
FI/S4/15/4/A

 
FINANCE COMMITTEE

 
AGENDA

 
4th Meeting, 2015 (Session 4)

 
Wednesday 28 January 2015

 
The Committee will meet at 9.30 am in the Mary Fairfax Somerville Room (CR2).
 
1. Further Fiscal Devolution: The Committee will take evidence from—
 

Rt Hon Danny Alexander MP, Chief Secretary to the Treasury, and
Lindsey Fussell, Director Public Services, HM Treasury, UK Government;
 

and then from—
 

John Swinney, Cabinet Secretary for Finance, Constitution and Economy,
and Sean Neil, Acting Deputy Director of Finance, Scottish Government.
 

2. Budget (Scotland) (No.4) Bill: The Committee will consider the Bill at Stage 2.
 
3. Subordinate legislation: The  Committee  will  consider  the  following  negative

instrument—
 

The Scottish Tax Tribunals (Eligibility for Appointment) Regulations 2014
(SSI 2014/355).
 

 
James Johnston

Clerk to the Finance Committee
Room T3.60

The Scottish Parliament
Edinburgh

Tel: 0131 348 5215
Email: james.johnston@scottish.parliament.uk



FI/S4/15/4/A

The papers for this meeting are as follows—
 
Agenda Item 1  

Note by the Clerk FI/S4/15/4/1

Agenda Item 2  

Note by the Clerk FI/S4/15/4/2

Agenda Item 3  

Note by the clerk FI/S4/15/4/3

 



F1/S4/15/4/1 

1 
 

Finance Committee 

4th Meeting, 2014 (Session 4), Wednesday 28 January 2015 

Further Fiscal Devolution 

1. At its meeting on 1 October 2014, the Committee agreed to undertake an 
inquiry into further fiscal devolution. The purpose of this inquiry is to enable the 
Committee to contribute to the debate by examining the options for the devolution of 
further financial powers to the Scottish Parliament and the impact on the block grant 
of any such devolution. 

2. The final evidence sessions of the inquiry are with the Chief Secretary to the 
Treasury and the Cabinet Secretary for Finance, Constitution and Economy on 28 
January 2015.  

3. This briefing provides a summary of some of the issues which the Committee 
has considered in relation to the implementation of further fiscal powers. Copies of 
correspondence received from the Cabinet Secretary for Finance, Constitution and 
Economy in relation to the block grant adjustment and the annual tax on enveloped 
dwellings have also been circulated to Members. 

4. The Smith Commission published its report on further devolution of powers to 
the Scottish Parliament on 27 November 2014.1  The UK Government published its 
command paper to take forward the Smith Commission Agreement on 22 January 
2015.2        

Scotland’s Fiscal Framework 

5. The Smith Commission recommends that the “devolution of further 
responsibility for taxation and public spending, including elements of the welfare 
system, should be accompanied by an updated fiscal framework for Scotland, 
consistent with the overall UK fiscal framework.”  The UK and Scottish Governments 
should jointly work via the Joint Exchequer Committee (JEC) to agree the framework 
which should include: 

 Funding of the Scottish budget; 

 Adjustments to the block grant arising from further devolution; 

 Operation of borrowing powers and cash reserve; 

 Fiscal rules;  

 Independent fiscal institutions. 

                                            
1 http://www.smith-commission.scot/wp-content/uploads/2014/11/The_Smith_Commission_Report-
1.pdf  
2https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_End
uringSettlement_acc.pdf  

http://www.smith-commission.scot/wp-content/uploads/2014/11/The_Smith_Commission_Report-1.pdf
http://www.smith-commission.scot/wp-content/uploads/2014/11/The_Smith_Commission_Report-1.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf
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6. Chapter 2 of the UK Government’s command paper sets out its view on the 
proposed fiscal framework for Scotland.  It defines a fiscal framework as the “set of 
rules and institutions that are used to set and coordinate sustainable fiscal policy.”3  
Two key elements are identified: fiscal rules and fiscal institutions.    

7. The command paper states that the new fiscal framework “will be agreed and 
implemented jointly by the UK Government and Scottish Government through the 
Joint Exchequer Committee, with suitable engagement with both the UK and Scottish 
Parliaments.”4   

Block Grant and Barnett Formula 

8. The devolved administrations are primarily funded by a “block grant and 
formula system.” The Barnett Formula is used to calculate changes to the block 
grant and not the underlying baseline. Professor Trench notes that all “key decisions 
regarding the working of the formula and the block grant and formula system are 
taken by HM Treasury.”5 The formula is not enshrined in statute, or given any legal 
or constitutional form.  

Barnett Formula     
9. The Smith Commission recommended that “the block grant from the UK 
Government will continue to be determined via the operation of the Barnett 
Formula.”  The UK Government Command paper states that consistent “with the 
commitment made by all three main UK-wide party leaders, the Barnett formula will 
continue.”6  

10. Professor Heald has previously questioned in written evidence to the 
Committee what is meant by retaining the formula. He asks whether this means one 
or more of the following: 

 That the Barnett name will be kept; 

 That the population-based adjustment mechanism will continue, whether 
or not in combination with needs assessment; and/or 

 That Scotland’s per capita public expenditure will be maintained.  

11. Professor Kay argues that the Barnett Formula is “now inevitably under 
pressure” and will “generate resistance and resentment in a way that it has not done 
in the past.”7 Professor Bell and David Eiser point out that the formula has “been 
extensively criticised on several grounds” including that it: 

 takes no account of the relative spending needs across the UK; 

                                            
3https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_End
uringSettlement_acc.pdf  paragraph 2.2.3 
4https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_End
uringSettlement_acc.pdf  paragraph 2.4.37 
5https://devolutionmatters.wordpress.com/the-barnett-formula-and-the-financing-of-devolution/  
6https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_End
uringSettlement_acc.pdf  paragraph 2.4.2 
7 Finance Committee, 5 November 2014, OR Col. 15 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf
https://devolutionmatters.wordpress.com/the-barnett-formula-and-the-financing-of-devolution/
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf
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 is based on policy changes in England; 

 lacks transparency in how it is operated by the UK Treasury. 

12. Professor Bell suggests that the formula “might come under more pressure if 
there is a substantially greater income tax in Scotland, and I suspect that there will 
be pressure from outside Scotland because it is unpopular outside Scotland.”8 
Professor Holtham provided a written submission to the Committee in June 2014 in 
which he states that since the formula “is entirely arbitrary and without any reasoned 
justification some sort of reform would be appropriate.”9  

13. Professor Heald suggests that “we need a debate about how the block grant 
works” including a “serious discussion about the population adjustment mechanism 
versus a regular needs assessment.”10 He also questions the assumption that the 
block grant will become less important as more fiscal powers are devolved. He 
suggests in written evidence that “the size of the block grant indicates the level of 
Scottish spending that the UK Government is willing to underwrite.” 

