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Scotland Bill Committee 
 

5th Meeting, 2011 (Session 3) 
 

 Thursday 3 February 2011 
 

Evidence received and background briefing 
 
Background 

1. Members will wish to note that HMRC and the Crown Estate have 
provided either a written submission of evidence or briefing material in relation 
to the issues to be discussed at today’s meeting. These documents are set 
out in the annexe to this paper. Please note that in the case of the Crown 
Estate, the background document is not its formal written submission to the 
Committee, but the Crown Estate hopes that this information will prove helpful 
to members in any case. 

. 

Stephen Imrie 
Clerk to the Committee 

February 2011 
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ANNEXE 

WRITTEN SUBMISSION OF EVIDENCE FROM HMRC 

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 
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.   

 

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.   

 

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 
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before the rate is implemented in 2016 could potentially influence or change 

the way the Scottish Rate is implemented.   

 

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 
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.  

 

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. 
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Identification of a Scottish Taxpayer 
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. 

 

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.  

 

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 

                                            
1 Section 75, Scotland Act 1998 (c.46) 
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their status changes, there are a number of options for how we do that which 

will be considered in the detailed design stage. 

 

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 (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. 

 

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. 

 

                                            
2 Recommendation 3.1 (c) “Income tax on savings and distributions should not be devolved to 
the Scottish Parliament”; Serving Scotland Better: Scotland and the United Kingdom in the 
21st Century. 
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Timing issues surrounding the setting of the Scottish rate 

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. 

 

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. 

 

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 which can result in under or overpayments 

of income tax leading to pay adjustments once the processes have caught up 

with the rate changes.   

 

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

Providing the Scottish rate it 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.   
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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. 

 

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 
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. 

 

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 as ended, with peaks around the 
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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.   

 

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 payers 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. 

 

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.   

 

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. 

 

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. 

 

                                            
3 For the latest GERS report, published in June 2010, see 
http://www.scotland.go.uk/Publications/2010/06/22160331 
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Collection of income tax 
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. 

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. 

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. 

 

Sarah Walker 

Director 
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ANNEX A 

 
Guide to the definition of a Scottish Taxpayer 
The definition of a Scottish Taxpayer is provided for in new sections 80D to 

80F, introduced into a new Part 4A of the Scotland Act 1998 by clause 26 of 

the Scotland Bill. 

 

The definition is based on the definition in section 75 of the Scotland Act 1998 

for the Scottish Variable Rate (SVR). However, it has been modernised to 

make it easier to administer and simpler to apply and to remove some of the 

potential unfairness that could arise from the application of the SVR definition.   

 

The new definition is structured as a series of conditions which will enable an 

individual to see whether or not they are a Scottish taxpayer.  

 

How the definition works  
A Scottish taxpayer will be someone who meets two tests in a tax year. The 

first test is that the individual in question is UK resident for tax purposes. The 

definition does not disturb those rules or increase their complexity, but merely 

sits on top of them. The second test is whether the individual meets any one 

of three conditions – A, B or C. 

 

Condition A is that the individual has a ‘close connection’ with Scotland. This 

is defined in section 80E. For the majority of people, it will be a straightforward 

question whether or not they have a close connection with Scotland. If they 

have one place of residence in the UK and that place of residence is in 

Scotland, they will have a close connection with Scotland and will therefore be 

a Scottish taxpayer, provided they live there for at least part of the year. This 

last condition – that the individual lives in the place of residence – is a crucial 

part of the definition and ensures that it is simple to operate.  Someone may 

stay temporarily in a place of residence which is not their home – whilst on 

holiday perhaps, or as part of their work – but such nights away are 
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disregarded because they are not places where someone lives, but merely 

stays.   

 

If someone has two or more places of residence in the UK, whether or not 

they have a close connection with Scotland will depend on whether their main 

place of residence is located in Scotland for at least as much time as their 

main place of residence is located somewhere else in the UK – again 

provided that the place of residence is where they live. This will apply to those 

who split their time between a house in Scotland and a house somewhere 

else in the UK, both of which can be described as their main place of 

residence.  

 

It will also apply to those individuals who sell their homes sometime during the 

tax year and move from Scotland to somewhere else in the UK (or vice 

versa). Within that year, they will have more than one place of residence in 

the UK, and which of those will be their main place of residence will effectively 

depend on what stage in the year they move house.  So in the case of 

someone who starts the tax year with their home in Scotland but moves to 

England after eight months, their Scottish home will be their main place of 

residence for longer than their new home in England. Such individuals will 

therefore be a Scottish taxpayer for the full tax year.  

 

Condition A has been designed to enable the vast majority of people to decide 

whether or not they are a Scottish taxpayer without any need to consider the 

other two conditions.  

 

However, it is possible for some people with two or more places of residence 

in the UK to be unable to decide which is their main place of residence. It is 

for such people that Condition B has been designed. Someone who cannot 

determine, under Condition A, which part of the UK they have a close 

connection with will need to count the number of days they spend in Scotland 

compared to the number of days they spend elsewhere in the UK – a 

straightforward day count test: if they spend more days in Scotland than they 

do anywhere elsewhere in the UK, they will be a Scottish taxpayer. And if they 
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spend more days elsewhere in the UK than they do in Scotland, they will not 

be a Scottish taxpayer. The number of people within this category should be 

relatively few.  

 

Finally, condition C set out in new section 80D is straightforward. If someone 

represents a Scottish constituency in the Scottish, UK or European Parliament 

for any part of the year, they will be a Scottish taxpayer for that tax year, 

provided they are UK resident.   

 

The definition has also been designed in such a way that an individual will be 

a Scottish taxpayer for a full year. They cannot be a Scottish taxpayer for a 

part of the year and not a Scottish taxpayer for the rest of the year.  This 

again helps to reduce unnecessary complexity in applying the definition and 

understanding whether or not an individual is a Scottish taxpayer. 
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Annex B 
 

UK Budget & Provisional Collection of Tax (PCTA) Resolutions 
After every annual Budget in the UK, a Resolution is passed covering the 

charge to, and rates of, income tax4.That resolution will contain a declaration 

that it is expedient in the public interest that the resolution should have 

statutory effect under the provisions of the Provisional Collection of Taxes Act 

1968 (PCTA).    

