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Finance Committee 

28th Meeting, 2014 (Session 4), Wednesday 12 November 2014 

Draft Budget 2015-16 
 
Introduction 
 
1. The focus of the Committee’s draft budget scrutiny this year is on the newly 
devolved taxes and borrowing powers.  As part of this scrutiny the Committee issued 
a call for evidence seeking views on the proposed bands and rates for the Land and 
Buildings Transactions Tax (LBTT).  The Committee received 21 submissions.1  The 
Budget Adviser has provided a summary of the evidence and this is attached as 
Annexe A. 
    
2. At its meeting on 12 November the Committee will take evidence from the 
Scottish Federation of Housing Associations (SFHA), the Scottish Building 
Federation (SBF), the Scottish Property Federation (SPF) and Homes for Scotland.   
Submissions from each organisation are attached as Annexe B. 
 
Proposed Rates and Bands   
 
3. The Government has announced the proposed rates and bands for LBTT in the 
draft budget.  The rates and bands are due to come into effect from 1 April 2015 and 
are set out in Table 1. 
 
Table 1 
 

Residential 
Transactions 

Rate  Non-
Residential 
Transactions  

Rate  Non-
Residential 
Leases 

Rate  

Up to £135,00 nil Up to £150,000 nil Up to £150,000 nil 

£135,001 to 
£250,000 

2.0% £150,001 to 
£350,000 

3.0% Over £150,000 1.0% 

£250,001 to 
£1m 

10.0% Over £350,000 4.5%   

Over £1m 12.0%     

 
4. The above are marginal rates, payable on the portion of the total value which 
falls within each band.  The Committee welcomed the introduction of this progressive 
structure as a replacement of the SDLT slab structure in its Stage 1 report on the 
LBTT Bill.2   
 
Residential Transactions 
5. Draft Budget 2015-16 states that the Government “have proposed tax rates and 
bands for residential transactions which would redistribute the tax burden from lower 
to higher value transactions” on the basis of proportionality to the ability to pay.  “This 

                                            
1
 http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/80289.aspx 

2
 http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/61649.aspx 

 

http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/80289.aspx
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/61649.aspx
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will support the majority of first time buyers, improving the affordability of starter 
homes.”  It is expected that no tax will be payable on 45% of transactions with an 
additional 5,000 transactions subject to no tax compared to SDLT.  A further 44,000 
transactions will be subject to less tax than under SDLT and 90% of taxpayers will be 
no worse off than under SDLT.  
 
6. While the evidence the Committee received broadly supports the structure of 
the tax on residential transactions there is some concern about the potential impact 
on the housing market of the proposed increases in tax for homes valued above 
£325k.  Homes for Scotland take the view that the tax on homes between £325k and 
£500k is “too punitive” and is expected to lead to “stagnation in this part of the 
market.”  To mitigate this impact they propose an additional band between £250k 
and £500k of 7%. 
   
7. Homes for Scotland also suggest that the nil band should remain at £125k 
which would mean the buyer of an average house price of around £160k would still 
pay £900 less than under stamp duty.  This would also balance out the impact on 
mid to higher value properties.  In contrast, the SBF support increasing the zero rate 
threshold and “believe this could boost the construction industry, in particular by 
stimulating affordable housing.”    
 
8. The SPF suggest that the “main concern with the residential rates as set is that 
for families seeking to move into larger properties they may be deterred by increases 
in taxation.”  They recommend an intermediate rate closer to 5-6% on home between 
£250k and £1m.   However, a property consultant interviewed by the Budget Adviser 
suggested that the new tax structure would not have much impact on the property 
market and that decisions “on buying and selling houses are driven by factors other 
than tax.”3                
 
Residential Revenue Forecast 
9. The Government forecasts revenue of £295m for residential transactions in 
2015-16.  The basis for this forecast is set out in a methodology note which states 
that the Government has developed a “bottom-up” model for residential transactions.  
This approach utilises historical house price and sales data while the OBR forecast 
employs a “top-down” methodology based on previous revenues. 
 
10. The model is expected to “slightly underestimate the number of very high value 
transactions” which the Government views as being prudent so as to avoid relying on 
“revenues from a small number of very high value transactions on an ongoing basis.” 
 
11. The forecast assumes that house price growth will gradually return to its long 
run trend with growth of 5.0% in 2014/15 and 5.3% in 2015/16.  The number of 
transactions is expected to grow by 7.4% in 2014-15 and 6.9% in 2015-16.  
   
12. While the Scottish Fiscal Commission (SFC) endorse the residential 
transactions forecast as reasonable they express concern at the quality and quantity 

                                            
3
 

http://www.scottish.parliament.uk/S4_FinanceCommittee/General%20Documents/Gavin_McEwen_bri
efing_paper_LBTT_1.pdf  paragraph 20 
 

http://www.scottish.parliament.uk/S4_FinanceCommittee/General%20Documents/Gavin_McEwen_briefing_paper_LBTT_1.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/General%20Documents/Gavin_McEwen_briefing_paper_LBTT_1.pdf
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of the available Scottish data.  The SFC also note that the forecast does not take into 
account the possibility of a behavioural response as a consequence of the relatively 
high tax rates applicable to the upper band of LBTT.  
  
13. In relation to the forecast of average house price rises and the volume of 
transactions the SFC suggests that the forecasts would ideally “be based on a 
reliable statistical model which took account of the economic determinants of these 
variables.”   However, this approach is “notoriously difficult” and the SFC 
recommends the development of “simple statistical models of the path of the house 
price and transactions data, either individually or jointly.”   
 
Non-Residential Transactions        
14. Draft Budget 2015-16 states that the proposed rates and bands for non-
residential transactions “would ensure that Scotland remains a competitive and 
attractive location for business.” Under the proposals the Government states that 
95% of taxpayers will be no worse off than under SDLT.  
 
15. Homes for Scotland raised concerns in relation to the purchase of land for 
residential development which they suggest will mainly exceed £350k. They suggest 
that this means an increase in tax of 0.5% from the current maximum charge of 4.0% 
under SDLT.4 Homes for Scotland contend that this increase “is not helpful and 
immediately puts Scotland at a disadvantage to purchases of land in England and 
Wales.” It could also impede attracting housing investment from south of the border. 
    
16. The SPF are also concerned about the increase to 4.5% in relation to the 
impact on commercial property investment which mainly relates to transactions 
above £2m and will mean higher tax than under SDLT. They are concerned about 
the negative impact this may have on the market in Scotland vis-à-vis the rest of the 
UK especially give the competitive nature of the commercial property industry. The 
SPF recommend an initial top rate of 4% “in order to be perceived to be as 
competitive as the UK SDLT and to then consider adjustments in the light of market 
reaction.”          
 
Non-Residential Revenue Forecasts  
17. The Government forecasts revenue of £146m for non-residential transactions in 
2015-16.  The methodology note states that the modelling of revenue from these 
transactions is “more challenging owing to the heterogeneous structure of the tax 
base and the limited data available.”  The Government uses a similar approach to 
the OBR and is based on the OBR’s assumptions of growth in UK commercial 
property prices and the volume of such transactions.  A three year average of outturn 
receipts is used as the baseline which the OBR previously used.  However, in their 
most recent forecast the OBR used in-year data for 2013-14 which reduced the 
Scottish share from 6.8% to 5.9%.   It’s not clear from the methodology report or the 
SFC’s report what percentage figure for the Scottish share is being used for the 
Scottish Government’s forecast. 
  

                                            
4
 However, the 4.5% rate applies only to the value of the transaction above £350k while the current 

4.0% rate applies to the entire cost of the transaction.   
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18. The SFC state that “this part of the forecast is liable to significant uncertainty 
which is not possible to quantify” and recommends that a new model “with some 
explanation of the economic drivers of the revenue variations, and better data, are 
needed in the longer term.” 
 
Non-Residential Leases  
19. The draft budget states that “the proposed rates and bands for non-residential 
leases ensure parity between the taxing of lease transactions in Scotland and the 
rest of the United Kingdom.”5  
 
20. The Government’s forecasting methodology does not separate out non-
residential purchases from lease transactions and the non-residential revenue 
forecast covers the tax from both types of transaction. 

 
James Johnston 

Clerk to the Committee 
 

                                            
5
 http://www.scotland.gov.uk/Publications/2014/10/2706 paragraph 15 

http://www.scotland.gov.uk/Publications/2014/10/2706
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Summary of written evidence submitted in response to the Finance 
Committee's Call for Evidence on LBTT Bands and Rates 

In this paper I summarize the responses under the six topics requested by the 
Committee but combine the responses to the second and third topics on rates and 
bands.  In conclusion, I set out some relevant views expressed which do not fit easily 
within that framework.  Some respondents commented on the scenarios set out in 
the call for evidence while others commented on the proposals in the Scottish 
Government's (SG) Draft 2015/16 Budget, which was published before the 
consultation period expired.  There was general approval of the move from the SDLT 
bloc system to the LBTT progressive one where the higher rate is applied to only the 
excess above the threshold.  

1.  The threshold for the purchase price of the nil rate band for both residential 
and non-residential property. 

Varying views were expressed on the threshold for the nil rate band.  Angus Council 
for example considered that raising the threshold to £250k would benefit small 
businesses and those struggling to get on the property ladder. Homes for Scotland 
and KPMG on the other hand thought that, for residential property, it should be left at 
£125k.   This provides consistency with SDLT but still gives a lower tax cost to lower 
value transactions and would permit some reduction in the otherwise significant 
increase proposed for middle to higher value properties.  With the average price of 
homes around £162k, the Chartered Institute of Taxation made the point that too 
high a nil band potentially leaves the burden of the tax on too small a base which 
risks increased volatility in the tax yield. 

