
SUBMISSION FROM HM REVENUE AND CUSTOMS (HMRC) 
 
1. We thank the Committee for the opportunity to submit details on the initial design of 

how the new Scottish rate of income tax will be administered by HMRC.  The 
following summary responds to the specific questions raised by the Committee but 
also seeks to give an overview of how the Scottish rate will be administered within 
the UK tax framework and some of the further work that will be necessary in 
advance of full implementation. 

 
Approach to implementation 

2. Subject to the consent of both the Scottish and UK Parliaments, the new Scottish 
rate of income tax is to be in place for the start of the new tax year in 2016 (6 April 
2016). During the intervening period HMRC will be working closely with stakeholders 
to ensure a smooth implementation and to ascertain how we can best keep to a 
minimum any administrative burden that may fall on employers and individuals 
across the UK, as well as considering sector specific issues such as those that will 
arise in the charitable and pension sectors.   

 
3. As well as the High Level Implementation Group jointly chaired by the Secretary of 

State for Scotland and the Exchequer Secretary, HMRC has established a number 
of technical groups to consider the implementation issues surrounding the new 
Scottish rate.  These groups are attended by individuals from Scottish and UK wide 
representative bodies to ensure that the impacts on both are understood. To date 
HMRC have set up three groups; income tax, charitable sector and pension sector. 
These groups will help inform the detailed design of any necessary changes to the 
tax system.   

 
4. HMRC has examined how the new Scottish rate will be implemented to inform policy 

design and so we have a good overview of how the process could work. However, 
further detailed work will be required after the Bill has received Royal Assent with the 
input of the Scottish Government and interested parties. Moreover, any changes to 
the tax and business landscape before the rate is implemented in 2016 could 
potentially influence or change the way the Scottish Rate is implemented.   

 
5. Detailed design work was undertaken to consider how the Scottish Variable Rate 

could be implemented.  Given that platform, and to keep any additional changes for 
employers to a minimum, HMRC envisages that the new Scottish rate will be 
implemented in a similar way. 

 
The UK tax framework 

6. All those operating PAYE (be they employers or pension scheme administrators) will 
need to be able to operate the new Scottish rate regardless of where they are 
based.  The Scottish rate is to operate within the UK tax framework and will impact 
upon the rates payable by Scottish taxpayers.  The income tax received which 
relates to the Scottish rate will be paid over to the Scottish Government so it will be 
necessary to be able to identify how much of the income tax collected was 
attributable to the Scottish rate.  



 
7. The PAYE and Self Assessment systems will provide the ability for HMRC to identify 

the Scottish and UK elements so that employers do not have to.  This has the 
advantage that it avoids the need for employers to operate two payroll systems and 
keeps the changes for employers to a minimum. This will enable HMRC to collect a 
single tax – we do not plan to collect the adjusted UK rate plus the Scottish rate 
separately or seek to have those elements recorded or reported separately.  This 
would need to be reconsidered if, for example, the Scottish Government request 
greater transparency for Scottish taxpayers, such as the Scottish rate being shown 
separately on the annual summary of tax paid or payslips. 

 
Identification of a Scottish Taxpayer 

8. The definition of a Scottish taxpayer is set out in legislation at clause 26 of the 
Scotland Bill.  A summary of it is given at Annex A to this note. This definition is 
based on the definition of a Scottish taxpayer which was designed for the purposes 
of the Scotland Act 19981, and the net effect is that, for the majority of people, which 
part of the UK they live in will determine whether or not they are a Scottish taxpayer.  
This means that an individual’s address will normally be a good indicator of whether 
or not they are a Scottish taxpayer avoiding the need for individuals to fill in complex 
forms.  Whilst the process can therefore be largely automated for the majority of 
individuals, additional processes will be developed for the small number of 
individuals whose circumstances are less straightforward as part of the detailed 
design work that will begin after Royal Assent to the Bill. 

 
9. Under the PAYE process the tax code determines which tax tables are to be used by 

employers or pension providers (either paper tax tables or the income tax rates built 
into software).  HMRC will identify (see paragraph below) who is a Scottish taxpayer, 
will communicate with the individual and will issue a Scottish tax code to them if they 
need one.  It is the presence of this ‘S-prefixed’ tax code that indicates to employers 
the income tax rates for Scottish taxpayers.  In other words, the employer will not 
need to determine whether the employee is a Scottish taxpayer or not. HMRC’s 
guidance will explain the changes to individual taxpayers to keep to a minimum the 
number of enquiries that employers will receive.  

