is protected.

Future CAP post-2020 

7. Post-2022, the amount of money the UK decides to spend on farming and

farming-related matters will have major consequences for Scotland. NFUS is clear
that agriculture must continue to receive the same quantum of funding as it currently
does under the CAP post-2022. This budget must be ringfenced to agriculture and
rural support.

8. The NFUS position is that HM Treasury should finance the new agricultural
policy on a UK-wide funding framework, but with the devolved administrations given
the policy tools and levers to ensure the agricultural policy works for all four parts of

the UK. Any approach that drops a ‘Defra-centric’, one-size-fits-all policy on to the
devolved nations would not be acceptable.

9. However, a significant concern is what budget will be committed to agricultural

support after this time. With successive UK governments showing a preference away
from direct (Pillar 1) support, there has also been no reassurance given to the sector
as yet whether agricultural spending will be maintained and ring-fenced.

10. Should the existing Barnett formula be used rather than another means of
farm support budget allocation, then the implications for agricultural support in
Scotland are severe. If future funding is delivered via the Barnett Formula, Scotland’s
share of support would be cut from some 16 per cent of the overall UK total to 8 or 9

per cent, as illustrated in the table below. This default option would result in a
situation that could decimate Scottish agriculture and its vital food and drink sectors.

11. NFUS considers that agreement between the Scottish and UK government

should be reached as soon as possible on whether the Barnett Formula could be
bypassed in such a situation, in order to allow existing CAP principles to be adhered
to (for example: working on the basis of non-historic allocations, or using criteria
based on objective analysis). There must be a different methodology that retains at
least the same level of funding going into Scottish agriculture as before.

Table outlining possible funding split under Barnett Formula 

EU Budget Allocation Barnett Budget Allocation 

UK CAP Pillar 1 Budget 
2020 

€ 3,591,683,000 

DEFRA Barnett Allocation in 
2020 

8% or 9% 

Scotland’s Share 16% 

England’s Share 65% 

Scotland's spend under Barnett 

Scotland in €'s € 589,036,012 € 287,334,640 
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12. NFUS has consistently pressed governments about the significant diversity of
Scottish agriculture and the performance of agricultural businesses. It is vital that the

unique needs of the Scottish agriculture industry are fully accommodated in the
development of a future support package. As previously outlined, it is vital that
Scotland is able to use discretion to support Scotland’s Less Favoured Areas and
use measures such as targeted coupled support.



Finance and Constitution Committee 

24 November 2017 

Dear Sir/Madam, 

In advance of the evidence session on Wednesday 29th November, I would like to draw your 
attention to our report ‘Brexit, trade and the economic impact on UK cities’ . For your 
convenience, please find below the key findings: 

Key findings 

Analysis by the LSE’s Centre for Economic Performance (CEP) and Centre for Cities examines for 
the first time the potential impact of both a ‘hard’ and ‘soft’ Brexit on British cities in the ten 
years following the implementation of new trade arrangements with the EU. 

 All British cities are set to be negatively affected as a result of higher trade costs
between the UK and EU, and this impact will be greater in the scenario of a ‘hard Brexit’.
Economic output in cities (as measured by Gross Value Added, GVA) is predicted to be
1.2 per cent lower on average under a ‘soft Brexit’ and 2.3 per cent lower under a ‘hard
Brexit’ than if the UK remained in the EU.

 Cities with large shares of employment in private-sector knowledge-intensive services
(KIBS), predominantly in the South, are predicted to be most negatively affected due to
the increase trade costs linked to Brexit.

 Cities that are predicted to be most negatively affected by Brexit were more likely to
vote remain in the 2016 referendum.

 Cities predicted to be most negatively affected tend to be more productive and have
highly skilled workforces, which means they may find it easier to adapt in the longer
term.

 National government needs to consider the spatial implications of deals negotiated and
support cities to adapt to changes in the UK’s international trading relationships. Cities
should combine this insight with local knowledge to consider how approaches to local
economic development should be restructured.

Please find the full report here and attached. 

Yours sincerely,  

Naomi Clayton 
Policy and Research Manager 

http://www.centreforcities.org/reader/brexit-trade-economic-impacts-uk-cities/


Centre for Cities1

Brexit, trade and the economic impacts on 
UK cities 
Naomi Clayton and Professor Henry G. Overman 
July 2017

Summary of findings 

This paper summarises new analysis by the LSE’s Centre for Economic Performance (CEP) and Centre for 
Cities, which examines for the first time the potential impact of both a ‘hard’ and ‘soft’ Brexit on British 
cities in the ten years following the implementation of new trade arrangements with the EU.

• All British cities are set to be negatively affected as a result of higher trade costs between the UK
and EU, and this impact will be greater in the scenario of a ‘hard Brexit’. Economic output in cities
(as measured by Gross Value Added, GVA) is predicted to be 1.2 per cent lower on average under a
‘soft Brexit’ and 2.3 per cent lower under a ‘hard Brexit’ than if the UK remained in the EU.

• Cities with large shares of employment in private-sector knowledge-intensive services (KIBS),
predominantly in the South, are predicted to be most negatively affected due to the increase trade
costs linked to Brexit.1

• Cities that are predicted to be most negatively affected by Brexit were more likely to vote remain in
the 2016 referendum.

• Cities predicted to be most negatively affected tend to be more productive and have highly skilled
workforces, which means they may find it easier to adapt in the longer term.

• National government needs to consider the spatial implications of deals negotiated and support
cities to adapt to changes in the UK’s international trading relationships. Cities should combine
this insight with local knowledge to consider how approaches to local economic development
should be restructured.

1  The analysis in this paper covers the 62 Primary Urban Areas (PUAs) in Great Britain. More information on PUAs is available from www.centreforcities.org/puas. 
Data for Northern Ireland was not available for this analysis.
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Introduction

Most mainstream studies predict that Brexit will have a negative impact on the UK economy. For example, 
work by researchers at the CEP predicts that reductions in trade resulting from Brexit will lead to a fall of 
1.3 to 2.6 per cent in national income depending on the type of deal negotiated (‘soft’ or ‘hard’ Brexit).2  

The economic impact of changes to the UK’s trading relationships will vary across the country. Different 
cities specialise in different products and services, and trade with different countries.3 Yet, to the best 
of our knowledge, the impacts of Brexit have not been analysed at a local level. This report fills that gap 
by summarising the local area findings from recent modelling undertaken by researchers at the CEP.4 It 
focuses on the potential impacts of Brexit at city level under two scenarios – ‘soft Brexit’ and ‘hard Brexit’ – 
and considers whether Brexit is likely to alleviate or exacerbate existing inequalities.5,6

For national government, it aims to build understanding of how different areas might be affected by Brexit 
and the terms negotiated. For city leaders, it provides insight on the potential sector-specific impacts of 
Brexit as a complement to local knowledge. Understanding how different areas might be affected by Brexit 
is crucial to developing appropriate policy responses at the local and national levels. 

This analysis will be used by the Centre for Cities and What Works Centre for Local Economic Growth to 
inform their joint programme on the local implications of Brexit and how local economic development 
strategies can best respond.7 

Box 1: Approach

The trade model developed by CEP uses the most comprehensive data on trade flows and trade barriers 
available, including industry-level data on exports and imports covering all sectors of the economy in every 
country in the world. It is used to predict the sectoral impact of Brexit under two scenarios: 

• ‘Soft Brexit’ – a scenario where the UK joins a free trade area with the EU, such as the European
Free Trade Association (EFTA). While tariffs would remain at zero, non-tariff barriers (including
customs checks, border controls, differences in product market regulations and legal barriers) would
increase the costs of trade.

• ‘Hard Brexit’ – a scenario where the UK and the EU do not immediately form a free trade area and
the default situation is to trade under World Trade Organisation (WTO) rules. This would result in an
increase in tariffs and non-tariff barriers that would be substantially larger than under soft Brexit.

The sectoral impacts predicted under these two scenarios are then weighted using local employment 
shares to predict changes to GVA at the city level. This gives estimates of the ‘medium-run’ impact on 
GVA as it is assumed that it would take 10 years for the non-tariff barriers within the EU to converge to a 
new level post-Brexit. 