2.  The rate for other tax bands. 

3.   Whether there should be more or fewer bands and, if so, the rate for any 
additional tax bands. 

Residential: The reduction in tax charge for properties below £325k was widely 
welcomed, not just for first time and second time buyers but also for the private 
rental sector. A number of respondents considered the jump from 2% to 10% at 
£250k in the SG proposals too steep and suggested a further intermediate band to 
ease the increased tax in the mid-price range. For example, Homes for Scotland 
suggest a new band of 7% from £250k to £500k while the Scottish Property 
Federation suggest an intermediate band at 5% - 6%.   

There were significant concerns from a range of respondents that the increased 
burden on mid-range properties would adversely affect the market.  While the 
crossover from tax savings to tax increases at £325k is significantly above the 
average price of properties overall, the Scottish Property Federation point out that, in 
house price hotspots such as Aberdeen City, City of Edinburgh, East Lothian and 
East Renfrewshire, the average price of a detached house is above this point. Savills 
point out that someone purchasing a house in Edinburgh at an "average price" of 
£363k will pay 25% more tax. [Note: LBTT £13,600; SDLT £10,890. The LSL Acad 
Scotland HPI News Release for August 2014 gives £241,923 as the average house 
price in the City of Edinburgh.] In these areas, the proposed LBTT bands and rates 
increase the tax burden on purchasing a family home, not just on those with the 
resources to choose a prestigious home. 
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At the upper end of the market, the top rate of 12% was considered too high by 
some, with the Scottish Property Federation suggesting 8% -10% as less likely to 
deter purchasers. Savills point out that residential properties above £325k, which will 
pay increased tax under LBTT, accounted for only 9% of the market in the year to 
August 2014 but would have generated 75% of LBTT had it been in force.  They 
consider the concentration of the increased tax burden on these properties is likely to 
cause a fall in sales to 2011 levels with a loss of £6m in LBTT revenue, 2.3% of the 
yield from residential property.  Quite apart from the possible impact of LBTT on the 
market, the concentration of the tax on higher value properties makes the yield 
vulnerable to fluctuations in this relatively small segment of the market. 

Non-residential:  A recurrent comment on non-residential LBTT is that the top rate 
of 4.5% will be seen as the headline rate and as 0.5% higher than the rest of the UK. 
Maintaining the top rate at 4% would be preferred. The Scottish Building Federation 
point out that 75% of non-residential property transactions are grouped above the 
£2m mark, which is the approximate crossover to a higher charge, and suggest that 
the insertion of a further band, presumably intermediate, would be helpful.  The 
Scottish Property Federation are concerned that this additional 0.5% will tip the 
balance when marginal investment decisions are being made.  Pinsent Masons 
suggest that institutional investors, such as pension funds, focus on transaction 
costs of which SLDT or LBTT is a component.  A 0.5% increase in the tax rate 
broadly equates to a 10% increase in transaction costs and may tip the balance in 
investment decisions [Note: on a £5m transaction the tax increases by 7.6% and on 
a £10m transaction by 10%].  There may also be existing contractual arrangements 
with a minimum price specified which may be impossible to fulfill because of the 
increased tax charge. 

Non-residential LBTT rates also influence the residential market indirectly through 
the purchase of building land. Homes for Scotland are concerned that the higher tax 
on higher value purchases of land may dampen essential house building in Scotland.  
A number of house building firms operate both sides of the border.  Developers 
already find house building costs in Scotland more expensive. 

4.  Whether the rates and bands should be set so that the impact of replacing 
Stamp Duty Land Tax with LBTT is broadly financially neutral. 

While a number of respondents approved of financial neutrality on the introduction of 
LBTT, with Angus Council citing the need to fund public services in support of this, 
others saw the opportunity to offer a stimulus to the market by raising thresholds and 
reducing rates.  The abandonment of financial neutrality in favour of economic 
stimulus was generally implicit in the submissions rather than stated as a principle.  
Homes for Scotland went furthest in suggesting that the SG should consider 
removing "this tax on mobility". 

5.  The Scottish Government’s proposal to include a lower top rate for non-
residential property than for residential property. 

The Chartered Institute of Taxation note an avoidance risk where non-residential 
property is purchased and converted to residential use. However, they consider that 
there is sufficient deterrence in the LBTT Act to deal with this and consequently the 
lower rate for non-residential property is reasonable. Those other respondents who 
commented on this also found the differential acceptable. 
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6.  The likely impact on the property market and wider economy. 

As noted in considering the specific points above, respondents considered that the 
mid to high end of the residential market might be depressed by higher tax charges 
with one predicting a return to 2011 levels before the market began its current 
gradual rise.  There were also concerns that the extra 0.5% on the higher rate of 
non-residential LBTT would deter institutional investors and developers from 
investing in the Scottish market.  On a more positive note, the lower tax rates on 
residential property below £325k were considered helpful for house building and for 
the private rental sector, both priority areas for the SG. The reduction in tax on non-
residential transactions below £2m was also seen as a boost for small businesses.  
The removal of the slab structure of SDLT with its resulting bunching of transactions 
at the thresholds was welcomed as beneficial for house builders. 

The likelihood that the market for the next eight months will be impacted by 
acceleration of transactions more heavily taxed under LBTT and the deferral of those 
more lightly taxed until 2015/16 was mention by some respondents. 

Issues to do with LBTT reliefs. 

Multiple dwellings relief:  Where a purchaser acquires a number of dwellings in 
one transaction the total price may take the LBTT charge into higher bands than 
each property alone would be charged at.  To counteract this, the rates may be 
determined using the average value of the individual dwellings. However, this could 
reduce the charge to zero if the average is below the nil-rate threshold.  For the 
corresponding SDLT relief, there is a minimum charge of 1% on the total 
consideration in that circumstance. For LBTT the proposed floor is 40% of the LBTT 
otherwise chargeable.  Given the importance of the private rental sector, several 
respondents expressed their concern at this limitation of relief and have taken this up 
with the SG.   

Sub-sale relief:  The importance of a workable sub-sale relief for lead developers 
was emphasised by several respondents.  The current proposal for payment upfront, 
with a refund on subsequent completion of development or redevelopment, was 
seen as unsatisfactory by the Scottish Property Federation and likely to impact 
adversely on economic development.  

Deferment:  For LBTT, and also for SDLT, where consideration for a transaction is 
not known the charge to tax is deferred until the payment is finally made.  For 
example, the consideration may be dependent on planning consent not yet granted.  
This relief is valuable to developers, allowing them to align the tax payments with 
payments to the vendor rather than having to pay the full tax up front.  Homes for 
Scotland suggest that the SG could provide a boost to Scottish house building by 
extending the relief to circumstances where the consideration is known but is 
payable by instalments.  The tax payable would remain the same but the builder 
would have a cash flow benefit which would be helpful where a scheme has marginal 
viability. 

Other matters. 

Commercial leases:  SDLT on commercial leases is charged only on the excess of 
the net present value of rentals over the threshold of £150k.  Consequently, the 
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LBTT charge is the same.  This uniformity with SDLT was welcomed by those 
respondents who commented on it and the Scottish Property Federation suggested 
that LBTT on commercial leases may generate significant revenue as the economy 
improves and grows.  The fact that the tax charge is the same both sides of the 
border will be particularly welcome to retailers and firms with leased shops and 
offices around the UK. 

Non-charitable subsidiaries of Housing Associations:  Such subsidiaries provide 
mid-market rental accommodation meeting a community need.  The Scottish 
Federation of Housing Associations is seeking clarity on whether they are covered 
by the LBTT exemption for charities and similar bodies. 

Low carbon homes:  Several respondents considered that LBTT offered the 
opportunity to encourage low carbon homes through reduced rates. 

Definition of residential property:  There is some confusion amongst respondents 
regarding the LBTT status of land acquired for residential building.  Some assume 
that it will be charged at non-commercial rates as for SDLT.  Others believe that 
under LBTT it may be charged at residential rates greatly increasing the cost of 
house building in Scotland.  Guidance was also called for on the point at which a 
building under construction becomes a residence for LBTT purposes. 

Inflation adjustment:  Some respondents suggest that the thresholds be increased 
in line with house price inflation to maintain their intended impact. 

Anticipated LBTT yield:  The Scottish Property Federation suggest that it would 
have been prudent to forecast the LBTT yield at £305m, the average SDLT yield for 
2009-2014, and use this figure for the block grant adjustment.  This would have 
permitted more competitive rates and thresholds. 

 

Gavin McEwen 

6 November 2014 
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SUBMISSION FROM THE SCOTTISH FEDERATION OF HOUSING 
ASSOCIATIONS 

Introduction  

1.1. The SFHA welcomes the opportunity to give evidence to the Finance 
Committee on the draft Scottish Budget (2015/16). We note that the 
Committee has asked that evidence is confined to analysis of and comment 
on proposals for the new Land and Buildings Transactions Tax (LBTT), the 
tax to replace Stamp Duty as part of a further devolution of powers under the 
Scotland Act (2012). 

1.2. The SFHA is the national representative body for housing associations and 
co-operatives in Scotland.   

1.3. Housing associations and housing co-operatives in Scotland own and 
manage 47% of the country’s affordable rented housing stock. This 
represents over 280,000 homes across Scotland, concentrated in some of 
the poorest communities in our country. 

1.4. Housing associations and co-operatives have been working to provide, 
manage and maintain housing throughout Scotland since the 1960s and have 
a track record of making a significant contribution to improving housing for 
the people of Scotland. 