 

Section 1 PCTA sets out detailed rules on the effect of such a resolution.  

 

Broadly speaking, the resolution has statutory effect for a specified period as 

if it were contained in an Act of Parliament. This gives HMRC the legal 

authority to collect income tax during the prescribed period.  

 

Section 1(3) PCTA prescribes the length of the specified period. In recent 

years the most relevant provision has been section 1(3)(aa), which provides 

that, in the case of a resolution passed in February or March in any year, the 

prescribed period ends on 5th August in the same year5.  

 

                                            
4 The resolution following the budget debate for the first Finance Bill of 2010, for example,  
read:  
 
That:-  
(1) Income tax is charged for the tax year 2010-11.(2) For that tax year-  
(a) the basic rate is 20%, 
(b) the higher rate is 40%, and 
(c) the additional rate is 50%. 
 
(3) The amounts specified in the following provisions of the Income Tax Act 2007 are the 
same for the tax year 2010-11 as for the tax year 2009-10-  
(a) sections 10(5) and 12(3) (basic rate limit and starting rate limit for savings), 
(b) sections 35, 36(1), 37(1) and 38(1) (personal allowances and blind person's allowance), 
(c) sections 43, 45(3)(a) and (b) and 46(3)(a) and (b) (tax reductions for married couples and 
civil partners), and 
(d) sections 36(2), 37(2), 45(4) and 46(4) (adjusted net income limit). 
 
And it is declared that it is expedient in the public interest that this Resolution should have 
statutory effect under the provisions of the Provisional Collection of Taxes Act 1968. 
 
5 For a resolution passed in November or December every year the prescribed period ends 
on 5th May of the following year. For a resolution passed at any other time the prescribed 
period ends 4 months after the date on which it is expressed to take effect or, if there is no 
such date, the date on which it is passed.  
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Section 1 PCTA contains detailed provisions dealing with various 

contingencies that may arise during the passage of the Finance Bill. Broadly 

speaking these provide that: 

 

(a) the bill must be read a second time within 30 sitting days of the day 

on which the resolution is passed; and  

(b) if the provisions giving effect to the resolution are rejected or 

Parliament is dissolved or prorogued the resolution ceases to have 

statutory effect and any tax collected should be repaid. 

 

When the Finance Bill receives Royal Assent and becomes the Finance Act 

the provisions imposing the charge to, and rates of, income tax will apply for 

the whole of the tax year in question and will apply retrospectively to the 

period between 6 April and the date of Royal Assent.   

 

Timeline 
This therefore produces the following timeline in the UK. 

 

------|------------------------|-------------------------|-------------------|------ 

UK Government March   6 April  July 

Announces rates Budget  start of Royal Assent 

for next tax year and PCTA  tax year Finance Bill 

   Resolution 

             
 
NB: The timing of the budget (and rate announcements) is ultimately a matter for the 

Chancellor – different administrations may take a different approach, although any new 

approach is likely to be influenced by the practical constraints set out below.   

 

HMRC and employer software providers make changes to IT systems and 

software to reflect the rate changes in the period from the announcement of 

the UK rates to 6 April. The later any announcement is made the more difficult 

it becomes to make those changes before the start of the tax year.  

 

 14  

 



SCO/S3/11/5/2 

If it is not possible to make the necessary changes before the start of the tax 

year (for example, if a change of rate were to be announced at the Budget 

rather than in the autumn or previous Budget, or if rates were to change in 

year) specific provision would need to be made to deal with the application of 

the PAYE collection mechanism.  Such a provision would have the following 

practical consequences.  

 

The PAYE collection mechanism works on a cumulative basis to reflect the 

annual nature of the tax.  

 

If rates of income tax are reduced during the tax year, the change has effect 

from 6 April for the year despite being changed mid-year. Income tax will be 

over-paid in the period from 6 April to the date the change is implemented. 

The operation of the tax tables within PAYE will create repayments of that tax 

which will be paid to employees by their employers in their first pay packet 

after the change is implemented. 

 

If the rates of income tax increase during the year, the opposite will occur. 

Income tax will be under-paid in the period from 6 April to the date the change 

is implemented. The operation of the tax tables within PAYE will recover this 

amount in the first pay packet after the change is implemented. 
 
Changes to software and tables require a rate decision by December at the 

latest to minimise the impact on tax payers, software providers and employer 

burdens for those on PAYE.  The impact of late changes on those whose tax 

is predominantly paid through SA is less marked.  If a change is made after 

December the administration costs for HMRC also increase significantly 
 
 
 
SARAH WALKER 
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BACKGROUND BRIEFING FROM THE CROWN ESTATE 
 
Overview 
 
The Crown Estate’s formal written evidence to the Scotland Bill Committee 
was: 
 
“Because The Crown Estate operates under statute in a non-political fashion, 
it offers no comment on constitutional issues, for example on devolution.  
 
The Crown Estate stands ready to operate the proposal in the Bill that the 
appointment of the Scottish Crown Estate Commissioner should be made only 
after formal consultation with the Scottish Government.”   
 
This briefing note provides further factual background information to help 
inform discussion of the clause of the Scotland Bill which relates to The 
Crown Estate. This includes information on the nature of The Crown Estate, 
its role and management, along with an outline of its activities in Scotland and 
how it works with the Scottish Government and other bodies in Scotland.   
 
The status and remit of The Crown Estate 
 
The Crown Estate is a statutory corporation, with its own specific remit. 
 
It was constituted by the Crown Estate Act 1961 as a trust, to hold the 
income-producing property portfolio which is owned by the Monarch in right of 
the Crown. The Crown Estate Commissioners – including the Scottish 
Commissioner – act as the trustees of the trust. Its net revenue surplus goes 
to the Exchequer each year, as required by the Civil List Act 1952. The 
portfolio is quite distinct from Government-owned property and from the 
Queen’s Private Estates. 
 