Transparency 
14. A number of witnesses raised concerns regarding the lack of transparency in 
relation to how the block grant is calculated. Professor Heald suggested to the 
Committee in written evidence in June 2014 that there “is a transparency deficit that 
is undesirable now and – unless removed – would make major devolved taxes 
unworkable.”11    

15. Professor Trench also informed the Committee in June that there are “very 
strong reasons to change the way the grant is administered and organised, so that 
fewer decisions are taken unilaterally by HM Treasury, there is greater transparency 
about the working of the formula and the funds allocated using it, and there is greater 
scope for impartial intervention and review of decisions about the formula.”12   

16. Professor McLean points out that “how the Barnett formula works is entirely in 
the hands of HM Treasury; it is not a statutory matter. If the Scottish Parliament or 
the Scottish Government does not like what HM Treasury is doing, there are…no 
mechanisms to pursue that, except perhaps the joint ministerial committee.”13 He 
suggests that the block grant should be determined by a public body “under the joint 
control of, say, the Scottish, Northern Irish, Welsh and UK Parliaments.”14 One 
possible model would be the Commonwealth Grants Commission in Australia.   

17. The Chartered Institute of Taxation (CIT) stated in written evidence that “in 
respect of the block grant, it is important that the formula for reduction is transparent. 
Additionally, there must be co-ordination between the UK and Scottish Governments 
                                            
8 Finance Committee, 8 October 2014, OR Col. 9 
9http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/FC_Public_papers_25
_June%283%29.pdf  
10 Finance Committee, 5 November 2014, OR Col. 16 
11http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/FC_Public_papers_25
_June%283%29.pdf 
12http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/FC_Public_papers_25
_June%283%29.pdf 
13 Finance Committee, 29 October 2014, OR Col. 36 
14 Ibid.  

http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/FC_Public_papers_25_June%283%29.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/FC_Public_papers_25_June%283%29.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/FC_Public_papers_25_June%283%29.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/FC_Public_papers_25_June%283%29.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/FC_Public_papers_25_June%283%29.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/FC_Public_papers_25_June%283%29.pdf
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in relation to taxes.” The Law Society of Scotland’s view is that “there ought to be 
more of an agreed timetable for reaching agreement on the adjustment to the block 
grant.”15    

Statement of Funding Policy 

18. The purpose of HM Treasury’s Statement of Funding Policy (SFP) is “to set out 
the policies and procedures, which underpin the exercise of setting the budgets of 
the devolved administrations.”16 The Statement is agreed between the Chief 
Secretary to the Treasury and the Secretaries of State for Scotland, Wales and 
Northern Ireland following consultation with the devolved administrations.17 It is, 
therefore, a UK Government document and does not have to be agreed by the 
devolved administrations. The Statement has not been revised since 2010 and, 
therefore, does not include any reference to the arrangements for implementing the 
financial powers within the Scotland Act 2012.    

19. Professor Trench questions why “our financing system essentially depends on 
an informal Treasury document that the Treasury drafts on its own.”18 He argues that 
“the Treasury was not merely judge in its own cause, with a jury from its side of the 
fence, but it wrote the rules as well!”19 He suggests that at “the very least, there 
needs to be an impartial mediator” and that the devolved administrations should 
have a role in drafting and agreeing a revised Statement.   

Inter-Governmental Machinery 

20. The Smith Commission states that “the current inter-governmental machinery 
between the Scottish and UK Governments, including the Joint Ministerial 
Committee (JMC) structures, must be a reformed as a matter of urgency and scaled 
up significantly to reflect the scope of the agreement arrived at by the parties.” It also 
states that “parallel, formal processes should be developed for the Scottish 
Parliament and UK Parliament to collaborate more regularly in areas of joint interest 
in holding respective governments to account.”  There should be much stronger and 
more transparent parliamentary scrutiny, for example, through the “pro-active 
reporting to respective Parliaments” of the conclusions of the JMC and the JEC.    

21. The Scottish and UK Governments have previously agreed to provide the 
minutes of the JEC meetings to the Scottish Parliament (through the Finance 
Committee) and to the UK Parliament (through the Scottish Affairs Committee). 
However, the JEC has not met since February 2013.  

 
 
Finance Ministers’ Quadrilateral Meeting  
22. ICAS recommended in their submission to the Smith Commission that as 
“proposed by the Calman Commission, consideration should also be given to 

                                            
15 Finance Committee, 10 December 2014, OR Col. 13 
16 Ibid. paragraph 2.2 
17http://webarchive.nationalarchives.gov.uk/+/http:/www.hm-
treasury.gov.uk/d/sr2010_fundingpolicy.pdf  
18 Finance Committee, 19 November 2014, OR Col. 38 
19 https://devolutionmatters.wordpress.com/  

http://webarchive.nationalarchives.gov.uk/+/http:/www.hm-treasury.gov.uk/d/sr2010_fundingpolicy.pdf
http://webarchive.nationalarchives.gov.uk/+/http:/www.hm-treasury.gov.uk/d/sr2010_fundingpolicy.pdf
https://devolutionmatters.wordpress.com/


F1/S4/15/4/1 

5 
 

enhancing the present Finance Ministers’ quadrilateral meeting or similar to 
incorporate representatives of the devolved jurisdictions and that the scope of its 
discussions should be widened to cover not just expenditure but also taxation and 
macro-economic issues.”20 This last met in November 2013. 

Joint-Parliamentary Working 
23. ICAS also recommended that consideration should be given to the Calman 
Commission’s proposal to establish a “standing joint liaison committee of the UK and 
Scottish Parliaments to oversee relations and to consider the establishment of 
subject ad hoc joint committees.”21 

Scottish Fiscal Commission (SFC)  

24. The Smith Commission recommended that the Scottish Parliament should seek 
to expand and strengthen the independent of Scotland’s public finances.  

25. ICAS support the establishment of a Scottish Office of Budget Responsibility (or 
significant enhancement of the role and resources of the SFC) to improve the 
scrutiny and accountability of the Scottish Parliament in relation to fiscal powers.   