1.5. There are some important and distinctive features of housing associations 
and co-operatives. Our members are:  

 Independent businesses that provide and mage high quality affordable 
accommodation and housing services; 

 Responsible for accessing and managing public and private resources;  

 Managing their businesses, not to make a profit but using resources imaginatively 
and inventively to benefit housing and communities;  

 Accountable to their members, who live or have other interests in the 
communities and places which they create;  

 Publicly accountable and thus regulated given their use of government resources; 

 Housing associations and co-operatives are diverse organisations at different 
scales, with different histories, purposes and goals. They also collaborate in 
different ways with each other, with private sector and with local authorities, 
according to their particular business imperatives. 

Proposals for the LBTT 

2.1 General Comments on LBTT Proposals 

2.1.1 The SFHA welcomes the continuing exemptions in the LBTT proposals 
(carried over from Stamp Duty) for residential leases, and the proposal to continue 
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reliefs for acquisitions by tenant controlled housing associations and co-operatives 
and charities. These exemptions and reliefs will mean that housing association 
tenancies are exempt from LBTT, while the vast majority of land acquisitions by 
housing associations and co-operatives will also be exempt. We welcome this and 
believe that this is correct as our members provide quality affordable rented housing 
for people in housing need, on a not for profit basis. 

2.1.2 While of less direct concern to our members and their tenants, we also 
welcome the fact that the LBTT proposals will be progressive, generally benefitting 
those buying less expensive properties by 

 Ensuring no tax is paid on properties costing £135,000 or less 

 An estimated 90% of purchasers pay either the same or less than under stamp 
duty 

2.1.3 We have some queries around and proposals on reliefs and exemptions on 
housing association transactions and activities that we provide more detail on below. 

2.1.4 Finally, we have a significant concern that the proposals as they stand 
represent a major missed opportunity to promote low carbon homes in line with the 
aims of the Scottish Government’s Sustainable Housing Strategy6, which the SFHA 
endorses and which seeks to clarify how housing can contribute to Scotland’s 
challenging carbon emissions reductions targets as set out in the Climate Change 
Scotland Act (2009). 

2.2. Proposals for Additional Exemptions and Reliefs for Housing Association 
transactions.  

2.2.1 In order to meet housing need, increase housing supply and help develop 
sustainable communities, a growing number of housing associations and co-
operatives provide housing such as mid-market rent through non-charitable 
subsidiaries. These “mid-tenure” homes meet a housing need that is not met by the 
market, particularly in areas where there is a high level of demand for housing and 
are an increasingly important activity.  It is our view that such developments and 
transactions should also be subject to exemptions and relief from LBTT and would 
welcome clarification on this as it appears that they may not be exempt.   

2.2.2 Housing associations and co-operatives may also purchase properties from 
developers to be used for mid-rent housing. We suggest that these multiple 
transactions should receive relief or exemption from LBTT – at present it appears 
that these exemptions would only be partial (40%). Since associations providing mid-
market rent are meeting a housing need that would not be met by the market we 
contend that the exemption should be 100%. 

2.2.2 A final area where housing associations and their subsidiaries may be subject 
to the tax is over back to back land sales – where a developer purchases land and 
then sells it on to a housing association or their subsidiary. Under the proposals, the 

                                            
6
 Scottish Government (2013); Scotland’s Sustainable Housing Strategy available at 

http://www.scotland.gov.uk/Publications/2013/06/6324 accessed 22nd October 2014 

http://www.scotland.gov.uk/Publications/2013/06/6324
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developer would be subject to tax and would then pass this on to the housing 
association. We ask that exemptions or refunds are available where the final use is 
for affordable or mid-tenure housing.  

LBTT – The Need to Incentivise Energy Efficiency 

3.1 As noted above, the SFHA is concerned that the Scottish Government is 
failing to use the LBTT to incentivise energy efficiency in the housing market. The 
Climate Change Scotland Act (2009) has set ambitious carbon reduction targets, 
with the aim of reducing emissions (from a 1990 baseline) by 42% by 2020 and 80% 
by 2050. 

3.2 The SFHA broadly welcomes this ambition. Clearly existing housing has an 
important role to play as it is responsible for an estimated 25% of carbon emissions7. 
While housing associations have the most energy efficient housing by tenure in 
Scotland8, and social housing will contribute further to the target with the introduction 
of Energy Efficiency Standards for Social Housing to be met by 2020, social housing 
represents less than 24% of Scotland’s housing stock. It is our view that if these 
targets are to be met then there must be a major initiative to incentivise energy 
efficiency in owner occupied housing, which represents 58% of Scotland’s homes. 

3.3 One of the key aims of the Sustainable Housing Strategy was housing market 
transformation, with the objective of placing a monetary value on the energy 
efficiency of homes. This makes it surprising that the government did not take the 
opportunity in drafting the LBTT to incentivise energy efficiency- in fact an exemption 
for zero carbon homes that existed under Stamp Duty has been removed. 

3.4 The LBTT represents an opportunity to place value on energy efficiency by 
varying LBTT according to the energy performance of a home. This would make 
energy efficiency a visible consideration for home buyers and also incentivise sellers 
to invest in the energy efficiency of their homes.  Such a measure would have twin 
benefits – in addition to raising awareness of energy efficiency and helping to cut 
carbon emissions, it would help to reduce the running costs of homes. 

3.5 While we accept that the measure on its own would not lead to the  increase in 
the energy efficiency of Scotland’s homes necessary to meet Scotland’s ambitious 
climate change targets, in our view if these targets are to be met then every 
opportunity must be taken to work towards achieving the goal. 

Conclusion 

The SFHA welcomes the following elements of the LBTT: 

 The continued exemptions and reliefs on housing association tenancies and land 
acquisitions for affordable housing 

                                            
7
 Scottish Government (2010); Conserve and Save; Energy Efficeincy Action Plan for Scotland – 

available at  http://www.scotland.gov.uk/Publications/2010/10/07142301/0 accessed 22nd October 
2014 
8
 Scottish Government (2013); Scottish House Condition Survey 2010 – available at 

http://www.scotland.gov.uk/Publications/2013/12/3017/0 accessed 22nd October 2014  

http://www.scotland.gov.uk/Publications/2010/10/07142301/0
http://www.scotland.gov.uk/Publications/2013/12/3017/0


Annexe B 
 

 The progressive nature of the tax 

 We ask that exemptions and reliefs are made available for 

 Multiple purchases of homes by housing associations for affordable rent 

 Transactions by the non-charitable subsidiaries of housing associations to apply 
mid-tenure homes, for example housing for mid-market rent 

 Back to back purchases where developers sell land to housing associations and 
their non-charitable subsidiaries 

 Finally, we wish to emphasise that we remain disappointed that the opportunity 
was not taken to introduce a relief to incentivise increased energy efficiency in 
owner occupied homes. In our view this is essential to help Scotland meet its 
climate change targets and should be introduced at the earliest opportunity. 
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SUBMISSION FROM THE SCOTTISH BUILDING FEDERATION 

Background 

From April 2015, under the terms of the Scotland Act 2012, control of Stamp Duty 
Land Tax (SDLT) will be devolved to Scotland. 

The Land and Buildings Transaction Tax (Scotland) Act has already been adopted 
by the Scottish Parliament and provides for a proportional progressive tax structure 
for both residential and non-residential property transactions, replacing the existing 
‘slab’ structure of SDLT. 

The Scottish Building Federation has previously submitted evidence to the Scottish 
Parliament supporting in principle the proposed transition from a slab system to a 
progressive system on the basis that this would remove existing distortions in the 
property market. 

An overwhelming majority (88%) of SBF members responding to a recent 
survey confirmed that they supported the transition from a slab system under 
SDLT to a progressive system under LBTT. 

Finance Committee Call for Evidence 

The Scottish Parliament’s Finance Committee has issued a call for evidence on Land 
and Buildings Transaction Tax as part of its strategic scrutiny of the 2015-16 Scottish 
Budget. The call for evidence asks for views on the following issues: 

The threshold for the purchase price of the nil rate band for both residential 
and non-residential property and the rate for the other tax bands 

The zero rate threshold has been raised from £125,000 under SDLT to £135,000 
under LBTT, taking those transactions valued between these rates out of paying 
transaction tax. Conversely, the new marginal rates for properties valued above 
£250,000 mean that any residential property valued at more than £325,000 will pay 
more under LBTT than under SDLT. The zero banding for non-residential properties 
remains unchanged. 

75% of SBF members responding to a recent survey said they thought a larger 
percentage of property transactions should qualify for a zero rate under LBTT 
compared to SDLT. 

Comments from individual members also suggest that the raising of the zero 
rate threshold could have a positive impact on the construction industry, in 
particular by stimulating activity in the affordable housing sector. At the same 
time, there were concerns that significantly higher rates of taxation on higher 
value properties could have a negative impact on what continues to be a 
relatively fragile market. Members also indicated that they would be keen to 
see an additional stimulus to the market as part of the transition from SDLT to 
LBTT. 
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Whether there should be more or fewer bands and, if so, the rate for any 
additional tax bands 

It should be borne in mind that increasing the number of bands will inevitably lead to 
increased complexity in the LBTT system. At the same time, there may be merit in 
examining the need for additional tax bands around those property values 
representing the highest proportion of transactions by value. In particular, in the case 
of non-residential properties, there may be a case for introducing additional tax 
bands for properties above the £2 million threshold, since this is where around 75% 
of total transactions by value are grouped. 

Whether the rates and bands should be set so that the impact of replacing 
Stamp Duty Land Tax with LBTT is broadly financially neutral 

With the transfer of control of this tax to the Scottish Government, it is assumed that 
the overall block grant allocated to Scotland would be reduced correspondingly 
based on current average annual receipts from SDLT. These have apparently been 
quite volatile in recent years, implying that this calculation could be potentially 
difficult to make. Given the corresponding reduction in block grant, any move away 
from a broadly financially neutral approach would have knock-on impacts on other 
areas of Scottish Government expenditure. Within the envelope of a financially 
neutral approach, there is scope to consider the extent to which the overall burden of 
taxation should be shifted between property transactions of a higher or lower value 
as well as the balance to be struck in overall tax burden between residential and 
non-residential property transactions. 

