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Dear Mr Smith

Thank you for your latter of 26 May regarding the potential future VAT status of the police and fire
services in Scotland, | apologise that | have not been ahle to respond before now and am sorry for any
inconvenience that you and your team have been caused as a rasult

In your letter you have explained that the Scottish Goverriment has recently completed a consultation
exarcise exploring possible options to reform the current structure of the police and fire services fo
petter sult the need of the comrnunity, 1 understand that at present there are 8 police forces and 8 fire
and rescue services in Scotland all of which fall within the provisions of section 33 of the VAT Act 1994,

You have asked for clarification of any impact that the potential new structures may have on the
eligibility for the new police and fire and rescue body or bodies to remaln within the provisions of section

33(3)k of the VAT Act 1994,

It may be helpful if | first provide some background on the issue of VAT recovery by publicly funded
bodies. Under the normal rules, VAT registered businesses can récover the VAT paid on the goods
and services they buy provided these items are In turn used In making texabile supplies of goods and
services o thelr customers. In general, publicly funded bodies 86 not make taxable supplies and
therefore have no right to recover VAT, '

When VAT was introduced in 1973, it was considered undasirable that bodies providing local services
should Inour additional VAT costs that they would have to fund from local taxation. A special scheme
was therefare introduced, now khown as fhe section 33 scheme, under which looal authorities and
slmifar bodias would be refunded the VAT they incurred on their purchases. This meant that local taxes
would continue to be spant on local services rather than on national tax bills. \

Over the vears, numerous different bodies have asked to be admitted to the section 33 scheme. To
ensure a Jair and consistent basis for decisions on admission, and to stick closely to the original
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rationale for the scheme, successive Goveraments have applied two strict criteria when assessing
these requests. Bodles would only be admitted to section 33 if they.

i) were both carrying out activities ordinarily carried out by local government; and

(i} had the power to draw their funds directly from local taxation, | understand that in
Scotland his may be refsrred to as requisitioning powers.

The strict enforcement of these criterla has helped the section 33 scheme to operate I a sustainable
way over the years. On the one occasion a deuvision to refuse admission was challenged in the courls,
the High Court took the strict enforcement of these criterla into account in rejecting the application for a
judicial review (R v HM Treasury & Another (ex parte Service Authority for the National Crime Squad
and Others QB [2000} STG 638). '

1 am afraid from the information presented so far It is not clear whether the bodies created under the
varlous proposed models will continue to have powers to draw funding from local taxation as set out in
polnt (il) above. However; | am more than happy to provide a further view as the restructuring process

progresses and detalls become clearer.

[ think that at this stage the key point to bear in mind is that any new hody or bodies must continue to
- meet the both of the entry criteria for section 33 as sot out above.

The decision on whether bodies are admitted to section 33(3)k ultimately resis with HM Tteasury as it is
responsible for the operation of the refund machanism. HMRG administers the scheme on HM
Treasury's behalf. It would therefore be most helpful if t am able to discuss the issue of the restrucluring
of the Scottish Police and Fire services with colleagues In HM Treasury and share the information in
your letter and any further details as the restructuring progresses. For reasons of customer
confidentiality | am Unable to do so without your approval and would be grateful If you are able to
confitm that you are happy for me to discuss the issue and the extent to which | can disclose the
infarmation contained in your letter, Thank you for your assistance in this matter

| hope that this informatlon is helpiul, Please let me know if you have any questions.

Yousr sincerely,

Melanie- Jane Williams
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Sent: 05 Decern 2011 16:35

Subject nd fire Services In Scotfand

= and | asked her to seek your
colleagues in the Treasury. Refunds of
ithip, thelr province

You wrote earlier in the year to my colleague]y
contirmation that we can share the content of your letter w
VAT under section 33 of the VAT Act 1984 are met from AME and thus fall
overall. | am not aware that we received a reply fo this and unfortunatel§s
special leave, it would, therefore, be very heipful to have an update on how yoUr proposals are
prograssing, timescales and whether we can engage with the Treasury,

With mény thanks

Kind regards
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8 Decembar 2011

Dear (D

VAT IMPLICATIONS OF GREATING A NEW SCOTTISH POLIGE SERVICE ARND
BCOTTISH FIRE AND RESCGUE SERVICE

Thank you for your tecent email following up on Melarie Willlam's letter of 15 August. My
apologles for the delay in replying but as you may appreciate a considerable amount of work
has been undarway heye in preparation far the introduction to the Seottish Parliament of the
Polige and Fire Service Reform Bifl whish will enable the creation of the new Scottish Polioe

arnid Firs and Rescue services,

Thie draft Bill will set out thie way in whilch thehew services wil operate, and the links that the
sarvices will have with the loval authorifies.

Althoughfunding will come from the Scottish Govamment, local authorities will continue to
play a major part in the delivery of services in.that they will:

¢ oontribute to and comment on the Jocal pjah (which will be prepared by Local
Caramanders and Loeal Senior Officets);

o monitor and scrutinise peﬁorménee against the local plan; and bring forward
proposals for how performance could be improved and particularissues addressed by
ihe Polica, Fite-and Resou senvive, the. lacal authorlfy and othier ageneies;

& saek reparts, answers and explanations about the plan and other relevant issués
and, where necessary, raise issues with the Chief Officer, Chief Gonstable and the
Scottish Fire and Rescue Sarvioe arid Scottish Police Authority Bgards; and,

e monitor and scrutinise the number of police complaints.

, ) o ) P .
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The frontline Palice and Fire.arid Rescue-sénvices deliversd.In future will net be changed,
despite the fact that thay will bs operating urider & single Scotland wide fores. In the gase of
the Polles Servige for Scotland, the.jorce-will operate with a singla Chief Congtable and
Local Commanders and for the Fire and Rescue Service for Scotlnd, the force will operate
with a sirigle Chief Offiver and |.ocal Senier Qfficers. -

The Chiefa of the respective services will be atewersble to a Board comprising a chair and
7 to 10 members. The board members will be appointed in fine with tHe Code of Practice
determined by the Publiz Appointments Gornmissioner for Seotland . Members may’
therefore be Gounglllors but not necessarily. His expected thatthe boards will opérate ina
similar way 1o aach of the six joint boards and two unitary aythorities which aré eurrently in
place for hoth Palice and Fire and Rescue services . The bodies, as you can seg, will
continue o operate at arnis length from the Soottish Government,

Under the present system Police and Fire and Reseue boards are classed as section 33
bodies resulting In them having the ability to recover VAT. -

HMRC guidance leaflet 749 states that the following bodies are public bodies for the sake of
VAT where they are:

o @ police authority and the Reoelver for the Metropolitah Police Authority.

« 3 fire authority constituted by a combination.scheme made under Fire Service Act
1947, 8.6, - . :

or

e any body speclfied for the purposes of thig section by an-order made by the Treasuty.

In Melanie's reply of August 15 she stated that there are two strict cfiferia applied to bodies
sooking admission fo section 33, namely: ‘ '

(i} were both carrying out activitles. ordinarily carried out by local govemment; and
(i) had the power ta draw their funds directly from. lota! taxation.

She also advisad that from the information presented previously that it was oot clear whether
the badies ereated undar the propased model would continue to have powers to draw
funding from fotal taxation as set out in point (if) above.

| can eonfirm thet whilst there is no direct link between the enst of police servicés and local
taxation, the mew Authorities will be funded directly by the Scottish Govarnment. At present
there are seven separate fiinding sirearms for policing {inclugling pelice service pepsions)
with about two thirds of this funding provided directly by the Scotlsh Government, The
Scoitish Government fund the: logs] authorities threugh the General Resource: Grant and
local authorities provide the remaining third of polics funding from this Grant. After reform,
jocal government will have the power to provide addltional funding to. increase the number of
police officers in their area beyond these-funded centrally, At present firé.and rescus
services recalve their funding from thelr constituent local authoritias via the General
Resource Grant. Funding for fire and rescue service pengions are funded directly by the
Scotiish (3ovamment. .

St Andrew's House, Regent Road, Edinbureh £H1 3DG
www.scattand.gov.uk




As the At presently stands the new police body would not be classed as a police autharity
under the VAT Act 1094, despite the fact that it will e carrying vut the same seivices that
the individual police authorities are at present, The reference in the 1094 VAT Act is (by
operation of the- Interpretation Act) to Segfion 2 of the Police.Act 1967 which will be repealed
and replaced by anew Act. Itwould be useful to hear HMRC's views a5 to whether they
would intend to amend section 33 of the VAT Act to refiect the hew legislation. Similar
legislative changes are likely 10 take place in respect of the Fire and Resgue Services.

I can alse confirm that | am content for you fo discuss the Issue of the restructuring of the
Scottish Police and Fire and Rescue services and the application to them of section 33(3)k
with colleagues In HM Treasury and share any of the information that 1 have provided. 1am
of tonree more than willing to meet with you of HMT tolleagues to discuss future
arrangements. ' :

Shouild yoit require any further dlarifisation, please do not hesitate to contact me.

| have copied this letter to Paul Rebertsan, VI.Q for the Scottish Government.

Yours sincerely

HEAD OF POLICE AND FIRE REFORM
SCOTTISH GOVERNMENT

e o
{ ‘? sanys
2. W o
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VAT Implications of Creating a New Scottish Police Service and Fire and Rescue Service Page 1 of 6

From: L

Sent: 24 January 2012 17,43

To: b

Subject: RE: VAT Implications of Creating a New Scottish Police Service and Fire and Rescue Service

Attachments: Timeline.doc

Please see timeline aitached. As you will see the Finance Committee is Taking evidence on 22
February followed by the Justice Committee taking evidence from the Cabinet secretary on 20
March. With regard to the VAT stetus, the Finance Commitiee session on 22 Feb is fairly critical,

Leader | Police and Fire Service Reform | Police Reform Delivery Unit
Floor 1R, 5% Andrew's House, Edinburgh, EH1 3D6

Sent: 24 January 2012 17:37
To

Suhbject: RE: VA! ;mplicatlons of Creating a New Scottish Police Service and Fire and Rescue Service
L]

1 am very happy to oblige. Please may we know what your timetable is.

Subject: RE: VAT Implications of Creating a New Scottish Police Service and Fire and Rescue Service

L
Many thanks for your email to my colleague SERIIEERERG. Now that we have provided you with all
the documentation, it would be helpful if you could provide me with regular tpdates on our case
particularly now that the Bill is going through the Parliamentary process. If you require any further

information please do not hesitate to contact ime.
21/06/2012
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c Tearii Leader | Police and Fire Service Reform | Police Reform Delivary Unit
Floor IR, 5t Andrew's House, Edinburgh, EH1 306

| have asked for legal advice before going to HMT because, having read a copy of the Bill | downloaded, it ocourred to me there
is an argument that thie Scottish Police Authority Is already included In section 33(3)f) of the VAT Act 1994, | will then go to HMT.

