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7 May 2020  

Dear Gareth, 

The Administration of Scottish income tax 2018-19 

As you know, due to Government guidance on social distancing, the Public Audit and 

Post-legislative Scrutiny Committee postponed the evidence session with you and 

the Auditor General for Scotland on the audit of the Administration of Scottish 

income tax 2018/19, which was due to take place at the Committee’s meeting on 19 

March. 

The current focus of Parliamentary proceedings (including committee meetings) is 

understandably on the response to, and impact of, Coronavirus. Therefore, the 

Committee has agreed to continue its scrutiny of this audit by correspondence for the 

time being and to write to you with questions that it had planned to ask during the 

oral evidence session.  

The questions are set out below. The Committee would be grateful for a response in 

due course. 

Please note that your response will be shared with the Auditor General for Scotland 

in order that she has an opportunity to provide any additional comment or 

observations. 

Scottish Income Tax 2017-18 final outturn 

Your report, Administration of Scottish Income Tax 2017-18, concludes that the 

Scottish income tax revenue outturn for 2017-18 is fairly stated, but states that: 
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“governance arrangements could be enhanced by formalising the full detail of the 

methodology in a single document that is ratified by all parties with any 

subsequent changes subject to approval by the Scottish Income Tax Board. This 

will support understanding of the process, strengthen the governance around 

changes to the methodology and form a baseline position from which future 

refinements can be made.” 

Q1. Are you able to advise the Committee how this recommendation is likely to 

materialise and whether there are any barriers stopping it from happening? 

Scottish Income Tax 2018-19 estimate 

The Committee notes that the 2018-19 estimates continue to be based on Survey of 

Personal Incomes (SPI) data, but that there is an “additional adjustment to calibrate 

the revenue estimate to the outturn”. Your report cites a number of the limitations 

with the SPI based methodology, including reliance on sample data; the amount 

apportioned to Scotland and assumptions made around the volume and value of 

under- and over-payments relating to PAYE liabilities. 

Your report concludes that “HMRC should continue to improve the accuracy of the 

revenue estimate by incorporating more of the outturn data for Scottish income tax 

as it becomes available in future years.”  

Q2. It seems clear to the Committee that actual 2017-18 outturn data would be 

a better source than SPI data (a point which was raised by Members last year). 

Are you able to advise the Committee of the following: 

• why the 2017-18 outturn data was not used as the baseline for the 2018-

19 estimate and what barriers prevented that from happening; 

• whether there is any estimate of the difference between using the two 

different sets of data (outturn compared with SPI); 

• what the estimated margin of error is in HM Revenue and Custom’s 

(HMRC) calculation of the revenue estimate; and  

• what estimates and projections HMRC uses when sample data is not 

available or unclear and how that impacts on the overall figure? 

Accuracy of the Scottish tax base 

The Committee recognises that the accuracy of the Scottish tax base and Scottish 

taxpayer identification is crucial to the operation of the Fiscal Framework, the 

resultant size of the Scottish budget and in ensuring that Scottish taxpayers are 

paying the correct amount of tax.  

As you may be aware, during the evidence session with your predecessor last year, 

the Committee explored two particular issues concerning the accuracy of the 



 
 

 
 

Scottish tax base. The first of these concerned the fact that, in 2017/18, 30,000 

Scottish taxpayers were initially taxed using UK tax rates rather than Scottish tax 

rates because they had failed to tick the correct box on their self-assessment form.  

The Committee notes that, as a result of this error in 2017-18, HMRC now uses the 

taxpayer address held on their records to calculate tax liability rather than the tick-

box on the self-assessment form. 

Secondly, the Committee explored reports that 45 MSPs had not initially been 

provided with an ‘S’ tax code for 2019-20. As a result of this error, the Committee 

notes that HMRC now checks the residency status, tax codes issued, and tax codes 

being operated by employers of Scottish parliamentarians on a weekly basis. Your 

report further indicates that HMRC will also conduct manual checks on all Scottish 

parliamentarians prior to the issuing of tax codes for 2020-21.  

Q3. The Committee notes the action that has been taken by HMRC to address 

concerns about the accuracy of the Scottish tax base. Are you confident that 

there are now sufficiently robust systems in place for identifying Scottish 

taxpayers?  

 

Q4. In particular, are you confident that the numbers of Scottish higher rate tax 

payers have been accurately identified and, if so, are you able to provide the 

Committee with those figures? 

Compliance risks 

The Committee notes that HMRC considers that the risk of Scottish taxpayers 

manipulating their place of residence to reduce their tax liability to be a very low risk 

compared to the overall risk of non-compliance affecting taxpayers across the UK 

and that HMRC has not identified any significant or widespread instances of 

taxpayers changing their address to obtain a tax advantage. 

Your report indicates that HMRC was conducting a third-party data check in 

November 2019 against taxpayer addresses to identify cases for further investigation 

against this risk, but notes that this exercise had not been performed since 

November 2017. Your report recommends that HMRC should consider whether the 

third-party data check should be completed annually.  

Q5. How confident are you that risks of Scottish address manipulation for tax 

avoidance are low?   

Q6. In your view, is HMRC doing all it realistically can to encourage employers 

and taxpayers to declare address changes? 

Q7. Could you expand on why you consider annual third-party data checks to 

be necessary? 



 
 

 
 

Administrative costs 

In 2018-19 HMRC invoiced the Scottish Government for £2.8 million of costs, of 

which £0.8 million were running costs.  

Your report notes that “based on our procedures, we have concluded that the 

amount repaid by the Scottish Government for the year ended 31 March 2019 is 

accurate and fair.” 

Q8. It would be helpful if you could set out your procedures for concluding 

that the administrative costs repaid by the Scottish Government are accurate 

and fair? 

Q9. Are you able to advise the Committee what the £2.8 million comprises and 

whether any part of it relates to the errors made in identifying Scottish tax 

payers discussed above? 

I look forward to hearing from you. 

Yours sincerely, 

 

Anas Sarwar MSP 
Acting Convener 


