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I am writing to provide clarification to the analysis produced for the Committee by Professor
David Bell to complement the evidence I gave to the Committee on Tuesday, 19 May. In
particular, I wish to highlight an inconsistency in Professor Bell's treatment of North Sea
revenues in his briefing paper - "The UK Budget Position and Strategic Implications for
Public Services in Scotland' - first published on the Scottish Parliament website on 29 April
2009. I would have raised these points at the meeting but the issues were not discussed
during the session.

Table 3 in Professor Bell's paper provides estimates of Scottish tax receipts in 2007/08 and
2008/09 based on Scotland's estimated share of UK tax receipts in 2006/07 as reported in
Government Expenditure and Revenue Scotland (GERS). On page 8, Professor Bell
outlines his methodology for assigning 83.3% of petroleum revenue tax (PRT) to Scotland;
this was Scotland's estimated geographical share of North Sea revenues in 2006/07 outlined
in GERS.

Based on this methodology, Professor Bell should have applied this geographical share to
total North Sea revenue in 2008/09 which was estimated at £12.9 billion. However,
Professor Bell has only applied this to PRT which is only one element of North Sea taxation,
accounting for approximately 21% of the UK total in 2007-08. Ring-fenced corporation tax
revenues represent the greatest source of North Sea revenue, but Professor Bell's analysis
assigns just 8.1% of this revenue to Scotland (Scotland's share of non-North Sea corporation
tax revenue estimated in GERS for 2006/07). This may have simply been an oversight on
his part but leads to an inconsistent treatment of North Sea revenue. If you are applying the
geographical share it must be to all elements of North Sea taxation. Making this correction
would imply that, based on Professor Bell's methodology, Scottish total corporation tax
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receipts would have increased by £3.2 billion between 2007/08 and 2008/09 rather than
decreased as his analysis indicates. Overall this would imply that, again following Professor
Bell's methodology, that Scottish tax revenue would have increased by over £3 billion
between 2007/08 and 2008/09 rather than the decline of £242m indicated in his analysis.

In addition, in Table 3, Revenue Estimates for Scotland Based on PBR 2008 and IFS Green
Budget using GERS Methodology, the column totals exclude PRT, which is shown in the
table. We can find no explanation for this in Professor Bell's analysis.

I also wish to provide clarification on the discussion of Scottish corporation tax receipts
provided in Professor Bell's paper. In estimating the corporation tax revenue generated in
Scotland, Professor Bell notes that "Allocating Scotland its GERS share (8.1%) of UK
corporation tax revenue (excluding the North Sea), suggests that this tax yielded around
£3.6 billion in Scotland during 2008/09. However, this does not make allowance for the
losses incurred at the Royal Bank of Scotland and HBOS (now L1oyds), which would
substantially reduce these revenues". It should be noted that the methodology used in
GERS, adopted in his analysis, estimates corporation tax on the basis of estimated profits
generated within Scotland and not on the basis of where companies' headquarters are
located. Losses incurred by companies operating in Scotland are dealt with in a consistent
manner.

I trust you will find this information of interest and welcome the opportunity to clarify the
material presented in Professor Bell's paper. My officials in the Office of the Chief Economic
Adviser would be happy to discuss the methodology used in GERS further with Professor
Bell if he wishes.

I would be grateful if a copy of this letter could be sent to Committee Members.

JOHN SWINNEY
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