2  Dhingra, S, G Ottaviano, T. Sampson and J. Van Reenen (2016a) The consequences of Brexit for UK trade and living standards. CEP BREXIT paper no. 02.
3  See Centre for Cities (2017) Cities Outlook 2017.
4  Dhingra, S, Machin, S and Overman, H G (2017) The Local Economic Impacts of Brexit, Centre for Economic Performance Brexit Paper no 010.
5  For more detail on methodology and local authority level findings see Dhingra et al (2017).
6  The analysis in this paper covers the 62 Primary Urban Areas (PUAs) in Great Britain. More information on PUAs is available from www.centreforcities.org/puas. 

Data for Northern Ireland was not available for this analysis.
7  For further information see whatworksgrowth.org.
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It is important to note that the model predicts the static effects of Brexit-related increases in trade costs on 
city economies. This is likely to underestimate the impact of Brexit as the model does not take  
account of the other effects of Brexit, for example on innovation, foreign investment and migration. 
Factoring in these additional effects at the national level increases the costs of Brexit to a loss of 6.3 per cent 
to 9.5 per cent of national income. The predictions also do not account for how cities might adjust to these 
shocks. Just as with the financial crisis, there are good reasons to think that these adjustments will have 
significant implications for understanding the long run differences in impact across the country (see p.10). 

Key findings 

Every local authority area is predicted to be negatively affected but cities are likely to be hit 
harder than non-urban areas. 

Every local authority area is predicted to see a decrease in economic output, measured by Gross Value 
Added (GVA) as a result of Brexit.8 The impacts are predicted to be more negative under hard Brexit in every 
local authority area, as the increase in trade costs would be larger. 

Cities are predicted to see larger decreases in GVA than non-urban areas on average in both scenarios. 
The average decrease in GVA under soft Brexit is 1.2 per cent in cities compared to 1.1 per cent in non-
urban local authority areas, and 2.3 per cent compared to 2.0 per cent, respectively under hard Brexit (in 
all cases, predictions are relative to GVA if the UK had remained in the EU). There is less variation between 
cities compared to individual local authorities, however, as city-wide economies tend to have more diverse 
sectoral profiles than local authorities. 

The variation in impact between cities is larger under hard Brexit than soft Brexit, as some cities are more 
specialised in sectors that are likely to be badly hit by hard Brexit (Figure 1). The standard deviation (a 
commonly used measure of ‘spread’) doubles from 0.17 to 0.35, and the difference between the 10th and 
90th percentile also doubles from 0.3 percentage points to 0.6 percentage points. 

Figure 1: Distribution statistics of GVA impacts of Brexit across cities

Despite these differences, the majority of cities rank in a similar position in the two scenarios, and Figure 2 
illustrates the strong correlation between the predicted GVA impacts under each.

8  See Dhingra et al (2017).

Soft Brexit (%) Hard Brexit (%)

Mean -1.22 -2.28

50th Percentile (Median) -1.21 -2.26

10th Percentile -1.35 -2.60

90th Percentile -1.07 -1.98

Standard Deviation 0.17 0.35

90th-10th Percentile Differential 0.28 0.62
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Figure 2: Two scenarios compared across cities
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Cities with large shares of employment in private-sector knowledge intensive services (KIBS), 
predominantly in the South, are predicted to be hit hardest.

The general geographic pattern is similar under both scenarios. A broad North-South pattern is visible, 
particularly in terms of the concentration of areas most negatively affected (Figure 3). With a hard Brexit, 
12 out of the 20 most affected cities are in the South, whereas just four out of the 20 least affected cities 
are in the South.9 

More generally, cities with high shares of employment in the private KIBS sectors are more likely to be 
negatively affected according to the model, particularly under a hard Brexit (Figure 4). In the three cities 
with the largest private KIBS sectors - Reading, London and Edinburgh - the predicted loss is equivalent to 
2.7 per cent of GVA. By contrast, in cities with the lowest levels of employment in these sectors, Burnley, 
Dundee and Hull, the loss is equivalent to 1.9 per cent. 

This finding is unsurprising given the model predicts that business and financial services – two of the 
largest knowledge-intensive sectors – will be among the sectors most affected by hard Brexit. It also helps 
to explain why cities are predicted to see a larger decrease in GVA compared to non-urban areas, as these 
sectors are concentrated in cities. Other less knowledge-intensive sectors, such as food and drink, are 
predicted to either see far less significant decreases in GVA or indeed increases in GVA, as demand shifts 
towards the domestic market as imports become more expensive. A decrease in economic activity in the 
private KIBS sectors may have knock-on impacts for other sectors given the evidence on the multiplier 
effects of these sectors in local economies.10

9  The two outliers (Aberdeen and Crawley) highlight the importance of not placing strong weight on the estimated impact for any particular sector. Both of these 
are driven by strong effects on just one sector (oil and air services respectively). As discussed further in Dhingra et al (2017), the model focuses on international 
trade and will therefore underestimate losses in sectors, such as air transport, where foreign investment requirements are more important than trade barriers in 
determining market access.

10  Clarke, S. and Lee, N. (2017) A rising tide lifts all boats? Advanced industries and their impact upon living standards, Resolution Foundation.



Brexit, trade and the economic impacts on UK cities • July 2017

Centre for Cities5

Figure 3: Most and least affected cities (% change in Gross Value Added)

Source: CEP analysis, 2017

Rank under 
Hard Brexit City Hard Brexit (%) Soft Brexit (%)

Rank under 
Soft Brexit

1 Aberdeen -3.7 -2.1 1

2 Worthing -2.8 -1.5 2

3 Reading -2.8 -1.4 5

4 Swindon -2.8 -1.5 3

5 Slough -2.8 -1.4 4

6 Edinburgh -2.7 -1.4 6

7 London -2.6 -1.3 21

8 Aldershot -2.6 -1.3 9

9 Leeds -2.6 -1.3 11

10 Ipswich -2.6 -1.3 18

Rank under
Hard Brexit City Hard Brexit (%) Soft Brexit (%)

Rank under 
Soft Brexit

53 Blackpool -2.0 -1.0 59

54 Swansea -2.0 -1.1 52

55 Telford -2.0 -1.1 48

56 Luton -2.0 -1.1 55

57 Mansfield -2.0 -1.2 42

58 Wakefield -1.9 -1.1 57

59 Hull -1.8 -1.0 60

60 Burnley -1.7 -1.1 53

61 Barnsley -1.7 -0.9 61

62 Crawley -1.1 -0.7 62
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Figure 4: Predicted GVA shocks by city
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Hard Brexit GVA shocks by city
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Figure 5: KIBS and predicted GVA shocks
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Box 2: Correlation with the Brexit vote
 
Areas that are predicted to be most negatively affected by Brexit were more likely to vote remain in the 
2016 referendum (Figure 6). While the relationship is not strong, it is a striking contrast to other studies 
that have suggested that areas which voted strongly to leave are likely to be the worst affected.11

The findings from this study differ from others for several reasons. First, studies based on measures 
of trade exposure to the EU market underestimate the importance of increases in non-tariff barriers. 
Second, they ignore the willingness of individuals and firms to substitute away from foreign to domestic 
supply as trade costs rise. CEP’s model accounts for both these factors and as a result produces a 
different prediction of the geographical pattern for places that will be most affected.

Figure 6: Correlation between predicted impacts and referendum vote
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11  Los, B McCann, P Springford, J & Thissen, M (2017) The mismatch between local voting and the local economic consequences of Brexit, Regional Studies.
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Cities predicted to be most negatively affected may find it easier to adapt in the longer term.

Cities that are predicted to be most negatively impacted tend to have higher average earnings (Figure 7). The 
disparities swamp the expected impacts of Brexit. Average hourly earnings are 1.6 times higher in London 
compared to Burnley, for example. Predictions of differences in the impact of Brexit will make little impact 
on these disparities – the gap between London and Burnley is reduced by 1.4 percentage points (Figure 8). 
More generally, only a handful of cities move one or two places in the overall ranking.

Differences in cities ability to adapt to Brexit-related changes may mean that the gap between cities 
widens in the long run. Even though the immediate negative impacts are predicted to be smaller in poorer 
regions, households in those areas start off poorer and may experience considerably more difficulty in 
adapting to those negative changes. 

Here there is a parallel with the 2008 financial crisis, and specifically the contrast between the immediate 
and long run impacts, which saw London and the South East hit hardest before recovering much more 
strongly than other areas of the UK. Cities with more highly skilled workforces pre-2008 tended to be less 
negatively affected during this period.12 

Overall, this suggests that the cities predicted to be most negatively impacted, which also tend to have 
higher wages, larger pools of graduate labour and a more innovative business base, may not necessarily 
experience the most negative effects once the economy has adjusted.

