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Dear Jenny, 
 

Thank you for your letter of 21 May following the evidence session I attended on 9 May.  

 
I am happy to provide further detail on HMRC’s administration of Scottish income tax and will 
address the points you raised in turn.  
 
The number of staff involved and cost to HMRC of carrying out checks and 
clarifications to address discrepancies between completed tax returns and information 
held on the HMRC database 
The checks and clarifications to address discrepancies between completed tax returns and 
information held on the HMRC database were not done clerically. We implemented an IT 
solution to address this issue. That solution cost £45,000 and ensures that going forward we 
will use the residency information we hold about a customer to make their tax calculation for 
a more accurate result.  
 
 
Whether there is any evidence from HMRC trend analysis of individuals within the 
“affluent” category of taxpayers relocating from Scotland to other parts of the United 
Kingdom 
HMRC monitors the number of affluent taxpayers and the tax they pay. We have not seen any 
evidence to suggest that taxpayers in this category are moving from Scotland to other parts 
of the UK. We will continue to keep this under review.  
  
 
The number of Members of the House of Lords who are registered as Scottish 
taxpayers 
Membership of the House of Lords does not affect a taxpayer’s status as a Scottish taxpayer. 
Members of the Scottish Parliament, and Members of the European and Westminster 
parliaments representing a Scottish constituency, are Scottish taxpayers regardless of where 
they live.. The taxpayer status of peers who sit in the House of Lords depends on where they 



 
 
 
 
live, in the same way as for other taxpayers, and HMRC does not collate information on the 
residency status of members of the House of Lords. 
 
How much of the £47 billion of pension relief relates to Scottish taxpayers  
The £47bn cost of giving relief for pension contributions referred to is not a figure HMRC 
recognises. HMRC publishes estimates of the cost of pension tax and national insurance relief 
as £54.7bn for 2017-18. This is not currently able to be broken down on a regional basis and 
it would require a significant amount of work to produce a figure for Scottish taxpayers.  
  
This £54.7bn is the gross cost (before considering tax received on pension payments to 
individuals) and not all of this relates to income tax on earned income, as it also includes tax 
relief on investment income on assets held in the pension, and national insurance relief on 
contributions. 
  
A large part of the £54.7bn cost relates to employer pension contributions which result in tax 
savings for the employer rather than the employee as these employer contributions are a 
business expense deductible against profits. Our statistics instead estimate the tax and NICs 
relief for the individual if the employer were instead to pay these contributions to the individual 
as salary. 
  
Only £6.8bn of our published cost of pension tax relief relates to Income Tax relief for pension 
contributions made by individuals. The overall share of Income Tax from Scottish taxpayers 
as a proportion of all UK income tax for 2016-17 is estimated to be 6.8% (table 3.11 HMRC 
Personal Income Statistics). This can be used to give a broad estimate of the Scottish share 
of any income tax relief for contributions made by individuals 
 
HMRC processes for identifying individuals across the United Kingdom who have not 
been identified as “S” taxpayers but should have been 
The identification of Scottish taxpayers is our prime operational concern in making sure that 
we get the administration of Scottish income tax right. We have an ongoing programme of 
address assurance activity to identify Scottish taxpayers. This includes comparing our data 
against that held by third parties (including the electoral register and credit reference 
agencies). In our most recent exercise we corroborated that taxpayer status of 98-99% of 
individuals.  
 
Where we find discrepancies between the address we hold and the address held by a third 
party we will follow up with the customer and ask them to update their address. This third party 
data comparison exercise covers the whole of the UK so we check customers where we have 
a Scottish address and the third party has an English address, and vice versa. We will continue 
to undertake these comparisons exercises to improve our address data for customers. We will 
also continue to communicate our key message to employers, tax agents and taxpayers that 
people should notify HMRC if they change address. 
 
 
The breakdown by category of the 1.25 million people who are identified as “non-
active” taxpayers and what triggers an individual being added to the database of 
potential Scottish taxpayers given that Scotland has a population of around 5.4 million 
In my evidence to the Committee I should have said that there are 4.9m records on HMRC’s 
database that are flagged as Scottish taxpayers. Those who are on our database but who are 
not currently taxpayers will include those in employment or receiving a pension but earning 
below the personal allowance, those currently out of work and those who are not paying tax 
but who have other interactions with HMRC, for example as a tax credits claimant.  
 
Shortly before a child’s 16th birthday a record is created for them and marked with their 
residency code using their postcode in line with the same criteria that we apply to the rest of 
the population. Adults moving to the UK from overseas are added to HMRC’s database at 
their first interaction with the department – including if they are working but earning under the 
personal allowance.  
 
 



 
 
 
 
You indicated in your evidence that the revenue estimate for 2018/19 would be based 
on the 2017/18 outturn data. The Committee seeks confirmation that the information 
that HMRC provides to the Office for Budget Responsibility for the purposes of its 
forecast will also be based on the administrative data rather than on the survey of 
personal incomes.  
As I confirmed on 9 May, the provisional estimate for Scottish income tax receipts in 2018/19 
will be based on the 2017/18 outturn.  HMRC provides requested information to support the 
OBR’s devolved taxes forecast. This includes analysis of the Survey Personal Incomes and 
other available administrative data on Scottish income tax receipts. 
 
 
The implications of recent media reports of Welsh taxpayers being charged Scottish 
rates of income tax.  
We are confident that HMRC sent correct ‘C’ codes to employers for Welsh taxpayers but we 
have been made aware that some employers have not correctly applied these. HMRC has 
engaged extensively with employers and payroll software providers throughout preparations 
for the introduction of Welsh rates of income tax (WRIT), using our established communication 
channels and bespoke presentations. We provided technical specifications and test services 
to ensure employers and payroll software providers had all the information they needed.   
 
As part of our plans for the introduction of WRIT we planned a scan for early June to test how 
well employers are applying the ‘C’ codes issued to them by HMRC. Where there is a 
discrepancy between the code issued by HMRC and the code applied by the employer, HMRC 
will re-issue the ‘C’ code to the employer.  
 
Any misclassification of Welsh taxpayers by the employer will be corrected, either in year or 
at the end of the year, so it will not translate into an artificial inflation of Scottish taxpayer 
numbers or Scottish income tax revenue. As well as the in-year and end of year reconciliation, 
we have a robust process for calculating Scottish income tax receipts which will ensure the 
correct revenue goes to the Scottish Government.      
 
I hope this is helpful.  
 
 

 
 
Jim Harra 
DEPUTY CHIEF EXECUTIVE AND SECOND PERMANENT SECRETARY 