A majority (56%) of SBF members responding to our survey said they agreed 
that the impact of replacing SDLT with LBTT should be broadly financially 
neutral. 

At the same time, 63% of respondents indicated that higher value property 
transactions should bear a larger share of the overall tax burden under LBTT 
compared to SDLT. 

Feedback in relation to the balance in overall tax burden between residential 
and non-residential property transactions indicates there is stronger support 
for a financially neutral approach with respect to non-residential property 
transactions than for residential property transactions. 

The  Scottish  Government’s  proposal  to  include  a  lower  top  rate  for  non-
residential property than for residential property 

Analysis shows that the new rates proposed for LBTT will mean that non-residential 
property transactions valued below £1.75 million will pay less in transaction tax 
under LBTT than under SDLT. Transactions valued at £2 million or above start to 
pay more under LBTT than under SDLT albeit the marginal differential between the 
two is relatively modest, even for much larger transactions. Nonetheless, given the 
still fragile state of the commercial property market and the relative importance of 
this sector to the construction industry (the value of private commercial construction 
activity over the 12 months to March 2014 was £2.2 billion compared to £1.7 billion 
of output from the house-building sector over that same period), it would be sensible 
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to consider whether the increase in taxation on larger transactions, however 
marginal this may be, is desirable. This is particularly pertinent given that around 
75% of non-residential property transactions by value are above the £2 million 
threshold. Additionally, there is a legitimate argument for the overall tax burden on 
non-residential property transactions to be reduced compared to SDLT in order to 
provide an additional stimulus to the economically important commercial property 
sector. 

50% of respondents said the tax burden on residential property transactions 
should remain the same overall under LBTT compared to SDLT compared to 
44% who said the overall tax burden on this category of transactions should 
be lower. 

A comparatively larger percentage (63%) said the tax burden on non-
residential property transactions should remain the same under LBTT 
compared to SDLT compared to 32% who said it should be lower. 

The likely impact on the property market and wider economy 

The transition to a progressive system of taxation of property transactions will 
undoubtedly have a positive impact on the property market and the wider economy 
by eliminating current distortions in the market, caused by the existing slab structure 
of SDLT. The introduction of LBTT could also give a further boost to the commercial 
property sector if the banding were to be restructured in such a way that the overall 
tax burden was reduced. However, to maintain the principle of broad financial 
neutrality, this would imply a corresponding increase in the tax burden on residential 
property transactions, which may be considered undesirable. 

Responding to a recent survey, a greater percentage of SBF members (25%) 
said they thought the transition to LBTT would have a negative impact on the 
property market than those who said it would have a positive effect (19%). 
However, an even larger percentage of respondents (38%) indicated that they 
remain unsure what the impact will be. 

Conclusion 

SBF remains broadly supportive of the transition from SDLT to LBTT and believes 
the introduction of a progressive tax structure will have a positive impact on the 
property market by removing distortions imposed by the existing slab structure under 
SDLT. 

As a general principle, there is a majority view within the SBF membership in favour 
of the impact of replacing SDLT with LBTT being broadly financially neutral. 

SBF members are supportive of the raising of the zero rate threshold and believe 
this could boost the construction industry, in particular by stimulating affordable 
housing. Although there is support for higher value transactions bearing a larger 
share of the overall tax burden under LBTT, there are outstanding concerns about 
the substantially higher levels of taxation to be levied on higher value residential 
property transactions (i.e. £350,000 or higher) due to the rates and bands now 
proposed by the Scottish Government. There may be merit in particular in looking 
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again at the impact this is likely to have on property transactions valued up to 
£500,000. 

SBF would also like to see additional measures taken as part of the transition from 
SDLT to LBTT to stimulate non-residential property transactions given the relative 
importance of the private commercial sector to the construction industry and the 
wider economy. With 75% of non-residential property transactions valued above £2 
million, there is concern that these transactions will pay more under LBTT than under 
SDLT, albeit the difference is marginal relative to the overall value of the transaction. 
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SUBMISSION FROM THE SCOTTISH PROPERTY FEDERATION 

1. Introduction 

1.1. The Scottish Property Federation (SPF) is a voice for the property industry in 
Scotland.  We include among our members; property investors including 
major institutional investors, lenders, developers, landlords of commercial 
and residential property, and professional property consultants and advisers. 

1.2. We welcome this opportunity to provide evidence on the now announced 
proposals for rates and thresholds for the new Land and Buildings 
Transaction Tax.  We understand our comments may be published and 
shared with other public authorities. 

2. Key Points 

We repeat our support for the replacement of the ‘slab’ structure of SDLT by 
the progressive approach to LBTT taxation. 

We believe Scottish Ministers should have set a more prudent target for LBTT 
revenue in its first year that would have been equal to the average of Scottish 
SDLT raised in the past five years (2009-14). 

A more prudent approach to LBTT revenue would have allowed Scottish 
Ministers greater freedom to set competitive tax rates and thresholds. 

We are concerned at the higher value rates applied to residential property and 
we fear this will have a negative impact on those sections of the markets, with 
a potential knock-on consequence for those seeking to move up the property 
ladder. 

We believe Scottish Ministers should have set the top commercial at 4% rather 
than 4.5% and we believe that the additional 0.5% will have a negative 
consequence for asset values and yields attributed to the commercial property 
investment market.  

Key areas of LBTT policy of concern to our members remain to be determined 
including the consultations over development transactions and sub sale relief 
and; over multiple dwellings relief. 

3. Background 

3.1. The Scottish Budget announced on 9 October 2014 was historic in that it 
represented the first occasion in over 300 years when a Minister proposed a 
new tax setting budget to the Scottish Parliament.  There are two new taxes, 
Scottish Land and Buildings Transaction Tax which will replace Stamp Duty 
Land Tax and the Scottish Landfill Tax which will replace its UK variant at the 
same time in Scotland from 1st April 2015.  For the Scottish property industry 
LBTT is a key measure and one where we have engaged closely with the 
government and indeed this committee since the initial LBTT consultation 
paper in 2012. 
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3.2. The key feature of LBTT is that it abolishes the previous ‘slab’ approach of 
SDLT where a charge is levied upon the whole consideration of a transaction.  
Indeed, for commercial property sales where VAT is elected the charge is 
levied upon the consideration and the VAT applicable, thus earning the 
government double taxation.  Unfortunately this double taxation has been 
replicated under LBTT. 

3.3. However, returning to the structure of the tax, we welcome the move to a 
progressive tax system which is in line with other taxation approaches. 

4. Revenue neutrality 

4.1. A key issue with the move to LBTT was that a consequent reduction in the 
Scottish Block Grant from Westminster will be made which we understand is 
intended to be equivalent to the SDLT anticipated to be raised from Scotland 
for the 2015-16 financial year.    There was considerable uncertainty over 
how this would be calculated.  In his budget statement to Parliament we 
noted that the Finance Secretary stated: 

‘There is one outstanding factor in the devolution of taxation to the Parliament 
that I wish to raise. Despite repeated engagement with the UK Treasury, a 
final adjustment to the block grant has not yet been agreed.’ (Official Report, 
Scottish Parliament, 9 October)   

4.2. The UK Government has tasked the Office for Budget Responsibility with 
identifying future revenues from ‘Scottish’ SDLT including that which could 
have been expected without LBTT.  The table below identifies these latest 
projections from March 2014. 

Table 1: OBR Forecasts for Scottish SDLT 2012-17 (1st year of LBTT 
highlighted) 

(All £mn) 2012-13 2013-14 2014-15 2015-16 2016-17 

Residential 171 225 305 341 372 

Commercial 112 142 151 159 169 

Total 283 367 456 500 541 

 

4.3. Crucially the OBR predicted that in 2015-16 the residential market would 
contribute £341mn and the commercial sector £159mn leading to a total of 
£500mn.  The Scottish Government by contrast is suggesting that under 
LBTT there will be £295mn of revenue from the residential property market 
compared to the commercial market forecast of £146mn, leading to a total 
revenue expectation for the first year of £441mn. 

4.4. The Scottish Government is therefore being more cautious than the OBR 
expectations and we would agree that this is wise given the new structure to 
be introduced and the continued fragility of the property markets.  Although 
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the economy is growing much recent activity in the housing market has been 
supported by government initiatives such as Help to Buy Scotland.  Without 
this support and with the increased regulation over mortgages and finance 
generally, we question whether the market would have seen the activity that it 
did during 20013-14 in particular.     In fact we believe that the Scottish 
Government should have been even more cautious albeit with a view that 
setting lower expectations from revenue (and consequent reduction in the 
block grant) would have supported the new tax becoming understood and 
accepted in the market and hopefully returning better than expected 
transaction figures.  In the absence of any apparent Treasury demand on 
block grant reduction, we do not understand why the Finance Secretary did 
not opt for this approach. 

4.5. The Scottish Fiscal Commission examined the forecasts of the Scottish 
Government and in the words of the Finance Secretary, the Commission 
were “able to endorse as reasonable the forecasts made by the Scottish 
Government” (Official Report, Scottish Parliament 9 October 2014).  
However, the report noted significant shortfalls in available data, particularly 
within the non-domestic property arena.   Below we provide the relative 
figures for commercial sales and SDLT yield (estimated lease revenue 
provided in brackets) together with residential sales and SDLT yields.  

