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AFFORDABILITY 

This aspect of financial scrutiny centres on the requirement to “balance the budget” 
which means that expenditure should be no greater than revenues. The majority of 
Scottish Government revenue currently comes from the block grant from 
Westminster (in this financial year, around 84% of revenues (Scottish Government 
2014)). However as more financial powers are devolved to the Scottish Parliament 
via the implementation of the Scotland Act 2012 financial provisions, there will be 
greater responsibility on the Scottish Government for raising the money which it 
spends. In 2015-16 the Scottish Government will raise revenue through the newly 
devolved Scottish taxes (Land and Buildings Transaction Tax and Landfill Tax) and 
through new borrowing powers for capital expenditure. In the following financial year, 
the Scottish Rate of Income Tax (SRIT) power will be added to the revenue raising 
element of the Scottish budget.  
 
The focus of the Finance Committee scrutiny during the 2015-16 budget scrutiny 
process will be on revenues and the risks to expenditure if revenues vary from 
forecast.  
 
This section on affordability looks at the drivers on both sides of the balance sheet 
and analyses the extent to which they can/cannot be controlled. Some (but not all) of 
the key drivers are presented in the infographic below, with latest data on their cost 
and value where available. Examples have been chosen that were considered in the 
Independent Budget Review and where it is possible to identify an annual cost – 
others could have been included.  
 
The terms of the commitments in figure 1 vary, with some ongoing indefinitely (for 
example, pay and pensions); policies like PPP payments and borrowing repayments 
ongoing over the course of the repayment terms (usually 25 years); and other policy 
commitments subject to the choices of the elected government of the day. The other 
notable feature of figure 1 is that when these and other commitments are added 
together, large elements of the Scottish budget are committed and the discretionary 
scope for change is quite limited.  
 
On the revenue side of the balance sheet, the Scottish Government has no direct 
control over the size of the Block Grant flowing from Westminster, but partial control 
over other income streams like taxation and capital receipts. Partial control in the 
sense that the Scottish Government has control over setting rates for taxation, but 
less control over the prevailing global and domestic economic conditions and 
behaviours that might impact the yields accruing from these revenues.    
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Figure 1: Examples of expenditure and revenue items 
 

 
Note: numbers are based on latest available years and for illustrative purposes. Examples chosen 

are selected examples and do not cover entirety of Government policy commitments.  

AFFORDABILITY: EXPENDITURE  DRIVERS 

This section of the briefing summarises some of the main expenditure drivers in the 
Scottish budget. It considers whether or not they are controllable by the Scottish 
Government, the timeframe over which they will incur costs, and where possible the 
extent of the liability. Considering these kinds of expenditure drivers is an important 
element of financial management in any circumstance, but takes on extra 

Policy

Spend Revenue

No Control

Partial Control

Non Domestic Rate Income: £2,800m

Council Tax: £1,942m

Borrowing: £304m

Capital receipts: £63m

Devolved Taxes: £558m

Largely Fixed Commitments

Policy Commitments

Pay/Staff Costs: £14,500m

Pensions: £3,013m

Infrastructure/Asset Management: £3,422m

PPP Unitary Charges: £1,000m

NHS Prescribing Costs: £1,400m

Borrowing repayments: £22m

Council Tax Freeze: £560m

Free Personal Care: £400m

Concessionary Travel: £197m

Prescription Costs: £62m

Free Tuition: £220m

NHS Eye Examinations: £67m

NHS Dental Examinations: £24m

Block Grant: £30,410m (Total DEL)
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significance at a time of public expenditure restraint. The UK is currently in the fifth 
year of a nine-year period of fiscal tightening which aims to eliminate the fiscal deficit 
by 2018-19 (IFS, 2014). Continuing austerity inevitably raises questions in scrutiny 
around the sustainability of these and other expenditure items.   
 

Public sector pay 

The Scottish public sector paybill is estimated at £14.5bn in 2013-14, accounting for 
over half (55%) of the total Scottish resource budget (Scottish Government 2014a).  
The Scottish Government implemented a pay freeze for the majority of public sector 
staff under its direct control in 2011-12 and this pay freeze continued into 2012-13.  
In 2013-14 and 2014-15, the pay freeze was lifted and a 1% cap was introduced in 
its place.  The 1% cap continues to apply in 2015-16.1     
  
However, the Scottish Government does not have direct control over the pay of all 
public sector employees.  In total, around 30,000 staff are directly covered by the 
public sector pay policy, representing only around 6% of all those employed in the 
devolved Scottish public sector (Scottish Government 2014a).  Local authorities and 
the NHS account for the majority of the staff within the public sector who are not 
directly covered by the Scottish Government’s pay policy.  Together these two 
groups account for around three-quarters of public sector employees in Scotland.  
For local authorities, COSLA is the pay determining body.  For the majority of NHS 
staff, the Scottish Government determines pay, but takes recommendations from the 
UK-wide pay review body and has, in the past, adopted these recommendations.  
While local authorities and the NHS have also adopted pay restraint measures since 
2011-12, this is not the direct result of Scottish Government policy. 
 