26. The Scottish Government states in its programme for government that:  

“The Scottish Fiscal Commission currently operates on a non-statutory basis. 
We will develop legislation to put the Commission on a statutory footing, and it 
is intended that such a Bill would allow for the functions and duties of the 
Commission to be reviewed and expanded in future. The Scottish 
Government proposes that the remit of the Scottish Fiscal Commission should 
expand to reflect any new fiscal powers devolved to the Scottish 
Parliament.”22 

27. The Finance Committee has recommended that the SFC  adheres to the OECD 
principles for independent fiscal institutions and “in particular, the principles of 
independence, non-partisanship and transparency.”23 The Committee also 
recommended that “it is essential that the SFC should be independent and seen to 
be so.”24  The Scottish Government agreed with these recommendations in its 
response to the Committee’s report.  It believes that the “independence of the SFC is 
essential” and intends that the SFC will adhere to the OECD principles both initially 
on a non-statutory basis and once established on a statutory basis.25    

28. The UK Government Command paper states that “it will be crucial that the remit 
and capacity of the” SFC fully reflects the devolution of further powers.    The UK 

                                            
20http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/Papers_for_the_public
(2).pdf  
21http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/Papers_for_the_public
(2).pdf  
22 http://www.scotland.gov.uk/Resource/0046/00464455.pdf page 44 
23 http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/72938.aspx 
paragraph 9 
24 http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/72938.aspx 
paragraph 8 
25http://www.scottish.parliament.uk/S4_FinanceCommittee/General%20Documents/20140424_Scottis
h_Government_response.pdf  

http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/Papers_for_the_public(2).pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/Papers_for_the_public(2).pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/Papers_for_the_public(2).pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Meeting%20Papers/Papers_for_the_public(2).pdf
http://www.scotland.gov.uk/Resource/0046/00464455.pdf
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/72938.aspx
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/72938.aspx
http://www.scottish.parliament.uk/S4_FinanceCommittee/General%20Documents/20140424_Scottish_Government_response.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/General%20Documents/20140424_Scottish_Government_response.pdf
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Government’s view is that the Scottish Government “should bring forward proposals 
fully consistent with the OECD principles, and reflecting the UK experience with the 
OBR, to enhance” the SFC “as part of agreement to a new fiscal framework for 
Scotland.”26        

Borrowing  

29. The Scotland Act 2012 provides Scottish Ministers with borrowing powers for 
three purposes from April 2015— 

 up to 10% of the Capital DEL budget for capital spending for each year 
with a statutory limit of £2.2 billion; 

 up to £200m annually and £500m in total to deal with deviations between 
forecast and actual revenues; 

 an appropriate cash working balance to deal with temporary shortfalls 
between receipts and expenditure. 

30. The Scottish Government is able to borrow up to £304m in 2015-16 and can do 
so from the National Loans Fund (NLF), from the banks on commercial terms or 
through issuing bonds. The Government has indicated that it plans to use these new 
powers in 2015-16. The modelling in the draft budget assumes that the money is 
borrowed from the NLF with repayments made over 25 years and charged at an 
interest rate of 5% from 2016-17 onwards.      

31. Professor Heald argues in his written submission that “tax devolution (or the 
assignment of tax revenues) means that extensive borrowing powers are required in 
order to manage year-on-year fluctuations in revenues.”  

32. Professor MacDonald argues that if the Scottish Government is being asked to 
take on more fiscal risk then it has to be given borrowing powers. His view is that 
borrowing should be done on the open market as this is “the only clean and effective 
way to bring market discipline.”27 This is a view shared by Professor McLean who 
argues that “market discipline is the control that really works.”28 However, Professor 
Kay cautioned that “realistically, the UK Treasury is not going to allow the Scottish 
Government what would be substantive borrowing powers.”29  

33. Professor Muscatelli suggests that borrowing powers should be extended to 
“allow each devolved part of the UK to smooth out” asymmetric macroeconomic 
shocks which temporarily affect tax revenues. The extent of the borrowing powers 
may be limited by “a deficit ceiling, or there might be some sort of deficit rule that it 
would need to maintain over the cycle in a way that was consistent with the UK’s 
macroeconomic framework.”30 

                                            
26https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_End
uringSettlement_acc.pdf paragraph 2.4.34 
27 Finance Committee, 5 November 2014, OR Col. 8 
28 Finance Committee, 29 October 2014, OR Col. 30 
29 Finance Committee 5 November 2014, OR Col. 9 
30 Finance Committee, 19 November 2014, OR Col. 6 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf


F1/S4/15/4/1 

7 
 

34. Professor Trench stated in his written submission to the Committee in June that 
the devolved administrations Government should have the power to issue bonds. 
However, the UK Government could limit its liability from such borrowing by setting 
and publicising a ceiling of the maximum amount of devolved borrowing which it will 
indemnify.31   

35. The Smith Commission recommends that the Scottish Government should 
have “sufficient, additional borrowing powers to ensure budgetary stability and 
provide safeguards to smooth Scottish public spending in the event of economic 
shocks, consistent with a sustainable overall UK fiscal framework.” It should also 
have “sufficient borrowing powers to support capital investment, consistent with a 
sustainable overall UK fiscal framework.”  Borrowing should also be subject to fiscal 
rules agreed by both Governments.    

36. The UK Government Command paper states that meeting the Commission’s 
recommendations on borrowing will be dependent on a number of factors and will be 
subject to discussion between the two governments but “it is clear from international 
best practice that a set of fiscal rules and robust institutional arrangements will need 
to be in place to ensure that the overall UK public finances remain sustainable.”32                  

Block Grant Adjustment  

37. The Committee has repeatedly raised concerns in relation to the transparency 
and timings of changes to the block grant arising from further fiscal devolution. In its 
report on Draft Budget 2015-16 the Committee emphasised that there needs to be 
much greater transparency from both the UK Government and the Scottish 
Government and that sufficient time is made available to allow effective 
parliamentary scrutiny prior of adjustments to the block grant prior to implementation.   

38. The Committee also heard from the Cabinet Secretary for Finance, Constitution 
and Economy that HM Treasury has sought to include a “constraining factor” within 
the block grant adjustment. This means attempting to calculate up to about 2029 or 
2030 what the devolved taxes would generate and adjust the block grant on this 
basis so that neither the UK or the Scotland would be better or worse off. The 
Committee agreed with the Cabinet Secretary that this totally defeats the point of 
devolving the taxes and undertook to raise the matter with the Chief Secretary to the 
Treasury.   

Devolved Taxes 
39. The Committee has received confirmation from the Cabinet Secretary (letter 
attached) that the block grant adjustment for the newly devolved taxes will be 
£494m. The letter states that the figure is based on the average of the OBR and 
Scottish Government forecasts for the tax revenues foregone by the UK 
Government.  The Scottish Government forecast for tax foregone as a consequence 
of residential SDLT being devolved is £198m while the OBR forecast is £248m.   

                                            
31http://www.scottish.parliament.uk/S4_PublicAuditCommittee/Meeting%20Papers/Papers_for_the_pu
blic.pdf  
32https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_End
uringSettlement_acc.pdf  paragraph 2.4.28 

http://www.scottish.parliament.uk/S4_PublicAuditCommittee/Meeting%20Papers/Papers_for_the_public.pdf
http://www.scottish.parliament.uk/S4_PublicAuditCommittee/Meeting%20Papers/Papers_for_the_public.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/397079/Scotland_EnduringSettlement_acc.pdf
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40. The Cabinet Secretary announced that the Scottish Government has revised 
the rates and bands for residential LBTT during Stage 1 of the Budget Bill.  He 
confirmed this in writing to the Committee and his letter is attached.  The Scottish 
Government’s forecast for revenue from these revised rates and bands is £235m.  
The SFC has written to the Cabinet Secretary in relation to the revised forecast 
stating that the revised forecast “follows the methodology described and accepted as 
reasonable in our October 2014 report.”  The OBR has not yet published a forecast 
for the revised rates and bands for residential LBTT.          