Table 2: Residential and Commercial sales value and related SDLT: 2009-14 

Figures £mn 

Year Sales Total 
Commercial 
SDLT (est. 
lease portion) 

Res sales Res SDLT Total 
SDLT 

2009-10 2300 115 (37) 11200 135 250 

2010-11 2300 165 (38) 11300 165 330 

2011-12 1800 120 (38) 11000 155 275 

2012-13 1600 112 (38) 11300 170 282 

2013-14 2600 175 (47) 13800 215 390 

 

Note: The estimate of commercial lease revenue is derived from a proportion of 
7.0% of HMRC’s reported figures for receipts from new leases granted in these 
years.  This proportion was the level used by the Scottish Government in its 2012 
consultation paper on LBTT for non-residential leases.  However, this may be an 
over-estimate to a limited degree because the HMRC data includes revenues from 
UK residential leases which will not be charged apart from in limited cases under 
LBTT. 
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4.6. It is our view that a better and more pragmatic approach for the Scottish 
Government would have been to base their initial expectations for revenue in 
2015-16 upon the average revenue achieved over the past five years 
including the strong years of 2013-14 (£390mn) and 2010-11 (£330mn).  This 
would have suggested average revenue of £305mn.   

5. Residential rates 

5.1. The residential rates proposed by the Scottish Government are based on an 
intention to reduce the tax paid for as many house purchasers as possible.  
This has the effect of shifting the burden onto higher value taxpayers who of 
course paid more under SDLT anyway.   It is also a risk: should transactions 
in the higher values of £250K to £400k see a marked reduction in activity 
then this will have significant negative implications for the Finance 
Secretary’s revenue expectations. 

5.2. On the highest rate applied (12%), which was a new proposal further to the 
earlier 2012 consultation, then the issue is really whether this will have a 
negative impact on a very small number of transactions.  In 2013-14 the 
registers of Scotland reported just 123 such transactions in Scotland.  If the 
LBTT rates had been applicable in 2013-14 this would have netted the 
Scottish Government just under £14.7mn.  This is a significant sum but only 
represents around 5% of the residential yield and some 3.4% overall.  The 
risk is that the higher rates applicable for this small number of transactions 
will deter activity.  We believe that the 12% rate is too high and that a lower 
rate of between 8-10% would avoid deterring activity when coupled with the 
graduated taxation applied to lower rates between £250,000 to £1mn (see 
paragraph 5.4 below).  

5.3. The Scottish Government analysis identifies a ‘tipping point’ of £325,000 
whereupon LBTT starts to attract more taxation than under the former SDLT.  
With the average Scottish house price below this tipping point in all local 
authority areas the aim is clearly to avoid tax rises for the vast majority of 
residential transactions.  However there are a number of areas including 
Aberdeen City, East Lothian, East Renfrewshire and the City of Edinburgh 
where transactions recorded by the Registers of Scotland are above this 
tipping point for average detached house prices while East Dunbartonshire 
has an average at just under £325,000. 

5.4. The main concern with the residential rates as set is that for families seeking 
to move into larger properties they may be deterred by increases in taxation 
and this may cause a log jam in those who seek to move up the property 
ladder into larger properties themselves from smaller units.  We believe that 
the Scottish Government should have set an intermediate rate closer to 
5-6% between £250,000 and £1,000,000 rather than applying a major 
leap to 10% for all consideration above £250,000 (and below £1mn). 
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6. Commercial Property Sales 

6.1. For commercial property two chargeable rates have been proposed.  No 
charge on the first £150,000; 3% on consideration between £150,000 and up 
to and including £350,000; and finally for all consideration above £350,000 a 
higher rate of 4.5%.  This final top rate of LBTT is really the bellwether by 
which the property investment industry will set its yields for investible property 
in Scotland or proposed commercial development appraisals.  Under SDLT 
this figure is 4%, albeit applied to the whole of the consideration rather than 
the graduated progressive approach of Scottish LBTT. 

6.2. The issue for commercial property investment is that the vast amount of 
transactions by value is above the £2mn ‘tipping point’ whereupon the cost of 
LBTT surpasses that of SDLT.  The reaction of members so far has been that 
it is unhelpful to be perceived as less competitive than the wider UK on the 
issue of tax on property transactions.  Commercial property investors have 
arguably more choice than is the case in the residential market and although 
LBTT will be but one part of a complex decision-making process, we would 
warn against creating negative and uncompetitive differentials to the wider 
UK. 

6.3. The fact is that values and yields in the commercial sector will have been 
negatively influenced by the prospect of a 0.5% difference with the rest of the 
UK.  This will not help to attract investment to Scotland where decisions are 
marginal between Scotland and other parts of the UK.  This will partly be 
based on a straightforward comparison of yields, costs and charges but it will 
also be partly due to the concern over future potential increases in property 
taxation which an investor will be concerned about. 

6.4. In view of the competitive nature of the commercial property industry we are 
therefore concerned at the negative impact that a 0.5% increase in the top 
rate will have on the market.  We believe it would be better to have set a 4% 
top rate initially in order to be perceived to be as competitive as the UK SDLT 
and to then consider adjustments in the light of market reaction. 

7. Commercial Leases 

7.1. We are pleased with the decision to retain parity with UK SDLT on this 
charge.  The Non-residential lease change is currently set at 1% for every 
pound above £150,000 Net Present value of a lease transaction.  In other 
words, it is the one part of SDLT that is determined on a progressive basis.  It 
would have been strange therefore the Scottish Government to have set a 
higher rate in the context of moving to a progressive tax basis.  This is also 
one of those early up-front charges that businesses face when moving into 
new premises.  Depending on rent and length of tenure, the charge may be 
significant.   For multi-letting retailers or professional services firms with 
locations across the UK it would have been uncompetitive to have set a 
higher charge than the prevailing 1% UK rate and therefore we welcome the 
decision to introduce a comparable rate and threshold. 
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7.2. The lease charge is one where perhaps a surprising level of revenue might 
be expected as the economy improves and grows.  Unfortunately it is very 
difficult to establish the exact revenue to be expected under LBTT from this 
source.  In its 2012 consultation paper the Scottish Government estimated 
that lease duty applicable to Scotland accounted for around 7.2% of the UK 
total.  This would suggest lease duty revenue of around £48mn might have 
been expected from the 20013-4 returns compiled in late September by 
HMRC and attributed to non-residential leases (see Table 2 for figures).  

8. Key outstanding issues for LBTT 

8.1. The introduction and establishment of a complex tax such as LBTT (replacing 
the equally complicated SDLT) in such a relatively short timescale was 
always going to be a challenge for the Scottish Government.  A number of 
areas remain outstanding and we identify two key areas of concern to our 
membership below. 

Sales of Multiple Dwellings 

8.2. Although much of the Committee’s attention will focus on the main headline 
rates applicable to residential and non-residential LBTT there are other rates 
where we await a decision by the Scottish Government.  One such is the 
application of minimum proportions of tax to be paid on the sale of multiple 
dwellings under Multiple Dwellings Relief. 

8.3. There are two means of charging sales of multiple dwellings.  First, for 
transactions above 6 or more units s59 of the LBBT Act follows SDLT in 
allowing such transactions to be treated as if they were non-residential 
transactions.  In other words they are able to be taxed at the 4.5% rate for the 
total consideration above £350,000. 

8.4. Where multiple dwellings relief is applied for by a purchaser then s27 of the 
LBTT Act 2013 allows this relief subject to the tenets of Schedule 5.  The 
idea is that for multiple purchases of residential dwellings, for example a 
major investment in a private rented residential portfolio, then this should be 
taxed at the average individual property price rather than the full 
consideration of all properties.  Confusingly, this charge is applied at the 
residential rate rather than the non-residential rate as applies under s59.  
However, if the average property price for the portfolio is actually lower than 
chargeable band (£135,000 under LBTT) then the government (UK or 
Scottish) will apply a minimum proportion of tax to be paid on the full 
consideration.   Under SDLT this is set at 1%.  Therefore if a portfolio of six 
properties is sold for a combined consideration of £600,000 then the tax to be 
apportioned under MDR would be 1% of the nominal tax payable.  Thus 4% 
of £600,000 would be the nominal tax charge under SDLT MDR and this 
would equate to £24,000 of nominal tax.  The minimum proportion would 
apply and this would be reduced to £2,400. 

8.5. Under the proposals of the Scottish Government for a minimum proportion of 
40% of the nominal tax payable there would be a huge increase in tax 
payable for the same portfolio.  The nominal tax payable would be equal to 
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£37,300 (£2,300 paid at 2% for consideration below £250,000; £35,000 then 
paid for the higher 10% rate for the remaining consideration £350,000, 
making a total nominal payment of £37,300).  Applying the Scottish 
Government’s preferred 40% minimum payment of this provides a Scottish 
MDR figure of £14,920.  Clearly this is an enormous increase in liability on a 
like by like basis compared to the equivalent position under SDLT. 

Development transactions and sub sale relief 

8.6. The Committee will recall that the Finance Secretary established a working 
party with a number of stakeholders to examine the issue of a targeted sub 
sale relief.  This working party ended its deliberations in May 2014 and 
subsequently the Scottish Government produced a consultation paper over 
the summer proposing a form of targeted sub sale relief that would enable 
forward funding and other types of genuine commercial activity to be 
achieved without risking tax avoidance.  The criteria was that the transaction 
must lead to development or redevelopment and that the relief could be 
applied for at the point of simultaneous sub sale but the tax would be paid 
and only refunded upon building completion certification at the end of the 
development process, if achieved within five years. 