Over the period since 2010-11, the public sector paybill has remained largely 
unchanged in cash terms.  This compares to average annual growth rates of around 
3% in previous years (Scottish Government 2014a).  So, although the pay restraint 
measures implemented by the Scottish Government and other public sector partners 
have succeeded in stabilising the public sector paybill, it is difficult for the Scottish 
Government to reduce spending on public sector pay and it will continue to represent 
a significant proportion of public spending.   
 
Over the longer-term, reductions in numbers of public sector staff is the only way to 
achieve significant change, either through voluntary or involuntary severances or 
through non-replacement of staff.  This in itself can have short-term cost implications 
as a result of severance packages.  Furthermore, the Scottish Government’s pay 
policy has, alongside the pay freeze/constraint measures, included a commitment to 
no compulsory redundancies, limiting the scope to achieve reductions in staff 
numbers.  Over the period 2011-2014, Scottish devolved public sector staff numbers 
have reduced by 6,600 in full-time equivalent terms (1.6%) (Scottish Government 
2014b).   Any reduction in the paybill that might have resulted from this reduction in 
staff numbers has to some extent been offset by continued progression payments, 
whereby staff progress annually through defined pay scales irrespective of the basic 

                                            
1
 Scottish Government, Public Sector Pay Policy for Staff Remits, various years 
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pay award.  The IBR estimated that, in 2011-12, pay progression alone would add 
£110m to the public sector paybill (Beveridge, 2010) 
 
This analysis highlights the difficulty in achieving any significant reduction in the 
public sector paybill – the largest component of the Scottish Government budget. 
 

Pensions 

Occupational pensions policy – including on public sector pensions – is a reserved 
matter. The Scottish Government has certain executively devolved powers, which 
vary from pension scheme to pension scheme. The Scottish Government has 
responsibility for some policy aspects of five of the six main public sector schemes in 
Scotland (all but the Civil Service scheme), including aspects of scheme design. The 
Scottish Public Pensions Agency (SPPA) advises the Scottish Government on these 
matters. 
 
There are two distinct financial models for meeting the costs of public service 
pensions across the UK – Unfunded (or ‘pay as you go’) schemes and Funded 
schemes.  
 
The budgetary cost of the unfunded public sector pension schemes can be seen in 
the annual Scottish Budget Act passed by Parliament in February each year.  The 
estimated net cost for the NHS scheme in 2014-15 is £1,529m and for the Teachers 
scheme is £1,159m.  The document shows the joint budget for Police and Fire 
pensions as being £325m.  There is no comparable data for Local Government in the 
Budget Bill documentation.   
 

NHS prescribing costs 

Within the NHS budget, staff costs are the biggest area of spending, accounting for 
£5.6bn in 2012-13 (Audit Scotland 2013a). The next largest area of spending is 
prescribing.  In 2012-13, NHS prescribing costs totalled £1.4bn (ISD Scotland). On 
average, over the last decade, prescribing costs have risen by around 2% per year, 
which is broadly in line with general inflation over the same period (ISD Scotland 
2014). However, prescribing costs can vary considerably between years.  For 
example, in 2012-13, non-hospital net prescribing costs fell by 5% as a result of a 
number of major drugs coming off patent.  In 2013-14, non-hospital net prescribing 
costs rose again by 2.5%.  Despite some in-year variations, the general trend 
suggests that, in the short-term at least, this area of spending is difficult to reduce 
significantly in real terms.  
  

Infrastructure projects 

The Scottish Government’s Capital DEL budget in 2014-15 is £3.4bn.  While not all 
of this will be committed to major capital projects, much of it will be funding projects 
of a longer-term nature which cannot always easily be re-profiled.  Project delays 
can mean that funding is shifted between projects and timings can thereby alter, but 
the projects themselves will generally involve more than one year of spending.  As 

http://www.isdscotland.org/Health-Topics/Finance/Costs/Detailed-Tables/Drugs.asp
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such, the capital budget is less flexible than the resource budget.  In addition, while 
resource budgets can be transferred to support capital spending, the reverse is not 
possible under UK Treasury rules and so capital budgets cannot be used to support 
in-year resource spending.  The Scottish Government’s plans for infrastructure 
spending are set out in its Infrastructure Investment Plan.  This includes projects to 
be funded through traditional capital finance, as well as those planned for financing 
through public private partnerships (see below).  The Plan does not set out a profile 
for planned spending in individual years. 
 