Regards

I promised that I would send you details of the Police and Fire Reform Bill once it was published, This happened last
week (apologies for not sending on sooner) - link to the Bill and the accompanying documents is available on the
Scoftish Parliament’s website at hitp://wrww.scottish,partiament.uk/parliamentarybusiness/Bills/45701 .aspx

Any news in respect of HMT?

Regards

Police and Fire Reform Finance
Scottish Government

1R

St Andrew's House

Edinburgh

EHI 3DG

Please note I now work anly to 14:00 on Wednesdays

To: (RS N :
Subject: RE; VAT Implications of Creating a New Stottish Police Service and Fire and Rescue Servioe

21/06/2012
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Many thanks, this is most helpful.

Regards

Thanks for your email. I have been asked to respond on Christie’s behalf to the two matters you raised:

1. The eatlicst the new servises will come into existence will be 1 April 2013. Tn terms of the legislative
timetable, the Bill will be introduced in.January 2012, with Royal Assent anticipated in the summet.

2, ‘The Bill will be publicly available on 17 January 2012 when it is launched. We will forward you a copy
at that time.

- We would also be kesn to be kept informed of how HMT are propressing with their consideration of this matter.
Regards

Police and Fire Reform Finance
Scottish Government

1R

St Andrew's House

Edinburgh

EH1 3DG

Please note-1now work only to 14:00 on Wednesdays

ject: RE: VAT plIcatin :"tig a News Scattish -

Many thanks for this, which | have putto HMT as the arbiters in terms of adding bodies fo the VAT refund scheme. -

Ecue Service

Please could | frouble you for two things In due course;

21/06/2012
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1. Your proposed fimetable.
2. Acopy of the Bill {| could not find it via a Google search).

Kind regards

Subject: VAT Implications of Creating a Tow Scottish Police Service and Fire and Rescue Service

Fregarding the VAT implication of creating a new Scoftish

Please find attached a letter from b
Police Service and Fire and Rescue Semce

<<VAT Implications of creating a new Scottish Police Service and Fire and Rescue Service.pdf>>

Kind Regards

Police & Fire Raform Divislon
Safer Communities Directorate

St. Andrews House
Regent Road
Edinburgh
EH13DG

This e-mall (and any files or other altackments transmiited with It) Is
intended solaly for the attention of the addresses(s), Unautiorised
use, disclosure, storage, copying or distribuikm of any part of this
e-mall Is sof pemaiited. If you are not the Intended reciplent please
dastroy the emall, remove any coples from your system and inform
the sender Immediately by ratumn.

Communicatlons with the Seotlish Government may be onitored or
racorded In order to sesure the effoctive operation of the system and

for other lawiul purposes, The views or oplnions coniaimed within

21/06/2012
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this e-mall may not necessarily reflect those of the

Scottish Government.

A A ek Aok ik oA i ik

Ackdodrir Rk ok &

The information in this e-mall and any attachments Is confidential and may be subject to legal professional privilege. Unless you
are the intended recipient or his/her representative you are not authorised to, and must nol, read, copy, distribute, use or retain
this message or any part of t, If you are not the intended recipient, please notify the sender immediately.

HM Revenue & Customs computer systems will be monitored and communications carried on them recorded, to secure the
effective operation of the system and for lawlul purposes.

The Commissioners for HM Revenue and Customs are not liable for any personal views of the sender.

This e-mall may have been intercepted and fis Information altered.

dich wrauk bk AAHE b R,

This emalt has besn recelved from an extemal party snd

has been swapt fot the presance of compuler viruses.

Sk Atk hk Ak

The infarmation in this e-mall and any attachments is confidential and may be subject to legal professional priviiege. Unless you
ara the intended recipient or hisfher representative you are not authorised to, and must not, read, copy, distribute, use or retain
this message or any part of it. If you are not the intended recipient, please notify the sender immediately.

HM Revenue & Customs computer systems will be monitored and commurications carried on them recorded, to secure the
sffactive operation of the system and for lawful purposes.

The Commissloners for HM Revenue and Customs are not liable for any personal views of the sender.

This e-mall may have been intercepted and its information altered,

This emall has been received from an external party and

has bean swopt for fhe presence of computer viruses.

The Information in this e-mall and any altachments is confidential and may be subject to legal professional privilege. Unless you
are the intended recipient or hisfher representative you are not authorised to, and must not, read, copy, distribute, use or retain
this message or any part of it, If you are not the intended reciplent, please notify the sender immediately.

HM Revenue & Custonis computer systers will be monitored and communications carried on them recorded, to secure the
21/06/2012
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effective operatlon of the systerm and for lawful purposes.

The Commissioners for HM Revenue and Customs are not iable for any personal views of the sender.

This e-mall may have been intercepted and its information altered.

ek ok & A dnkeiicke A dkhirk hhkk LEL

This emall has bean received from an extemal pary and

has been swept for the presence of compuler viruses.

AnhihhihdhhaAhE AR ARk

The Information In this e-mall and any attachments Is confidential and may be subject to legal professional privilege. Unless you
are the intended recipient or histher representative you are not autharised to, and must not, read, copy, distribute, use or retain
this message or any-part of it. [f you are not the intended recipient, please notify the sender immadiately,

HM Revenua & Customs computer systems will be monitored and communications carried on them recorded, to secure the
offective operation of the system and for lawful purposes.

The Commissioners for HM Revenue and Customs are not liable for any personal views of the sender.

This e-mail may have been Intercepted and its information altered.

fkk ok $hsckid ExAHRE

This smail has been received from an external party and

has been swept for the presence of computer virugas,

whAERh At

21/06/2012




POLICE AND FIRE REFORM (SCOTLAND) BILL

ROADMAP TO STAGE 1

DATE s BILL DEADLINES ¥ POLICY EVENTS

1.6 JANUARY = Bl Introduced B

17 JANUARY ¥ Bilf launch

20 JANUARY s Last of policy g

instructions to SGLD

8 FEBRUARY B v Local Government
Committee ~ SG
evidence

232 FEBRUARY L e Finance Commitiee -
SG evidence

22 FEBRUARY u e Local Government
Committee -
stakeholders’ evidence

28 FEBRUARY B e Justice Committee SG
evidence

2 MARCH v Last of SGLD B

instructions o OSPC

6 MARCH ¥ u  Justice Committee
stakeholders’ evidence

13 MARCH v Justice Committee
stakehoiders’ evidence

20 MARCH B v Justice Committee -
Cab Sec's evidence

31 MARCH -415 = RECESS v  RECESS

APRIL

APRIL & = Stage 1. Report

26 APRIL « Stage 4 Debate "

Office of the Scottish

OSPC

Parligmentary Counsel




STAGES 2 &3’
26 APRIL u  Stage 4. Debate

n Preparing notes on non-$G amendments

m  Last of policy instructions to SGLD

s Last of SGLD Instructions to OSPC

s CSCL clearance for policy changes (if
required)

= Revising draft amendments

Preparing notes on SG amendments

»  Prepating material for Revised Ex Notes and
(if required) Revised Financial Memorandum
and Supplementary DPM

& SG amendments finalised
# Notes on SG amendments finalised

v SG amendments lodging deadline - 4.30pm

v Official lodging deadline for Day 1 - noon

e, Notes on non-SG amendments finalised

Stage 2 (Day 1)
Lodging deadline for Day 2

e Stage 2 (Day 2)
s Lodging deadline for Day 3

r  Stage 2 (Day 3)

MID JUNE e Revised and supplementary accompanying
documents

MID JUNE u  Lodging deadline for Stage 3

LATE JUNE n  Stage 3

Office of the Scottish
Parliamentary Counsel

OSPC




POLICE AND FIRE REFORM SCOTLAND Page 1 of 3

From: EENEEE
Sent: 02 Marc
To: P
Ce: e
Subject: [RESTRICTED] RE: POLICE AND FIRE REFORM SCOTLAND

h 2012 15:54

Please aceept my apologies for sending just this short note. 'm not in the office today but wanted o send you a note before

the week was over.

n your Finance Team on 7 Februaty, to advise that
ve and rescue services would be eligible for Section 33 VAT refunds.

| understand that my colleaguSEEIRE T
nelther the new single palice authorliy nov the new single fi

{'m1 writing to confirm that this is stil our view and it is my understanding that our Minister will shortly be writing in kind in his
response to the Finance Commlttee of the Scottish Parliament.

| appreciate that you and colleagues will have hoped that the normal eligibility criteria for Sectian 33 could have been
overlooked. However, | balieve that It will not come as a surprise given the correspondence last year between yourseif and

HMRC and the assumptions made ir the reform BIl{'s business case,

If you or colleagues have any specific queries, I'll be back In the office on Monday morning.

Kind regdrds

g and I would be great.

Branch Head
Treasury and Banking
Scottish Governmont

21/06/2012




POLICE AND FIRE REFORM SCOTLAND Page 2 of 3

CC-'
Subject: [RESTRICTED] RE: POITCE AND FIRE REFORM SCOTLAND

Thanks for this.

{ fully agree that you and 5G colleagues should be informed first,

] know thal wrote to HVRC but, it g§iBngrees, | think it would make sense if | sentyou a note to confitm the
outcome.

I that works for 48BBwho should | write to? (Il email i the first instance though).

Regards ’

R | VAT & [nternational Excise Team
57, 1 Horse Guards Road, SW1A 2HQ [

Hi\ll Treasury, Blue Zone 3.

Froim: SN
Sents 23 Feb
To:
cc

nuary 2012 11552
Subject: POLICE AND FIRE SCOTLAND

Good morning il

We spoke earlict foday about the VAT issues surrounding the Police and Fire Service Reform. The initial lettor from
* to IIMRC asking that Section 33 status be considered was spnt some time ago and since then there has

been a letter ﬁ‘omm, convenor of the Scottish Parliament Finance Committee.

We are conscious of the fact that there has been no response yet to the original letter and that consideration is being
given at official and ministerial level. It would be politically embarrassing if the respense to the appeal for Section 33
status went to the Finance Committee at the same tite or prior to the officials at the Seottish Government,

I would be grateful if you could artange for the responss to the initial Jetter to come through the official channels priot
to any response to

Branch Head
Treasury and Banking

Scottish Government

21/06/2012
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This a-mall {and ony files or other attachments transmitted with i) 1s
intended solely for the atlerition of the addressee(s}. Unauthorised
use, disclosure, storage, sopying or distribution of any pari of this
e-nail Is not permitted, if you are not the intended teciplent ploase
destroy fhe omall, remove any coples from your systom and inform
the sender immediately by return.

Gommunications wilh fhe Scoltish Governmant may bo monitored or
recorded In order fo secure the effective operation of the system e.md
far other tawful purposes: The views of opinfoses contained within
this a-mail may not necossarly reflect those of the

Scoltish Government,

Mt

A i fas ik &
ki i kit deciedeiclt

This erail and any files transmitiad with if are intehded solely for the use of the individual{s) o whom they are addressed. If you are nol the intendsd recipient

and have received thig emal i errof, please nolify lhe sendar and delete the emall.