8.7. The notion of a relief where tax is paid and might only be refunded at a later 
date subject to many risks and potential delays is not viable.  It will be 
discounted by the industry and will fail to achieve its objective of supporting 
development and investment across the commercial and residential sector in 
Scotland.  This could therefore have a significant consequence for economic 
development.  The issue is heightened by the application of higher rates of 
LBTT (4.5%) on commercial land above £350,000 in value because this 
additional 0.5% will be factored into the development appraisal with values 
and costs adjusted accordingly.  

8.8. We would be pleased to explain our views further at your convenience. 

Scottish Property Federation 
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SUBMISSION FROM HOMES FOR SCOTLAND 

Homes for Scotland is the voice of the home building industry. 

With a membership of some 200 organisations together providing 95% of new 
homes built for sale in Scotland each year as well as a significant proportion of 
affordable housing, we are committed to improving the quality of living in Scotland by 
providing this and future generations with warm, sustainable homes in places people 
want to live. 

Visit http://www.homesforscotland.com/ for further information and follow us on 
twitter @H_F_S 

PROCESS 

Homes for Scotland represents members on a wide range of issues affecting their 
ability to deliver much needed homes. 

Our views are endorsed by committees and advisory groups utilising the skills and 
expertise of key representatives drawn from member companies.  

The evidence below represents our member’s views in relation to land and building 
transactions that occur to facilitate residential development in Scotland. 

Scottish Parliament Finance Committee – Land & Buildings Transaction Tax 
Bands & Rates – Written Evidence 

What should the threshold be for the purchase price of the nil rate band? 

HFS is keen for the Scottish Government to bring forward a framework for LBTT that 
promotes a healthy housing market, allowing movement up and down price levels 
without any artificial barriers.   

Whilst keen to see support directed to first time buyers and those on the lower rungs 
of the housing market, in achieving a ‘revenue neutral’ position, we are concerned 
that raising the nil rate band is going to have a detrimental effect on home buyers 
purchasing at mid to higher values, thereby creating too much of an imbalance within 
the market.   

We note from the draft Scottish Government budget on 9 October 2014 that the nil 
rate threshold is proposed to increase marginally to £135k.  However, given that the 
new progressive approach will mean that those buying just over the band thresholds 
will not be disadvantaged as they are under the existing slab LBTT structure, we do 
not think that the increase in the nil rate band is necessary and would propose that it 
remains at £125k  

Using an example of a purchase of a home at an average house price of around 
£160k, under the Scottish Government’s proposals for a nil rate band at £135k the 
buyer will pay £500, which is £1,100 less than they would under the current stamp 
duty system.  Using the same example of a purchase at £160k, but with the nil 
threshold remaining at £125k, the buyer would pay £700, which is still £900 less than 
they would pay in stamp duty.   

http://www.homesforscotland.com/
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Retaining the nil rate band at £125k will assist in balancing out the impact on mid to 
higher value purchases which at the moment we see as too heavy, as outlined 
below. 

We would suggest that the nil rate band, along with the other band thresholds, are 
reviewed against house prices regularly by the Scottish Government.  The bands 
should be adjusted in line with house price inflation to ensure they remain relevant to 
the Scottish housing market. 

What should the rate for the other tax bands be?  

We note the rates within the Scottish Government budget as:  

- at 2% on homes valued between £135k and to £250k  

- at 10% for homes valued between £250k and £1m  

- at 12% for homes valued over £1m  

We have considered the impact of these rates compared to the existing SDLT on a 
variety of house prices (see annex 1) and are pleased to note that home buyers 
purchasing homes under £325k are set to pay less under the new system. 

However, we view the rate on transactions over £250k to £1m to be too punitive on 
the upper-middle market i.e. for buyers purchasing homes from £325k to £500k.  
This core, upper-middle market comprises aspirational movers and families with 
changing needs.  It should not be assumed that these households are able to raise 
the additional funds required.  Many households have seen the equity they hold in 
their homes reduce with a reduction in home valuations during the recession, this 
has had an impact on the availability of funds available to support a house move.   

This market segment is critical to the sustained recovery of the housing market and 
this is particularly so in areas such as Edinburgh, East Renfrewshire and Aberdeen 
where demand for family housing is high, supply is low and house prices are high.  
These markets will be badly affected and a reduction in house sales is anticipated as 
a result.   

To ensure the tax is more evenly distributed above the £250k level, we would 
suggest an additional band between £250k and £500k. 

Should there be more or fewer bands and, if so, the rate for any additional tax 
bands? 

We are concerned that the LBTT chargeable on upper-middle value homes is now 
too high, potentially leading to stagnation within that market segment as outlined 
above.  We would like to see the LBTT more evenly distributed above the £250k 
band to avoid such a disproportionate burden on mid to higher value purchases. 

We would suggest an additional band between £250k and £500k is created and that 
the rate should be 7%. 
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The effect of this, and a lower nil rate band of £125k, on a number of house prices is 
set out within annex 1. 

Should the rates and bands be set so that the impact of replacing SDLT with 
LBTT is broadly financial neutral? 

LBTT, as was its predecessor SDLT, is a tax relating to the purchase of land or 
property which is compulsory, but very few fully understand why it is being paid, or 
what the money is used for.  It would be worth the Scottish Government giving 
consideration to the potential uplift that could accrue from the economic activity that 
is generated when a tax on mobility is removed completely.   

The Scottish Government has, however, made it clear that they desire a revenue 
neutral position and our response to each consultation relating to LBTT has been on 
that basis. 

We continue to remind Scottish Government that if Scotland is to secure its fair 
share of investment and remain attractive it must be competitive and have at least an 
‘equal playing field’ with the rest of the UK.  Investment decisions of home builders, 
many of which operate north and south of the border, will be based not only on the 
cost of land, but the health of a housing market, to give their funders the confidence 
that they can achieve a return.   

Even within a ‘revenue neutral’ stance, we have suggested ways that the Scottish 
Government could do more to support the delivery of much needed new homes in 
Scotland.  The use of deferred payment of LBTT in land transactions, even when the 
chargeable consideration is known by the home builder, is an example of that (see 
annex 2 for further details). 

Should the lower top rate for non-residential property be lower than for 
residential property? 

The interest of the home building industry in LBTT rates for non-residential 
transactions relates to the purchase of land for residential development.  To ensure 
the supply of much needed new homes, we are supportive of a lower top rate for 
non-residential property than for residential property. 

Section 59 of the Land and Buildings Transaction Tax (Scotland) Act 2013 defines 
the meaning of ‘residential property’ in line with the existing definition under SDLT 
(see annex 3).  It is crucial that the existing definitions remain in place to ensure that 
the proposed residential rates are not applied to the purchase of land for residential 
development.   

In the main, land purchases for residential development will be of land which is 
currently not classed as ‘residential’.  For example, this could include brownfield land 
that is currently classed as industrial, or greenfield land that is currently classed as 
agricultural.  When the land being purchased is not currently classed as residential, 
the LBTT chargeable will be based on non-residential rates.   

Within the draft budget for 2015/16, the Scottish Government has proposed that 
LBTT for non-residential transactions will be charged at –  
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- 3% for land valued between £150k and £350k 

- 4.5% for land valued above £350k 

Given the value of land for residential use is likely to exceed the £350k lower 
threshold, this means that in the main 4.5% LBTT will be chargeable on land 
purchases by the home building industry.  With a 4% maximum charge currently in 
place for non-residential transactions under SDLT, the tax bill under LBTT will be 
0.5% higher.   

For example, purchase of a site valued at £5m under the existing system would 
result in a tax bill of £200,000, but under the new system the LBTT system an 
additional £25,000 would be chargeable.   

It could be argued that the impact of the 0.5% increase will be reflected in 
development appraisals, with the land owners absorbing the additional cost through 
a reduction in their net price.  However there is a risk that vendors may choose not to 
sell if land values are beneath their aspirations, causing stagnation in the delivery of 
new projects. 

Furthermore, if the increase is implemented, there will undoubtedly be a transitional 
impact on contractual arrangements that have been entered into already, those 
which contain minimum price clauses which can not be met, as a direct result of the 
additional cost of the increased LBTT threshold. 

It is crucial that Scotland remains a competitive place to invest and bring forward 
housing development.  A flat increase in the cost of purchasing land for development 
0.5% is not helpful and immediately puts Scotland at a disadvantage to purchases of 
land in England and Wales, where the existing SDLT will remain.  If a company was 
looking at two similar opportunities, one in Scotland and one in England, there is a 
real danger that Scotland will lose out due to the higher cost.  

To support land purchases in Scotland, we would propose that the interest rate for 
land valued above £350k remains capped at 4%. 

What is the likely impact on the property market and wider economy? 

Scotland must remain competitive and the Scottish Government must do what it can 
to support the housing market and the supply of much needed new homes.   

Housing Market Activity 

A move to ease the LBTT burden on home buyers at the lower end of the market is 
welcome and should have a positive impact on housing market activity.  With first 
time buyers considered the lifeblood within a housing market, the knock on effect 
should be very positive.  However, what is being proposed by the Scottish 
Government is going to have too much of a detrimental impact on middle to higher 
value homes and, as a result, we would expect to see stagnation in this part of the 
market.  This core, upper-middle market comprises aspirational movers and families 
with changing needs, a section of the market that is critical to the sustainability of the 
housing market.   To mitigate this impact of what the Scottish Government has 
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proposed, we have suggested an additional band for homes valued between £250k 
and £500k. 

New Housing Supply 

Scotland has an acute housing shortage with 465,000 new homes required by 2035, 
just to keep up with anticipated population growth.  Whilst in Scotland we delivered 
only 15,000 homes in 2013, these stats show that we should be delivering at least 
25,000 each year to ensure sufficient supply.  The Scottish Government has over 
recent years taken measures to support housing supply, the most successful being 
Help to Buy (Scotland) where the value of the investment is £275m over 3 years.  
We want to see the Scottish Government join up policy streams to ensure all their 
efforts are pushed towards solving the current housing crises. The Scottish 
Government should not seek to introduce financial policies that will counter these 
efforts, at any point of the development process. 