12   Source: NOMIS, ONS, 2017.
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Figure 7: Correlation between predicted impacts and earnings
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Figure 8: Disparities in 2015 wages and post-Brexit wages (indexed to city average)
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Source: CEP analysis, 2017 and ASHE, 2017

Reflections

The analysis by CEP reported in Dhingra. et al. (2017) represents a first attempt to look at the local impacts 
of the increases in trade barriers associated with Brexit. Further work will be needed to better understand 
these impacts, to understand the impacts working through other channels, such as migration and 
investment, and to understand the longer run impacts as the economy adjusts. But the figures do provide 
an initial indication of the way in which the impact of Brexit may be felt differently across Great Britain. 
National government needs to consider the spatial implications of deals negotiated and support cities to 
adapt to changes in the UK’s international trading relationships. 

Ultimately, with a large degree of uncertainty surrounding Brexit, it is difficult to predict exactly how local 
economies will respond to its likely negative impacts. The insight presented in this paper is intended to 
complement local knowledge. It is important that cities continue to monitor local business performance 
and the factors that affect it through business surveys, account management systems and data. There are 
a variety of ways cities may be able to help businesses to adapt and diversify their export activity: from 
providing information on changes to tariffs, procedures and regulations to helping to facilitate local trade 
networks and missions. It is critical that policy is informed by the challenges and opportunities facing local 
businesses and communities, and by evidence on what types of policy are most effective in supporting 
local economic growth.13

13    For more information on the What Works Centre for Local Economic Growth see http://www.whatworksgrowth.org/ and Centre for Cities and WWCLEG’s joint 
project on the local economic development response to Brexit see http://www.whatworksgrowth.org/blog/brexit-local-impacts-and-responses/.
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Appendix

Figure A: Impact of Brexit for cities (% change Gross Value Added) (ranked by hard Brexit)

City Soft Brexit (%) Hard Brexit (%)
Aberdeen -2.1 -3.7

Reading -1.4 -2.8

Slough -1.4 -2.8

Swindon -1.5 -2.8

Worthing -1.5 -2.8

Edinburgh -1.4 -2.7

London -1.3 -2.6

Bristol -1.3 -2.6

Ipswich -1.3 -2.6

Leeds -1.3 -2.6

Northampton -1.3 -2.6

Aldershot -1.3 -2.6

Brighton -1.2 -2.5

Cambridge -1.3 -2.5

Cardiff -1.3 -2.5

Middlesbrough -1.3 -2.5

Milton Keynes -1.3 -2.5

Peterborough -1.2 -2.5

Warrington -1.3 -2.5

Manchester -1.3 -2.4

Bournemouth -1.3 -2.4

Nottingham -1.2 -2.4

Glasgow -1.3 -2.4

Exeter -1.2 -2.4

Gloucester -1.4 -2.4

Liverpool -1.2 -2.4

Norwich -1.2 -2.3

Southend -1.2 -2.3

Coventry -1.2 -2.3

Southampton -1.2 -2.3

Portsmouth -1.3 -2.3

York -1.1 -2.3

Leicester -1.2 -2.2

Preston -1.2 -2.2

Derby -1.2 -2.2
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Doncaster -1.2 -2.2

Newcastle -1.2 -2.2

Chatham -1.2 -2.2

Birkenhead -1.2 -2.2

Birmingham -1.1 -2.1

Blackburn -1.3 -2.1

Bradford -1.2 -2.1

Dundee -1.2 -2.1

Newport -1.2 -2.1

Plymouth -1.1 -2.1

Sheffield -1.2 -2.1

Sunderland -1.2 -2.1

Mansfield -1.2 -2.0

Basildon -1.1 -2.0

Blackpool -1.0 -2.0

Huddersfield -1.2 -2.0

Luton -1.1 -2.0

Swansea -1.1 -2.0

Stoke -1.1 -2.0

Oxford -1.0 -2.0

Telford -1.1 -2.0

Wigan -1.1 -2.0

Wakefield -1.1 -1.9

Hull -1.0 -1.8

Barnsley -0.9 -1.7

Burnley -1.1 -1.7

Crawley -0.7 -1.1

Source: CEP analysis, 2017
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Figure B: Impact of Brexit for local authorities (% change Gross Value Added)
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Finance and Constitution Committee 

28th Meeting (Session 5), Wednesday 29 November 2017 

HMRC evidence session  

Purpose 

1. The purpose of this paper is to inform the Committee’s evidence session with
HMRC at which it will hear from—

 Jim Harra, Director General Customer Strategy and Tax Design; and

 Sarah Walker, Director of PAYE, Tax Strategy and Professionalism, HM
Revenue and Customs

Background 

2. HMRC are responsible for the collection and management of the revenues from

income tax by virtue of Section 5(1)(a) of the Commissioners for Revenue and
Customs Act 2005.

3. Part 3 of the Scotland Act 2012 provided the Scottish Parliament with the power

to set the Scottish Rate of Income Tax (SRIT), which allows the Scottish Parliament
to set a rate for a proportion of the income tax paid by Scottish taxpayers. The
Scotland Act 2012, Section 25 (Appointed Years) Order 2015 determined that the tax
year 2016-17 was the first year to which SRIT would have effect.

4. Part 2 of the Scotland Act 2016 provides the Scottish Parliament with the power
to set the rates and band thresholds (excluding the personal allowance) that will

apply to all non-savings non-dividend income tax paid by Scottish taxpayers. The
Scotland Act 2016 (Commencement No. 2) Regulations 2016 determined that the
tax year 2017-18 was the first year to which Scottish income tax powers would have
effect.

5. Each year the Scottish Parliament must pass a Scottish Rate Resolution which
will set the income tax rates and bands to be applied for Scottish taxpayers. This
must be made in the year prior to which the rates are due to apply.

Service level agreement 

6. The Cabinet Secretary for Finance and the Constitution wrote to the Committee
on 14 November with details of the service level agreement between the Scottish
Government and HMRC on the operation of the Scottish Income Tax. The letter
and agreement are attached as an annexe A.

1 
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Budget Review Group 

7. The Budget Review Group considered the scrutiny arrangements for two

specific elements of the Fiscal Framework, the operation of the reconciliation
process and the operation of the Scotland Reserve1.

8. The Group noted that HMRC publishes monthly PAYE income tax receipts for

the UK and recommended that HMRC should publish equivalent monthly data for
Scottish taxpayers.

The role of Income Tax in Scotland’s Budget 

9. On 2 November, the Scottish Government published a discussion paper on the
role of Income Tax in Scotland’s Budget to explore alternative approaches and
consider to use its tax powers differently2. It contains four alternative approaches

and revenue implications  and impact for each approach—

 A tax regime with three bands;

 A tax regime with four bands;

 A tax regime with five bands; and

 A tax regime with six bands.

Topics for discussion 

10. The Committee took evidence from HMRC in December 20163 on HMRC’s
progress on the provision of relevant data to the Scottish Government.  Members

may wish to build on this session and explore the following topics—

 The Memorandum of Understanding and service level agreement with the
Scottish Government

 Update on the Fiscal Framwork and the provision of relevant data to the
Scottish Government and Scottish Fiscal Commission (SFC) including their
ability to publish monthly PAYE income tax receipts for Scotland

 Update on how the Scottish Rate of Income Tax is working

 Identification of Scottish Taxpapyers

 Timing and transparency of in-year data to inform tax forecasts;

 Level of data provided ot the Office of Budget Responsibility in relation to
income tax forecasts compared to the level of data which is provided ot the

Scottish Government and SFC

 Alternative tax regime approaches and their implications for HMRC’s ability to
provide relevant and timely data to the Scottish Government.

Committee Clerks 
November 2017 

1 http://www.scottish.parliament.uk/S5_Finance/Reports/BPRG_-_Final_Report_30.06.17.pdf. 
Chapter 4 [Accessed November 2017] 
2 http://www.gov.scot/Resource/0052/00527052.pdf [accessed November 2017] 
3 http://www.parliament.scot/parliamentarybusiness/report.aspx?r=10696 [Accessed November 2017] 
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INTRODUCTION 

Purpose 

1. The Scottish Parliament has been provided with increased rate-setting powers in
Scotland Acts 2012 and 2016. However, Scottish income tax remains part of the UK
income tax system: it continues to be administered by Her Majesty’s Revenue and
Customs (HMRC); and, responsibility for the Personal Allowance, the tax base and tax
reliefs remain reserved to the UK Parliament.

