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FINANCE COMMITTEE 
 

AGENDA 
 

1st Meeting, 2016 (Session 4) 
 

Wednesday 6 January 2016 
 
The Committee will meet at 9.30 am in the Robert Burns Room (CR1). 
 
1. Decision on taking business in private: The Committee will decide whether 

to take item 4 in private. 
 
2. UK Spending Review: The Committee will take evidence from— 
 

Robert Chote, Chairman, Office for Budget Responsibility. 
 

3. Draft Budget 2016-17: The Committee will take evidence from— 
 

Lady Susan Rice C.B.E, Chair, and Professor Campbell Leith, Scottish 
Fiscal Commission; Professor Andrew Hughes Hallett, [by 
videoconference], Scottish Fiscal Commission. 
 

4. Work programme: The Committee will consider its work programme. 
 
 

James Johnston 
Clerk to the Finance Committee 

Room T3.60 
The Scottish Parliament 

Edinburgh 
Tel: 0131 348 5215 

Email: james.johnston@scottish.parliament.uk 
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Finance Committee 
 

1st Meeting, 2016 (Session 4), Wednesday 6 January 2016 
 

UK Economic and Fiscal Outlook and Devolved Taxes Forecasts 
 
Purpose 

1. The purpose of this paper is to provide background information in advance of the 
Committee’s oral evidence session with Robert Chote, chairman of the Office for Budget 
Responsibility (OBR).  
 
Economic and Fiscal Outlook 

2. On 18 March the OBR published, alongside the UK spending review, its latest 
Economic and Fiscal Outlook (EFO). The executive summary is attached. 
 
Scottish Tax Forecasts        

3. The evidence session will also consider the OBR’s latest Devolved Taxes 
Forecast (also attached) which covers the following taxes— 
 

 Scottish Rate of Income Tax (SRIT); 
 Land and Buildings Transaction Tax (LBTT); 
 Landfill Tax; and 
 Aggregates Levy 

 
4. The SRIT will be introduced on 1 April 2016.  Section 26 of the Scotland Act 
2012 provides for the basic, higher and additional rates of taxation on the non-
savings/non-dividend income of a Scottish taxpayer to be reduced by 10%. The Scottish 
Parliament will then levy a new SRIT which will apply equally across all of these bands.  
This power will supersede the existing tax varying power, the Scottish variable rate 
(SVR). 
 
5. In Draft Budget 2016-17, the Scottish Government proposed that SRIT would be 
levied at 10% meaning that Scottish taxpayers will pay the same rate of income tax in 
2016-17 as they would have under the UK income tax. 
 
6. Responsibility for LBTT and Landfill Tax were devolved to the Scottish 
Parliament on 1 April 2015. Draft Budget 2016-17 proposes that the rates and bands for 
LBTT will remain unchanged but that a new 3% supplement will be levied on purchases 
of additional residential properties costing over £40,000. 
 
7. Draft Budget 2016-17 also proposes that the Landfill Tax standard rate will 
increase from £82.60 to £84.40 per tonne whilst the lower rate will increase from £2.60 
to £2.65 per tonne. These rates have increased in line with inflation and will continue to 
mirror those across the rest of the UK. 
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8. The UK Government has also stated its intention to devolve the aggregates levy 
to Scotland in the future, subject to the resolution of a legal challenge in the European 
courts. 
 
9. Table 1.1 provides a summary of the November 2015 Scottish Tax forecasts (in £ 
millions) as reproduced below— 
 
 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21
Income Tax 4649 4900 5226 5521 5802 6148 
LBTT 397 496 557 628 700 769 
Landfill Tax 140 131 120 120 127 140 
Aggregates levy 46 43 39 39 42 46 
Total 5232 5569 5942 6309 6671 7104 
 
Transitional period – SRIT 
10. Following the devolution of SRIT there will be a transitional period during which 
the deduction from the block grant arising from the 10p reduction will be calculated 
annually.  During this period the deduction in the size of the block grant will be based on 
the OBR forecast of Scottish income tax receipts for the forthcoming fiscal year. These 
will not be reconciled during the transition period and the UK Government will bear the 
risk of any deviation of outturn from the forecast. 
 