Forestalling Effect 
41. The Cabinet Secretary has also indicated that he intends to make an 
adjustment to the forecast for residential LBTT to take account of forestalling effects 
and that the SFC has begun to scrutinise the approach the Government intends to 
take to estimate these effects.  The SFC states in its letter to the Cabinet Secretary 
that the “calculation of the forestalling effect is both desirable and relatively 
straightforward in itself.”  The Cabinet Secretary has indicated that he will provide a 
further update to the Committee when that work has concluded. 

42. The Committee raised the issue of a behavioural response to the introduction of 
LBTT as part of its scrutiny of the draft budget.  Paragraph 32 of the Committee’s 
report on the draft budget states: 

“The Cabinet Secretary was asked by the Committee whether the Government had carried 
out any modelling of the behavioural response to the proposed rates. He responded that he 
considered this to be ‘an almost impossible piece of analysis to undertake’ but ‘we have taken 
a conservative view about the volume of transactions that we expect at the higher end of 
property charges.’  When it was pointed out that the OBR forecast includes a behavioural 
analysis the Cabinet Secretary responded that the Government have constructed a ―more 
sophisticated model for the calculation of LBTT.”33 
 

Revenue Neutrality 
43. The Cabinet Secretary states that he has assessed revenue neutrality in terms 
of the block grant adjustment of £494m for 2015-16.  “My 2015-16 tax revenue 
forecast for non-residential LBTT and Scottish Landfill Tax remain unchanged from 
the Draft Budget – at £146 million and £117 million respectively.  This leaves a 
remaining balance of £231m to be raised from residential LBTT in 2015-16, before 
forestalling effects are taken into account.”  The Cabinet Secretary has also 
“considered it prudent to build some modest headroom  into the pre-forestalling 
revenue to be generated by residential LBTT in order to help manage the risk that 
the forestalling adjustment which the UK Government is prepared to agree to the 
BGA falls short of my assessment of the likely revenue losses to the Scottish 
budget.”          

44. Draft Budget 2015-16 states that: “Our tax rate proposals are intended to be 
revenue neutral - we have proposed rates and bands to generate the same level of 
revenues which we forecast the predecessor UK taxes would have generated in 
Scotland in 2015-16, had they continued to be charged here with no change in the 

                                            
33 http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/85404.aspx  

http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/85404.aspx
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rates. This means that Scotland will bear the same overall tax burden in relation to 
the devolved taxes as it would if the UK taxes had continued to apply here.”34        

Scottish Cash Reserve    

45. The UK Government has indicated that if receipts from the devolved taxes 
exceed forecasts then the priority should be to pay off any debt from previous years 
when receipts were lower than forecasts. If there is no outstanding debt then the 
additional revenues should be credited to a Scottish cash reserve “with the intention 
that they are used for any potential future deficits” and “will provide the flexibility to 
offset good and bad years.”35  

46. The Committee considered this issue as part of its scrutiny of Draft Budget 
2015-16 and agreed with the Cabinet Secretary that the Scottish Government should 
have the flexibility to either spend the surplus tax receipts or put them in the cash 
reserve. The Committee agreed to raise this matter with the Chief Secretary to the 
Treasury.    

Annual Tax on Enveloped Dwellings (ATED) 

47. The Law Society of Scotland raised the issue of the appropriateness of 
retaining ATED in Scotland following the devolution of Stamp Duty. ATED was 
introduced in the UK in 2013 as a means of tackling SDLT avoidance. The Law 
Society of Scotland suggested that given the Scottish Government has adopted a 
different approach to tax avoidance and that there is a provision within the LBBT 
legislation to address the issue then ATED should not apply to properties in 
Scotland. While ATED currently only applies to properties with a value of £2m, this 
will reduce to £500,000 by April 2016.  

48. The Committee has written to the Cabinet Secretary asking whether the 
Scottish Government has discussed with the UK Government whether ATED should 
continue to apply in Scotland. The Cabinet Secretary responded (copy attached) that 
we have “not considered it necessary to date to seek devolution of ATED or to seek 
disapplication of the tax in Scotland.” He points out that while the Scottish 
Government supports the intended purpose of ATED it “has thus far had very limited 
application in Scotland.” 

Conclusion   

49. The Committee is invited to consider the above issues in the evidence sessions 
with the Chief Secretary to the Treasury and the Cabinet Secretary. 

 
Clerk to the Committee 

January 2015       

                                            
34 http://www.scotland.gov.uk/Publications/2014/10/2706 page 14 
35https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/69803/Scotland_Bill_
Command_Paper.pdf page 39 

http://www.scotland.gov.uk/Publications/2014/10/2706
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/69803/Scotland_Bill_Command_Paper.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/69803/Scotland_Bill_Command_Paper.pdf
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I am taking the opportunity to write and provide you with an update on progress made in
agreeing a block grant adjustment for the devolved taxes. I had previously discussed this
with you at my appearance before your Committee on 1 December, and progress has been
made since then which I thought should be brought to the attention of the Committee.

As noted on 1 December the Chief Secretary to the Treasury had written to me suggesting
that a one year agreement for the block grant adjustment in 2015/16 should be reached. As I
had previously set out to your Committee I would have preferred to agree a permanent
solution. However, I assessed that this would not be achievable within the pressing
timeframe to communicate an agreement for the Budget Bill scrutiny process. To this end I
sought to negotiate the best deal possible for the Scottish budget, and to provide clarity
around the process.

Recent discussions with the CST set out those important elements which would have an
effect on the Scottish budget as a result of the introduction of the devolved taxes.

It was agreed that a one year only mechanism should be based on the best estimate of what
Stamp Duty Land Tax as reformed at the time of the Autumn Statement would have raised in
Scotland in 2015/16 in the absence of devolution. There are significant differences between
my forecasts and the UK Government's forecasts for this amount. Given that my forecasts
are endorsed by the Scottish Fiscal Commission and the UK Government's are endorsed by
the OBR we agreed that we would use an average of these forecasts, which resulted in a
value of £494m.

It was accepted that any agreement made for this one year mechanism would be without
prejudice or precedent for the permanent block grant adjustment mechanism for the
devolved taxes, and for any further future block grant adjustments required as part of further
devolution.

INVESTOR IN PEOPLE
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Two further important issues pertinent to the financial impact of the introduction of the
devolved taxes were also discussed, but have at this point not yet been agreed. The first of
these is the issue of the lag between the devolved taxes being implemented in April 2015
and the Scottish Government receiving the corresponding taxes. The second issue is that of
the forestalling impact associated with the introduction of the Land and Buildings Transaction
Tax. A suitable solution for treatment of the lag and for the size of the transfer with regards to
the forestalling effect has not yet been agreed. The forestalling issue is material and
significant in this process.