The Crown Estate’s portfolio in Scotland comprises a diverse range of assets. 
These are summarised in the attached annex. They include five Rural 
Estates, some office and retail premises in Edinburgh, around half the 
foreshore of Scotland, the territorial seabed out to 12 nautical miles, and 
extra-territorial rights in the UK’s Renewable Energy and Gas Storage 
Exclusion Zones out to 200 nautical miles. 
 
The Crown Estate’s remit is a commercial one.  The Crown Estate Act 
requires the Commissioners to maintain and enhance the value of the Estate, 
and its income in the long term, and also to have regard to the requirements 
of good management.  
 
The process of appointing Commissioners (Board Members) of The 
Crown Estate 
 
The Crown Estate Commissioners constitute the Main Board of The Crown 
Estate. There are eight Commissioners, one of whom is the Scottish 
Commissioner. The Scottish Commissioner, who is currently Gareth Baird, is 
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appointed in order to ensure that the Board is fully aware of, and gives proper 
consideration to, Scottish interests.   
 
The Treasury is responsible for recommending The Crown Estate 
Commissioners’ appointments to the Prime Minister and the Monarch. 
 
Crown Estate Commissioners including the Scottish Commissioner, are 
appointed in accordance with the Office of the Commissioner for Public 
Appointments (OCPA) Code of Practice.  One of the key principles of this 
Code of Practice is selection based on merit, after fair and open competition, 
and with the aim of achieving a balance of relevant skills and backgrounds on 
the Board, with minimal conflicts of interest with their outside activities. 
 
Appointments are made for a term of four years with the possibility of 
extension for a further four-year term.   
 
The Organisational Structure of The Crown Estate  
 
The governance structure of The Crown Estate principally comprises a non-
executive Main Board (Commissioners) and an executive Management 
Board.  
 
(a)The Main Board consists of a non-executive Chairman, six non-executive 
members and the Chief Executive, all of whom have property, energy or other 
relevant experience or expertise.  The Main Board: 
 

• agrees the objectives and strategy of The Crown Estate 
• ensures that there are effective systems of financial delegation and 

control and risk management 
• monitors performance in meeting objectives and implementing strategy 
• monitors financial performance and stewardship of resources 
• Approves major transactions 

 
(b)The Management Board, comprising the Chief Executive and the five 
executive directors:  
 

• implements the strategic direction of The Crown Estate 
• sets and ensures the achievement of corporate objectives, including 

financial performance 
• keeps under review The Crown Estate’s investment strategy, in the 

light of economic and market conditions 
•  ensures that business risks are properly identified and managed 
• exercises oversight and control over The Crown Estate’s financial, 

human and other resources 
• promotes sustainability and customer focus throughout the business 

 
In Scotland the governance structure also comprises the Scottish Committee 
and Scottish Leadership Team.   
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(a)The Scottish Committee is chaired by the Scottish Commissioner. Amongst 
its main duties are to: 
 

• operate within the strategic policy parameters established by the Board 
and other specialist committees 

• take decisions within this framework reporting as necessary to the 
appropriate Board or committees 

 
(b)The Scottish Leadership Team comprises senior staff responsible for the 
Estates and activities in Scotland. It ensures on a day to day basis that the 
application of policy reflects Scottish circumstances. The Scottish Leadership 
Team also ensures effective co-ordination of the work of all the employees in 
Scotland and is responsible for day to day management of the office in 
Edinburgh. It acts as primary link point to the Scottish Parliament and the 
Scottish Government ensuring The Crown Estate is responsive to all 
approaches from either body and it maintains strong relationships with key 
contacts in the Scottish Government.  The Scottish Leadership Team 
manages the Scottish Liaison Group and is responsible for stakeholder 
engagement of all types in Scotland. 
 
The Crown Estate has significantly strengthened its presence and 
management structures in Scotland over the last few years, increasing its 
employee numbers in Scotland to 34. 
 
Scope and management of activities in Scotland  
 
The Crown Estate works across many different locations in Scotland, 
engaging with occupiers and tenants from all sectors.  It looks to work in 
collaboration with all its stakeholders to deliver mutual benefit.  The Crown 
Estate’s business relationships range from multinational companies to small 
companies, family units and individuals and its interests include family farms, 
residential properties, fish farms, commercial property and offshore renewable 
energy developments. 
 
The Rural Estate  
 
In Scotland, The Crown Estate’s five Rural Estates are Glenlivet, Fochabers, 
Applegirth, Whitehill and Stirling.  They comprise approximately 35,500 
hectares including 5,000 hectares of forestry. There are 196 agricultural 
tenancies and 111 residential properties, along with mineral resources and 
140 freshwater salmon fishing tenancies. The Rural Estates make up 
approximately 60% of the current property value of The Crown Estate in 
Scotland. 
 
The principal commercial objectives of the Rural Estate are to enhance 
income growth, create value through asset management, and rebalance the 
portfolio for long term performance, releasing capital where appropriate.  
 
The Crown Estate has a demonstrable track record of working with its tenants 
to progress new public initiatives.   The Crown Estate was the first landowner 
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to fully utilise the Agricultural Holdings (Scotland) Act 2003, and to convert 
Limited Partnership tenancies to limited duration tenancies, giving greater 
security to its tenants; looking towards the next generation of family farmers.  
 
The Crown Estate is currently scoping joint venture opportunities for its rural 
tenants to co-invest in and benefit from renewable energy technology with a 
view to helping them future-proof energy costs. 
 
The Crown Estate has encouraged local enterprise and diversification across 
its holdings as well as co-investing in new facilities and equipping its units with 
modern equipment.  It has invested over £5.6 million in such ventures in the 
past 5 years. This is geared towards allowing its tenants to produce high 
quality food, efficiently and competitively. The Crown Estate has implemented 
its ‘Business Deal’ programme with farming tenants, to mutual benefit.                   
 
The award-winning Glenlivet Estate has been a model for promoting 
integrated land use, encouraging farming, economic activity, leisure and 
tourism in one location.  A recent commitment is to invest £240,000 in new 
mountain biking facilities with Moray Council and the Cairngorms National 
Park Authority, which will draw in European development funding to boost the 
local economy through job creation and sustainable business opportunities in 
Moray.  
 