2. Forecast Scottish income tax receipts flow from HM Treasury into the Scottish
Government’s Consolidated Fund.  This amount is reconciled annually against the
amount of income tax that HMRC collects.

3. HMRC remain accountable for the collection and management of Scottish income tax
and need to be able to evidence that they are doing so in an efficient and effective
manner.

4. The Scottish Government is required to meet any net additional costs incurred by the
UK Government as a result of the introduction of Scottish income tax.

5. The Scottish Government needs sufficient data from HMRC to:

 discharge its duties in respect of: forecasting, developing income tax policy,
setting rates; and budgeting for any variance in Scottish income tax collected
against forecasts; and

 assure itself of HMRC’s efficiency and effectiveness in operating Scottish Income
tax.

6. This Service Level Agreement (Agreement) sets down the requirements and
performance measures for the operation of Scottish income tax which will ensure a
consistent quality of service to Scottish taxpayers and allow HMRC and the Scottish
Government to meet their respective responsibilities in respect of operating Scottish
income tax.

Roles and responsibilities 

7. HMRC are responsible for the collection and management of the revenues from income
tax by virtue of Section 5(1)(a) of the Commissioners for Revenue and Customs Act
2005.

http://www.legislation.gov.uk/ukpga/2005/11/contents
http://www.legislation.gov.uk/ukpga/2005/11/contents
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8. Part 3 of the Scotland Act 2012 provided the Scottish Parliament with the power to set 

the Scottish Rate of Income Tax (SRIT), which allows the Scottish Parliament to set a 
rate for a proportion of the income tax paid by Scottish taxpayers.  The Scotland Act 
2012, Section 25 (Appointed Years) Order 2015 determined that the tax year 2016-17 
was the first year to which SRIT would have effect.  

 
9. Part 2 of the Scotland Act 2016 provides the Scottish Parliament with the power to set 

the rates and band thresholds (excluding the personal allowance) that will apply to all 
non-savings non-dividend income tax paid by Scottish taxpayers.  The Scotland Act 2016 
(Commencement No. 2) Regulations 2016 determined that the tax year 2017-18 was 
the first year to which Scottish income tax powers would have effect. 

 
10. Each year the Scottish Parliament must pass a Scottish Rate Resolution which will set 

the income tax rates and bands to be applied for Scottish taxpayers. This must be made 
in the year prior to which the rates are due to apply.  

 
11. The ability to change, add or remove income tax reliefs remains reserved to the UK 

Parliament. 
 
12. The ability to define, change, add or remove types of income to which income tax can 

be applied remains reserved to the UK Parliament. 
 

13. Additionally, under the Fiscal Framework agreed between the UK and Scottish 
Governments in 2016, the Scottish Government is required to reimburse the UK 
government for net additional costs wholly and necessarily incurred as a result of the 
administration of the Scottish income tax powers. 
 

THE AGREEMENT FRAMEWORK 

Parties to the Agreement  
 

14.  This Agreement is entered into between Her Majesty’s Revenue and Customs and the 
Scottish Government. 

 

Duration of the Agreement  
 

15. Notwithstanding the date of signatures this Agreement has effect from 6 April 2017. 
This document has no expiry date, but it will cease to have effect if Scottish income tax 
powers are repealed. The document may be brought to an end by agreement between 
HMRC and the Scottish Government. 

http://www.legislation.gov.uk/ukpga/2012/11/contents
http://www.legislation.gov.uk/uksi/2015/2000/contents/made
http://www.legislation.gov.uk/uksi/2015/2000/contents/made
http://www.legislation.gov.uk/ukpga/2016/11/contents
http://www.legislation.gov.uk/uksi/2016/1161/contents/made
http://www.legislation.gov.uk/uksi/2016/1161/contents/made
http://www.gov.scot/Publications/2016/02/3623/downloads
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Legal Effect  
 

16. This is an agreement between HMRC and the Scottish Government.  It has no formal 
legal force. Nevertheless both parties expect its terms to be followed. Arrangements for 
dealing with disputes are set out at paragraphs 34 – 36.  

Derivation 
 

17. HMRC and the Scottish Government have an overarching Memorandum of 
Understanding which sets out HMRC and the Scottish Government’s on-going 
respective responsibilities at an official level in relation to establishing and operating 
the Scottish income tax powers in an efficient and effective manner. It also provides the 
framework for inter-Government work at Ministerial and official level to oversee the 
establishment and operation of the Scottish income tax powers. 

 
18. The Fiscal Framework agreed between the UK and Scottish Governments which 

underpins the Scotland Act 2016 sets down that the Scottish Government will 
reimburse the UK government for net additional costs wholly and necessarily incurred 
as a result of the implementation and administration of the Scottish income tax powers. 

 
19. This Agreement should be read in conjunction with the Memorandum of Understanding 

and the Fiscal Framework.  

SERVICE REQUIREMENT 
 

Overarching Aims 
 

20.  The overarching aims in respect of HMRC’s administration of Scottish income tax are: 
  

 HMRC will identify the Scottish taxpayer population and collect from it the correct 
rates of Scottish income tax to ensure the Scottish Government receives the 
correct amount of income tax revenue each year.  

 HMRC will account for the amount of Scottish income tax collected and report this 
in an Extract of HMRC’s Accounts to the Scottish Parliament each year.  

 HMRC will continue to administer income tax for Scottish taxpayers, and the 
employers of Scottish taxpayers and their payroll software providers in a manner 
equivalent to the service provided elsewhere in the UK.  

 HMRC will provide the Scottish Government with sufficient timely data to allow it 
to discharge its own duties in respect of Scottish income tax.  

 HMRC will invoice the Scottish Government for agreed net additional costs wholly 
and necessarily incurred as a result of the administration of Scottish income tax 
rates. 

https://beta.gov.scot/publications/scottish-income-tax-powers-memorandum-of-understanding/
https://beta.gov.scot/publications/scottish-income-tax-powers-memorandum-of-understanding/
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Key Requirements 

21. The following key requirements have been identified for HMRC’s operation and
administration of the Scottish income tax powers:

 identify and maintain an accurate and robust record of the Scottish income
taxpayer population.

 apply the appropriate Scottish rates to the non-savings, non-dividend income of
Scottish taxpayers to allow HMRC to collect and account for the correct amount of
income tax revenue due to the Scottish Government.

 apply the same level of customer service, support and transparency to Scottish
income taxpayers, and the employers of Scottish tax payers, as applied to income
taxpayers in the rest of the UK.

 provide the Scottish Government with sufficient relevant and timely information
and data to discharge its duties in respect of rate-setting and forecasting for
Scottish income tax.

 provide the Scottish Government with sufficient relevant and timely information
and data to discharge its duties in respect of cash management due to any change
between forecast and collected amounts of Scottish income tax.

 provide the Scottish Government with sufficient relevant and timely information
and data for assurance purposes and to budget effectively for any net additional
costs to be recharged to the Scottish Government.

 apply risk based compliance activity to the collection of Scottish income tax in the
same way as is applied to the collection of income tax from taxpayers in the rest
of the UK.

 provide the Scottish Government with sufficient relevant and timely information
and data to assure itself of the effective use of Scottish Government money in the
administration of Scottish income tax by the HMRC, including compliance and
enforcement activity.

22. Performance measures in respect of these requirements are attached at ANNEX A:
HMRC Performance Measures.

MANAGEMENT ARRANGEMENTS 

Payment Arrangements 

23. HMRC will recharge the Scottish Government for any net additional costs wholly and
necessarily incurred as a result of the administration of the Scottish income tax powers.
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24. HMRC and the Scottish Government have developed a framework document identifying

the known areas where net additional administrative costs will fall and identifying the

information that HMRC will rely on to calculate these costs. This will be used as the

basis for raising and agreeing invoices with the Scottish Government. This document

will be kept up to date to ensure it continues to capture all areas of rechargeable work

and is attached at ANNEX B: Operation of Scottish Income Tax Rechargeable Costs

Framework.