In addition I also noted with the CST that access to the cash reserve and the budget scoring
of the block grant reduction and devolved tax receipts both still remained important elements
impacting on the operation of the devolved taxes, and that I would be seeking further
discussions with him.

I will continue to seek progress on these matters and will provide updates on any
agreements reached.

. 1('.---.
JOHN SWINNEY

INVESTOR IN PEOPLE
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L
I welcome the time you are taking to provide effective scrutiny on the block grant agreement
for the devolved taxes. I am happy to provide further details as to how the agreement I
notified you of was reached.

Breakdown of the £494m total

The value of £494m reflects the average of the OBR and Scottish Government forecasts for
the tax revenues foregone by the UK Government. The attached table sets out the
breakdown.

Tax Scottish Government UK Government Forecasts
Forecasts (£m) (£m)

SOLT - residential 198 248
SOLT - non-residential 146 173
Landfill Tax 117 103
Averages may not sum to totai oue [0 rounomg

The Scottish Government forecasts for non-residential-SOL T and LfT receipts remain as
published in the 2015-16 Draft Budget. The forecast for residential-SOLT receipts have been
revised to reflect the changes made by the UK Government to the SOLT regime at the
Autumn Statement. This forecast was made using the same methodology as previously
approved by the Scottish Fiscal Commission.

Lag between commencement of taxes and due date

There will be a lag between the commencement of the devolved taxes in April 2015 and the
collection of these taxes due to the time allowed under statute to make good on taxes owed.
In the first year of operation of the devolved taxes this would mean that there would most
likely be a shortfall between what tax is due in the year compared to what tax is paid and
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collected in the year. The UK Government has agreed to provide support in relation to this
lag where required. This is a technical cash management issue and there is an agreement in
place for Scottish Government and HM-Treasury officials to look at this and find a solution so
that the Scottish Government is no worse off because of this issue.

Forestalling effect

Forestalling effects arise because of behavioural responses due to changes in tax liabilities.
The reform of SOLT by the UK Government at the time of the Autumn Statement made it
most likely that the timing of some Scottish housing transactions may be brought forward
with the result that the UK Government would gain additional revenues in 2014/15 which
would otherwise have accrued to the Scottish Government in 2015/16. The UK Government
have accepted that on an exceptional basis they are willing to consider this issue in on the
basis of the "no detriment" principle as recommended by the Smith Commission. Scottish
Government and HM-Treasury officials are working together to allow an agreed estimate of
this effect to be reached.

Cash Reserve and budget scoring of the block grant reduction and devolved tax receipts

These two issues are part of the introduction of the devolved taxes, but were not part of the
one year agreement mechanism.

Under the provisions of the Scotland Act 2012 it is the case that Scottish Government will be
able to pay any devolved tax receipts which exceed forecasts into a cash reserve. The UK
government has intimated that access to this cash reserve will only be allowed to fund any
future shortfalls in outturn receipts against forecast. I find this situation unacceptable, and I
will continue to press for full access to these funds as would be consistent with the principle
of devolution.

Agreement is required for how the block grant reduction and devolved tax receipts should be
scored against the Scottish budget, principally how they are allocated between DEL capital
and resource. No agreement has been reached yet, and I will continue to press that the
Scottish Government should have full autonomy to score these amounts as it chooses, again
consistent with the principle of devolution.

I will continue to seek progress on these matters and will provide updates when agreements
are reached. y._

JOHN SWINNEY

St Andrew's House, Regent Road, Edinburgh EH1 3DG
www.scotland.gov.uk
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DEVOLVED TAXES - RATES AND BANDS

Further to the announcement which I made in Parliament yesterday, I am writing to provide
you with further details on my planned rates and bands for Land and Buildings Transaction
Tax and Scottish Landfill Tax from April 2015.

Land and Buildings Transaction Tax (LBTT) - Residential transactions

I confirmed to Parliament yesterday that I have reviewed the proposed LBTT rates and
bands for residential transactions in order to ensure that I remain true to the principles which
underlined the original proposals announced in the 2015-16 Draft Budget following the
changes made to UK Stamp Duty Land Tax (SOLT) in December 2014.

I therefore intend to bring forward an Order to set residential rates and bands as follows:

Purchase price Rate
Up to £145,000 -
£145,001 to £250,000 2.0%
£250,001 to £325,000 5.0%
£325,001 to £750,000 10.0%
£750,001 and over 12.0%

My decisions have again been influenced by the four maxims set out by Adam Smith, .
particularly that taxes should be proportionate to the ability to pay. These revised rates and
bands prioritise support for first time buyers and are intended to assist people moving
through the property market.
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The nil rate threshold for the tax will be set at £145,000 - £10,000 higher than originally
announced, which will result in an additional 5,000 transactions being taken out of the scope
of taxation compared to the October proposals so that in total 10,000 fewer transactions will
be taxable in Scotland under LBD than would have been taxed under SDLT.

I have introduced a new marginal rate of 5% to apply between £250,001 and £325,000 which
will ensure that over 90% of transactions continue to be better or no worse off under LBD
compared to UK SDL T, as was the case at the time of the Draft Budget. As a result, those
people purchasing a property for £330,000 or less will pay less tax under LBTT than they
would have under UK SDL T.

In order to ensure that we can provide benefits for those entering and progressing through
the housing market and to ensure that the tax charge remains proportionate to the ability to
pay, the top marginal rate of 12% will now apply to transaction values above £750,000. As a
result the purchase of a house for more than £945,000 will attract a higher LBTT charge than
originally proposed in October. This means that the tax charge on 99.9% of all transactions
will either be lower than under the original proposals or will be nil.

I consider that these revised rates and bands demonstrate very clearly that the Scottish
Government has placed fairness, equity and the ability to pay at the very heart of the
decisions we have taken on national taxes.

Rate-setting Orders

The rates and bands announced yesterday, and those announced in October, of course
remain subject to Parliamentary scrutiny and approval. I will bring forward Orders to set
rates of Land and Buildings Transaction Tax and Scottish Landfill Tax in early February.

I can confirm that the Order setting rates and bands for residential transactions for Land and
Buildings Transaction Tax will also include the rates and bands for non-residential and lease
transactions that I announced in October. A separate Order concerning Scottish Landfill Tax
will include the standard rate and lower rate as announced then.

Forecast tax revenues

I have prepared an updated forecast of the revenue which I expect to raise from residential
LBTT. I estimate that these revised rates and bands would generate £235 million in 2015-16
(full year forecast). This forecast has been scrutinised by the Scottish Fiscal Commission,
which considers this forecast to be a consistent application of the forecasting methodology
which they reported on and viewed as reasonable in October 2014. I have placed the letter
received from the Scottish Fiscal Commission in SPICe and attached a copy as an annex to
th is letter.