This faotnote alse confirms that our smali communications may be menitered {o ansure the sacure and effective operallon of our systoms and for other lawul

purposes, and that fhis emalf has been swep! for malware and viyses.

This emall has been recaived from an external parly and

has bean swapt jor the presencs of somiputer viruses.

et LEd

UL L LT U A it

Ak ik edtrink % eirich ok dh ikl

This emall has bean recelved from an exiernal parly and

has been swept for the presence of computer viryses.

L i Lhs

21/06/2012.
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Asprn

Front: GRSt
Sent: 0% March 2012 17:32

To: M
Subject: RE; [UNCLASSIFIED] RE: Tolefvideocon - 533

Nick

No just fo discuss 2 range of possible options.

" Branch Hea
Treasury and Banking
Scottish Government

Sent: 05 March 2012 17:29
To: .
Subject: [UNCLASSIFIED] RE: Telefvideocon - 533

-

Did you have any specific options in mind?

Ta

il Policy Advisor | VAT & international Exclse Team

. HMw rury,

Erom: SN
Sent: 05 March 2012 17717 )

To
subject: RE: [UNCLASSIFIED] Tele/videocon - 533

Thank you for getting back to me.

We would like to discuss the letter of 29 February from to the Scotiish Parliament Finance Commrittee and

the points made within it in respeot of section 33 status. We would like to consider whether there are options in how

we set np the new body that could secure a position of no detriment to UK Government and Scoftish Government in
velation to the net VAT position.

It would be useful to have colleagues form HMRC, HMT (VAT) and HMT (Spending Division)

21/06/2012
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Treasury and Banking
Scottis Govemncnt

TR

2012 16:19

NCLASSIFIED)] Telefvideocon - 533

Sorry | didn’t think to ask when spealing to you Just now but, on reflection, it would be helpfut if you could send me a note
outlining the points that you and colleagues would like to cover,

It would help me make sure the right pecple attend and are able to advise,
Let nie know if that's an [ssue,

Regards

| Policy Advisor | VAT & International Bxcise Team
HM Treasury, 3 Blue 157, 1 Horse Guards Road, SW1A 2HQ (NS

ik

This emal and any files transmitted with It ave intendad solely for the use of the Individual(s} to whorn they are addressad. If you ate nof the inlended recipient

and have recelved this emall in esror, please hotify the sender and delete the email.

This faclnole alse confims that otir emall communleations may he monltored fo ensure the securs and sffective operatlon of our systems and far other lawful
purposes, and that thls emall hat been swept for malware and vliuses,

A b drk bk

This amall has been received from an external party and

has haen swepl for the prasence of compuler vifuses.

Thils e-mall (and any files or other attachments transmittad with ity is
Intended solely for the attention of the addresses(s). Unaulhorised
use, disclosure, storage, eopying of distribution of any part of this
o-tall is not permitied. 1iyou are not the Intended reciplent please

21/06/2012




Page 3 of 3
destroy the emall, remove any coples from your system and inform
the sender immedialely by return,
Communicationa with the Scotlish Govemmen may be monitored o
recorded In order to secure tho effective operalion of the systerm and
for ofhet lawlul purposes. The views or opinlons contained wihin
this a-miall may not necessarily reflect those of {he

Scotilsh Goverament,

s A

Thls email has been recelved from an external parly and

has been swept for the presance of computar viruses.

21/06/2012




From:
Sent:
To:

The details for the

participants should dial
(9) 0800 917 1956 and enter the pass number

“Branch Head
Treasury and Banking
Scottish Government
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From: RN >
Sent: 08 March 2012 17:28

Te: G
Subject: RE: [RESTRICTED] RE: MEETING

I have spoken to- @GR who is working in 2 diffexent Office at present, His diary over the next few days is pretty full
and we are due to meet with him first thing tomorrow to discus the VTA and Police. If he has any questions he will
give you a call at 9 when we had scheduled the meeting,.

Bauking
Scottish Governiment

From: KN
Sent: 08 March 2012 16118
To QR

Subject: [RESTRICTED] RE: MEETING

Hello@illp

Glven the time, might it be preferable to reschedule for early next weel?

We would need to have some time to think through any changes you are cohsldering before the teleconference which we'll be

hard pressed to do now.
On the points that 1 promised to look into:
EBW policing — after the reforms in E&W approximately a 3td of police funding wili continue to come from the police precept.

Envirohment Agency — | believe the EA collects funding at a loca! level from a flood levy / land drainage work (Please don't
guote me on the terminology just yet though).

National Parks — National Park Authorities in England and Wales are included in $33 as they meet the 'perform local
authority functions' and 'precepting' criteria. Natlonal Park Authorities in Scotland are not included ins33 as they

don't precept,

skills Academies — | suspect that my notes have falled to record this one incorrectly, There are such things as Skills Academies
but these do not receive VAT refunds. Did you say/mean normal Academles?

Regards

’

21/06/2012
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the changes you are considering.

Would that work?

| Policy Advisor | VAT & Intexnational Excise Team
3 Blue 157, 1 Horse Guards Road, SW1A 2HQ

Treasuty,

B .| | could be around to call in at 9am on Friday. But we will need to have received something from you beforehand on

Gent: 07 March 2012 15:20
To e
Subject: MEETING

1 was wondering if you can let me kaow of any times that you arc fre

Harly motning or afternoon would be the best.

Branch Head
Treasury and Banking

Scottish Government

“This e-mall (and any flles ar dther aachments irznsmited with i Is
intended solely for the attention of the addresses(s), Unauthorised
usa, disclostire, storags, copying of distribition of any parl of this
ezl is not permitted. If you are not the intendad redipient please

dasiroy the emali, remove any coples froth yous systern and inform

21/06/2012

e on Friday for a tele conference.
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{he sander immedkately by refurn.

Communications with the Scotlish Government may be monitored er
recardod It order to secure the effective operatlon of the system and
for other lawll purposes. The views or opinions contalnad withln
this e-mall may not nacessaily reflact those of the

Scolilsh Goverpmant,

This email and any files transmitted wiih it are Intanded solely for the use of the individual(s) o wham they are addressed. If you are not {he Intendad reciplent
and have racelved this emall in error, please nolify the sender and delete the email.

This footnote also confirms that our emall communieations may be montlored to ensUré the secure and effactive operation of our systems and for ofher Tawful
purposes, and fhat {hls emall ias besn swept for malware and virusas,

ki, i

This email has been recaived from an external party and

has been swept for the presence of compuler viruses, )

21/06/2012
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From: Director of Financlal Strategy

Sent: 09 March 2012 16:37
To: L e
Ce: T —

Subject: RE: [RESTRICTED
Attachments: 3

copy  as before

As discussed this morning, having considered the list of bodies that B hos sent to you, we believe there is a very
strong case for granting Section 33 status to the Fire and Rescue and Police Authorities proposed by Scotfish
Ministets. If you agree, then I am happy to discuss how we take this forward, If not, then we would want (o see

convineing arguments as to why cach of these bodies were given Section 33 stafus but not our proposed new
Authorities.

ASEEEE 2y in his note, we are due to provide an update fo the Scottish Pacliament Finance Commitiee next
Wednesday (because they are curtently considering the Financial Memarandum to the Fire and Police Bill). It would
be helpful to have an early response fo inform that update, but we will probably simply say to them that we are in
discussion with you about your reasons for rejecting the request for Section 33 status,

Thanks again for your time this morning.

“icior of CiancilSioegy
Scottish Government

38 outﬁ

Sent: 09 Ma
To: T

SRSENERE: | Policy Advisor | VAT & Infernational Breisgleal
HM Treasury, 3 Blue 157, 1 Horse Guards Road, SW1A 2HQ s i

21/06/2012
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Thank you for seiting aside the time for out chat this motning, | now attach a note of the bodies that we identified.,

Thanks

Branch Head
Treasury and Banking
Seottish Government

This e-mall (and any files or other ditachments transmitied with 1t} Is
intended solely for ihe atfention of the addressee(s). Unauthorised
use, disslosure, storage, copylng or distibutlon of any part of {his
e-nail is not permitted. If yoli are not the Intended reciplent please
destroy the emall, remove any copies fron your system and Inform
the sender immediately by refurn.

Communizations with the Scoltish Government may bo monitored o
recorded In order to secure the effactive oparation of the sys!lem and
for other lawfui purposes. Tha views or oplnions cantained within
s e-mall may not necessarly reflact those of the

Scotllsh Govemment.

Ty

This etail and any flos iransmitiad with it are intended solaly for the use of the individual(s} to whom they are addressed. {f you are not fhe intended recipiant
and have racolved this emall In ercor, please notify the sender end delate the email. .

This footnote als confirms that our emall communiealions may be inonltored to ensure the seoure and effective operation of aur systems and for olier lawful
piirposos, and that this emall has been swept for malwara and viruses,

*; Hh Wk

“rhis emall has been recelvad flom an external party and

has been swapt for the presence of computer viruses,

21/06/2012
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Iieam
HM Treasury

POLICE AND FIRES ERVICE REFORM VAT

Further to our telephone conversaion of earlier today, | have detailed below
information on the 9 bodies we discussed. | have also attached at Annex A what ]
helieve 1o be the list of all hodias that are able to recover VAT through section 33,
33(B) and other special sections of the VAT ACT 1994,

BODY

INFORMATION

a passenger transpott authority or
executive within the meaning of Part )l
of the Transport Act 1968;

The body has the power of precept In
England and Wales but in Scotland has the
power to request funds under section 13 of
the Act, If they cannot agree on a sum then
it will be referred to the Secretary of State
who will adjudicate.

a port health authority within the
meaning of the Public Healih {Control
of Disease) Act 1984, and a port local
authority and joint port local authority
.constituted under Part X of the Public
Health (Scotland) Act 1897,

Whilst there would appear to be a power of
precept the annual accounts do not show
that this has been used. All funding would
appear to comie. form the sponsoring
Department.

a nominated news provider, as defined
by section 280 of the Communications

Act 2003;

The main news provider is ITN, which has no
precept on local taxation, The accounts for
ITN indicate that income is from various
sources including advertising and production
sales.

The Environment Agency [SI
1986/1978]

The Agency has precept capability relating to
the former National Rivers Authotity who had
the ability fo raise income through taxation.
This would suggest that the whole body
receives section 33 stafus even if only a
small percentage of the total incBREHEHIMES
through this source.

National Park authorities within
the meaning of Environment
Act 1995, $63 [St 1995/2909]

The Dartmoor National Park wrote in the
foreword fo their annual accounts {hat
moving to 100% funding from DEFRA may
affect their section 33 status but the following
year advised that “Treasury has confirmed
that the National park Authority shall also




continue fo maintain VAT exempt(
status)’

Academies

Section 33(b) of the VAT Act has been
introduced to allow academies to recover
VAT, This section has been introduced o
negate the impact of moving from a local
authority funded bady fo a body funded
100% by central Goverament.