25. HMRC will invoice Scottish Government for costs incurred on a quarterly basis having

first provided a detailed costs paper which been considered and agreed at the quarterly

meetings identified at paragraph 37 and then agreed by the HMRC’s Scottish Devolution

Board.

26. Scottish Government will make payment to HMRC within 30 days of the invoice date, or

within 30 days of receipt of the invoice if there is a delay of more than 5 days between

invoice date and date of receipt.

27. Accrual arrangements will be agreed between HMRC and the Scottish Government for

Quarter 4 payments (January – March) to ensure these payments are made in the

appropriate financial year.

Day-to-Day Relationships 

28. It is expected that both parties will do all things reasonably within their power that are
necessary or desirable to give effect to the spirit and intent of the Agreement.

29. Both parties are expected to act in good faith and use their best endeavours to resolve
by agreement any disputes, differences or question arising out of or relating to this
Agreement.

30. Both parties will nominate a single point of contact (SPoC) to oversee the day-to-day
management of any matters relating to this Agreement.

31. Such matters will be handled in a pro-active and inclusive manner to ensure that the
ongoing, administration of income tax for Scottish taxpayers continues to the required
levels.

32. When a dispute arises about the operation of this Agreement, or any variation or
interpretation of this Agreement, both parties will seek to resolve this informally
through the SPoCs. Where individual SPoCs cannot resolve any such dispute, they will
refer it to the relevant Deputy Director in each organisation to seek a resolution.
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33. If this does not resolve the issue, it will be referred to the signatories of this Agreement,
who will work with the SPoCs and any other relevant individuals to resolve it.

Dispute Resolution 

34. If the process set down in paragraphs 32-33 fails to secure resolution to any dispute
between HMRC and the Scottish Government concerning the operation of this
Agreement, or any variation or interpretation of this Agreement, the issue will be
referred to the Additional Accountable Officer in HMRC and the Scottish Government’s
Director Scottish Exchequer for decision.

35. In exceptional circumstances, where the dispute cannot be resolved by the above
process, it is open to either party to refer to Ministers.

36. Each SPoC will keep each other informed of any planned escalation, prior to the
escalation happening.

Review, Monitoring and Reporting 

37. Quarterly meetings will take place between the relevant Deputy Directors in each
organisation (or their delegates) and the SPoCs to discuss any relevant matters arising
from the delivery of any aspect of this Agreement. These will consider data provided by
HMRC for this period as well as progress against Business as Usual plans, and so, should
fall in line with the quarterly reporting and invoicing requirements.

38. Biannual meetings will be held between HMRC’s Additional Accountable Officer and the
Scottish Government’s Director Scottish Exchequer at which the overall effectiveness of
this Agreement will be kept under review.

39. HMRC will publish an Annual Report in September which covers the activity it has
undertaken in the preceding tax year relating to this Agreement and its performance
measures. It will also provide the Scottish Government with in-year updates and the
quarterly/monthly provision of information as set out detail in the delivery and
reporting schedule for each performance measure at Annex A.

40. The Agreement will be reviewed after the confirmation of UK and Scottish Government
income tax rates and bands each year to review compliance with the stated aims and
ensure that the Agreement remains fit for purpose. Any changes to the content of the
Agreement arising from such a review will be marked by the issue of a new, dated,
version number.  While such a review will be led by the signatories to the Agreement
and SPoCs, it will include input from subject matter experts and policy colleagues, as
required.
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41. It is open, however, for either party to request to review the Agreement at any stage. 

Change or Variations to the Agreement 
 

42. HMRC and the Scottish Government need to inform the other as soon as possible of 
any circumstances which might lead to the need for an alteration to the obligations of 
either party under this Agreement. 

 
43. Any significant changes to the agreement be negotiated and signed-off by the signatory 

parties.  
 
44. Any minor variations to the delivery of any of the subsidiary agreements should, 

however, be able to be agreed between the identified SPoCs within HMRC and the 
Scottish Government. 

 

Business Continuity 
 

45. Both parties must inform the other immediately if any issue arises relating to business 
continuity in respect of the administration and collection of Scottish income tax.  

Signed on behalf of their relevant organisations:  
 
 
 
 
 

                                                              
 
 
 

Eleanor Emberson   Carol Bristow  
Director Financial Strategy   Director Individuals Policy 
Scottish Government   HMRC 
 
Date:     Date: 13/10/2017 
 

02/11/2017
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ANNEX A: HMRC Performance Measures 
 Requirement  HMRC Measure Delivery and Reporting Schedule 

 

1 Identify and maintain an 
accurate and robust record of 
the Scottish taxpayer 
population.  
 
 

HMRC annually provide an assessment of risk and planned 
approach, based on Scottish Strategic Picture of Risk, to 
Scottish taxpayer identification as a bespoke element of 
income tax compliance activity. Additionally provide an 
annual report on the outcome of that compliance activity 
once it has been undertaken.  
 

 Annual assessment and plan to address 
provided to Scottish Government by July 
each year. 

 Detail and outcome of activity report in 
HMRC’s Annual report published in 
September.  

HMRC address data maintenance:  
i) Comparison of HMRC UK-wide data set with third party 
data sets e.g. the Scottish Electoral Register & credit 
reference agencies, to corroborate address held by HMRC.  
ii) Where individual addresses not corroborated by step (i) 
comparison exercises using street/ town association and 
postcode data with other third party and internal data 
sources, to establish likely STp status. 
iii) Where corroboration of STp status not achieved by 
steps (i & ii) and identify and communication sent to target 
individuals (PTA/email/letter) – i.e.: 

 potential Scottish taxpayers where HMRC holds an 
address outside of Scotland but third party data 
indicated a potential address in Scotland; and, 

 individuals for whom HMRC hold a Scottish 
correspondence address but a main address 
elsewhere in the UK. 

iv) Monitoring response to communications and resulting 
changes in taxpayer address. 

 Timeframe for third party comparison 
exercise to be agreed annually by HMRC 
and Scottish Government by the start of 
the tax year. *  

 Scottish Government updated, in year, of 
outcome of comparison exercise and any 
resulting further actions and timescales. 

 Detail and outcome of activity reported in 
HMRC’s Annual report. 
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 Requirement  HMRC Measure Delivery and Reporting Schedule 
 

1 
(ctd) 

Identify and maintain an 
accurate and robust record of 
the Scottish taxpayer 
population.  
 

 

Identification and correction of corrupted or blank addresses 
within the potential Scottish taxpayer population:  

 Cleansing incomplete or corrupt postcodes 
identified from comparison exercise utilising 
Ordinance Survey and Royal Mail 

 Updating records with corrupt or blank addresses 
using third party data  

 Identifying and correcting customer records with a 
Scottish address but a blank and/or incomplete 
postcode. 
 

 Timeframe for address cleansing exercises 
to be agreed annually by HMRC and 
Scottish Government by the start of the 
tax year.*  

 Scottish Government updated, in year, on 
the outcome of address cleansing 
exercises and any resulting further actions 
and timescales, in year. 

 Detail and outcome of activity reported in 
HMRC’s Annual report.   

In- year changes to Scottish Address Flag status  (monthly)  Monthly breakdown provided in Quarterly 
Business Intelligence Reports (July, 
October, January, April).  

 Annual Business Intelligence Report 
provided in April and published in HMRC’s 
Annual report. 
 

Conservation of accuracy of ‘S’ code application on records 
with Scottish/English Borders postcodes. 

 Timeframe for border post code accuracy 
exercise to be agreed annually by HMRC 
and Scottish Government by the start of 
the tax year.* 

 Scottish Government updated, in year, on 
outcome of conservation exercise and any 
resulting further actions and timescales. 

 Detail and outcome of activity reported in 
HMRC’s Annual report.  
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Requirement HMRC Measure Delivery and Reporting Schedule 

1 
(ctd) 

Identify and maintain an 
accurate and robust record of 
the Scottish taxpayer 
population.  

Ongoing process to ensure accuracy of ‘S’ codes on Scottish 
taxpayers under Section 80D(4) of Scotland Act. 

Confirmation of activity and outcome in 
HMRC’s Annual report.  

Quality Management checks on postcode data supporting 
the identification of Scottish taxpayers. 

 Timeframe for post code quality
management check to be agreed annually
by HMRC & SG by the start of the tax year

 Detail and outcome of activity reports in
HMRC’s Annual report.