The Finance Committee recommended in its recent report on the Draft Budget that the
Scottish Government should in future provide a breakdown of the expected receipts for each
band of residential LBD. The table below provides a breakdown of the revenue generated
by each of the bands announced yesterday.
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Band Revenue
by Rate

£m
Up to £145,000 -
£145,001 to £250,000 110.1
£250,001 to £325,000 65.2
£325,001 to £750,000 58.4
£750,001 and over 1.3

As this is the first year of LBTT and there are significant differences in the tax charge
between LBTT and the UK tax which it replaces, I also intend to make an adjustment to this
forecast to reflect potential revenue losses to Scotland as a result of forestalling effects. As I
noted in my letter to the Committee of 19 January, the UK reforms to SDLT at the Autumn
Statement made it most likely that such behavioural responses would occur. The Scottish
Fiscal Commission has begun its work to scrutinise the approach which we are taking to
estimate the value of these forestalling effects, and I will provide a further update to the
Committee when that work has concluded.

As you are aware, the impact of forestalling is also one of the technical issues still to be
agreed with the UK Government as part of negotiations on the one-year block grant
adjustment (BGA) for 2015-16.

I have assessed revenue neutrality for 2015-16 in terms of the headline one-year BGA
agreed with the UK Government of £494 million, which as you know represents the mid-point
of the Scottish Government and OBR forecasts of the aggregate tax revenues foregone by
the UK Government. My 2015-16 tax revenue forecasts for non-residential LBTT and
Scottish Landfill Tax remain unchanged from the Draft Budget - at £146 million and £117
million respectively. This leaves a remaining balance of £231 million to be raised from
residential LBTT in 2015-16, before forestalling effects are taken into account. I considered
it prudent to build some modest headroom into the pre-forestalling revenue to be generated
by residential LBTT in order help manage the risk that the forestalling adjustment which the
UK Government is prepared to agree to the BGA falls short of my assessment of the likely
revenue losses to the Scottish Budget, as scrutinised by the Scottish Fiscal Commission.
Should there be any remaining flexibility once forestalling effects have been agreed and
calculated, I would intend to use this to make the first payment into the cash reserve at the
end of 2015-16.

I trust that this information is helpful to the Committee. I will provide a formal response to the
recommendations which the Committee made in its report on the Draft Budget ahead of the
Stage 3 debate next month. In the meantime, I would be very happy to provide any further
information on these tax rates and bands which would assist the Committee in its scrutiny of
devolved taxes.

St Andrew's House, Regent Road, Edinburgh EHl 3DG
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I have also copied this letter to finance spokespeople from the opposition parties.

Copy to: Jackie Baillie MSP
Gavin Brown MSP
Patrick Harvie MSP
Willie Rennie MSP
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ANNEX - LETTER FROM SCOTTISH FISCAL COMMISSION

Scottish Fiscal Commission
4 Lillybank Gardens
Glasgow
G128RZ

zt- January, 2015

John Swinney MSP
Deputy First Minister and Cabinet Secretary

for Finance, Constitution and Economy
St Andrew's House
Regent Road
Edinburgh
EH13DG

Dear Minister,

Thank you for your letter which I received on 16th January, asking the Scottish Fiscal Commission (SFC)
to scrutinise and provide a view on any revised forecasts the Scottish Government may produce in light
of the changes to the SDTT announced in the UK Government's 2014 Autumn Statement.

The most recent top-line estimate of LBTT tax revenues follows the methodology described and accepted
as reasonable in our October 2014 Report. We note that the annual model has not been updated in line
with any new data that have emerged in the few months since the time of the original report.

Based on our understanding of that model, we believe the most recent top-line revenue forecasts, before
forestalling is taken into consideration, are a consistent application of the new tax schedule to the
forecasting methodology which, as stated above, we have viewed as reasonable.

The calculation of the forestalling effect is both desirable and relatively straightforward in itself.
However, it depends upon identifying the elasticity of the transactions with respect to anticipated
changes in the tax schedules, which is less straightforward.

We have engaged with your officials, reviewed early and later versions of their analysis, and asked them
to provide further and sufficient evidence on the value of this elasticity in order to enable the SFC to form
a view of the reasonableness of that calculation.

Our understanding is that they continue to refine this work. We appreciate that it is complex and
requires judgment. We will review any further evidence they can provide in support of the assumptions
underpinning their forestalling calculation as and when it becomes available.

We would also note that the forecasts do not incorporate any behavioural responses to changes in tax
regime beyond the forestalling effects; limited evidence we have suggests that these are likely to be
important as well.

Thank you for the opportunity to comment on the revised forecasts.

With all good wishes,

Susan Rice
Chairman
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Thank you for your letter of 15 December 2014 regarding the application of the Annual Tax
on Enveloped Dwellings (ATED) in Scotland. I have considered with interest the evidence
which the Law Society of Scotland, the Chartered Institute of Taxation and ICAS gave to the
Committee when it met on 10 December.

The Scottish Government has not considered it necessary to date to seek devolution of
ATED or to seek disapplication of the tax in Scotland following the switching off of Stamp
Duty Land Tax (SDL T) on 1 April 2015. We support the intended purpose of ATED as a
disincentive to the corporate enveloping of residential properties in order to avoid payment of
SDL T and other taxes. Furthermore, ATED has thus far had very limited application in
Scotland. ATED figures for Scotland are not separately available, but HMRC recently
published statistics for the first year of operation of the tax (2013-14) which show that £1
million of revenue (or 1% of the total) was raised in the regions of the UK other than London,
the South East and the South West. In addition, there is a very small number of residential
property transactions in Scotland above the current ATED threshold and as far as we are
aware very few of these transactions are purchases by non-natural persons.

The Land and Buildings Transaction Tax (Scotland) Act 2013 enables Scottish Ministers to
make regulations to charge Land and Buildings Transaction Tax (LBTT) on transfers of
interest in a residential property holding company, such as the sale of shares. I have
decided not to bring forward regulations under this section as the so-called corporate
wrapping of residential property transactions is not common place in Scotland, and in any
case we are taking a very robust approach to counteracting tax avoidance including
legislating for a general anti avoidance rule.
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I will of course continue to keep this situation under review as LBTT comes into effect and
the ATED thresholds reduce as planned in 2015 and 2016. I trust this response is helpful to
the Committee.

J'L_.,,-

JOHN SWINNEY
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Finance Committee 
 

4th Meeting, 2015 (Session 4), Wednesday, 28 January 2015 
 

Budget (Scotland) (No.4) Bill – Stage 2 
 
 
Introduction 

1. The Budget (Scotland) (No.4) Bill (“the Bill”) was introduced in the 
Parliament on 15 January 2015. A copy of the Bill is attached at Annexe A and the 
Budget (Scotland) Bill Supporting Document was circulated to members in 
advance of the Stage 1 debate. A briefing by the Financial Scrutiny Unit 
highlighting the key differences between the Draft Budget 2015-16 and the Bill will 
be circulated in advance of the meeting. 
 