Block Grant Adjustment – SRIT 
11. With regard to SRIT, the UK and Scottish governments previously agreed “to 
develop and agree the block grant adjustment mechanism based on the proposals of 
the Holtham Commission.”1 This approach “would recalculate the block grant 
adjustment mechanism year by year by indexing it to movements in the Non Savings 
Non Dividend income tax base in the rest of the UK.”2 However, SRIT is now expected 
to be superseded by the full devolution of income tax rates and bands resulting from the 
Scotland Bill 2015-16. The SRIT block grant adjustment mechanism is therefore now 
expected to be in force only for as long as the Scotland Act 2012 powers on SRIT are in 
operation. A long term agreement is currently being discussed as part of the ongoing 
fiscal framework negotiations.  
 
Block grant adjustment – Devolved taxes 
12. Draft Budget 2016-17 states that discussions in relation to the block grant 
adjustment for the fully devolved taxes are ongoing as part of the fiscal framework 
negotiations and— 
 

“Until a permanent agreement is reached…the Scottish and UK Governments 
have agreed a provisional one-year block grant adjustment for the fully devolved 
taxes in 2016-17 of £600 million.” 
 

                                            
1 Cabinet Secretary for Parliamentary Business to the Secretary of State for Scotland, 21 March 2012. 
2 Secretary of State for Scotland to the Minister for Parliamentary Business, 20 March 2012.  
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13. Draft Budget 2016-17 provides no further information on the basis of this figure or 
how it was arrived at. 

 
14. The Committee has repeatedly expressed concerns about the lack of progress in 
agreeing a sustainable mechanism for adjustments to the block grant and about the 
need for greater transparency to allow for effective parliamentary scrutiny. 
 
Forecasting of Scottish Taxes 
15. The OBR published its first forecast of certain Scottish tax receipts alongside its 
EFO for the UK economy and the public finances in March 20123. It has continued to 
publish its forecasts for these taxes alongside each EFO (published twice per year at 
the time of the UK budget and in late autumn).  As with the OBR’s main UK forecasts 
these forecasts cover a five-year period. The November 2015 publication is the ninth set 
of such forecasts published by the OBR. 
  
16. In its Report on Draft Budget 2015-16, the Committee noted that the OBR is 
required to produce five year forecasts for the devolved taxes and recommended that 
the Scottish Government should also aim to do so. Draft Budget 2016-17 confirms that 
five year forecasts for the devolved taxes have been produced and can be found in the 
Devolved Taxes: Forecasting Methodology document. A hard copy is attached. 
 
Scottish Rate of Income Tax (SRIT) 

17. Draft Budget 2016-17 states that— 
 

“The latest Devolved Taxes Forecast, published alongside the UK Government’s 
Autumn Statement in November this year, forecast that a Scottish rate set at 10p 
would raise £4,900 million in Scotland. This is, therefore, the figure that the 
Scottish Government’s budget will be reduced by to account for the Scottish rate 
powers.” 

 
18. The OBR’s forecast figures for SRIT (assuming a 10p rate) are reproduced in the 
table below. 
 

 
 
19. The methodology underlying the forecasts is described in paragraphs 2.22 to 
2.24 of the devolved taxes forecast. 

                                            
3 http://budgetresponsibility.independent.gov.uk/economic-and-fiscal-outlook-march-2012/ 
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20. Table 2.3 sets out the forecasts for the Scottish share of UK income tax from 
2012-13 to 2019-20. It indicates a downwards trend from 3.04 per cent in 2012-13 to 
2.87 per cent in 2020-21. 
 