The impact of increasing tax payable on most land transactions is concerning.  HFS 
already has trepidations about the ability of Scotland to continue to compete for 
housing investment with England, given that it is already proving more expensive to 
build homes north of the border.  We would like to see the Scottish Government use 
devolved powers within its gift to encourage investment, for all the benefits it can 
bring to the wider economy.   

Importance of Reliefs 

Whilst this evidence relates to the rates and bands for LBTT, we must not ignore the 
importance of ensuring that the reliefs brought forward within the legislation are 
appropriate and practical.  We have acute concerns about the impact of the 
proposed multiple dwellings relief on Scotland’s ability to strategically grow a quality, 
professionally managed private rented sector, and also on the plans for a sub-sale 
relief which has the potential to erode the important role of a lead developer.  We 
have responded in detail to the Scottish Government proposals and eagerly await 
the outcomes of the consultations carried out.   

We understand that the Scottish Government will be keen to differentiate its new 
policy from the existing SDLT structure, but it is important to remember that, 
fundamentally, the new-build housing markets in England and Scotland are similar 
and interlinked.  Both have suffered severe structural harm and damage as a result 
of the financial crash.  Both have housing outputs that are at near all-time lows, 
whilst need and demand continue to rise. Both have similar levels of home 
ownership and aspirations for home ownership. Both have the same UK-wide home 
builders delivering the vast majority of all new homes in each country. Both have the 
same lenders providing mortgages and development finance.  And both would be 
looking to attract institutional investment to grow the private rented sector and 
finance the building of additional homes. 

In bringing forward the legislative framework for LBTT, we would urge members of 
the Scottish Parliament to challenge the detail of LBTT proposals to ensure every 
aspect is about enabling investment and encouraging an increase in residential 
development in Scotland. 



Annexe B 
 

Support policy agendas 

Furthermore, we would be keen for the Scottish Government to relate the new LBTT 
regime with other policy priorities.  It is our view that it is simply an opportunity 
missed if they do not.  Within its Sustainable Housing Strategy the Scottish 
Government has stated that they want to see a market premium on warm, high 
quality, low carbon homes with lower running costs because these attributes are 
valued by lenders, consumers and surveyors.  In achieving this, the Government 
acknowledges the need for the market to fully reflect the benefits of ‘greener’ 
housing.  

We believe that the Scottish Government should use LBTT to influence the market 
for energy efficient homes by linking the amount payable to the Energy Performance 
Certificate (EPC).  When a property is marketed for sale both sellers and buyers 
have access to an EPC. This mandatory certificate allows comparisons of homes for 
sale across the market, encouraging buyers to take account of the energy efficiency 
of the home in their choices. Whilst the amount saved by the customer will not off-set 
the additional costs incurred by the builder in delivering a higher efficiency home, it 
would introduce a much needed incentive to help create market demand for energy 
efficient homes.  

Annex 1 – comparison of LBTT payable on house prices compared to SDLT 

Example 
House 
Price 

Current 
SDLT 

SG draft budget –  

2% from £135k up 
to £250k, 10% 
over £250k & 12% 
over £1m 

HFS proposal –  

2% from £125k up to 
£250, 5% over £250k 
to £500k, 7% from 
£500k to £1m, 12% 
over £1m 

£125,000 £1,250 £0 £0 

£150,000 £1,500 £300 £500 

£175,000 £1,750 £800 £1,000 

£200,000 £2,000 £1,300 £1,500 

£225,000 £2,250 £1,800 £2,000 

£250,000 £2,500 £2,300 £2,500 

£275,000 £8,250 £4,800 £4,250 

£300,000 £9,000 £7,300 £6,000 

£325,000 £9,750 £9,800 £7,750 

£350,000 £10,500 £12,300 £9,500 
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£450,000 £13,500 £22,300 £16,500 

£550,000 £22,000 £32,300 £25,000 

£700,000 £28,000 £47,300 £40,000 

 

Annex 2 - Example of support for home building within a revenue neutral 
position - Deferred payment  

In most land transactions the purchasing price will be contingent on planning or may 
be uncertain where the price mechanism is linked to house prices/builders sales 
revenues.  Recognising that this is the way that most land transactions work, the 
SDLT system contains a facility for deferred payment when the ‘chargeable 
consideration’ is not yet determined. 

Home builders agree to drip feed the land owner on an agreed timescale in arrears.  
The deferred payment arrangement allows builders to defer the payment of stamp 
duty in line with the land payment to the land owner.   

The Scottish Government has acknowledged the importance of this and has 
consulted on the basis that the subordinate legislation coming forward for LBTT will 
include the ability for home builders to apply for deferment in the same situations as 
they would currently under SDLT.  Given that this arrangement is already in place 
under SDLT, it will be cost neutral for both the business community and the Scottish 
Government. 

However there is an opportunity for the Scottish Government to better support the 
home building industry in Scotland, whilst still achieving revenue neutrality.  HFS has 
proposed that the option to utilise a deferred payment is also made available to 
builders even when the chargeable consideration is known.   

For example, if a builder had an agreed land deal for £20m payable in 5 
equal instalments over 5 years. Currently they would have to pay £4.8m at the date 
of entry i.e. the first land payment plus the SDLT which is due on the total amount. 
We would suggest that it would be more equitable for the LBTT to be phased in the 
same way as the land payment to allow the builder to pay £4,160k every year i.e. the 
£4m land payment plus the LBTT due on each phased amount.   

The deferment of the tax aligned to the actual contracted land payments, rather than 
the current front loaded requirement, would be most helpful to those schemes with 
marginal viability, as well as the general business cash flow benefit to the industry. 

If full deferment is not acceptable then we have asked the Scottish Government to 
consider introducing partial deferment in transactions where the chargeable 
consideration is known, for example splitting the LBTT liability into two payments.   

With the upfront costs involved in delivering a residential development making it 
difficult for some home builders to access development finance, this is one way that 
the Scottish Government could look to support the industry without any cost to the 
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public purse.  The arrangement would remain cost neutral for the Scottish 
Government with the same amount of tax being paid, just on a slightly different 
timescale. 

Annex 3 - Meaning of “residential property” in Land and Buildings Transaction 
Tax (Scotland) Act 2013 

(1) In this Act “residential property” means— 

(a) a building that is used or is suitable for use as a dwelling, or is in the process 
of being constructed or adapted for such use, 

(b) land that is or forms part of the garden or grounds of a building within 
paragraph (a) (including any building or other structure on such land), or 

(c)an interest in or right over land that subsists for the benefit of a building within 
paragraph (a) or of land within paragraph (b). 

(2)Accordingly, “non-residential property” means any property that is not residential 
property. 

(3)For the purposes of subsection (1) a building used for any of the following 
purposes is used as a dwelling— 

(a)residential accommodation for school pupils, 

(b)residential accommodation for students, other than accommodation falling 
within subsection (4)(b), 

(c)residential accommodation for members of the armed forces, 

(d)an institution that is the sole or main residence of at least 90% of its 
residents and does not fall within any of paragraphs (a) to (f) of subsection 
(4). 

(4)For the purposes of subsection (1) a building used for any of the following 
purposes is not used as a dwelling— 

(a)a home or other institution providing residential accommodation for 
children, 

(b)a hall of residence for students in further or higher education, 

(c)a home or other institution providing residential accommodation with 
personal care for persons in need of personal care by reason of old age, 
disability, past or present dependence on alcohol or drugs or past or present 
mental disorder, 

(d)a hospital or hospice, 

(e)a prison or similar establishment, 
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(f)a hotel or inn or similar establishment. 

(5)Where a building is used for a purpose specified in subsection (4), no account is 
to be taken for the purposes of subsection (1)(a) of its suitability for any other use. 

(6)Where a building that is not in use is suitable for use for at least one of the 
purposes specified in subsection (3) and at least one of those specified in subsection 
(4)— 

(a)if there is one such use for which it is most suitable, or if the uses for which 
it is most suitable are all specified in the same paragraph, no account is to be 
taken for the purposes of subsection (1)(a) of its suitability for any other use, 

(b)otherwise, the building is to be treated for those purposes as suitable for 
use as a dwelling. 

(7)In this section “building” includes part of a building. 

(8)Where six or more separate dwellings are the subject of a single transaction 
involving the transfer of a major interest in, or the grant of a lease over, them, then, 
for the purposes of this Act as it applies in relation to that transaction, those 
dwellings are treated as not being residential property. 

(9)The Scottish Ministers may, by order— 

building is, or is not to be, use of a building as a dwelling for the purposes of 
subsection (1), 

(b)amend or repeal subsection (8). 

Homes for Scotland 
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Finance Committee 

28th Meeting, 2014 (Session 4), Wednesday 12 November 2014 

Further Fiscal Devolution 

Purpose 

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

2. The Committee has issued a call for evidence in relation to the inquiry and 
has agreed to take evidence at a number of meetings up to December. 

3. At this meeting, the Committee will take evidence from Professor Jim 
Gallagher, University of Oxford. A written submission has been provided by 
Professor Gallagher and this is attached as the annexe to this note.  

Catherine Fergusson 
Senior Assistant Clerk to the Committee

http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/82244.aspx
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 Further Fiscal Devolution to the Scottish Parliament 
 

Note by Prof JD Gallagher, CB FRSE 
 

This short note looks at some options for further fiscal devolution to the Scottish 
Parliament, consistent with the decision of Scotland to remain in the United 
Kingdom. It suggests ideas that should emerge from the work of the Smith 
Commission, and others that should not. It does not cover non-fiscal devolution in 
any depth. 
 