Police Service Northern reland

Northern Ireland has a National police force
which is funded by centval Government but is
able to recover the VAT under section 99 of
the VAT Act 1994,

the British Broadcasting Corporation;

The main income of the Corporation is via
license fees. The Office of National Statistics
class the license fee as taxation, but itis
neither a local tax or ore that is levied on
every house

a general lighthouse authority within
the meaning of Part Vill of the
Merchant Shipping Act 1995;

The body has income from a general tax
levied against ships that come into the ports
bhased on the tonnage. There is no local
power of precept.

| would be obligad if you could confirm that the list of bodies’ | have at Annex A fs the

comprehensive list. :

it would be useful if we could have a follow up discussion early next week as the
matter is due to be discussed at our Finance Committee meeting on Wednesday.

Happy to discuss.

Treasury and Banking Branchi
Mail Point 12

34 Floor Notth

Victoria Quay

Edinburgh

EH6 6QQ

9 March 2012
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If not too much trouble, can you provide the detalls relating to the Dartmoor Natlonal Park? Links to the retevant sfatements /
accounis would be really helpful.

Cheers

Policy Advisar | VAT & International Excise Team
3 Blue 157, 1| Horse Guards Road, SW1A 2HQ | @&

i e it

Thauk you for setting aside the {ime for our chat this moming, I viow attach a note of the bodies that we identified.

Thanks

) Head
Treasury and Banking
Scottish Government
0

A M A AT AR
This e-mall (and any files or other allachments transmitted with ) is

intended solaly for the attention of the addressee(s), Unauthorised

use, disclesure, storage, copying or distibution of any part of this

21/06/2012
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e-maltis not parmitted, if you are not the intended recipfent please
destioy the emall, remove any coples fromm yaur system and Inform
the sender immediately by retur.

Communications with the Scotlish Government may be monilored or
tecarded In order fo sectiie the effactive uperation of tha syslemand
for other lawfu purposes. The views ar opinlons conlained within
iivis e-mall may nol necessarlly reflect those of fiia

Scoitish Government.

AL E A A

This email and any files transmitted wilh it are ptended solsly for the use of the Individual{s} to whom they are addressed. if you are nat Iha Intended reaipient
2nd have raceived (his email in exror, pleaso notlfy the sander and delete the email.

This foolnote also confians thal oue email communications may be menitored to ansure ihe seoure and effective operation-of our systems and for ofher lawful

purposes, and that this email has hoen swept for malware and viruses.

“This email has been received from an extemal party and

has beatl swapt for the presence of computer virses.

21/06/2012




From:
Sept:
To:
Gee

ICE SERVIGES SCOTLAND -VAT

Subject:

Follow Up Flag: Follow up
Flag Status: Red

Attachmenis: Police and Fire Reform s 104 inlerpretation act.doc

Further to ot tele conforonce of Friday, please find attached a draft provision for inclusion in the seciion
104 Order amending the interptetation Act, Apologies we did not get it to you by close of play Tuesday.

You will see from the attached that the draft provision amends the definition of the term "police authority"
to mean the Scottish Police Authority, reference to "police authority™ in seetion 33(3)(E) of the VAT Act will

therefore be interpreted to mean the “Scottish Police Authority".

T would also be grateful if you could also advise us of your thoughts with regards to the use of the
interpretation Act in respect of the Scottish Fire and Rescue Service, X

Polioca and Flra
. Reform 5 104 ...
Happy to discuss.

Treasury and Banking
Scottish Governme

&




1 ()
@)

3

Police and Fire Reform — section 104 order

Axmendmient of Interprofation Act 1978
The Interprotation Act 1978 is amended as follows.
In Schedule 1 (wotds and expressions defined)—
() inthe eniry that bogins “Police aren,”, repeal paragraph (b),

(b} repeal the entty for “Police authority”. _
At the end of Schedule 1, insert the following heading and entry—
“Construction of certain expressions relailng fo the police: Scoilond

Tat rolation so Seoffand—
(5) references fo a police foroe include references to the Polics Service of

)

(©)
G

©

Scotland;

references to a chief officer of police include reforences to the chief constable
of the Police Service of Scotland;

“police authorlty” means the Scottish Police Authority;

Seotland is to be treated as the “police area” of the Police Service of Scotland

and references to a police foroe or police authority for any aiea include
refesences to the Police Service of Scotland or, as the case may be, the Scottish

Police Authotity;

references to a constable or chief constable of, or appointed for, any area ate to
be construed as toferences to a constable o, as the case may be, the chief
constable of, or appointed for, the Police Service for Scotland.”,

(4) In paragraph 6 of Schedute 2 (application to existing enactments), repeal the entry that
begins “Police arca. '




From:

Sent:

To:

Ga: .
SubJect: SCOTTISH POLICE SERVICE VAT
Attachments: List 10.08.12.d0c

As discussed, please find attached en illustrative draft provision which would provide a power for the
Scottish Police Authority to call upon lodal government funding for specified policing measures in local
areas. Please note that this proposal has not yet beon clearcd by Ministers or discussed with police and local

government stakeholders,

The context for the proposal is that: the new Police Service of Scotland will have local commanders who
<with Tocal anfhorities to sef priorities and objectives for policing in theit

will be responsible for working
area, and to produce an agreed local plan, 'The local authority will be able to specify policing measures for

inclusion in the plan and any cost of implementing those measuros must be met from the local avthority's
funds (including local taxation) in so far as not already met. Examples of these measures could include
police involvement in community piojects and initiatives, additional polive officers, incroased overtime to

rmest local needs and campus police officers.

The agreed draft provision could b tabled as an amendment to the Police and Fire Reform (Scotland) Bill
and would give the Scottish Police Authority the right o qall upon funds from lacal authorities, so that they
would be required to mest the costs of those measures in so far as they are not otherwise met.

Such local authority funded measures will be very much distinct from the normal day to day services which

are charged by Police services i.e. fete etc.

also be readily applied to the Scottish Fire and Reseus Service, as the provisions i the

This proposal can
al arrangements for both police and fire and resoue ave very simnilar,

Bill relating to loc

%

Ust 10.05.12.doc

“Branch Head
Treasury and Banking
Scottish Government




Police and Fire Reform (Scotland) Bill - Stage 2

Section 46

Kenny MacAsikill
In scoiion 46, page 19, line 25, ot end insert—
<) A local anthority may specify policing measuves that it wishes the local commander to
include in a local policing plan.>

Afer section 48

Kenny MacAskill
After section 48, inseri—-
<Fanding by local authorities
(1) Subsection (2) applies whete——
(a) st the request of a local authority, 2 local commander has included policing
measutes specified by the loca] authority in a local polioing plan, and
(b) the looal authority has approved the plan.

(2) Any éxpenditure of the Authority which is incusred in respect of the policing of the local
authority’s area as a result of specified policing measures must, in s¢ far as not
otheiwise met, be met by the local authority.>




Erom:
Sent:
Cc;
Subject:

I tried calling but got your voicemail,

1 wondered if you had any news on the Police VAT?

‘Branch Head
Treasury and Banking
Scottish Government

[l

Fax:

L C—
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From: oSN
Sent: 23 May 20121443
To: NS
Subject; FW: [RESTRICTED] RE! VAT on Police/Fire Reform

By a5 reguested in your earller note.

uly Diractor, Finance (Programme Wanagement)

Der
3C-72, Victoria Qua

et s e

This issue cuts across VAT policy which jointly rests with Treasury and HMRC and of course the wide
public spending management policy.

Both of these services currently benefit from Section 33 VAT refunds on account of their being partially
funded from local taxation but following the reforms will be ineligible according to long-standing criteria as

they will no longer levy a precept on local taxation.

There would be very repercussive significant risks for the Section 33 rofund Is we allow them to stay in and
" | understand that the Scottish Government have assumed that Section 33 status will be withdrawn. We -
have also looked at other refund options but these have significant downsides particularly as most if not all

set potentially costly precedents.

We also looked af your suggestion of compensation. However, whilst being exchequer neutral, the
proposed compensation route would add to the totality of public spending aggregates and for that reason |
do not think we can agree fo the proposed increase in public spending that you suggest. On principle, we
do not compensate areas of the public sector to reflact changes in the tax burden —a good example is the
increase in the VAT rate to 20% that came in to effect 4 year ago. And this policy is symmetrical; we don't

reduce budgets when tax burdens decrease.

Sorry that we cannot be more helpful on this o'ccasion.

Thanks

Devolution Branch

Sent: 06 brua 2012 16:16

T o

21/06/2012
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Subjeci: RE: [RESTRICTED] RE: VAT on Police/Fire Reform

Sorry - bit of a misunderstanding with Justice colleagues. £22m (£21.8m o be exact) relates to Police and £4m to Fire so the
combined lotal Is £25.8m.

My apologies for any confuslon,

Deputy Direcior, Finance (Programine Management)
3C-72, Victoria Quay

That's what [ suspected buf thought that I'd better check.

t's the total that I am focussing on at present but a breakdown between police and fire would be helpful for
the future.

Thanks

- evolu ion Branch
2N, HM Treasury

Co T

Subject: RE: [RESTRICTED] RE: VAT on palice/Flre Reform
Kaith - totat cost. We currently have eight police authorities and elght fire authorities. [n the future there wili be one national
setvica for police and one for fire. The VAT |s £99m for both of those new services combined, 1 can break down the £22minto
police and fire if that would help but 1 suspect It's the total that's the important thing.

Regards

Deputy Director, Finance (Programme Managemsnt)
3C-72, Victoria Quay

21/06/2012
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Cc: NEN S T
Subject: [RESTRICTED] RE: VAT on Police/Fire Reform

| will be taking this issue forward with colleagues here who are responsible for VAT policy.

There ie just one point that | need to clarify, namely where you say the additiona! cost is £22m pa. Is that
the total cost for the two new badies ar for each new body?

Thapks

Banch
2N, HM Treasury

Sent: 11 January 2012 16:40 '
To!
Subject: VAT on Police/Fire Reform

Good to catch up earlier today. | hope you enjoyed the visit.

| said | would let you know thee extent of the expected loss brought about by any change in VAT status of Police and Fire
Authorities from fhe s33 status (1994 VAT Act) they currently enjoy. We estimate that the total additional cest to the new central
government bodias (one each for Police and Flre) would be In the region of £22m p.a,

We were advised by HMRC thiat decisions on which bodles attract 33 status are not taken by them but by HM Treasury. |

understand my Justice colleagues have beon In touich with the refevant team but the issue remains unresolved. it would be
helpful if the outcome were @ positive ane, particularly since this would be cost neufral,

Rega'rds

"Deputy Director, Finance (Programme Management)
3C-72, Victori

A &A Pk

This e-mail (and any fites ot ether attachmenis fransritted with 1} is
Intented solaly for the atienton of the addressee(s). Unauthorised
use, disclosire, storage, copying or distdbutlon of any part of thig

e-mail is not perittad, I you are not the Intended reciplent please

21/06/2012
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deslroy the email, remove any coples from your system and Inform
the sender immediately by return,
Gommunications with the Scettish Government may be monltered or
recorded In order to secure the effeclive oparation of the systent anc
for olher fawlul purposes. The views or opinlons contalined within
this e-mall may not necessarily refloct those of the

Seotlish Government.

e

This emall and any files transmiited with i are Interided solely for the use of the Individual(s} to whom they gre addressed, f you are not the Intended reclplent
and have recalvad this amall In arror, please notify the serider and delete the email,

This footnote also confirms that our small communications may be imohltored ta enstre the seclire and effostive operallon of our systems and for othet lawful

plrposes, and thal this email has beert swapt for malware and viruses.