The Crown Estate provides good value accommodation to many families in 
rural areas in Scotland which benefit from regular reinvestment to ensure that 
modern housing standards are provided and that communities can thrive.  
 
The Marine Estate  
 
The commercial activities which the Marine Estate undertakes or facilitates 
include: offshore renewable energy and undersea storage of natural gas and 
carbon dioxide; marine aggregate extraction; submarine cables, pipelines and 
outfalls; marinas and moorings, ports and harbour operations and navigational 
aids; and mariculture – seaweed harvesting, shellfish cultivation and fish 
farms.  As regards foreshore and seabed, The Crown Estate’s primary role is 
to provide the land and associated assets to enable these activities to be 
carried out.   
 
The Crown Estate contributes further to these activities through: a range of 
facilitation activities to de-risk or accelerate programmes (often known as 
enabling actions); the commissioning of research and feasibility studies to 
unlock value and provide investor confidence; and direct investment on 
commercial terms to enhance or provide supporting infrastructure that 
supports all of these activities.  Some recent examples of The Crown Estate’s 
contribution include: 
 

• In the last two years The Crown Estate has invested £2.57 million in 
renewables in Scotland which includes the offshore wind ‘enabling 
actions’ programme, facilitating industry development through: supply 
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chain events; radar conflict solutions; aerial offshore bird surveys; 
integrated grid connection solutions; and fisheries liaison 

• Investment of £2.72 million in harbours and marina facilities in 
Scotland, comprising: £1.5 million in a new floating breakwater at Rhu 
Marina, Helensburgh; £250,000 in new pontoons at Wick Harbour; 
£650,000 in waterfront improvements and pontoon facilities at Tarbert 
Harbour, Loch Fyne; £320,000 in new facilities at Tobermory, Isle of 
Mull 

• Funding the Scottish Aquaculture Research Forum, currently £30,000 
per annum 

• Promotion of sites and education of visitors on the diversity of the 
marine environment at St Abbs and Eyemouth, Berwickshire.  The 
Crown Estate’s funding of £20,000 over two years (2009-11) enabled 
surveys of marine and bird life, promotion of a Code of Conduct, walks 
and talks for user groups and beach cleaning 

• Funding the Welcome Anchorages’ guide to shore facilities at 125 
Scottish sailing destinations 

• Funding for the GRAB Trust Beaches and Marine Litter Project, to raise 
awareness of the impacts of beach and marine litter and to work with 
schools and community groups. 

 
The Marine Estate uses its remit to manage the UK’s territorial seabed 
holistically, seeking to apply benefits of scale and consistency, and reflecting 
the circumstances appropriate to all regions of the UK including Scotland.  
 
The Marine Estate places emphasis on long term stewardship responsibilities 
and sustainable development of the marine environment.  In this regard, The 
Crown Estate works closely with Government, devolved administrations, local 
authorities, seabed users and developers, environmental groups and other 
stakeholders and interest groups.   
 
It undertakes or facilitates ancillary activities relating to its stewardship role to 
enhance long-term value.  These activities include: the leasing of coastline to 
local authorities and other agencies for conservation and preservation; 
environmental research; marine archaeological investigations; and public 
education and interpretation of the marine environment.  
 
In support of the Scottish Government’s target to generate 80% of its 
electricity from renewable sources by 2020, The Crown Estate is helping to 
facilitate the establishment of a robust framework to provide confidence for 
investors and developers to participate in the current phase of offshore 
development, which includes the offshore wind energy programme in UK 
waters (Round 3), the wave and tidal programme in the Pentland Firth and 
Orkney Waters, further wave and tidal leasing to support the Saltire prize with 
the Scottish Government and the offshore wind farm programme in Scottish 
Territorial Waters.   
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The Urban Estate  
 
The Urban Estate currently consists principally of a 50% interest in the Fort 
Kinnaird Retail Park together with 39/41 George Street, both in Edinburgh.  
 
How The Crown Estate works with the Scottish Parliament, the Scottish 
Government and other organisations in Scotland  
 
The Crown Estate is working effectively with the Scottish Parliament, the 
Scottish Government, local authorities in Scotland and other organisations in 
Scotland.   
 
It operates as a proactive and responsible landowner that is responsive to the 
needs and interests of Scotland and of local communities. It has taken and 
continues to take a variety of measures to enhance awareness of its activities 
and gain insight into its stakeholders’ priorities, needs and views. These 
include: 
 

• Convening The Crown Estate Scottish Liaison Group, which includes 
representatives of 21 organisations with interests in aspects of The 
Crown Estate’s Scottish business. The purpose of this is to strengthen 
communication and co-operation with Scottish stakeholders. Scottish 
Renewables is one of the stakeholders on the group with whom there 
is regular engagement.  The Scottish Government is also represented 
on the Group as an observer 

• Giving evidence to the Rural Affairs & Environment and the Economy, 
Energy & Tourism Committees of the Scottish Parliament. The Crown 
Estate has additionally offered and stands ready to discuss its forward 
strategy with these committees on an annual basis 

• Publishing an annual Scotland Report covering its Rural, Marine and 
Urban Estates in Scotland, also available on The Crown Estate’s 
website 

• Providing regular printed and electronic bulletins to stakeholders, 
including MSPs. 

 
The Crown Estate is a participant in a number of Scottish Government 
groups, particularly on issues relating to energy and marine. These include 
the Saltire Prize Board, the Offshore Wind Industry Group, the Pentland Firth 
and Orkney Waters Delivery Group, the Forum for Renewable Energy 
Development in Scotland (FREDS) and the CCS Regulatory Group.  
 
There are regular meetings with relevant Scottish Government contacts at all 
levels to progress project delivery and to agree strategies.  The Scottish 
Government has a nominated contact for The Crown Estate, and has 
observer status on The Crown Estate Scottish Liaison Group.  
 
Additionally, The Crown Estate has offered and stands ready to meet Scottish 
Ministers on a formal basis annually to report on activities, plans and longer 
term strategy, and to receive input.  It has made a similar offer to CoSLA. 
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The Crown Estate has been pursuing the agreement of a Memorandum of 
Understanding (MoU) with the Scottish Government on the basis outlined by 
the Treasury Sub-Committee in 2010.  These discussions have yet to be 
concluded.  
 