Procedure 

2. Budget Bills follow a different procedure to that of other public Bills and are 
governed separately by Rule 9.16 of Standing Orders. At Stage 1, a budget Bill is 
referred immediately to the Parliament for consideration of its general principles 
and a decision on whether they are agreed to. A report on the Bill’s general 
principles is not required. The Stage 1 debate on the Bill took place on 
Wednesday 21 January 2015. 
 
3. Rule 9.16.3 of Standing Orders states that Stage 2 of the Bill shall be taken 
by the Finance Committee. The remainder of this paper sets out the procedure 
which must be following in dealing with Stage 2 proceedings on the Bill. 
 
Stage 2 procedure 

4. Unlike other legislation, where amendments may be lodged by any 
member, at Stage 2 of the Budget Bill amendments may only be lodged and 
moved by a member of the Scottish Government or a junior Scottish Minister. 
 
5. Proceedings on amendments to the Bill are identical to those for other Bills. 
Whilst no amendments have been lodged to this Bill, the Committee is required to 
agree each section and schedule of the Bill as well as the long title. As with other 
Bills, where sections and schedules to which no amendments are proposed fall 
consecutively for consideration, a single question can be put on all those sections 
or schedules. 
 
6. Members should note that it is not possible to leave out a section or 
schedule of the Bill by simply disagreeing to it. The Guidance on Public Bills 
states— 
 

“4.82 Because the only mechanism available to leave a section or 
schedule out of a Bill is by means of an amendment, putting the question on 
each section and schedule is, in practice, a formality. There is no obligation 
on members to agree when the question is put on the section or schedule, 

http://www.scottish.parliament.uk/S4_Bills/Budget%20(Scotland)%20(No.4)%20Bill/b59s4-introd.pdf
http://www.scotland.gov.uk/Resource/0044/00441949.pdf
http://www.scotland.gov.uk/Resource/0046/00462296.pdf
http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=9737&mode=pdf
http://www.scottish.parliament.uk/S3_Bills/GuidanceonPublicBills.pdf
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but disagreement does not lead to a division and cannot result in the 
omission of the section or schedule from the Bill.” 

7. Rule 9.16.6 of the Standing Orders only allows amendments to a budget Bill 
to be moved by a member of the Scottish Government. 

 
 

Alan Hunter 
Assistant Clerk to the Committee 
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Annexe A 
 

Budget (Scotland) (No.4) Bill 
 

A copy of the Bill, and its accompanying documents, can be accessed via the link 
below— 

 
http://www.scottish.parliament.uk/parliamentarybusiness/Bills/85446.aspx 

 
Annexe B 

 
Budget (Scotland) Bill Supporting Document 

 
The above document can be accessed via the link below— 

 
http://www.scotland.gov.uk/Resource/0046/00467598.pdf 

http://www.scottish.parliament.uk/parliamentarybusiness/Bills/85446.aspx
http://www.scotland.gov.uk/Resource/0046/00467598.pdf
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Finance Committee 

Budget Bill 2015-16 – Stage 2 
 
This paper summarises the differences between the Draft Budget 2015-16 
and the Budget Bill 2015-16.  
 
Reasons for variations 
 
The main reason for the differences between the figures in the Draft Budget 
and the Supporting Document to the Budget Bill is that the two documents are 
prepared on different budgeting and accounting bases. The Draft Budget is 
presented on the basis of the HM Treasury Consolidated Budgeting Guidance 
while the Budget Bill and supporting document are prepared on an accounting 
basis, in accordance with the Government Financial Reporting Manual (the 
FReM). There are a number of technical differences between the two 
definitions, which in part explain the differences between the totals in the two 
documents. In addition, there are statutory and presentational considerations. 
Table 1.3 on p4 of the supporting document provides a reconciliation.  
 
One difference between the Budget Bill and the Draft Budget relates to the 
treatment of non-departmental public bodies (NDPBs). The non-cash element 
of the NDPB budgets (which includes items such as depreciation) is 
subtracted from the Draft Budget figures to give the amounts required for 
parliamentary approval. This is because the Public Finance and Accountability 
(Scotland) Act requires authority for the budgets of NDPBs to be given in 
cash. The non-cash NDPB deductions from the figures in the Draft Budget are 
presented in column B of table 1.3 of the Budget Bill Supporting documents 
(p4). These total £151.7 million.  
 
In addition, Judicial salaries (£30.6 million) are in the Draft Budget but 
excluded from the Budget Bill as they do not require Parliamentary approval. 
Police loan charges of £5.4m are included as they require Parliamentary 
approval. The net impact of these changes in the Justice portfolio is the 
£24.7m deduction in column C of table 1.3. Also presented in column C of 
table 1.3 is the Scottish Water loan repayments to the National Loans Fund 
(NLF), Public Works Loan Board (PWLB) and the European Investment Bank 
(EIB) (totalling £52.5 million) which are included within the Draft Budget 
figures but excluded from the Budget Bill.  
 
The other adjustment in column C relates to a £345.3m reduction to the 
provision for Teachers and NHS Pension Schemes. This has no implications 
for Scottish Government discretionary public spending and reflects the HM 
Treasury update to the discount rate applied for post-employment benefits.  
 
Capital expenditure is also treated differently in the Budget Bill. Direct capital 
expenditure by the Scottish Government is included in the Budget Bill, but the 
capital expenditure of NDPBs, local authorities and any capital grants to the 
private sector are not included in the capital total in the Budget Bill (they are 
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classified as “operating expenditure” in the portfolio budgets of the Supporting 
documents).  
 
Directly funded external bodies requiring separate parliamentary approval 
from the portfolio total are reflected separately in the Budget Bill and the 
relevant adjustments are presented in column E of table 1.3.  
 
Another reason for difference between the Draft Budget and Budget Bill is that 
some of the Barnett consequentials accruing from the 2014 UK Autumn 
Budget Statement have been included on the face of the Budget Bill (totalling 
£127.4million). Further information on this difference is included in the next 
section of this paper.  
 
Following the new Cabinet announcement by the First Minister on 21 
November 2014, the portfolio budgets presented in Draft Budget 2015-16 
have been restructured to reflect the new Cabinet Secretaries responsibilities. 
Table 1.2 (p3) presents the changes made to the portfolio budget structure.  
 
Barnett consequentials from UK Autumn Statement 
 
Since the publication of the Draft Budget 2015-16, the UK Autumn Statement 
(3 December 2014) has allocated additional funding of £211m to the Scottish 
budget for financial year 2015-16. The Budget Bill allocates £127.4m of these 
Barnett consequentials to Health, which is the amount arising from the 
increases proposed in the Autumn Statement for Health in England. The 
remaining Barnett consequentials are unallocated.  
 
