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8 December 2016 
 
 
Dear Terry 
 
SCOTLAND ACT 2016 – AUDIT AND ACCOUNTABILITY ARRANGEMENTS  
 
Thank you for your letter of 10 November about the audit and accountability arrangements 
flowing from the Scotland Act 2016.  You indicated that the Committee was keen to 
understand progress since the Act was passed and the fiscal framework agreed earlier this 
year.  We appreciate the continuing interest in this topic and are pleased to engage with the 
Committee.   
 
As we implement the provisions of the Scotland Act 2016 and the fiscal framework 
agreement, the previous Committee’s report on the Scotland Bill 2015 continues to be very 
relevant and its findings and questions have been helpful to us in developing our thinking.   
We have referred to the points made by the previous Committee when engaging with UK 
Government officials in HM Treasury and others.   
 
Both the Scottish and UK Governments have agreed to update auditing and accountability 
arrangements in light of the new fiscal framework and Scotland Act 2016.  As you will be 
aware, the technical annex to the fiscal framework (Annex C, published on 15 March this 
year) sets out key principles on governance, accountability and audit.  Annex C notes that 
audit arrangements should be efficient and effective, avoid duplication, and should not result 
in auditors becoming overburdened once the Smith provisions are fully implemented.  
 
I have attached the relevant section of Annex C for ease of reference.  As set out at C112, 
detailed arrangements based are to be agreed by Scottish and UK Ministers at the Joint 
Exchequer Committee (JEC).    
 
We are currently considering with UK Government officials the production of guidance 
setting out how the principles in the technical annex should be applied practice.  Our aim is 
to have agreed guidance in place by April 2017.  Joint work with HM Treasury officials has 
been going on since the summer, and the next step is the production of draft material for 
further discussion between the Scottish and UK Governments.  Close attention is being paid 
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to the previous Committee’s recommendations on these matters, and also to the points in 
the Auditor General’s letter of 14 October in response to the Committee’s question 3.  I am 
happy to undertake to consult the Committee and Audit Scotland on this material so that 
comments can be taken into account.  
 
More generally, you will be aware that in respect of Scottish Income Tax, policy setting in 
terms of rates and bands is devolved and the Scottish Government is accountable to the 
Scottish Parliament for its use of these powers.  Ministers are expected to announce their 
proposals for income tax in 2017-18 in the draft Budget next week, with MSPs having the 
opportunity to scrutinise these proposals.  However responsibility for the tax base 
(exemptions, reliefs and allowances) is not devolved.  The UK Government remains 
accountable for use of powers over the income tax base to the UK Parliament.  
  
HMRC is accountable to the UK Parliament for tax administration, including Scottish income 
tax, but is also accountable to the Scottish Parliament for administration of Scottish income 
tax through the appointment of an Additional Accounting Officer (who is due to give evidence 
to the Finance Committee on 14 December) and through a requirement on the National Audit 
Office to provide an annual report to the Scottish Parliament on HMRC’s performance in 
respect of Scottish income tax.  The Auditor General for Scotland provides a view on this 
annual report.  The last such report, in respect of 2014-15, was published in December 2015 
and we expect that the report covering 2015-16 will be published shortly.   
 
In advance of the commencement of the new Scottish income tax powers in April 2017, the 
existing Memorandum of Understanding between the Scottish Government and HMRC and 
the letters between the Scottish Government and DWP governing arrangements for 
implementing and operating Scottish income tax have been updated.  The updated versions 
will be shared very soon with both the Scottish and UK Parliaments.  
 
Experience to date suggests that these audit and reporting arrangements reflect the 
respective interests of both Parliaments in the performance of HMRC.  However we will 
continue to keep arrangements under review, including by taking careful account of the 
views and observations of the Public Audit and Post-legislative Scrutiny Committee and of 
Audit Scotland.  We would be very happy to discuss any proposals that the Committee or the 
Auditor General may have for improvements.   
 
Experience of audit and reporting arrangements in respect of Scottish income tax may also 
be relevant to future audit and accountability mechanisms for social security powers which 
will commence later on in this Parliament, particularly where there is shared responsibility for 
policy setting, with separately funded delivery of devolved and reserved services by the 
Scottish Government and DWP respectively.  As the Auditor General notes in her letter of 14 
October, policy and delivery options are still under development, but it is clear that carefully-
considered audit, reporting and accountability arrangements will be required.   
 
In relation to fully-devolved functions such as devolved taxation, the Scotland Act 2016 
provides for the devolution of Air Passenger Duty (again as noted by the Auditor General).  
The successor tax is due to commence from 1 April 2018 and the Scottish Government will 
shortly bring forward a Bill seeking Parliamentary approval for the necessary legislation.  We 
would expect audit and accountability arrangements to follow closely those already in place 
in respect of Land and Buildings Transaction Tax and Scottish Landfill Tax, both of which are 
administered by Revenue Scotland.   
 
In response to the Committee’s request for a full update on the current position in respect of 
audit and reporting arrangements for each body whose functions are impacted by the 
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Scotland Act 2016, there is a wider programme of work underway to ensure implementation 
of all parts of the Scotland Act 2016.  This embraces audit and reporting arrangements.  I am 
sorry that at this point I am not able to provide a full update on the audit etc elements of this 
wider work programme. The programme has been concentrating closely on legal, 
administrative and financial arrangements for transfers of powers and functions (for example, 
for the Crown Estate).  However work is underway on auditing, reporting and accountability.  
I expect to be able to report on progress on these aspects of the programme by March 2017.  
We will of course wish to discuss with both the Committee and Audit Scotland the 
development of audit and accountability arrangements as the work programme moves 
forward.   
 
I hope that this is helpful to the Committee.   
 
Yours sincerely,  
 
 
 
 
 
 

ALISTAIR BROWN 
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Annex  
 
Fiscal Framework Technical Annex Sections Relevant to Audit and Accountability 
 
Accountability to Parliaments  
 
C.101. Accountability and credibility to both Parliaments is an essential part of this 
Framework. Both governments expect and welcome detailed scrutiny of the Fiscal 
Framework in both Parliaments.  
C.102. Both Governments agree that there should be accountability of delivery bodies in 
both jurisdictions to elected representatives. The lines of accountability should be clear and 
easily understood. Where a body operates in either the UK or Scotland but not both it should 
be accountable to that Parliament – for example a body set up to distribute benefits in 
Scotland only should be responsible to the Scottish Parliament. Where a body delivers in 
both jurisdictions this accountability will be more complex. In these cases both governments 
agree to make clear how those bodies are accountable - in welfare, this should be through 
the Joint Ministerial Working Group on Welfare.  
 
Audit  
 
C.111. In line with the Smith recommendations for strengthening intergovernmental relations, 
both Governments have agreed to put in place a set of robust auditing arrangements with 
respect to the operation of this fiscal framework and the Scotland Act 2016. These 
arrangements should be efficient and effective. They should ensure that duplication is 
avoided as far as possible and that auditors are not overburdened by new responsibilities 
once the Smith provisions are fully implemented.  
C.112. JEC should agree detailed arrangements based on these provisions.  
 
 
 
 