The Crown Estate has also been developing relationships with local 
government. For example, it has been working to establish an MoU and action 
plan with the seven Highland and Island local authorities and Highlands and 
Islands Enterprise.  The intention of the MoU is to provide a vehicle to align 
activities and objectives in a strategic manner for the coastal communities in 
the Highlands and Islands, in collaboration with the relevant local authorities. 
This involves establishing project partnerships with local authorities and other 
public and private interests to deliver value to these communities. This would 
include taking full advantage of the various offshore renewable energy 
programmes currently being promoted by The Crown Estate. 
 
Specifically, on the Rural Estate, The Crown Estate is driving new approaches 
to land management in partnership with a wide range of agencies including 
Scottish Natural Heritage, Forestry Commission Scotland, local authorities, 
research institutes and national park authorities.  
 
Working with Forestry Commission Scotland and the Royal Highland 
Education Trust, The Crown Estate has recently completed a major new 
primary level educational resource for the ‘Curriculum for Excellence’, 
investigating trees forests and climate change. 
 
Financial information  
 
At the end of the financial year 2009-10, the property value of The Crown 
Estate (excluding joint ventures) was £6.0 billion, of which Scotland 
accounted for £183.5 million, or 3.1%.  
 
In 2009-10 the gross revenue surplus from activities of The Crown Estate in 
Scotland was £9.1million.  This forms 3.7% of The Crown Estate’s total gross 
surplus across the UK, which was £246.8 million.  The Crown Estate’s total 
net revenue surplus (i.e. profit) in 2009-10 was £210.7 million, of which 
£210.0 million was paid to the UK Government.  Over the last ten years a total 
of £1.9 billion has been paid to the UK Government. 
 
By law, The Crown Estate’s operations are limited in certain crucial ways. For 
example, it is unable to borrow to finance investment and it is unable to retain 
revenue reserves for investment because the whole of its net income surplus 
is payable to the Exchequer. 
 
However, capital receipts from the sale of assets are retained by The Crown 
Estate for reinvestment in its portfolio or for new acquisitions.  As the 
Commission on Scottish Devolution highlights, it has the flexibility to make 
investments in Scotland using capital raised outside of Scotland which has 
been a key enabler, for instance, in its ability to work in partnership with the 
Scottish Government in the development of offshore renewable energy. In 
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total The Crown Estate has invested £16 million in Scotland over the last five 
years (2005/06 to 2009/10). 
 
Around £20 million will be invested by The Crown Estate in the development 
of renewable energy proposals in Scotland over the forthcoming five years. 
 
 
31 January, 2011 
 
The Crown Estate 
6 Bell’s Brae 
Edinburgh 
EH4 3BJ 
Tel 0131 260 6070 
www.thecrownestate.co.uk 
www.thecrownestate.co.uk/scotland 
  
  
Annex 
 
Summary of The Crown Estate portfolio in Scotland 
January 2011  
 
This is a brief summary of The Crown Estate’s assets in Scotland   
 
Minor rights forming part of The Crown Estate are not listed  
 
Areas are approximate only 
 

Urban Estate 
Edinburgh, 39/41 George Street   offices 2000 sq/m and retail 1000 sq/m 
Edinburgh, Fort Kinnaird Retail Park  50% interest  (not owned outright) 
 
Rural Estate     
Applegirth Estate, Dumfries & Galloway  6,850 ha (including forestry) 
Fochabers Estate, Moray   4,850 ha (including forestry) 
Glenlivet Estate, Moray    22,350 ha (including forestry) 
Stirling Estate, Stirling    200 ha  (no forestry) 
Whitehill Estate, Midlothian   1,400 ha (including forestry) 
 
Marine Estate 
Foreshore     around 50% of Scotland’s foreshore 
Territorial Seabed (to 12 nautical miles)  virtually all (excluding oil, gas and coal) 
Sovereign Rights beyond Territorial limits UK Sovereign Rights in seabed and 

resources vested by the Continental Shelf 
Act 1964 (excluding oil, gas and coal), by the 
Energy Act 2004 for renewable energy and 
by the Energy Act 2008 for gas and carbon 
storage 
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Scotland Bill Committee 
 

5th Meeting, 2011 (Session 3) 
 

 Thursday 3 February 2011 
 

Evidence received and background briefing 
 
Background 

1. Members will wish to note that Her Majesty’s Government (Department 
of Health and HM Treasury) has provided further written submissions of 
evidence in relation health professions regulation and also on financial 
matters. These documents are set out in the annexe to this paper. 

. 

Stephen Imrie 
Clerk to the Committee 

February 2011 
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WRITTEN SUBMISSION OF EVIDENCE FROM HER MAJESTY’S 
GOVERNMENT (DEPARTMENT OF HEALTH) 
 
This submission is made in respect of health professional regulation - 

question 11 of the Call for Written Evidence.  

 

The Department are aware that questions on this issue have arisen during 

legislative consent proceedings and so we are grateful for the opportunity to 

draw to the Committee’s attention the UK Government’s intentions in this 

area.  We believe that this will supplement the position as set out in the 

Command Paper accompanying the Bill, as well as the Bill itself.   

 
Background 
The Scotland Act 1998 provides that the regulation of certain health 

professions (specified in Head G of Schedule 5 to the Act, is a subject matter 

that is reserved to the Westminster Parliament.  Since Royal Assent of that 

Act, the regulation of any health professions not covered by the relevant 

provision has been a devolved matter and so falls within the legislative 

competence of the Scottish Parliament. The Westminster Parliament is, 

therefore, unable to introduce legislation to regulate such professions without 

such legislation also being approved by resolution of the Scottish Parliament.   