 
10. We envisage that there will be an exercise in 2015 to identify who is likely to be a 

Scottish taxpayer in 2016 and communicate that to the relevant individuals.  HMRC 
will also need to develop the process to deal effectively with the relatively small 
number of taxpayers whose circumstances change in a manner that means they 
become, or cease to be, a Scottish taxpayer. Again, whilst we foresee that HMRC 
will issue a tax code to individuals when their status changes, there are a number of 
options for how we do that which will be considered in the detailed design stage. 

 
11. There will also need to be changes to the Self Assessment system.  In some ways, 

whether someone is a Scottish taxpayer or not will be more straightforward for those 
that are in Self Assessment as the return is completed after the end of the tax year 
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(making in year changes less of an issue). However, there will be a need for a 
number of changes to be made to the Self Assessment system, guidance and 
return, the extent of which will be determined by whether certain types of income or 
relief are subject to the UK or the Scottish tax rates.  We know for example, that for 
a Scottish taxpayer, any income tax arising on savings and dividend income will be 
at UK rates2. It will be necessary to consider whether Gift Aid relief is given at the UK 
or Scottish rates given the potential administration burden that applying the marginal 
rates could impose on the charitable sector. There are also some issues to be 
resolved for pension contributions relief where the impacts differ according to the 
method by which the tax relief is given. 

 
12. As part of the further development work we will also assess what changes will be 

needed to HMRC’s guidance, communications and wider operational processes.  
For example, we will need to consider, as with all new taxes, what the likely 
compliance risks are so that the process can be designed to minimise the 
opportunity for non-compliance (whether by error or deliberate evasion).  The extent 
to which the UK and Scottish rates diverge will be one factor in the level of 
compliance risk.  Existing anti-avoidance legislation will apply equally to the Scottish 
rate: for example, suggestions that it will be possible easily to avoid the extra charge 
should the Scottish rate be higher, by setting up a limited company as an 
intermediary to disguise an employment are ill-founded. 

 
Timing issues surrounding the setting of the Scottish rate 

13. The new Scottish rate will need to be set annually by the Scottish Parliament.  Once 
the UK and Scottish rates are announced by the UK and Scottish Governments 
respectively, HMRC will prepare the necessary changes to its systems and 
communications in order to implement the income tax rates. This cannot be done 
until both the UK and Scottish rates have been announced. 

 
14. Once announced, the income tax rates need to be communicated with sufficient lead 

time ahead of the start of the tax year so that the correct rates of income tax can be 
applied from 6th April.  Payroll software (both in-house developed and purchased) 
needs to be updated to reflect the income tax rates and income tax tables need to 
be prepared and distributed to those operating PAYE.  The later the changes are 
announced, the more onerous the task becomes. In particular, those operating 
PAYE (employers and pension scheme administrators) and software providers need 
sufficient time to update their systems and prepare for the changes. 

 
15. When the UK rates are announced is ultimately a matter for the Chancellor.  If the 

UK rates are announced in the spring (in the Budget), in the year before they are to 
be implemented, then there is sufficient time to implement the rate changes. If the 
rates are announced later than the autumn, then it is more difficult to make the 
changes in sufficient time.  If the rates are announced later than December then it is 
not always possible for PAYE operators to be ready for the start of the tax year 
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which can result in under or overpayments of income tax leading to pay adjustments 
once the processes have caught up with the rate changes.   

 
16. The same issues will apply with the introduction of the new Scottish rate.  Providing 

the Scottish rate is announced by the autumn (when the Scottish Government 
ordinarily has its Budget) then the implementation should go smoothly.  If that 
announcement is not made until later in the year then the burdens from making the 
changes increase.   