2 Collect and account for Scottish 
income tax revenues Scottish 
income tax rates. 

Publication of Scottish income tax receipts in HMRC Annual 
Accounts (published in July of each year & audited by NAO) 

 HMRC Annual publication in July –
reported in HMRC Annual report.

Extract of HMRC Accounts provided to Scottish Parliament.  Provided annually, after Scottish
Parliament’s summer recess with HMRC
Annual report in September.

3 Apply the same level of 
customer service, support and 
transparency to Scottish 
income taxpayers as is applied 
to income tax payers in the rest 
of the UK.  

Telephony (monthly)** 

 Total Calls = Number of calls received via the
designated SRIT telephone line.

 IVR (ITA) %deflected

 Answered, total number answered by an HMRC
advisor.

 Average Queue time of Answered call

 Abandoned in Queue,  total number of calls

 Average Wait Before Abandoned

 Overall SRIT calls %handled.

 Monthly breakdown provided in Quarterly
Business Intelligence Reports (July,
October, January, April).

 Annual Business Intelligence Report
provided in April and published in HMRC’s
Annual report.
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Requirement HMRC Measure Delivery and Reporting Schedule 

3 
(ctd) 

Apply the same level of 
customer service, support and 
transparency to Scottish 
income taxpayers as is applied 
to income tax payers in the rest 
of the UK.  

Post (monthly)** 

 Number of Scottish income tax post received.

 Number of Scottish income tax post answered.

 Monthly breakdown provided in Quarterly
Business Intelligence Reports (July,
October, January, April).

 Annual Business Intelligence Report
provided in April and published in HMRC’s
Annual report.

Complaints (monthly)** 

 Number of Scottish income tax complaints received

 Number of Scottish income tax complaints
answered

 Complaint category

 Complaint Status

 As above.

 Online calculators which rely on income tax rates and 
thresholds are accurate for Scottish taxpayers. 

 Reviewed annually and updated, as
required,  for start of tax year

 Detail and outcome of activity reported in
HMRC’s Annual report.

Tax tables issued to digitally exempt employers reflect 
Scottish rates and thresholds.  

 Annual exercise following confirmation of
Scottish rate and thresholds – activity and
outcome reported in annual report.
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 Requirement  HMRC Measure Delivery and Reporting Schedule 
 

3 
(ctd) 

Apply the same level of 
customer service, support and 
transparency to Scottish 
income taxpayers as is applied 
to income tax payers in the rest 
of the UK.  

 

Outputs to individual Scottish taxpayers (i.e. P2 coding 
notices and Annual Tax Summary) accurately reflect Scottish 
income tax. 

 Ongoing assurance processes undertaken 
with activity and outcomes reported in 
HMRC’s annual report. 
 

HMRC small business payroll tools amended for Scottish 
income tax.  

 Annual exercise, following confirmation of 
Scottish rate and thresholds – activity and 
outcome reported in HMRC’s annual 
report. 
 

Personal taxation guidance available to a Scottish taxpayer 
on GOV.UK is commensurate to that available to a taxpayer 
in the rest of the UK.  

 Reviewed annually and updated, as 
required, for start of tax year. 

 Scottish Government updated, in year, of 
actions taken. 

 Detail and outcome of activity reported in 
HMRC’s annual report.  
 

4 Provide the Scottish 
Government with sufficient 
relevant and timely information 
and data for rate-setting and 
forecasting for Scottish income 
tax.  

Provision of Public Use Tape income tax data for CY(-2) within 
8 weeks of publication of full/final UK SPI data or by end May 
each year.  If for any reason there are unexpected delays in 
production of the UK SPI dataset, then both parties are to 
agree a suitable revised timeline for HMRC to share the Public 
Use Tape.   
 

 Annually - within 8 weeks of publication of 
full/final UK SPI data or by end May each 
year. 

 Detail and outcome of activity reported in 
HMRC’s annual report.  
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 Requirement  HMRC Measure Delivery and Reporting Schedule 
 

5 
 

Provide the Scottish 
Government with sufficient 
relevant and timely information 
and data to discharge its duties 
in respect of cash management 
due to any change between 
forecast and collected amounts 
of Scottish income tax. 
 

Monthly liabilities reported by employers for Scottish 
taxpayers in employment (i.e. those within the PAYE system 
with ‘S’ code identifier at that point in time).  
 

 Monthly provision (and from September 
2017, HMRC publication) of previous 
month’s liabilities synchronised to 
publication of monthly UK income tax 
receipts data.  

 Detail of activity reported in HMRC’s 
annual report. 
 

Scottish Government and HMRC will also:  

 explore further how outturn Scottish income tax 
receipts may vary from both forecast and reported 
in year liabilities; and, 

 periodically review whether monthly employer RTI 
data on Scottish taxpayer liabilities remains the best 
way to meet Scottish Government real time data 
needs.*** 
 

 Ongoing engagement between Scottish 
Government and HMRC.  

 Detail of activity and outcomes reporting 
in HMRC’s annual report.  

 

6 Provide the Scottish 
Government with sufficient 
relevant and timely information 
for assurance purposes and to 
budget effectively for any net 
additional administrative costs 
to be recharged to the Scottish 
Government.  
 

Rechargeable costs framework kept up to date to cover all 
identified and anticipated administrative costs  

 Ongoing engagement between SG and 
HMRC.  

 Detail of activity and outcomes reporting 
in HMRC’s annual report.   
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 Requirement  HMRC Measure Delivery and Reporting Schedule 
 

7 Apply risk based compliance 
activity to the collection of 
Scottish income tax in the same 
way as is applied to the 
collection of income tax from 
taxpayers in the rest of the UK 
(this is additional to specific 
Scottish taxpayer population 
activity listed under 
requirement 1).  
 
 
 

HMRC’s approach to enforcement and compliance will be 
applied across all income tax collection, including Scottish 
income tax.  

 PROMOTE – designing our processes and taxpayer 
products to stop careless errors. Helping customers 
get things right first time e.g. pre-population of 
forms with address data  

 PREVENT – exploiting our digital services using our 
data to identify risks as they arise and giving 
customers the opportunity to correct their mistakes 
before they reach HMRC e.g. pop-up information 
boxes on self-assessment returns 

 RESPOND – intervening to address specific 
compliance risks through:  

 i) employer compliance activity (real time information, 
submitted by employers, is monitored to ensure correct tax 
codes & tax tables are used – discrepancies identified are 
subject to further investigation). 

ii) agent compliance (agents represent 8m customers – 
HMRC therefore engages extensively with agents to 
impact their clients’ behaviour and promote voluntary 
compliance). 
iii) enquiries into self-assessment returns 
iv) bespoke teams to analyse risk related to High Net 
Worth and Affluent taxpayers 
 
The effectiveness of this work will be reported at the UK 
level, as the same standards are being applied to both 
Scottish and rUK income tax liabilities. 

 Detail of activity and outcomes reporting 
in HMRC’s annual report.   
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NOTES 

*For 2017/18, the first year of the SLA’s operation, the timeframe for this annual activity will be agreed with the Scottish Government following HMRC’s

first exercise to scope the annual cycle of activities for Scottish Income Tax.

** These measures relate solely to enquiries on Scottish taxpayer status.  Numbers of Scottish income tax specific enquiries (i.e. those regarding taxpayer 
status) are likely to be significantly lower than general income tax enquiries (i.e. those issues that potentially affect Scottish and rUK taxpayers equally), and 
therefore the potential for higher volatility in the Scottish specific figures is higher than for whole of UK income tax enquiries. HMRC’s quarterly UK 
performance reports include any contact made by Scottish taxpayers on any other issues including any contact made via i-forms.  These are published on 
GOV.UK.  

*** Recognising that this will be a process which will be developed as outturn data is collected and a better understanding of the relative trends of when  
liabilities associated with any particular tax year are collected (i.e. Self-assessment liabilities are only collected following the end of the tax year in question, 
and equally Scottish taxpayer status can only be stated with certainty following the end of the tax year). 

GLOSSARY OF TERMS AND ABBREVIATIONS 

Digitally exempt - the vast majority of employers must send their payroll data to HMRC online. However, a small number of ‘Digitally exempt’ employers 

have the option of sending payroll submissions to HM Revenue and Customs (HMRC) either online or on paper. Guidance on who is eligible can be found at 

https://www.gov.uk/guidance/find-out-which-employers-are-exempt-from-online-payroll-reporting   

PAYE –The Pay As You Earn (PAYE) system is a method of paying income tax and national insurance contributions. Employers deduct, and pass to HMRC, tax 
and national insurance contributions from their employees’ wages or occupational pension, before the wages or pensions are paid. 