 

The Calman Commission took evidence about how this mixed economy 

worked in practice.  Evidence was given to the Commission by Royal 

Colleges, a professional body, a regulatory body and the Council for 

Healthcare Regulatory Excellence (CHRE) who have statutory powers to 

oversee the activities of the health regulators.  The Commission 

recommended that the regulation of all health professions, not just those 

specified in the Scotland Act 1998, should be reserved. 
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Scotland Bill  
The purpose of Clause 13 of the Bill is to deliver the Calman Commission 

recommendation in this area.  This clause amends provisions in Head G of 

Sch.5 to the Scotland Act 1998 to provide that the regulation of the health 

professions is a matter fully reserved to the Westminster Parliament.  That is, 

the effect of this clause is that the regulation of those health professions that 

are currently within the competence of the Scottish Parliament is a subject 

matter that is now completely reserved to the Westminster Parliament, and 

that the subject matter of the regulation of any new health profession that in 

future become subject to statutory regulation is to fall within the competence 

of the Westminster Parliament. 

 

Clause 13 does not affect the regulation of social care workers in Scotland, 

and so the subject matter of the regulation of the social work professions in 

Scotland will remain a devolved matter that is within the competence of the 

Scottish Parliament. 

 

Practical problems the recommendation seeks to address 
The Department set out its position on the difficulties that the mixed economy 

of devolved and reserved regulation poses.  In summary this was that: 

• the regulation of the health professions is best done on a consistent 

UK wide basis to guard against adoption of different regulatory 

frameworks in the different parts of the UK and facilitate free 

movement of workers; 

• full reservation avoids duplication of civil servant, legal, and 

Parliamentary resource because, under the present system, where 

legislation touches on matters within the competence of the Scottish 

Parliament there is a requirement (under affirmative procedures) for 

the Order to be debated both by the Scottish Parliament and the 

Westminster Parliament; 

• where Orders are required to be debated in both Parliaments there is 

an increased risk of threat to delivery.  This effectively gives rise to a 

risk of an Order falling in the Scottish Parliament, and led to the need 
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to separate out legislative proposals and place them into devolved 

and reserved orders to mitigate against this risk – even though the 

subject matter (e.g. regulation of the health professions) is broadly the 

same; 

• the current arrangements also give the Scottish Parliament 

considerable influence over the regulation of the health professions 

that are reserved matters.  As an example, ‘fitness to practise’ rules 

relating to the operation of the Health Professions Council (which 

regulates 15 professions, only 2 of which are devolved) are subject to 

negative resolution procedures in both the Scottish and Westminster 

Parliaments.  As it is desirable to have only one set of such rules and 

so, in practice, the involvement of the Scottish Parliament in the laying 

process gives it a degree of influence over the regulation of health 

professions which are reserved matters.  Once again, resources used 

to review the lawfulness of such rules are duplicated in the relevant 

Scottish and UK Government Departments.   

 

The evidence of CHRE echoed and expanded upon the Department’s views.  

CHRE pointed out the risk of the fragmentation of standards which devolution 

poses, and the detrimental impact that this could have on freedom of 

movement of healthcare professionals.    CHREs conclusion, which the 

Department would concur with, was that:  
“It does not seem [to us] that devolved regulation would bring any clear 

advantages to patients, professionals or employers or improve the efficiency 

or effectiveness with which regulatory activities are carried out.”   
 

CHRE are acknowledged experts in the field of health professions regulation 

and have advised Ministers in all four countries in the UK on health regulatory 

matters.  The Department would commend their views as being authoritative 

and highly persuasive. 

 

A (then) health regulatory body, the Royal Pharmaceutical Society (RPSGB), 

also gave evidence to the Commission.  Until September 2010 the RPSGB 

was the regulator for the pharmacy professions in Great Britain.  The 
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regulation of pharmacists is a reserved matter, whilst the regulation of 

pharmacy technicians is devolved.  The views of the RPSGB, therefore, 

provide a valuable insight into the benefits or otherwise of a mixed economy 

of regulation.  Their evidence, which again the Department would agree with, 

makes it clear that:  
“In order to provide the same level of protection to all citizens it is important 

that the same standards are in operation throughout Great Britain.  We 

strongly support retention of regulation across Great Britain to ensure 

consistency of decision making but recognise that GB and UK regulators 

must be sensitive to the needs of each country and understand the 

differences in organisational structures and professional practice.  For these 

reasons we see no advantage in devolving the reserved arrangements for 

pharmacy regulation…” .  

 

Benefits of re-reservation  
Both CHRE and the RPSGB set out clear benefits of a fully reserved 

approach to the regulation of the health professions which, again, the 

Department would concur with, including that: 

• CHRE research shows that patients, the public and health 

professionals across the UK held shared expectations of how 

regulation should operate.  The Department believes that a 

consistent, reserved approach to regulation is beneficial in this regard; 

• In turn, this supports free movement of professionals which is of 

benefit for citizens in all parts of the UK; 

• A consistent regulatory framework avoids what CHRE describes as 

the currently “incoherent” mix of reserved and devolved powers and 

legislation; 

• The expectations across the UK as to the qualities of a good health 

professional do not vary across the healthcare systems in each part of 

the UK.  Therefore, this indicates that there is no reason for regulation 

to be devolved in order to ensure high standards of care across each 

country. 
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The Department is of the belief that there is no compelling evidence to 

suggest that the majority reserved system has led to negative outcomes for 

Scottish health professionals, employers, patients, and the public.  There is 

also, therefore, no compelling evidence to suggest that reservation has failed 

to take account of the differing needs of each part of the United Kingdom, 

including Scotland.   For example, the General Medical Council (GMC) has 

done considerable work in Scotland regarding their proposals for revalidation.  

The GMC is a reserved body and regulation of medical professionals is a 

reserved matter.   

 

The vast majority of the health professions are reserved.  The system clearly 

works.  Therefore, the question is whether the devolved nature of the very 

small number of devolved professions adds value to the system.  For the 

reasons above we believe it does not, and indeed leads to duplication of 

resource and time in both England and Scotland. 

 

Conclusions 
Having had the opportunity to consider the issue in light of the Commission’s 

conclusions, and the clear supportive evidence from other independent 

organisations (described above), the Government considers that the case for 

reservation is well made.  Consequently, the Government has supported the 

provisions in the Scotland Bill that would deliver full reservation.   