L84 KA AN TR

This emall has besn receivad from an external party and

has hasn swep! for the presence of compuler viruses.

This emall has been recalved from an external paty and

has been swept for lhe presence of computer viruses.

PR AARA RN

This emall has bean recalved from an external party and

has heen swept for the presence of compuler virusas,

21/06/2012




Safer Communities Directorate
Police Division
T: 0131-244-3251

E: Christie.smith@scofland.gsi.gov. uk

The Scottish
Governinent

Ms Melanie-Jane Williams
HMRC

VAT Supply Team

Room 3/09

100 Parliament Street

London
SW1A Z2BQ

26 May 2011

Dear Ms Williams
| am writing about the potential future VAT status of the police and fire services in Scotland.

Consultation on the future of police and fire services

The Scotiish Government has been consulting on options to reform Scotland’s police and fire
services. There are currently 8 police forces and 8 Fire and Rescus services in Scotland and
these are funded through Lacal Government, These consultations closed on 5 May 20111 and
responses are currently being analysed. The Scottish Government, with the support of police
and fire stakeholders, belisves that given the scale and duration of future budget cuts, the
structural status quo is no longer tenable. Current structures date back to the 1970s and
these now need fo change to adapt to the challenges facing today's services.

Both the policing and fire consultation papers set out 3 options for reform:
o Keeping the current structures with enhanced colfaboration;
« Regional police and fire models;
« Single police and fire services for Scotland.

All options must demonstrate that they will improve sefvices and accountability; enhance
performance for communities and deliver the efficiencies required to protect frontline

services.
| have attached electronic links to both consultation papers at the end of this letter.

VAT implications of reform
As you will be aware, both the police and fire services in Scotland are under the VAT Act
1994 classed as section 33 bodies.

The respective fire and police bodies are set up under the Police (Scotland) Act 1967 (as
amended) or the Fire (Scotland) Act 2005. Our intention is fo progress with primary
legistation during the next Scottish Parliament to put the services onto a new statutory
footing. Our expectation would be that the new services would still be eligible for Section 33

status.

. Q" Gy S
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'Potential future structural models

Each of the models described above is under consideration by Ministers at the moment and
their views will be informed by the responses received to the recent consuitation exercise.
Some discussicn of the early issues and ideas arising is set out below.

Eight body model

Maintaining eight forces and services with increased collaboration would not require existing
funding mechanisms to be revisited, however, consideration is being given to whether these
might be simplified and how accountabllity for service delivery could be strengthened.

Regional Model

A move to a regional structure with a smaller number of police and fire boards would reduce
the variation in delivery appreaches, thus reducing duplication of effort and improving
consistency of service delivery. )

Single model

A single service model would present the opportunity to drive out duplicaiion, ensure
consistency and rationalise existing systems and structures as far as possible. Efficiencies
should be realised through economies of scale. Budgets could be pooled at a national level
then targeted at local need. Local accountability could be enhanced through greater

engagement at the Javel of each local authority.

it would be possible to establish a national Scottish Police Authority (SPA} at arms length
from Ministers with responsibility for the governance of the Police Service and holding the
Chief Constable to account, and a formal committee of the Council, the Local Police
Committee, in each local authority area responsible for agreeing a Local Policing Plan and
holding the Lacal Senior Officer te account.

The SPA could be established as a separate statutory body with members appointed by
Ministers. The Local Police Gommittee could either be a scrutiny bady without responsibility
for directly funding policing in the area, or alternatively, the Committee could be responsible

for funding policing In the local area.

The future funding of the police service could follow a humber of models ranging from 100%
direst funding from the Scoltish Government fo being a 100% Local Authority funded service.
There are various options here and these will be considered in light of the consultation

responses received,

For the Fire and Rescue Service (FRS), it would be possible to establish a non-statutory
Executive Agency and give Ministers a decision making role and responsibility for driving
forward change. Alternatively, the establishment of a statutory Scottish Fire and Rescue
Authority (SFRA) at arms length could have delegated respansibliity for running the Service.
A formal committee, the Local Fire Commitiee, in each local authority would lake
responsibility for agreeing the Local Fire and Rescue Delivery Plan and holding the Local

Senior Officer to account.
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1 would welcome your thoughts on the issue of VAT for the future services and myself and
calleagues who are developing this policy would be happy to meet with you and colleagues
to discuss these issues further.

Yours sincerely

CHRISTIE SMITH
HEAD OF POLICE AND FIRE REFORWM

| SCOTTISH GOVERNMENT

http:/iwww.scotland.gov. uk/Publications/2011/02/10120102/0

http:/iwww.scotland.gov. ul/Publications/2011/02/10120752/0

St Andrew's House, Regent Road, Edinburgh EH1 3DG N VS
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From:
Sent:
Cc.:
Subject:

Thanks. Was it 2 public session and do you have a link? Can't seem to find anything for Justice Comumittee
beyond 29/5.

e 2| Head of Devolved Spending Team Devolved Countries Team, HM Treasury, 2D.270, 2 Red,
1 Horse Guards Road, SW1A 2HQ | _ Please consider the environment before printing this

email.
www.hm-ireasury.gov.uk

Subject: RE: [RESTRICTED] RE: VAT
any

Apologies for the delay in getting back to you.

The amendment that was being put forward was discussed and the Cabinet Secretary advised the Committee
of the decision by HM Treasury. Following this the amendment was dropped. We were asked to provide
ihe committee with details of the proposed amendments to the Bill which were shared with youtselves

The Cabinet Secretary's appearance before the Justice Commiitee is available on the Scottish parliaments
website and the VAT issue was discussed at 11.15 aronnd 1 hour 30 into the meefing just after the break.