Land and Buildings Transaction Tax 

21. LBTT replaced the UK Stamp Duty Land tax (SDLT) in Scotland when it was 
devolved on 1 April 2015. 
 
LBTT Forecasts 
22. Table 3.3 shows the OBR’s latest forecasts for residential and commercial LBTT 
in comparison to those published in July 2015. The EFO states that “strong growth in 
LBTT receipts is explained by higher house prices and rising residential property 
transactions. However, the EFO also states that “residential LBTT has been revised 
down substantially in each year, largely due to the receipt outturns shown in Table 3.2.” 
 
23. The EFO states that the pattern of LBTT receipts “from April to June suggests 
people responded to changes in the tax system by shifting the timing of property 
transactions – an effect known as forestalling.” The EFO further suggests that “sales of 
higher value properties might have been depressed in the early months of LBTT, 
consistent with forestalling behaviour shifting those transactions forward to before the 
introduction of LBTT.” 
 
24. The EFO goes on to state that the OBR’s July forecast “assumed that 
transactions with a LBTT value of £20 million had been brought forward into 2014-15” 
but that it now estimated that “the effect was larger at £30 million.” 
 
25. The EFO does not consider the impact of the proposed LBTT supplement on the 
purchase of second homes as this was only announced on 16 December. 
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26. The methodology underpinning the OBR’s LBTT forecasts is set out in 
paragraphs 3.18 to 3.22 of the EFO 
 
27. The Scottish Government published its forecasts of the tax revenues expected to 
be generated from LBTT alongside Draft Budget 2016-17— 
 

 
 
Block Grant Adjustment - LBTT 
28. The Scottish and UK Governments agreed a one-off adjustment to the block 
grant for 2016-17 of £600 million in respect of the devolved taxes. 
 
29. The Committee has repeatedly expressed concerns about the lack of progress in 
agreeing a sustainable mechanism for adjustments to the block grant and about the 
need for greater transparency to allow for effective parliamentary scrutiny. 
 
Landfill Tax 
 
30. The OBR’s two most recent forecasts for landfill tax receipts are reproduced 
below. The EFO states that the November forecast “has revised up considerably to 
reflect higher than expected receipts so far in 2015-16.” 
 
31. The EFO states that the forecast “has not taken into account the aspirations of 
the Scottish Government to reduce landfill tonnage more rapidly than in England. If this 
aspiration can be translated to a firm policy target with relevant supporting analysis we 
can then consider it for the forecast. For now it is noted as a fiscal risk.” 
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32. The Scottish Government’s current forecasts for Landfill Tax receipts are 
reproduced below. 
 
Scottish Government Landfill Tax revenue forecasts 2016-17 to 2020-21 (£m)4 

2016-17 2017-18 2018-19 2019-20 2020-21 
133 123 114 104 94 

 
Conclusion 
 
33. The Committee is invited to consider the above in its evidence session with the 
chairman of the OBR. 

 
 

Alan Hunter 
Assistant Clerk to the Committee 

                                            
4 http://www.gov.scot/Resource/0049/00491259.pdf 
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Finance Committee 
 

1st Meeting, 2016 (Session 4), Wednesday 6 January 2016 
 

Draft Budget 2016-17: Scottish Fiscal Commission 
 

 

Purpose 

1. The purpose of this paper is to provide the Committee with information in 
advance of its evidence session with the Scottish Fiscal Commission. 
 
2. The Scottish Fiscal Commission published its Report on Draft Budget 2016-17 
on 16 December and a copy is attached. 
 
3. The Scottish Government published a paper Devolved Taxes – Forecasting 
Methodology alongside Draft Budget 2016-17. A copy is also attached. 
 
4. The Committee is invited to consider the above. 

 
Alan Hunter,  

Assistant Clerk to the Committee 

http://www.fiscal.scot/media/media_437935_en.pdf
http://www.gov.scot/Resource/0049/00491259.pdf
http://www.gov.scot/Resource/0049/00491259.pdf
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