 

Notwithstanding that, the Department of Health feels that there is a strong 

case for reservation of regulation of the health professions to ensure 

consistency across the UK and to streamline the legislative process, we 

remain fully committed to working in collaboration with the other UK health 

departments.   If the provisions in the Scotland Bill are approved, the 

Department will continue to seek to work with the Scottish Health Department 

(and the health Departments in Northern Ireland and Wales) to develop policy 

on the regulation of the health professions on a collaborative basis.  

 

This position will be reiterated in a forthcoming Command Paper on 
professional regulation, which we expect to publish in due course. 
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SUBMISSIONS FROM HM TREASURY 
 

BENEFITS OF A SINGLE UK SOVEREIGN DEBT ISSUER – A NOTE BY 
THE UK GOVERNMENT PREPARED FOR THE SCOTTISH 

PARLIAMENT’S SCOTLAND BILL COMMITTEE 
 
Background 
1. Borrowing to fund the Government’s financing requirement is currently 

conducted by the UK Debt Management Office (DMO) that, acting on 
behalf of HM Treasury, issues gilts and Treasury bills to meet the 
financing requirement. The Government’s powers to borrow are clearly – 
and broadly – specified in S12 National Loans Act 1968 (‘the NLA’) and 
which grants the power to raise finance on the National Loans Fund 
(NLF).  In addition, the accounting conventions and practices for the 
raising of finance are clear:  the gilts are accounted for on the NLF and 
the monies raised flow into the NLF (or its derivative accounts).  Those 
monies are then distributed to, for example, departmental resource 
accounts via the Consolidated Fund as necessary. 

2. The Chancellor is ultimately responsible for both Government spending 
plans and debt management policy, although responsibility for debt 
management policy is routinely delegated to a HM Treasury Minister. The 
Government’s debt management objective is to minimise long-term costs, 
subject to risk.  

3. The UK Government is currently the only regular and frequent issuer of 
AAA-rated sovereign bonds denominated in sterling. Although there are a 
small number of public sector organisations that do issue bonds these 
issuers do not obtain the majority of their funding in this manner. These 
bonds would be less in competition with gilts than any bonds issued by 
Scotland as they are not issued by a country.  

4. It was stated in the November 2010 Command Paper Strengthening 
Scotland’s Future that the Scottish Government will not be able to issue 
its own bonds. 

  
Benefits of a single issuer 
5. Any issue of Scottish bonds would likely be more expensive relative to 

gilts.  This is because any issue of Scottish bonds would be likely to be 
issued at a discount to gilts (i.e. at a lower price and at a higher yield), 
reflecting an investor premium and a liquidity premium.  As a result, public 
debt interest payments are likely to be higher.  The reasons for the 
existence of these premiums are discussed below. It would also be 
inefficient to have more than one UK sovereign issuer. 
Investor premium 

6. Although Scottish bonds would probably be very similar in structure to 
gilts, investors might still differentiate between the two and charge the 
Scottish Government a premium (i.e. demand a higher yield to purchase 
the bond). This relates to the perception by investors that an instrument is 
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somehow different to equivalent pre-existing instruments (i.e. gilts), for 
reasons unrelated to the economic characteristics of the instruments. This 
could reflect the fundamental differences in fiscal circumstances and 
powers between Scotland and the UK or perhaps investor uncertainty, at 
least initially, towards a new product.  By way of example is the issuance 
of Network Rail (fully guaranteed by the UK Government) that are the 
closest non-sovereign equivalents to gilts. These bonds usually trade with 
a yield premium to gilts, reflecting a “non-rational” differentiation between 
gilt and Network Rail bonds (and a liquidity premium, which is discussed 
below).   

7. Chart 1 shows the spread between a Network Rail bond and an 
equivalent gilt. It is particularly interesting to note that during the financial 
market turbulence in 2008 the spread widened to over 100 basis points 
(i.e. over a per cent), despite the Network Rail bond being fully 
guaranteed by the UK Government. 
 

Chart 1: Yield spread between a Network Rail bond and an equivalent gilt 

 
Source: Bloomberg 

 
Liquidity Premium 

8. Another critical difference between gilts and any potential Scottish bond 
issue is likely to be a significant difference in liquidity.  Gilts are in general 
very liquid instruments. As at 30 September 2010, there was £871.39 
billion (nominal) of gilts outstanding (net of Government holdings). The 
Government’s debt management strategy rests on building large liquid 
bonds that benefit from a benchmark premium1 due to their liquidity.   

9. Investors prefer greater liquidity in gilts because it enables them to enter 
and exit positions with little difficulty, that is buy and sell larger quantities 
of gilts more easily.  Liquidity is also not a factor that can be measured on 

                                            
1 A benchmark premium refers to the extra that an investor is will to pay for the high liquidity 
of the bond. Benchmark is an informal term for those gilts, usually with a large outstanding 
amount and a coupon in line with the prevailing general level of interest rates, which are used 
by participants in other markets to price other instruments of similar maturity, such as 
corporate bonds and as a consequence usually trade with high liquidity. 
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a standalone basis, as the liquidity of individual gilts is enhanced by 
having comparable issues that investors can switch into and out of. 

10. Lower liquidity results in increased transaction costs for investors, which 
is particularly onerous for those with a high frequency of turnover in their 
portfolios.  As such, investors will seek to recoup these higher transaction 
costs by paying a lower price for less liquid bonds. 

11. As any potential Scottish bond market is unlikely to be able to reach this 
level of depth and liquidity, we would expect Scottish bonds to trade with 
a yield premium to equivalent gilts which means, in turn, that such bonds 
are expensive to issue relative to gilts.  As a result, public debt interest 
payments are likely to be higher.  

 
Conclusion 
12. The likely presence of an Investor premium and a liquidity premium in the 

yields of any potential Scottish bond issuance means that any finance 
raised through Scottish bond issuance would be relatively expensive to 
gilt issuance resulting in higher debt issuance and higher debt interest 
payments than if finance was raised through a single UK issuer.  
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VOLATILITY OF HIGHER RATE OF INCOME TAX – A TECHNICAL NOTE 
BY THE UK GOVERNMENT PREPARED FOR THE SCOTTISH 

PARLIAMENT’S SCOTLAND BILL COMMITTEE 
 
1. Committee members asked about the relative volatility of income tax 

receipts at the higher rate compared to the basic rate. 
 