 
17. The Scotland Bill requires the Scottish Parliament to pass a resolution before the 

start of the tax year.  HMRC will communicate and implement the rate changes on 
the basis of the rate announcements by the UK and Scottish Governments.  Should 
those resolutions not be subsequently passed, or if the rates within them differ from 
the rates announced, then HMRC would need to revise the tax tables and make 
changes to its IT systems and reissue technical specifications to ensure that the 
software is amended.  HMRC would also need to revise its guidance, reprint and 
reissue tax tables.  This would obviously put additional burdens on PAYE operators 
too. HMRC will be discussing the timing issues with the Scottish Government. 

 
18. Annex B sets out the detail of the legal authority for HMRC to collect income tax in 

the period before the legislation is passed and the timing issues that arise from that 
process. 

 
The forecast and reconciliation of income tax 

19. The Office of Budget Responsibility (OBR) will forecast the Scottish income tax 
receipts which the Scottish Government will be able to draw down alongside the 
block grant over the course of the year. HMRC will collect income tax and pay the 
receipts into the UK Consolidated Fund in the usual manner.  The actual receipts 
from the Scottish rates will then be reconciled against the forecast receipts.  The 
difference between the forecast and the actual receipts will result in a payment either 
being made to or from the Scottish budget to the UK Consolidated Fund. 

 
20. Income tax is collected predominantly through the PAYE and Self Assessment 

process.  Income tax collected through PAYE is received throughout the tax year 
with the bulk of receipts being collected by the April following the end of the tax year. 
However the information required to estimate the Scottish tax component of total UK 
income tax receipts and so enable reconciliation to take place is not fully available 
until the end of the following tax year as the income tax paid through the Self 
Assessment process can either come in during the tax year (from January onwards) 
as a payment on account, or after the tax year has ended, with peaks around the 
filing dates. Typically, around 99.3% of income tax receipts (through PAYE and SA) 
will have been collected within 12 months after the end of the tax year.   

 
21. HMRC systems will record the income tax receipts against the PAYE and SA 

systems for a given tax year.  Those systems will hold a flag of who is a Scottish tax 
payer for any given tax year, facilitating a reconciliation process.  This process will 
enable HMRC to do the reconciliation and avoid the need for PAYE Schemes to 



separately return the portion of income tax paid that is attributable to the Scottish 
rate. 

 
22. Where income tax or reliefs that would otherwise fall to be charged or given at the 

Scottish rates are to be given at the UK rates (as with savings) it will be necessary 
for the forecast and reconciliation to be adjusted accordingly.   

 
23. Currently HMRC does not forecast the Scottish share of income tax, although 

estimates of outturn are provided in the Government Expenditure and Revenue, in 
Scotland National Statistics series3. The OBR will start to produce forecast receipts 
of Scottish income tax, landfill tax, stamp duty land tax and aggregates levy from 
April 2012.  From April 2016 the new Scottish Rate will be introduced and for a 
transitional period the forecast receipts from whatever rate the Scottish Government 
sets will be paid to the Scottish Consolidated Fund with no reconciliation for those 
tax years. Once it is clear that the forecasting and reconciliation capability is 
operating correctly the transitional period will cease and reconciliation will result in 
balancing adjustments being made. 

 
24. Although the detailed design work for the forecast and reconciliation process will not 

start until after Royal Assent of the Bill we do not anticipate any significant issues. 
 
Collection of income tax 

25. Income tax will remain a function of HMRC.  HMRC will therefore be responsible for 
the collection of income tax, including the proportion attributable to the Scottish rate. 
HMRC will continue to seek to close the tax gap and enable taxpayers to meet their 
obligations in a timely manner across the UK whether or not the income tax is 
attributable to Scottish taxpayers.  We do not therefore envisage any particular 
difficulties arising from the fact that some of the income tax collected by HMRC will 
be passed to the Scottish Government. 

 

26. The Scottish Parliament will receive a report on the administration of the Scottish 
income tax receipts as part of the National Audit Office’s annual report on HMRC’s 
overall performance.  The Scottish Parliamentary Committees will be able to request 
HMRC Accounting Officers to give evidence. One of HMRC’s Additional Accounting 
Officers will be given specific accountability for the collection of the Scottish rate of 
income tax. 

 

27. The relationship between HMRC and the Scottish Government on income tax will be 
set out in a Memorandum of Understanding which will be published in advance of 
implementation of the Scottish rate of income tax. 

 
 
January 2011  
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