 
 

Ross Burnside 

Financial Scrutiny Unit, SPICe 

January 2015 

 

Note: Committee briefing papers are provided by SPICe for the use of Scottish 
Parliament committees and clerking staff.  They provide focused information or 
respond to specific questions or areas of interest to committees and are not 
intended to offer comprehensive coverage of a subject area. 
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Finance Committee 
 

4th Meeting, 2015 (Session 4), Wednesday 28 January 2015 
 

Subordinate Legislation: Revenue Scotland and Tax Powers Act 
 
Purpose 

1. The purpose of this paper is to set out background and procedural information 
for the Committee’s consideration of the the Scottish Tax Tribunals (Eligibility for 
Appointment) Regulations 2014. 

2. The instrument along with its accompanying Policy Note is attached. 

Policy Objectives 

3. The Policy Note explains that the regulations set eligibility criteria for 
appointment as an ordinary member of the First-tier Tax Tribunal  for Scotland.  The 
instrument also sets eligibility criteria for appointment as a legal member of the First-
tier Tax Tribunal for Scotland or the Upper Tax Tribunal for Scotland. 

Consultation 

4. The Policy Note states that a consultation on proposed subordinate legislation 
under the Revenue Scotland and Tax Powers Act has been undertaken and that— 

“The Scottish Government has modified the eligibility criteria for appointment 
as an ordinary member of the First-tier Tax Tribunal for Scotland as a result of 
the consultation.” 

5. Scottish Government officials have confirmed that this modification related to a 
suggestion from the Chartered Institute of Taxation which proposed that its members 
should be eligible for appointment as an ordinary member of the First-tier Tax 
Tribunal in the same way as accountants who are members of prescribed bodies. 
This suggestion was accepted and the instrument was modified accordingly. 

Delegated Powers and Law Reform Committee consideration 

6. The Delegated Powers and Law Reform Committee considered the instrument 
at its meeting on 13 January 2015 and agreed to draw the attention of the Parliament 
to the instrument. Its report stated— 

“The Committee draws this instrument to the Parliament’s attention under the 
general reporting ground as there is an error in regulation 2(3)(g). Regulation 
2(3)(g) refers to the Chartered Institute of Public Finance and Accountability 
when the correct reference should be to the Chartered Institute of Public 
Finance and Accountancy. The Committee calls on the Scottish Government 
to correct this error by laying a further instrument.” 

7. When asked whether it proposed to take any corrective action, the Government 
responded— 

http://www.legislation.gov.uk/ssi/2014/355/pdfs/ssi_20140355_en.pdf
http://www.legislation.gov.uk/ssi/2014/355/pdfs/ssi_20140355_en.pdf
http://www.scottish.parliament.uk/S4_SubordinateLegislationCommittee/Reports/sur-15-02w.pdf
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“The Scottish Government confirms that the word “Accountability” should read 
“Accountancy” and considers that this minor typographical error can be dealt 
with by correction slip.” 

Negative instruments: procedure  

8. Negative instruments are instruments that are “subject to annulment” by 
resolution of the Parliament for a period of 40 days after they are laid. All negative 
instruments are considered by the Delegated Powers and Law Reform Committee 
(on various technical grounds) and by the relevant lead committee (on policy 
grounds).  

9. Under Rule 10.4, any member (whether or not a member of the lead 
committee) may, within the 40-day period, lodge a motion for consideration by the 
lead committee recommending annulment of the instrument.  

10. If the motion is agreed to by the lead committee, the Parliamentary Bureau 
must then lodge a motion to annul the instrument to be considered by the Parliament 
as a whole. If that motion is also agreed to, the Scottish Ministers must revoke the 
instrument.  

11. If questions are asked or concerns raised during consideration of the 
instrument the Committee may wish to gather more information or to invite a Minister 
to give evidence at a later meeting. In other cases, the Committee may be content 
simply to note the instrument.  
 
Conclusion 

12. The Committee is invited to consider the instrument. 

 
Alan Hunter 

Assistant Clerk to the Committee 
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Annexe 
POLICY NOTE 

THE SCOTTISH TAX TRIBUNALS (ELIGIBILITY FOR APPOINTMENT) REGULATIONS 

2014 

SSI 2014/355 

The above instrument was made in exercise of the powers conferred by paragraphs 
2(3) and 9(1)(a) and (b) of schedule 2 to the Revenue Scotland and Tax Powers Act 
2014 (“RSTPA 2014”).  The instrument is subject to the negative procedure.  

Policy Objectives  

Firstly, the regulations set eligibility criteria for appointment as an ordinary member 
of the First-tier Tax Tribunal for Scotland.  Regulation 2 provides that for a person to 
be eligible to be appointed as an ordinary member of the First-tier Tax Tribunal for 
Scotland they must be a member of Chartered Institute of Taxation; an accountant 
who is a member of one of the listed accountancy bodies; or have substantial 
experience in tax matters and related procedures obtained in one of the listed 
sectors. 

Further, paragraphs 4(1) and 6(1) of schedule 2 to RSTPA 2014 require that for a 
person to be eligible for appointment as a legal member of the First-tier Tax Tribunal 
for Scotland or the Upper Tax Tribunal for Scotland they must be practising as a 
solicitor or advocate in Scotland and have practised for a period of not less than 5 or 
10 years respectively.  Regulations 3 and 4 provide that the qualifying period need 
not be continuous.  So for example if a period of maternity or other leave fell during a 
period of 5 or 10 year practice, then the person would be eligible for appointment as 
a legal member of either the First-tier Tax Tribunal for Scotland or the Upper Tax 
Tribunal for Scotland.     

Consultation  

A public consultation opened on 6 October 2014 on the proposed subordinate 
legislation under RSTPA 2014, including draft SSIs with an early closing date of the 
31 October in respect of this particular SSI.  The consultation paper and draft SSI is 
available at http://www.scotland.gov.uk/Publications/2014/10/4714.  A full list of 
those consulted and the responses of those who agreed to the release of this 
information and the Scottish Government response will be published after the 
consultation on the other draft SSIs has closed on the 9 January 2014.  The Scottish 
Government has modified the eligibility criteria for appointment as an ordinary 
member of the First-tier Tax Tribunal for Scotland as a result of the consultation. 

Impact Assessments 

An equality impact assessment has been completed on the Revenue Scotland and 
Tax Powers Bill and is attached available at http://www.scotland.gov.uk/Publications/
2014/10/4242.  The instrument is consequential in nature and no further impact 
assessments are required. 

 Financial Effects  

http://www.scotland.gov.uk/Publications/2014/10/4714
http://www.scotland.gov.uk/Publications/2014/10/4242
http://www.scotland.gov.uk/Publications/2014/10/4242
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The costs associated with the establishment of the Scottish Tax Tribunals were 
detailed in the Financial Memorandum that accompanied the Bill for RSTPA 2014 
and is available at http://www.scottish.parliament.uk/parliamentarybusiness/Bills/709
29.aspx 

 

Scottish Government 
Fiscal Responsibility Division 
December 2014 

http://www.scottish.parliament.uk/parliamentarybusiness/Bills/70929.aspx
http://www.scottish.parliament.uk/parliamentarybusiness/Bills/70929.aspx
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