“Branch Head
Treasury and Bauoking
Goverpmont




7 omail.

~~~~~ Original Message-—

Subject: [RESTRICTED) RE:VAT .

Very willing to co-ordinate on this, though from the conversation yesterday T understood that we conid
expoct your Ministeis to male something of this today? Think it would be better if we could avoid that, so

happy to work on how we co-ordinate the announcement,

evolved Countries Team, HM Treasury, 2D.270,2 Red,

Head o
B8, Plense consider the environment before printing this

1 Horse Guards Road, s

www.hm-ireasary.gov.uk

Grateful if you could advise if there are any plans to-make the decision public, We have the next stage of the
Bill tomortow and would hope that there ate no plans to make announcements before then,

We also spoke previpusly about coordinating any antiouncements.

Jhanks

*************#%********#**** ook ok A ***ﬂt****$*$-#-*.*$**#******************

This e-mail (and any files or other allachments transmitted with it) is intended solely for the attention of the
addressee(s). Unauthorised use, disclosute, stoxage, copying ot disibution of any part of this e-mail is not
permitted. If you ate not the intended recipient please destroy the emall, remove any copies from your
system and inform the sender immediately by returm. .

Communications with the Scottish Governmetit may be monitored or recorded in order to secure the
effective operation of the system and for other lawful purposes. The views or opinions contained within this
e-mail may not necessatily reflect those of the Scottish Government,

Tha am post- sco (agus faidhle neo ceanglan comhla ris) dhan neach neo Tuchd-ainmichte a-mhain, Chan
cil e ceadaichte a chleachiadh aun an ddigh samn bith, a7 toirt a~steach coraichean, foillseachadh neo
sgacileadh, gun chead. Ma ’s ¢ is gun & fhuair sibh seo lo gun fhiosd’, by choir cur 4s dhan phost-d agus
lethbhteac sam bith air an t-siostam agaibh, leig fios chun neach a sgaoil am post-d gun dail. '

Dhfhaodadh gum bi teachdaireachd sam bith bho Riaghalias na h-Alba air a chlaradh neo air & sgradadh
' 2




Cabinet secretary Tor Justice ~'
Kenmy MacAskilf MSP

rosas7IA AL The Scottish
E: scottish ministers@scothand gslgov.uk Government
David Gauke MP
Exchequer Secretary to the Treasury
HM Treasury

1 Horse Guards Road CELIVERING _
London A CAVES LEGACY FOR SCOTLAND
SW1A ZHQ
%
“7\>" June 2012

®-Qa-f \ )@«J& ¢/\\

Our officials have been discussing for some time the VAT status of the proposed Scottish
Palice Authority (SPA) and Scottish Fire and Resoue Service (SFR3). | understand that you
have decided that you are not prepared 0 allow the new bodigs tb recover VAT,

We have not recsived any formal reasons for your decigion but | understand it is on the basls
that the SPA and SFRS will be funded by central govemment,

We have sought to work with you cooperatively and constructively. This included setiing out
the ways in which the Police and Fire Reform (Scotland) Bill provides for enhanced local
democratic scrutiny of the delivery of policing and fire and rescue creating a new direct
relationship with the 32 local authotities, not joint boards. We have relterated that both SPA
and SFRS will confinue to be able to receive funding from Scottish local authorities to pay for
the cost of agreed loca) priorities.

_ | consider that this availability of a local finding mechanism meets your policy s set out in
your letter of 29 February to the Scottish Parliaiment's Finance Committee. However, to
provide you with reassurancs that our proposais meét your pollcy, we had shared with your
officials options for providing an express provision in the Bill to make that funding link totally
explicit. We considered this would demonstrably satisfy your policy and facilitate your
degision fo make the necessary changes to UK legisiation to aliow the SPA and SFRS to

recovar VAT,

It is therefore extremely disappointing that you have rejected our proposals and furthermore
have been unable to co-operate with us, failing to provide a credible basis for your decision
or to offer suggested amendments that would meet your policy without undermining our
whole programme of reform.

, ‘ -
St Anidrew's House, Regent Road, Edinburgh EH1 3DG Q . W @f @
www scotlandgov.uk v s
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Settion 33 VAT Refund Scheris

Tharkyoufor yout jetier of 21 June. a0 pegarding the VAT status of
- thé gr@gﬁsad “eutiehPolies: Authon t{;ht&ﬁ“ﬁi) aﬁﬁ Saotilsh Fire: and
Reseus Saivies {EERS). S -

The Section 33 refund schieme (8.33) was introduced together with
VAT in 1973, follewing & Ministerial conrmifnsnt that VAT would ot
pesame an additonal-burdsn o looal taxation: HIRG's published
guldangs sete-Duk-the: {ong-standity Silierla fisr dotess fo'the 5.33

- gahgmeotlly;this inelddesdevauuisment for arveligible: bady o
e fungad diraolythrough lopal nation, :

The reforms to Scottish polise and fire services, which wilt see
responsibility for these services ecertralised and vhaved away from
ingal autherities, tean that thie now serviess no. longer meat the




-

engrbllﬁy eriteria for .38, This was askuowledged J@pﬁ:—&t@dly i:;y {he
Seoitish Governmgnt i somespondedse, i, A fh:‘ L ',';f e
and indeed, au set ot ln the blsintsy- oasg ol Lh:; r@f@rmsf e
proposed savings from fhe ehanges were ‘predicated o AT it
being provided for’,

Follawing a request from the Scolfish Governmgnt we have besr
working with your offiplals to sxplore whether your @f@rms Gan he
amended to enable .53 eligibility. Howewver, we thavs: f@ﬁ%éﬁ una@iég
reach agresimerit on the Inolusien of an element of local fuading b
your reforms which ls cruclal for 8.33 isligibility, . The funtding lisk-that
tie Scottish Governmerit have suggested and to which you refer to in
your lefter is a provigion for local authorities to request addifional
tashutoss b allncataddodosal policing, with theaddifonaleosts that
atise: baingapaickfonhy the: iﬁ%@ai authaflie. Hnweverbdanol sonsider,
this provision fo eguale 1o the eletment pf:deal funding -thas s
reguirad fo snable 5.33 dligibflity for the SPA and BFRS.

Firatly, additional resomrces, which- will ofien fake the form of
anditional officers, would fikely-have litile Inpact on YAT spsts singe
stalf wages do. ot ineur VAT, Therefore, the: purpese. for gpplying
588 fo. prevent INT-hegowsng aburdon-on lgoal taxation - doss
nok apply. While @ local anthoribrean provide acditienal-discrationary
fundirig fo the police, this contribution would, for the most patt, not ke
subject to VAT.




More Importantly, as set out in e HMRC gulthinee, .33, reguires
it the: réldvant body has (1 peiverto diew-an tooal tancifion. Undér
this proposett Seottish rsfoife, rigitier The palice nor fite sirvices Wil
has such B gower. lastaad g pt’&ﬁﬂ%itbl”l csivrtmdsﬁg W@Ulﬁi B atitie
lowal- authionty's disf‘reimn e T

lh your letier you valer to fhe approdeh sdopiet in respact of
academy schools in England. | do net acoept thiere 15 sush a parallel
here, THE Tarddisital-rals Tob undiig Aublio Setvioed. ls that VAT
costs are -incloded wittii -ypfishefinding- albatiofs. VAT tefuid
srhenies Sre- EraksEptioh o T prineile dhd can ahly be justified
where there is-& Suegiic polioy Hoed- for'gr. ‘Beademiés it England
do not Have geoess to £33 Badtion 338 was sreated 2% a separaie
reford sohiemes, bevaude. doadetiles idiop Higet the Tergsstandifig
aligibility eriteria fois.33-Matonly bodles fihded from Toeal thxation
are- eligivte: FRE troduttion of tHe sihelic for geatderiod was
ey Daoass, witou 1p-(oea! Rty -sthool- Would Have
e iRt Taradialh nE siutdrpier s terattne tiely it
i the absevice of & VAT tefuti stlwine, thess education’ réfotie
would have besh fustrfed by @ lack of a refund scheme, fhus
placing the entite réform prograrmnme at risk. This oohifrasts with the
declgton to piocesd with the police and firg eBfvies reforme in
Suotland, whish were mide éﬁswmiﬁg gt VAT refinds would be
lust. {f also note ty yemr astimatesfor. th& refaris, that the savings of
£1:780 over 15 yeafﬁai* téx&ts%féxghs i:mg lowk VAT refunds). Thers s
tharafare o poliey imiaevame fhat nigesaitates. the infraduction of a
ew refund soherme fo ensurs your reforms suogesd.




Plaspita-affors 4o . work. with -the.Seatlish . Government. 4o gnable
angaing eligibllity. o the VAT refund scheme, we have bapn Ufishle to
persuade you to aller your reforms fe nkeduee an glament of loaat
funding which is consigtent with the publishedguidanye: Asa syl
arn uhable to agres fo the new polize and firg services epniinuing to
recoive VAT refunde, . .o . e - oo e o

Separstely, ,yﬁi;z... wigte fo-the Chaneellor gr 7 Jung fo agk for-an:in-
principle, agreement fo. the making.of an Order under seetien 104 of
the Septland Act 1998, fo make consequential provisivhs arfsing from
the tefarms helng made to your police and fire servves.

The prepesed conseguahiialamendmants neladg. twa ssues which
arg the responsibiity of HM Treasury: -Minlsters ~ provision for
pensions for police offices, cadets, epecial constables and . flre-
fighters and provislons.on-the. fregiment of stamp duty where the kght
to,buy. le.sxerGiserbon a house provided farpoliss-or fire.and reseus
PUINASES.

Foavecordiom that | sm content for iiae.;t;?m@ps:e@;shamgﬁ;s;t@-ias falken

forward in the Qrder,

w@ Gauke WP




VAT AND SCOTTISH POLICE Page 1 of2,

From:

Sent: 26 July 2012 13:14

Treasury and Banking
Scottish Government

That wilt be fine, 1t's best to meet before as | have further meetings after the Shared Services meetmg Does 9am give you

enough tlme to get here VREREEEEIR /1| [oin us as well.

Regards

_ Refiefs & Refunds Branch | VAT & Intemational Excise Team, HMV Treaswy| 3 Blue 163, 1 Horse
Guards Road, London SW1A 2HQ | Te/IEENINNS

Sub,le it VAT ANDSCOTI'ISH POLICE

T wondered if it would be possible to have a chat for 30 minutes or 80 about the Police and Fire Service VAT issue,

1 am not sure if you would want anyone else there. Happy to mect before or after the Shared Services meeting, My
flight is due in at Gatwick at 7.50.

26/07/2012




VAT AND SCOTTISH POLICE Page 2 of 2

Branch Head
Tféasury and Banking

Scottish Government -

. s‘.'.‘—’

A

'f'hls' s-mall {and ariy files or ofher atiachments {ranemittact with 18 ls intended solely for the altention of the addiessee(s). Unauthorsed e, disclosure, storags,

copying or diskribution of any part of this e-mall Is fiot parmiiled. If you are not ihe intended reclplent please destioy the eniall, remove any coples from your

syslem and Inform {he sender immediately by return.

G_b;i%munjcanons with fhe Scotish Government may be ronllored or recorded in order lo secure the effeolive operation of the system and for other lawful
pUrposes. The views or opintoris conlained wilhin this e-mall may not necessarily reflect those of the Scotlish Govermmant,

Tha am posi-t seo (agus faldhle neo ceanglan cdmhla sy diag noach rieo luehd-alnmichts a-miain. Chan eil e ceadalehte a chleachdadh ahn an dbigh sam
bith, & {oltt a-steach chralchean, foillseachadh neo sgacfleadh, gun chead. Mt ’s & s gun d'fhusir slbi seo [o gun fhiosd', bu cholr cur as dhan phost-d agus
lethbhreac sam bith alr an t-slostam agibh, lelg fios chun neach a sgaoll am post-d gun daf,

Lose
.

1 4

P

DiYthaodadh gum bi leachdaireachd sam bith bho Riaghaltas na h-Alba alf a chlaradh heo alr a sgriidath alrson dearbhadh gu bhell an siostam ag ebair gu b
difeachdach nao airson adhbhar laghall eile. Divihaodadh nach el beachdan anns & phostd seo co-lonann ri heachdan Rlaghalias na h-Aba,

e SirhhhkAR

This small and-any {lles lransmitted with It are intended salely for the use of the individual(s) to wirom They are addressed. {fyou ara not the intended reciplent
ahid hava received this email in orror, please nofify the sender and delete the erflail.

L1l

This foolnole aiso confitms that our emall cammunications may be manHored lo ensure the secure and effective operation of our syslems and for other lawful
purposes, and thal this email has been swept for malware and viruses.

This emall has been recslvad from an external pary and

has been swept for the presence of computer viruses.

ARYFAK ) Ak

26/07/2012
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Degpuky Flist Kinigkey :
aned Cahiibt Secretary for Finanee, Eonstitutloh and E¢onarmy
Jobin syiiviey MSP

The Scottish
T: 0300 244 4000 Governmant
E: dfmi@scotland.gsi.gov.uk Rigghaltas ny h-Alba

Ri, Honeurable George Osborne MP TR,
The Chanesflor of the FExobegyer _ (L)

H M Treastry =
Parliament Stregk ‘ . *:F%;lf“i"
Lendon ' '

BWIP 3AG

Our ref: A104132824
9 March 2015

LT

VAT stafus of Scotiish Police Authority {SPA) and the Seotiish Fire and Reseus
Service(SFRS) :

Further to my letter to you of 28 Novernber 2014 in advance of your Autumn statemant on 3
Degember, | now-write agaiin regarding the VAT status of tho Seoltish Pallee Authority (8PA)
and Scottish Fire and Resoue Service (SFRS).

As set out in my lsiter of 28" November 2014, the fuling by M M Treasury that SPA and
SFRS are hot eligible fo reclaim VAT has created a glaring disparity of treatment between
the Police and Fire services in Sobtland — against those in other pasts of the UK. Mairitaining
this inequality of treatment Is v starl contrast to the assurances of Tairer treatment far
Scotland made by the UK Government both before and after the Referendurn on Beottish