What the referendum vote means: the test for further devolution 
 
The Scottish people voted to remain in a union with the rest of the UK. During the 
campaign, different aspects of the union were debated. The first was political union, 
in essence that Scotland is equally represented in Parliament at Westminster. The 
second was economic union: a main issue in the referendum debate was whether a 
currency union could survive independence. It emerged during the debate very 
clearly that economic union implies not merely currency and banking union but fiscal 
union – sharing taxation and public spending – which in its turn requires political 
union. The third was what might be described as a social union, that is to say sharing 
resources to produce common standards in areas such as pensions, benefits and 
public services. This requires both fiscal and political union to work. 
 
Proposals for further devolution, if they are to respect the outcome of the vote, 
should be consistent with these principles. This was reflected in the policy positions 
of the pro-union parties, notably their commitment to continued Scottish 
representation in the Westminster Parliament, to a shared UK system of pensions 
and benefits, and to continued use of the Barnett formula. 
 
“Full fiscal autonomy” fails this test 
 
The idea of “full fiscal autonomy” comes in two guises. Neither is consistent with the 
decision of the Scottish people. 
 
The first version of fiscal autonomy is simply a poorly disguised form of 
independence: that all public spending in Scotland should rely solely on Scottish 
resources. There should be no fiscal transfers to or from Scotland and the rest of the 
UK, except perhaps an annual cheque to cover the cost of the Army. This can be 
easily dismissed. First, it is not consistent with the political union. How could 
Scotland be represented in the UK Parliament, if it paid no taxes set there? 
Secondly, it is inconsistent with economic and currency union, as there would be no 
stabilisation from fiscal transfers. Thirdly, it is inconsistent with social union, as there 
would be no sharing of resources to support common pensions, benefits or similar 
standards of public services (and certainly no Barnett formula). 
 
On top of that, it would be deeply harmful to Scottish public services, as every 
academic analysis shows. Cuts of approximately £6bn a year would be needed. This 
is equivalent to as much austerity again as has been imposed on Scotland under the 
present coalition government. Only an ideologue, therefore, would propose it. To do 
so would be disrespectful of both the outcome of the vote and of the Smith process. 
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Its second guise is the proposition that devolved public services should be paid for 
wholly from devolved taxes, so as to promote fiscal accountability. This too is 
inconsistent with the promises made to the voters, as it would abolish any grant from 
the UK to the Scottish Parliament, and any sharing of resources to ensure broadly 
comparable levels of public services across the UK. 
 
The proposal is based on a weak understanding of how multi-level systems of 
government work. Worldwide, in federal systems, so-called “vertical fiscal transfers” 
from federal to state governments are the rule. There are good reasons for this. In 
designing a system of fiscal federalism, three main principles are in contention. 
Accountability, which is promoted by having tax raising powers; equity, which is 
promoted by sharing resources across the whole territory; and efficiency, notably 
having simple tax systems to avoid economic distortions. Naïvely prioritizing 
maximum accountability while ignoring both of the other principles produces an 
unstable system. There is no bundle of potentially devolved taxes which would be 
equal to devolved spending, so fiscal transfers are inevitable. On this system there is 
no principled basis for making them. This proposal fails to meet the test of political, 
economic or social unions. It is not what the people Scotland voted for. 
 
What further devolution is seeking to achieve 
 
It does not follow that because devolution is a good thing, any idea of more 
devolution is always better. That is an ideological stance. The objective of widening 
the powers of the Scottish Parliament is to enable it to deliver a different combination 
of taxes and public services from the UK as a whole, while still sustaining the risk 
sharing benefits of being part of the UK. Increased tax powers play their part in this 
by giving the Parliament the opportunity to spend more, or less. They also put the 
Parliament in a place where it can do more than complain about public spending 
reductions: it should have the opportunity to reverse them by increasing taxes. 
 
That opportunity begins in 2016, with the implementation of the Scotland Act 2012. 
Those campaigning for election in 2016 will have to have a tax policy, which will be a 
novelty in devolved Scottish politics. There is scope to extend those tax powers, and 
also to increase the spending flexibility of the Parliament to affect the welfare system 
as well as taxation and public services. [Some individual benefits might be devolved, 
or the Scottish government might cover the cost of different rates of UK benefit in 
Scotland. For reasons of space these options are not detailed in this note.] 
 
The balance of UK shared resources [in the form of grant] and devolved ‘own 
resources’ [in the form of devolved or assigned taxation] should in my view be one of 
broad equivalence. Own resources should not be so large as to mean Scottish public 
services are wholly at risk from shortfalls in Scottish tax revenue, for whatever 
reason. Nor should grant be so large that it effectively determines the Scottish 
budget, as it does today. Whatever balance is set must, if the promises made in the 
campaign are to be kept, be consistent with retaining the Barnett formula. A split of 
50/50 or 60/40, as proposed in party submissions, meets these criteria. 
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Options for tax devolution 
 
Deciding which taxes to devolve is a mixture of practical considerations [for example 
the potential economic effects of tax competition] and principled ones. VAT cannot 
be devolved, but a share of its yield could be assigned. Devolving Corporation tax is 
risky, because of the incentives for avoidance. While oil taxation is, as a natural 
resource rent, easy in principle to decentralise, it would tie the Scottish budget to a 
volatile and declining source of revenue: if the objective was to cut Scottish public 
spending, then devolving oil revenues would be a good plan. 
 
Income tax – a shared tax 
 
Income tax is the most obvious tax to devolve: the Scottish Parliament has had 
influence over it since 1999, and will set a Scottish income tax rate in 2016. It is 
certainly possible to extend that. There are however good arguments for income tax 
continuing to be a tax shared between the UK and Scottish governments, as under 
the 2012 Act, even if the balance of sharing changes. If income tax in Scotland were 
wholly devolved, so that it became a Scottish tax, then income tax in England (or in 
EWNI) would become an English (or EWNI) tax. But it would continue to be set by 
the UK Parliament. That raises obvious ‘West Lothian’ questions, potentially 
reducing the influence of Scottish MP’s in a UK government, and more complex 
resource questions. If English income tax were raised, to be spent on reserved 
services [pensions, say] then Scots would get the benefit without contributing. If it 
were raised to increase spending on health, say, Scots would get the benefit via 
Barnett consequentials, again without contributing. Conversely, if it were cut, Scots 
would feel the spending reductions without the tax benefit. Income tax would no 
longer be available therefore to a UK government to deal with problems such as 
funding the effects of a banking crisis; nor could the Barnett formula as presently 
constructed be sustained. 
 
Income tax is a redistributive tax: top earners pay most of it. That means it is 
geographically redistributive, as there are more top earners in the South East then 
elsewhere. If it were wholly devolved, there would cease to be any redistribution from 
top earners in England to Scotland, or vice versa. It is not obvious that this would be 
in Scotland’s interest. Sharing taxes avoids these issues, and indeed all federal 
countries share income tax across different levels of government for reasons of this 
kind. Without a persuasive answer to these problems, there are serious questions 
over the complete devolution of income tax. 
 
Other taxes 
 
A number of other minor taxes might be considered for devolution, though the 
practical effort might not be worth the yield in many cases. The remaining major tax 
is National Insurance. NI contributions provide a gateway to the welfare system, 
notably entitlement to state pension. This should not be disturbed, though I would 
wish to give further consideration to whether there is any scope to empower the 
Scottish Parliament to raise money through the national insurance system. 
 
There is nevertheless sufficient scope to increase the ‘own resources’ of the Scottish 
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Parliament to be broadly equivalent to the amount it receives in grant, which is in my 
view the right balance. 
 
Financing Welfare Devolution 
 
One of the things that will remain reserved for as long as Scotland remains part of 
the UK is the core of the social security system, old age pensions in particular. This 
was a key element of the referendum campaign and because of demographic trends, 
pooling these risks is clearly in Scotland’s interest, as well as being right in principle. 
There is nevertheless however scope for the Scottish Parliament to offer a different 
(assumed to be more generous) package of benefits in Scotland. This could be done 
by devolving some individual benefits (eg Housing Benefit, Attendance Allowance) or 
setting different Scottish rates for some. The costs of any policy changes would be 
borne by the Scottish budget. 
 
This raises questions about devolution finance which have not been addressed. The 
Scottish Budget is set, normally for three years, alongside UK departmental 
spending plans for health, education etc. Benefits spending however is demand-
driven and cyclical; it goes up or down year on year depending on economic 
changes. So it is set each year. Importing cyclical, demand driven expenditure like 
Housing Benefit into the Scottish Budget could create management problems; and 
the Barnett formula would not work in setting a budget for it. Instead it would be 
sensible to operate a system analogous to that in Northern Ireland where the UK 
government guarantees to cover the cost of UK policy, and the Scottish budget funds 
changes only. The whole budget for non-cyclical benefits like Attendance Allowance 
might however be devolved into the Scottish Budget. 
 
Borrowing Powers 
 
Tax powers and borrowing powers go together. The Scotland Act 2012 extends the 
borrowing power of the Scottish government. These should be extended further. 
Indeed a good case can be made that all Scottish government capital spending 
should be funded by borrowing from the markets, neither subject to the control of nor 
underwritten by the UK government. 
 
Proceeding in stages 
 
These are major changes, and carry high risks in implementation for Scottish public 
services. They should be implemented in a phased way, with review at each stage. 
The Scotland Act 2012 should the first stage. Implementation plans in HMRC and 
employers should now be well advanced: their effects should be reviewed before the 
go-live of the next stages of tax devolution. It might be that assignment of the yield of 
a tax could be seen as a prior step to devolving it. 
 

Edinburgh 
5 November 2014 
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