UK income tax liabilities 
2. Between 2007-08 and 2009-10, total UK income tax liabilities are 

estimated to have fallen by 8.6 per cent, from £163bn in 2007-08 to 
£151bn in 2009-10. 

3. Within this period, higher rate tax liabilities on earnings are estimated to 
have fallen by 4 per cent, from £54.0bn in 2007-08 to £51.8bn in 2009-10. 

4. Basic rate liabilities are estimated to have grown during the period, from 
£85.1bn in 2007-08 to £87.0bn in 2009-10. 

5. Policy changes have had an impact on basic rate tax liabilities during this 
time, including the reduction in the basic rate of tax from 22p to 20p in 
April 2008 and the abolition of the starting rate of 10 per cent.  The 
introduction of the additional rate in April 2010 also means it is not 
possible to directly compare higher rate liabilities in 2007-08 and in 2010-
11.  It is not yet possible to estimate the volatility of the additional rate.  
 

Data source 
6. UK liabilities are based on Survey of Personal Incomes (SPI) data for 

2007-08, projected to 2010-11 using UK macroeconomic assumptions 
consistent with the OBR’s November 2010 economic and fiscal outlook 
which will not account for possible changes in the distribution of taxable 
incomes.    

7. The SPI is an annual sample survey of persons who could be liable to 
income tax, drawn from HM Revenue and Customs’ PAYE, Self 
Assessment and Claims systems. Some components of investment 
income (e.g. interest and dividends) must be estimated for the SPI sample 
cases drawn from PAYE because the information is not held by HMRC, 
and this inevitably contributes to uncertainty in the estimates.  The SPI 
sample size has risen from approximately 150,000 in 1999-00 to 600,000 
in 2007-08, the latest available SPI data. 

8. Tables showing Income tax liabilities by income source and tax band from 
2007-08 to 2009-10, based on the SPI are available on the HMRC website 
http://www.hmrc.gov.uk/stats/income_tax/menu.htm (table 2.6). 
 

What is the volatility of the higher rate of income tax in Scotland? 
9. HMRC’s estimates of Scottish share of income tax is based on SPI data.  

It is only possible to segment Scottish liabilities by tax band up to 2007-08, 
the last year of the SPI survey.   Projections of tax liabilities beyond the 
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latest base SPI year are not published on a regional or country basis, as 
the projections take account only of expected changes in determinants of 
tax at the United Kingdom level, e.g. changes in employment and 
earnings. 

 

2.6 Income tax liabilities, by income source and tax band, 2007-08 to 2009-10 
            

2007-08 
         Amounts: £ million 

            

  
Starting rate (1) 

taxpayers 
"Savers" rate 
(3) taxpayers 

Basic rate (4) 
taxpayers 

Higher rate (5) 
taxpayers All taxpayers 

            

            
Tax liability after allowances 
given as income tax reductions 
(7) 

  

        
        
Tax on Earnings:       
        Starting rate 327 79 5,370 838 6,620 
        Basic rate - - 59,900 25,200 85,100 
        Higher rate - - - 54,000 54,000 
        
Tax on Savings:       
        Starting rate 55 89 - 10 154 
        Basic rate - 520 1,870 681 3,070 
        Higher rate - - - 3,860 3,860 
        
Tax on dividends:       
        Ordinary rate 325 405 612 749 2,090 
        Higher rate - - - 7,860 7,860 
        
Allowances given as tax 
reductions 10 75 282 166 532 
            
Tax liability after allowances 
given as income tax reduction 707 1,090 67,700 93,200 163,000 
        
Average Rate of Tax % 2.6 6.8 13.9 27.5 18.7 
        
Average amount of tax £ 206 1,030 2,810 24,100 5,010 
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2.6 Income tax liabilities, by income source and tax band, 2007-08 to 2010-11 
continued           

2008-09 (8) 
         Amounts: £ million 

            

  
Starting rate (2) 

taxpayers 
"Savers" rate 
(3) taxpayers 

Basic rate (4) 
taxpayers 

Higher rate (5) 
taxpayers All taxpayers 

            

            
Tax liability after allowances 
given as income tax reductions 
(7) 

  

        
        
Tax on Earnings:       
        Starting rate - - 63,600 23,800 87,400 
        Basic rate - - - 54,500 54,500 
        Higher rate       
        
Tax on Savings: 27 48 67 7 149 
        Starting rate - 222 1,700 496 2,420 
        Basic rate - - - 2,950 2,950 
        Higher rate       
        
Tax on dividends: 49 528 871 649 2,100 
        Ordinary rate - - - 7,280 7,280 
        Higher rate       
            
Allowances given as tax 
reductions 1 31 300 120 452 
            
Tax liability after allowances 
given as income tax reduction 76 798 66,200 89,700 157,000 
        
Average Rate of Tax % 2.1 6.7 12.7 27.0 18.0 
        
Average amount of tax £ 208 1,280 2,490 24,400 5,010 
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2.6 Income tax liabilities, by income source and tax band, 2007-08 to 2010-11 
continued           

2009-10 (8) 
         Amounts: £ million 

            

  
Starting rate (2) 

taxpayers 
"Savers" rate 
(3) taxpayers 

Basic rate (4) 
taxpayers 

Higher rate (5) 
taxpayers All taxpayers 

            

            
Tax liability after allowances 
given as income tax reductions 
(7) 

  

        
        
Tax on Earnings:       
        Starting rate - - 65,100 21,900 87,000 
        Basic rate - - - 51,800 51,800 
        Higher rate       
        
Tax on Savings: 20 29 54 4 107 
        Starting rate - 108 1,170 206 1,480 
        Basic rate - - - 1,500 1,500 
        Higher rate       
        
Tax on dividends: 44 594 951 645 2,230 
        Ordinary rate - - - 6,710 6,710 
        Higher rate       
            
Allowances given as tax 
reductions 1 28 276 132 437 
            
Tax liability after allowances 
given as income tax reduction 64 732 67,300 82,800 151,000 
        
Average Rate of Tax % 2.1 6.2 12.5 27.0 17.6 
        
Average amount of tax £ 218 1,240 2,570 26,400 4,990 
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