independence.

In your Autumn Statement, you anfiounced that there would be a change to .41 of the VAT
Act, 1994 to take. sveount of impending changes o the Highways Agency Which is being
ransferred from an Execative Agency to & Gomparny iimited by guarantee. The staterent
said that the relevant legislation would be updaied o ensure that the new sompany is eligible
for VAT refunds from 1 Aptil 2018.

' oy
st Andraiw's House, Régerit Road, Edinbergh EH1 300 A g% &
Www,gov.scol e pedn LY ;




The situation with. Scolland's Folice and Fire serviess should be reclified in exactly the saine
way. Witk fhe Highways Aggnay, @ Gevernment policy fo amerid the sistus. of the body,
which .would normally prevent that hody from belng able fo reclaim VAT under the rules
applicabile to Government Daparients, is being redified by a change to the VAT Act. My
primary point s thait, just as for the Highways Ageney, the substanoe of the police and fire
nctivities in Scofland did riot change when thelr legal status chaiiged on T April 2013. The
inclusion of Police and Fire within section 38, or the insartion of a new section 38(F) would
rectify this ineguality.

| also riate Wt there are to be changes to 858 of the VAT Ast, 1994, which applies to local
authorities and certain named other authofifies including police and fire sorvices it Englarid
and Walgs. The shanges will admit non-deparlmentd] public hodies enabling thei o clain
VAT refunds i e with ihe FMT contrdcted out vagime. Despite pelice authoritigs heing
speciiet uiders83 (3 (f), you refused to admit the BPA on the grounds ihat it has 6o power
of precepi on loéal txation.

The fact that you have made changes to fhe VAT Act fo aecomimodte UK Government
palicy such as the changes fo the FHighways Agency, the" iRtroduction of a new s33(E) for
shared sevices and the establishrient of $33(B) whieh allowed Academy schools fo recover
VAT, demonstrates that your refusal fo adrit SPA and SFRS in to 833 of the VAT Act is
biatantly unfair.

[ .

o

. JOHN SINNEY

~ 0 @
st Andrew's Houss, Regent Road, Edinburgh EHE 300 S e e g%
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SCOTLAND OFFICE
Parliamentary Under Secretary of State

Telephone: 020 7270 6806/6816
Fax: 020 7270 6815
www,scotfandoffice.gov.uk

Dover House
Whitehall
London SW1A ZAU

Paul Whaelhouse MSP

Minister for Community Safety and Legal Affalvs
5t Andrews House

Regent Road

Edinburgh

EH1 3DG

VAT ON SCOTTISH EMERGENCY SERVICES

Thank you for your letter of 3 March on the issue of the impact of VAT on the
budgets of the Scottish Emergency Services.

95 March 2015

The UK Goverment position on this is clear. There are no current plans to bring
forward legislative proposals to make Scottish Fire and Rescue Service ellgible for
VAT refunds. fn 2011 the Scottish Government were explicitly advised of this
potential conssquence of changing from regional fire and police forces o single
authorfties as part of the proposed revised funding model for Scoitish Fire and
Rescue Service and Police Scotland. At the time they took the decision to make
these reforms they would have known they would no longer be eligible for the

VAT refunds as a result,

This position was confirmed in a letter from Mr David Gauke MP, Financlal Secretary
to the Troasury, to Mr Watters of the Scoltish Fire and Rescue Service on

27 February.

The UK parliament will be dissolved formally on Monday 30 Maroh, so diary
constraints mean we are unlikely to be able to discuss this further before purdah,

1 would like to thank you for taking the time to ralse this issue.

[

K¢ Hon DAVID MUNDELL. MP

B tagana




Cabinet Secretary for Justice
Michael Matheson MSP

I T 5
T, 0300 244 4000 : The Scottish
E: scottish.ministers@gov.scot Government

Riaghaltas na h-Alha
The Rt Hon Theresa May MP
Home Secretary '
The Home Office @
2 Marsham Street 4
London LEGACY 2034
SW1P 4DF e
Your ref;
Our ref: EXCOMM/2499
November 2015

Do Thomeen

EMERGENCY SERVIGES MOBILE COMMUNICATIONS PROGRAMME (ESMCP)

[Redacted.]
[Redacted.]
[Redacted.]
[Redacted.]
Functionality
[Redacted].
Transition
[Redacted]
Affordability

[Redacted]

On a further significant financial matter, ESMCP is serving to underscore the objectionable
implications of the anomalous VAT treatment of Police Scotland and the Scottish Fire &
Rescue Service. The inability of these organisations to reclaim VAT adds considerably
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(possibly in excess of £50m, or 10%) to the cosis that will be faced if ESN is adopted here
and, obviously, is a major inhibitor in that regard. And it could seem potentially to lead to
the bizarre situation that, for example, if police officers or firefighters were to deploy from
Dumfries & Galloway to assist colleagues dealing with an incident in Carlisle, the costs of
using interoperable communications would be greater for those rendering assistance than for

the local services. [ Redacted).
[Redacted.]

Governance

[Redacted].

Collateral Benefit
[Redacted].

Conclusion

[Redacted].
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Deputy First Minister
and Cahinet Secretary for Finance, Constitution and Ecanomy

John Swinney MSP

T 0300 244 4000
E: dfm@gov.scot

Rt Hon George Gshorne MP
Chanceilor of the Excheguer
HM Treasury

1 Horse Guards Road
London

SWIA 2HQ

20 Novemmber 2015

Dear George

The Scottish
Governmeant
Riaghaltas pa h-Alba

(EGACY 2014

X LOMBCHFEIANGHEY
SIGUMD

| am wifting to set-ouit the key issues that the Seottish Government wishes {o raise ahead of
the Autumn Statement and Gomprehensive Spending Review on 25" November.

Although the economic outlopk remains positive in both Scotland gnd the UK, there are signs
that the pace of growth is slowing, as indicated by the provisional estimate for third quarter
growth in the UK. There are also clear global challenges arising-from the sharp slowdown in
growith in China, and other emerging ecohomies; and muted growth in the Euro Area.

Given the econemic outlook, it is imperative that the Autumn Statemernt sets out measures ta

support ecenomic growth and protects households from further austerity.

Fiseal Consolidation
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Tax crediis

o
Oil and gas sector
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Scotiish Police Authority and Scoitish Fire and Rescue Service VAT

| have previously raised the VAT position of the Scottish Police Authority and the Scotlish
Fire and Rescue Service, Scotland’s police and fire services are inthe ineguitable position of
being the only front line amérgancy services in the UK unable fo reclaim VAT resulting in an
addifional cost to the services of In excess of £30 millien per annum. 1 am also aware that, if
adopted, the Implementation of the Emergency Services Mobile Communications
Programme, a major collahorative procurement initiative to facilitate interoperable
coimunications, could result in an additional £50 million VAT cost fo the Scottish public
sector as a result of this disparity which will see all dther participating emergency services in
the UK being able to recover the VAT element of the contract. This inconsisiency is
indefensible.

The structural changss in the way police and fire seivices are funded in Scotland and the
lack of ahy power of precept is given as the technical reason for excluding these emergency
services from Sectioh 33 of the VAT Act. However, this basis highlights the discrimination in
the leglslative treatment of public bodies across fhe UK, The VAT Act has been amendsd
previously fo accommodate simitar UK Government operational changes including permitting
Academy Schools and Highways England to recover VAT when the creation of these bodies
did ot allow recovety under existing legislation. | would again urge you to consider the
necessary changes through the Finance Bill to accommodate the abllity of these vital bodies
to recover VAT,

Social Housihg costs
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Deputy First Minister
and Cabinet Secretary for Finance, Constitution and Economy
John Swinney M5P

The Scottish
T: 0300 244 4000 Government

E; dfm@gov.scot Riaghaltas na h-Alha

Rt Hon Greg Hands MP

Chief Secretary to the Treasury
HM Treasury

1 Horse Guards Road

London

SW1A 2HG

8 January 2016

Dear Greg,

Following on from aur protductive meeting on the fiscal framework this afternoon, | am writing
in relation to comments that you made o the media today during your visit o the Royal Bank
of Scotland Headquarters in Edinburgh.

At that visit, when asked about the inequitable VAT status of the single police and fire
services in Scotland, you pledged to listen to Scottish Government pleas io make the police
and fire services exempt from VAT. This is very welcome. When asked about the impact
that the current VAT position will have on the Scottish costs of the Emergency Services
Mobile Communications Programme, you indicated that the Scottish Government “has not
raised this specifically” with you, but that you “will happily look at it.” -

The Scollish Government has regulatly and consistently raised the issue of the VAT position
of the Scottish Police Authority and the Scottish Fire and Rescue Service {and associated
cost burden of over £30 million per annum) with ihe UK Government over the past 4 years.
We have also specifically raised the issue of the impact that this VAT position will have on
the Fmergency Services Moblle Communications Programme. :

On 5 Novemher 2015, my collsague Michael Matheson, Cabinet Secretary for Justlice wrote
to the Home Secretary setting out a number of points about the Scottish Govetnment's
participation in the Emergency Services Mobile Communications Programme. That letter
was copied to your office. Within the latter, Mr Matheson explicitly raised the VAT impact
that the current situation will have on the Scottish costs of that programme ~ which could
rasult in an additional £50 million VAT cost to the Scottish public sector.

This is a position that none of the other participating Government Depatrtments, Devolved
Administrations or Emergency Services across the rest of Great Britain will face. | have
attached a copy of this letter at Annex A. In the reply to that letter, then then Minister for
Policing, Grime, Criminal Justice and Victims, Mike Penning MP, chose not to address the
points raised about the VAT position. -

%
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I addition, | personally raised the same issue with the Chancellor of the Exchequer as part
of my letter to him on 20 November 2015 ahead of the Autumn Statement and
Comprehensive Spending Review. A copy of that lelter is attached at Annex B.

It is therefore abundantly clear that the Scottish Government has communicated to HM
Treasury the concerns that we have about the impact of the curent, indefensible
inconsistency with the VAT treatment of the police and fire services in Scotland will have on
the Emergency Services Mobile Communications Programme.

As 1 said at the outset of this letter, | welcome your commitment today fo listen to the
concems that the Scottish Government has yaised on police and fire VAT and | would again
urge you to consider the necessary changes to allow these important emergency service

hodies to be able to reclaim VAT.

[ would be happy to discuss any of the ahove when we meet again later this month.

oA

~JOHN SWINNEY

:"‘N & Mgy, “
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HM Treasury, | Horse Guards Road, London, SW1TA ZHQ

John Swinney M5P
Deputy First Minister _
and Cabinet Secrétary for Finance, Constitution and the Economy

St Andrew's House
Regent Road

Edinburgh EH1 3DG ' | Y,ﬁ\
. _ \$ "™ January 2016

Dw‘lu

VAT STATUS OF SCO'ITISH POLICE AND FIRE SERVICES

Thank you for your letter of 8 January regardmg the VAT status of the single police

and ftre services in Scoﬂand

2. We have not discussed this matter at any of our previcus meetings, but
having considered both your letter and historical, Colrespondonce between the
Treasury and the Scottish Government, | am convinced that Scotland’s single

police and fire services are not aligible for Seciaon 33 VA’F refunds,

3 The Section 33 VAT refund scheme was mtroduced *{o ensure that VAT is

not a cost borne by local taxation. To be able to use the scheme to recover VAT,
the organisation in question must both undertake a local government function

and have the power to draw funding directly from local taxation.

4, The Scottish Government restructured Police Scotland and the Scottish Fire
and Rescue Service in 2012, Although these bodies undertake a local government
function, they do not have the power to draw funding directly from focal taxation
and are centrally funded by the Scottish Government rather than through any legal

OFFICIAL
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call on local taxes. This inability to raise funds from local taxation means that they

are not eligible for VAT refunds under Section 33.

5. ltis iy understanding that in 2011 the Scottish Government were explicitly -
advised of the potential consequence of restructuring Police Scotland and the
Scottish Fire and Rescue Service under, the proposed revised funding model.
However, the S-'c:bttésh Government's business case at the time stated that the