 ‘S’ code – To enable the PAYE system to operate correctly, HMRC sends employers an individual code made up of letters and numbers for every UK 
employee. These codes enable employers to deduct the right levels of income tax and national insurance contributions for each employee. A code prefixed 
by an ‘S’ (an S-code) tells the employer that the employee is a Scottish taxpayer so income tax should be deducted from earnings using the rates and 
thresholds set by the Scottish Parliament. 

https://www.gov.uk/guidance/find-out-which-employers-are-exempt-from-online-payroll-reporting
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Scottish Address Flag Status – Whether or not an individual is a Scottish taxpayer is decided by place of residence. Where it holds a Scottish address for an 
individual, HMRC therefore electronically marks (Scottish Address Flag) that record as Scottish - the mark/flag being removed or added if the individual 
moves into or out of Scotland. If present and the individual is in employment, the mark/flag enables HMRC IT systems to automatically issue a PAYE ‘S Code’ 
letting the employer know that the employee is a Scottish taxpayer, so income tax should be deducted from earnings using the rates and thresholds set by 
the Scottish Parliament. 

SPI - The Survey of Personal Incomes (SPI) is a set of income tax data, produced annually by HMRC from the information it holds on a large sample group of 
UK individuals. The SPI is used assess the potential impact of proposed changes to tax rates and thresholds in order to inform Ministerial decisions on tax 
policy. It is also used to provide summary information for the National Accounts that are prepared by the Office for National Statistics, in addition to 
provide information to Members of Parliament, other Government Departments, companies, organisations and individuals. 

Public Use Tape income tax data for CY(-2) - The Public Use Tape is a version of the SPI, amended to ensure taxpayer confidentiality, that HMRC makes 
publically available to enable statistical research by organisations and individuals outside of HMRC. The SPI and therefore the Public Use Tape, are always 
drawn from the latest year for which HMRC has a full set of income tax data – in any given year this will always be the data from two tax years earlier (CY-2). 
This is due to the timeframe in which HMRC receives information from taxpayers (e.g. self-employed individuals do not have to make return of their income 
for a year until January 31st of the following year). 
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ANNEX B: Operation of Scottish Income Tax Rechargeable Costs 

Framework 

Operation of Scottish Income Tax 

Rechargeable Costs Framework 

Background and Purpose 

1. HMRC is responsible for the operation of Scottish Income Tax as part of the UK Income

Tax system. Under the Fiscal Framework Agreement between the UK and Scottish

Government, the Scottish Government will reimburse the HMRC for net additional costs

wholly and necessarily incurred as a result of the implementation and administration of

the Income Tax powers.1

2. Under HMRC’s Tax Devolution Programme and Projects, HMRC has made changes to

its systems and processes to ensure the effective and efficient collection and

management of Scottish Income Tax.  Associated with these changes are new and

ongoing administrative costs to operate Scottish income tax processes and systems.

3. This framework sets out the principles that HMRC will apply when identifying the

administrative costs associated with the operation of Scottish Income Tax that will be

recharged to the Scottish Government.

4. It is a living document which will be kept up to date to reflect all known and anticipated

administrative costs and should be read in conjunction with the Memorandum of

Understanding and Service Level Agreement between HMRC and the Scottish

Government.2

Principle of Net Additional Costs 

5. HMRC will use the same process for identifying the net additional costs of operating the

Scottish income tax powers devolved in the Scotland Act 2016 as applied to identifying

1 For the purpose of this document ‘Scottish Income Tax’ includes the Scottish rate of income tax power 
devolved to the Scottish Parliament in the Scotland Act 2012 which operated in the tax year 2016/17, and the 
further Scottish income tax powers devolved in the Scotland Act 2016 which have been in operation from 
2017/18. The Fiscal Framework Agreement can be found at: https://www.gov.uk/government/publications/the-
agreement-between-the-scottish-government-and-the-united-kingdom-government-on-the-scottish-governments-
fiscal-framework  
2 The Memorandum of Understanding can be found at: https://beta.gov.scot/publications/scottish-income-tax-
powers-memorandum-of-understanding/Scottish%20Income%20Tax%20-
%20Memorandum%20of%20Understanding,%20December%202016.pdf?inline=true 

https://www.gov.uk/government/publications/the-agreement-between-the-scottish-government-and-the-united-kingdom-government-on-the-scottish-governments-fiscal-framework
https://www.gov.uk/government/publications/the-agreement-between-the-scottish-government-and-the-united-kingdom-government-on-the-scottish-governments-fiscal-framework
https://www.gov.uk/government/publications/the-agreement-between-the-scottish-government-and-the-united-kingdom-government-on-the-scottish-governments-fiscal-framework
https://beta.gov.scot/publications/scottish-income-tax-powers-memorandum-of-understanding/Scottish%20Income%20Tax%20-%20Memorandum%20of%20Understanding,%20December%202016.pdf?inline=true
https://beta.gov.scot/publications/scottish-income-tax-powers-memorandum-of-understanding/Scottish%20Income%20Tax%20-%20Memorandum%20of%20Understanding,%20December%202016.pdf?inline=true
https://beta.gov.scot/publications/scottish-income-tax-powers-memorandum-of-understanding/Scottish%20Income%20Tax%20-%20Memorandum%20of%20Understanding,%20December%202016.pdf?inline=true
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the marginal costs for the Scottish Rate of Income Tax. HMRC will, therefore, look to 

recharge the costs of elements that relate specifically to the administration of the 

Scottish income tax powers and not every cost related to the administration of the 

Income Tax system for Scottish taxpayers.  In applying this principle, the rechargeable 

costs are, therefore, not replacing another cost relating to that taxpayer. This means 

these are additional costs and there is no saving to HMRC to net against. 

 

Examples of the net additional cost principle 

 Customer contact:  HMRC get a wide range of calls from Scottish taxpayers, 

however, the vast majority of these would not be recharged to the Scottish 

Government.  HMRC will recharge for calls from someone asking about their 

Scottish taxpayer status, but not the Scottish taxpayer customer who is calling to 

change their name.  

 Customer outputs: HMRC issue P2 coding notices throughout each year to 

Scottish taxpayers. However, HMRC will only recharge the Scottish Government 

for the print and post costs where the P2 notice has been issued a result of the 

customer’s change in status to or from a Scottish taxpayer, or as a consequence 

of an additional Scottish specific coding exercise. Therefore, the issue of annual 

codes or daily codes (other than because of the change of status) to Scottish 

taxpayers would not be recharged, as this is part of HMRC usual operating 

routines to support the tax system across the UK.  

 

Recharging net additional costs 

6. HMRC will identify all products and work carried out to administer Scottish Income Tax 

and determine whether they meets the net additional costs principle prior to recharging 

any associated costs to the Scottish Government.  

 

7. Before any invoice is raised in respect of the administration costs HMRC will collate and 

be able to provide the relevant supporting data to assure the accuracy of the charges 

being levied.  The Scottish Government has the right to request and query the 

supporting data.  

 

8. HMRC will provide a forecast of the annual administrative costs to the Scottish 

Government at the end of Q1, for the following financial year to assist the Scottish 

Government with their budget-setting processes.  This will be an indication only as it will 

not include any bespoke requests, subsequent tasks identified or cessation of existing 

tasks during the course of the following year. Changes that will affect future years will 

be reflected in the next annual forecast.  
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9. Throughout any one financial year there will be routine activities which happen once, as 

well as activity which will carry on throughout the year. In addition to this there may be 

requests from the Scottish Government which result in additional, bespoke activity   

 

10. Operational Business Areas tasks can result in peaks of work or a small additional 

resource on an ongoing basis. HMRC will assess the number of annualised FTE, (or 

part of an FTE) that is required to perform these tasks and the most cost effective way 

HMRC resource can be allocated– e.g. HMRC can ‘flex’ staff in to deal with specific 

peaks of work or identify part of an existing FTE resource for a few hours per week 

across the full year.  All HMRC staff resource working on Scottish income tax tasks that 

have been identified as attracting net additional costs, however, will be required to 

record the time taken on these tasks  and it is this that will be used to calculate the cost 

recharged to the Scottish Government.  This is in line with the charging mechanism for 

staffing resource that HMRC has in place with other government departments.  

 

11. Some net additional costs will be governed by existing commercial contracts that HMRC 

has with external IT suppliers, e.g. IT Service Lines, print & post costs, IT change 

requests. HMRC, however, are committed to ensuring value for money and price 

competiveness by awarding short term contracts and putting out to tender as and when 

current contracts come to a close.  HMRC will provide the Scottish Government with 

documentation to support these costs while protecting the commercial confidentiality of 

any third party e.g. a redacted copy of the IT Supplier documentation. 

 

Instances where net additional cost may not be recharged 

12. HMRC will recharge the Scottish Government for net additional costs that it can identify 

and validate. However, HMRC will take a pragmatic approach to collecting data 

required to identify rechargeable costs to ensure that any charging mechanism is in 

itself not too costly to maintain.  

 

13. There may also be instances where HMRC can identify costs but due to the low level of 

volumes it will be more onerous and costly to collect the evidence.  HMRC would not be 

seeking recharge in these circumstances as it would fall below a de minimis level 

 

Example of where a net additional cost may not be recharged 

 Customer contact: HMRC collect information on call types via tagging within the 

automated telephony system (an interactive voice recognition system that 

incoming calls are channelled through based on what the caller states their 

query is concerning). In this way, direct queries relating to status can easily be 

uniquely identified and attract a cost to the Scottish Government. However, 
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some calls relating to Scottish Income Tax status will come through under a 

different tag or as part of a wider call e.g. self-assessment.  For these types of 

calls, the telephony system would not identify them as a Scottish Income Tax 

call, nor would it be possible to manually identify the amount of time incurred on 

the element of the call relating to Scottish income tax. Therefore, HMRC would 

not be seeking to recharge in these cases.  

Cost drivers and charging mechanisms 

14. Below is a table of identified categories of work associated with costs for administering

Scottish income tax and the agreed types of charging mechanisms which will be used to

validate and calculate the costs. The range of mechanisms reflects the diversity of the

tasks, including HMRC staff resource recording time on task, as well as bespoke IT

Change Requests being raised and impacted by HMRC IT Suppliers. A more detailed

list will be maintained which identifies each administrative task undertaken by HMRC,

including an agreed assessment of which charging mechanism will be applied.

15. Both the types of charging mechanisms and the list of individual tasks being charged

against will be subject to change where new tasks are identified or a change in the

charging mechanism emerges. For example, some of the tasks currently being initiated

or carried out by HMRC’s Scottish income tax implementation projects, such as the

work to improve data quality, may become a business as usual type activity attracting

an administrative cost in the future. A further exercise will also be undertaken to identify

if there are any appropriate net additional administrative costs attributable to the Relief

at Source changes from 2018/19.

16. HMRC and the Scottish Government will work together to ensure that the table below

(and the separate associated detailed list of tasks) is kept up to date and agreed.
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Cost 
Category 

Additional cost 
driver 

HMRC Validation and Evidence of costs incurred 

Customer 
Contact  

Telephone Contact HMRC Resource - Call time average       

 HMRC's interactive telephony service captures number of calls with tagged words 
(e.g. Scottish taxpayer status). 

 The number of calls is multiplied by the average call time to provide the overall 
amount of time used. 

 Calculated time will be multiplied by applicable pay rate and charged on that basis.   

Written 
correspondence, 
including Complaint 
handling  

HMRC Resource Time Recording  

 HMRC record the number of written contacts/complaints received concerning 
Scottish taxpayer status using either an IT Work Management Item, if created, or a 
manual record. 

 Staff time taken to deal with each item will be recorded and notified to the finance 
team.  

 Charging will be based on the applicable pay rate and time taken. 
 

Compliance case 
handling  

HMRC Resource Time Recording   

 HMRC record the number and type of compliance cases concerning Scottish income 
tax using either an IT Work Management Item, if created, or a manual record.  

 The number of cases of each type will be multiplied by its average case handling 
time to provide the overall amount of time used.  

 Calculated time will be multiplied by the applicable pay rate and charged on that 
basis.  

Maintenance 
of Scottish 
Income Tax 
(systems and 
processes)  

Annual non-IT 
supplier activities 

HMRC Resource Time Recording  

 Annual Maintenance will cover a variety of activities designed to maintain the 
integrity of the Income Tax system. 

 These costs may cover activities such as updating specific guidance, postcode 
maintenance, changes to tax tables, data analysis and compliance work.  

 Staff time taken will be recorded and provided to Finance Team.  

 Calculated time will be multiplied by the applicable pay rate and charged on that 
basis 

 Charges will only be raised for those activities relating solely to Scottish income tax 
with description of output/outcome provided. 
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Cost 
Category 

Additional cost 
driver 

HMRC Validation and Evidence of costs incurred 

Maintenance 
of Scottish 
Income Tax 
(systems and 
processes) 
(ctd.) 

IT supplier impacts - 
Service lines  

IT Supplier Contractor Invoices 

 HMRC challenge all IT supplier costs to ensure they are in line with agreed contracts.

 SO2 Service lines - Costs relating to Business Applications, Support and
Maintenance

 Initial 5 year estimate provided during Final Supplier Proposals discussions.

 Identification of specific Scottish Income Tax lines (currently 11)

 HMRC will receive the actual costs incurred from the IT Supplier against these lines
and recharge these costs.

IT supplier impacts - 
Change requests  

IT Supplier Contracts Invoices 

 HMRC challenge all IT supplier costs to ensure they are in line with agreed contracts.

 Any annual maintenance activity or bespoke requests that require an IT changes will
go through the Change Request process.

 An IT impact will be raised, and the formal impact information and estimate costs will
be shared with the Scottish Government to reach agreement on whether to proceed
with the change.

 HMRC will receive invoices on actual costs incurred from the IT Supplier against the
Change Request deliverables and recharge these costs.

HMRC 
Scottish 
taxpayer 
outputs 

P2 and P9 coding 
notices 

Print and Post costs  

 HMRC will record numbers of coding notices generated as the result of a change of
Scottish taxpayer status.

 Detail of the actual print and post costs relating to these numbers will be provided by
the PAYE process team to the Finance team.

 Charging will be based on these actual costs in line with existing HMRC contract for
these services/ HMRC will receive invoices on actual costs incurred from the third
party provider and the Scottish Government will be recharged.
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Cost 
Category 

Additional cost 
driver 

HMRC Validation and Evidence of costs incurred 

Scottish 
Government 
requests  

Scottish 
Government request 

By agreement 

 HMRC will impact the costs of any request by the Scottish Government for HMRC to
undertake additional, bespoke activity (e.g. additional compliance work allowed for
under the MoU)

 HMRC will undertake an impact which will cover staff resource and/or IT costs, as
appropriate.

 The impact information and estimated costs will be shared with the Scottish
Government to reach agreement on whether to proceed with the activity.

 An appropriate charging mechanism will be agreed for the activity.

Relationship 
Management 

HMRC Customer 
Relations Manager 
(CRM) work on 
Scottish Income 
Tax, and with the 
Scottish 
Government  

HMRC Resource Time Recording 

 This is a new role created to support the ongoing relationship between the Scottish
Government and HMRC.

 Staff time taken will be recorded and provided to Finance Team, alongside a
quarterly summary of activities undertaken.

 Calculated time will be multiplied by the applicable pay rate and charged on that
basis

Non 
Chargeable 
time 

Unable to quantify  HMRC will not charge for Scottish income tax activities which cannot be separately
quantified e.g. because they are part of a much broader query/activity.

Below a de minimis  HMRC may not charge for Scottish income tax activities which although quantifiable,
the process to quantification will cost more to determine than the actual cost
incurred.

HMRC, TRANSFORMATION POLICY DRIVEN CHANGE 


	1 ITEM 1 Questions Paper 1
	2 Item 2 Brexit Cover Paper - 29 Nov 2017
	3 ITEM 3 HRMC cover paper
	Naomi Clayton letter and submission.pdf
	Naomi Clayton
	17-07-26-Brexit-trade-and-the-economic-impacts-on-UK-cities

	service level agreement.pdf
	1. CSFC to FCC
	2. Scottish Income Tax - Service Level Agreement HMRC signed (4)


	Menu: 