benefits of the restructuring outweighéd the costs of losing VAT refunds. At the
- time the decision was taken to make these reforms, the Scottléh Government

therefore knew that eligibility for VAT refunds would be fast,” e

6. | understand that the ‘Sco‘rtlsh Government was also advised in 2011 and
2012 that, were the relevant Iegis!aiion amended to give the new smgle bodlies
thé power to draw on local funding, it is fikely that they would be eligible under
Section 33. Shauld the Scottish Government wish to consider doing so, | would

be happy to discuss this further with you.
Y@M ewQA

GREG HANDS
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Deputy First Minister
and Cabinet Secretary for Finance, Constitution and Economy

John Swirnay MSP &
- The Scottish

T: 0300 244 4000 Government
Riaghaltas na h-Alba

E: dfm@gov.scot

Rt Hon Greg Hands MP

Chief Secretary to the Treasury
HM Treasury

1 Horse Guards Road

London

SW1A 2HQ

Our ref:

LLi_February 2016

L (\"'Jt

Thank you for your letter of 15 January in reletion to the VAT staius of the police and fire
services In Scotland.

In your letter you explain why you do not believe that Scotland’s police and fire services are
eligivle for VAT refunds under Section 33 of the VAT Act 1894 and also indicate that the
Scottish Government were informed of this consequence before we undertook the reforims of
our palice and fire services.

Just to be clear, we have hot claimed that we were unaware of the position taken by HM
Treasury on VAT issues in relation to our police and flre reform programme. Indeed this very
issue was discussed at length in the Scottish Partiament as part of the passage of the reform
legislation. However, being aware of the position does hot equate to our agreement with the
inequitable consequences, as explained further below, The conseqtences of course include
a new and additional income stream for the UK Government of around £30m/annum from
public bodies funded ftom the Scottish block grant.

'We are requesting a change in VAT law to maintain a policy intention - that police and fire
services in Scotland should continue to be able to reclaim VAT, maintaining a level playing
fiold with the rest of the UK. But the ability to maintain this policy intention, as outlined in ..
your letter, has been frustrated by a technicality of VAT law (that to be able to reclaim VAT,
police and fire service in Scotland must be able to draw on local taxation as part of their

funding).

[ note that the UK Government has previously changed VAT law to maintain an effect
{relating to VAT reclaims) that would otherwise have been upset by a change in
otganisational structure flowing from a separate policy.

St Andrew's House, Regent Road, Edinburgh EH1 3DG ' * A
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In the case of Highways England, HM Treasury changed VAT law to maintain a pallcy
intention (VAT being recoverable on contracted out services) when the existing letter of VAT
law would have frustrated this (because Highways England was about to become a company
and so would not have been entitled to recover VAT paid on contracted out setvices).

The Scottish Police Authority and Scottish Fire & Rescue Service, the new bodies replacing
the legacy police and fire services in Scotland, were created to further Improve the efficiency
and effectiveness of key public services in Scotland. The assoclated structural change has
implications for VAT costs. An adjusiment to VAT legislation would simply enable the new
bodies to recover VAT as was the case before, | do not belleve that such an adjustment
would create a precedent. The core functions and purposes of both bodies remain as they
were before the reforms were undertaken, which are equivalent fo police and fire services
across the rest of the UK, and they would continue to receive core funding from the public

sector,

I am of course hot arguing that our police and fire services in Scotland are in precisely the
same situation as Highways England, nor that they should receive the same ability to reclaim
VAT under s.41 of the VAT Act, but | do believe that as HM Treasury have changed VAT law
for one government body to achieve a taxation outcome, it would be consistent and equitable
to make a parallel change to achieve the same effect in respect of another body.

{ therefore ask you to consider further the proposition that, on grounds of reasonhableness
and equity, HM Treasury should adjust the relevant VAT rules In respect of police and fire
services in Scotland to restore the VAT repayment position to what was i place hefore the
structural changes, in line with the effect of the changes made in respect of Highways
England on its VAT repayment position at the time of its structural reform.

The Secretary of State for Scotland spoke at a briefing to journalists in Edinburgh on 19
January 2016. At that engagement Mr Mundell said that he was seeking a “reboot” of the

relationship between the UK and Scottish Governments and “respectful and collegiate inter-

Government working.” Resolving the VAT status of our police and fire services would, |
suggest, be a very good example of constructive working relationships in operation,

| hope you could agree to work with me on this important issue for Scotland. 1 propose that -

in the first place, our tespective officials arrange an early meeting to explore potential
solutions, and report back to us.

[ am copying this letter to the Secretary of State for Scotland.

L,
Jh

JOHN SWINNEY
st Andrew's House, Regent Road, Edinburgh EH1 3DG . ( *}, S5
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John Swinney MSP

Deputy First Minister

Cabinet Secretary for Finance, Constitution and Economy
St Andrew’s House

Regent Road

Edinburgh

EH1 3DG

1 March 2016
e
7@« \)@t\‘“

VAT STATUS OF THE POLICE AND FIRE SERVICES IN
SCOTLAND

Thank you for your letter to the Chief Secretary of 14 Febtruary on the
VAT status of the police and fire services in Scotland. | am responding
as the Minister with responsibility for VAT policy.

As you know, the UK and Scotlish Governments have been in
correspondence about this for some time. Given that, f would be happy
for my officials to meet yours as you request to discuss this issue

further. Please contact .
S IR o =rrange as necessary.

David Gauke MP




Deputy First Minister
and Cabinet Secretary for Finance, Constlwtion and Economy
John swinney MSP '

The Scoftish
T: 0300 244 4000 Government

E: dim@gov.scot Riaghaitas na h-AlG

Rt Hon Greg Hands MP

Chief Secretary to the Treasury
HM Treasury

1 Horse Guards Road

L.ondon

SW1A2HQ

H‘ March 2016

N Gy,

EMERGENCY SERVICES MOBILE CONMUNICATIONS PROGRANME: VAT

I regret that | have again to return to the unresolved issue of resetved legislation preventing
Police Scotland and the Soottish IFire & Rescue Setvice reciaiming VAT, while it allows every
counterpatt organisation in the UK to do so.

This is a general prablem impacting on our Scottish police and fire services, as | made clear
in my letter of 24 February 2016, but the iniquity of the position is highlighted particularly
starkly in relation to the collaborative Emergency Setvices Mobile Communications
Programme (ESMCP) — a fact that is clear to Scoltish Ministers as we consider the
implications of being a long term participant in that programme.

As Michael Matheson, Cabinet Secretary for Justice, pointed out in his letter of
5 November 2015 and | reinforced in my letter of 8 January 2016, in terms of faimess and in
terms of operational effectiveness (including mutual aid and cross-hordar/inter-agency
cooperation), it is difficult to fathom why, of all the emergency services in Great Britain,
Police Scotland and the Scottish Fire & Rescue Service should have to pay significantly
more than anyone else for access 1o a shafed communications network — as a result of
“current UK taxation legistation.

On 26 February 2016, the Financial Secretary to the Treasury responded to a letter from the
cross-party Justice Commitiee of the Scottish Parllament, where he merely restaied the
cufrent legal position and repeated that Scottish Ministers were awafe of it at the time of the
creation of Police Scotland and the Scollish Fire & Rescue Service. As | made clear in my
letter 1o you of 24 February 2016, Scottish Ministers are not disputing that we were aware of
this position when our single police and fire services were created - as were all MSP’s in the
Scottish Partiament — but that simply does not equate to us being in agreement with the
inequitable consequences.
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We must find a way to resolve this position and not use this issue for political knockabout —
as one of your Ministerial colleagues appeared to do in a debate in Westminster Hall on 1

March 2016.

Therefore, | must repeat my request, in relation to this important matter of cross-parly
concern in Scotland, that the UK Government should either:

> commit to restoring parity across the UK émergency sefvices and adjust the current
legislative position with regard to VAT (a process which you successfully adopted
when the creation of Highways England resulted in them losing the ability to be
sligible for section 41 status); or

» provide a rational explanation to justify why two key Scottish participants in ESMCP
should effectively have to pay 20% more than their cotinterpatis in the rest of the
country for access to the same shared communications network.

| am copying this letter to the Minister for Policing, Fire and Criminal Justice and Victims, to
the Financial Secretary to the Treasury, and to the Secretary of State for Scotland.

Lo o,

N\

___/
JOHN SWINNEY
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Cabinet Secretary for Finance and the Constitution
Derek Mackay MSP

T: 0300 244 4000
E: scottish.ministers@gov,scot

Rt Hon Philip Hammond MP
Chancellor of the Exchequer
HM Treasury

1 Horse Guards Road
LLondon

SW1A 2HQ

42 November 2016

Dear Philip

Scottish Government
Rioghalias na h-Alba

gov.scot

Implications of Brexit
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Fiscal Consolidation
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1. Improve access to decommissioning tax relief

2. Urgent clarity on the use of loan guarantees
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Scottish Police Authority and Scottish Fire and Rescue Service VAT

I have ralsed on numerous occasions the issue with regards to the inability of the Scottish
Police Authority and the Scottish Fire and Rescue Service to reclaim VAT - which results in
an additional cost to these bodies of around £30 million per annum. My colleague, the
Deputy First Minigter and Cabinet Secretary for Education and Skills wrote to the Chief
Secretary to the Treasury on 24 February 2016 and 17 March 2016 on this issue and we are
still awaiting a response to those two letters.

The issue has been highlighted again with the Emergency Services Mobile Communications
Programme, a major collaborative procurement initiative to facilitate interoperable
communications across all of the emergency services within the UK. HMRC recently
confirmed that the VAT on the contract is recoverable for all Crown Bodies under the HM
Treasury contracted-out direction. This will see all emergency services across Great Brifain,
with the exception of the Scottish Police and Fire Services, recovering the VAT element of
the contract. Financially this will see an additional cost to the Scottish taxpayer of £50 million
in VAT over the lifetime of this programme to Implement a critical GB-wide emergency
services communications system.

Your officials have always maintained that the reason for the refusal to allow the services to
reclaim VAT was because of the way Police and Fire services are funded in Scotland, and in
particular the fact that they do not have a power of precept on tocal taxation. [n practice,
police and fire services in Scotland provide exactly the same services as in other patts of the
UK, and it is very difficuit for people in Scotland to understand why an extra cost burden
should be placed on emergency services here. Itis also difficult to understand why the
Police Service of Northern Irefand, whose funding comes predominantly from the UK
Treasury, is able fo reclaim VAT under section 99 of the VAT Act while Scottish emergency
services, which particularly from 2017-18 will be funded Increasingly by Scotlish taxpayers,
cannot.

2 bltg:flwww.[esolutionfoundallon,orgm-aontenﬂuploadsmm 6/ 11/Under-new-manadement.pdf




This disparity of treatment places a significant financial burden on Scotland, and in my view
is not defensible by reference to objective criteria. We all realise that where thete is a will
there is a way, and the UK Govermnment have highlighted this in recent years through
legislative changes to allow VAT to be reclaimed by successor bodies following UK
Government policy changes such as introduging Academy Schools and establishing
Highways England. The existing position feels quite unfair. | {herefore urge you to
reconsider introducing changes to VAT legislation through the Finance Bill that would enable
our Seottish emergency services to recover VAT.

Major new initiatives on fiscal matters

7)

DEREK MACKAY

- & Moy,
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