PPP unitary payments 

The Scottish Government funds some of its infrastructure investment through the 
use of public private partnerships (PPP).  The Scottish Government’s non-profit 
distributing (NPD) model is a form of PPP.  Under such projects, the private sector 
finances the upfront capital costs associated with a project and, on completion, 
continues to maintain and, in some cases, operate, the asset. Once operational, the 
public sector makes annual payments (“unitary charges”) to the private sector 
contractor to cover the capital costs, interest costs and maintenance/service 
charges. Such payments typically continue for 25-30 years. 
 
In 2014-15, Scottish Government repayments in relation to existing projects are 
estimated to be in the region of £1bn (Hudson 2013). In addition, local authorities 
and the NHS will have repayment commitments in relation to their projects.  As a 
result of current project commitments, the level of repayments is set to rise in future 
years.  The Scottish Government anticipate that their repayment commitments will 
peak in 2019-20 at around 4.5% of the budget (including borrowing repayments) 
(Scottish Government 2014).  However, local authority commitments (mostly 
schools) are expected to continue to increase beyond this date and, on the basis of 
existing commitments, total public sector repayments are set to peak in 2025-26 at 
around £1.2bn (Campbell 2014).  Any future NPD projects would add further to these 
repayment commitments. 
 

Borrowing repayments 

Under the terms of the Scotland Act 2012, the Scottish Government will be able to 
borrow an amount equivalent to 10% of its capital budget in each year, provided that 
the cumulative stock of capital borrowing does not exceed £2.2bn. 
 
Debt repayments (both principal and interest) relating to any such borrowing will 
represent a further commitment on the part of the Scottish Government.  The 
Scottish Government has stated that it plans to borrow £304m in 2015-16.  The 
assumed repayment period is 25 years with a 5% interest rate (Scottish Government 
2014).  On the basis of these assumptions, this initial planned borrowing would result 
in interest payments of £22m per year.  This cost would increase if further borrowing 
is undertaken in subsequent years. 
 
 

http://www.scotland.gov.uk/Resource/0044/00446234.pdf
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Cost of legislative proposals 

Another expenditure driver which often has financial implications is legislation. 
Although all Financial Memorandum (FM) are considered by the Finance Committee, 
it is more often than not Subject Committees who take the lead in scrutiny of Bills. It 
has been suggested in the past by the Finance Committee that integration of 
legislative scrutiny by the Subject Committees into their Budget work might be a 
useful way to “mainstream” budget scrutiny (Scottish Parliament Finance Committee 
2009a).   
 
While Bills often will not have costs attached to them for a year or two hence, there is 
inconsistent reference to pending legislative cost implications within the Draft Budget 
document. For example, in the 2015-16 Draft Budget there are several references to 
the financial commitments arising from the Children and Young People’s Act and 
references to some of the savings arising from the Police and Fire reform Act. 
However this is usually presented as a total figure over a number of years rather 
than a spend profile broken down by year. There are other pieces of legislation, 
either enacted or going through Parliament, which have not had their potential 
financial implications referred to in the document. For example, the example of the 
Community Empowerment Bill is given below, which may come into force in 2015-16 
and, depending on demand, may have financial implications for local authorities.  
   
As such, it is not always possible to decipher from the Budget documentation 
whether legislative financial commitments have been factored into the spending 
plans. There is an assumption within the Scottish Government that portfolio budgets 
are expected to subsume the costs of any legislation within their budgets. However, 
in terms of financial transparency, it would be useful to identify separately any new 
financial obligations arising from legislative commitments within the Draft Budget. 
This would give Parliament reassurance that legislative obligations are being 
considered as part of the affordability of the spending package being scrutinised and 
would allow for the year-round financial scrutiny of Bills to be integrated into the 
formal budget scrutiny process.  
 
An example of this issue arose in the Finance Committee on 8 October 2014 during 
scrutiny of the Financial Memorandum for the Community Empowerment (Scotland) 
Bill. Members raised questions about why there had been no estimate of likely 
demand for participation requests and as such the financial implications of the Bill. 
The Bill team stated that it was not possible to predict the number of participation 
requests, despite the possibility of the Bill coming into force in the upcoming financial 
year (2015-16). While there are undoubtedly difficulties in producing demand profiles 
for policies where uptake is uncertain, it does raise issues around budgetary 
management and contingencies for when demand (and cost) is higher than 
anticipated.  
 
The Finance Committee has expressed an interest in looking at the costs of 
legislation in practice and how that compares to the costs identified in the FM. It 
might be useful for subject committees to keep in mind any legislation they have 
scrutinised where costs are coming on stream during their scrutiny of the Draft 
Budget.   
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AFFORDABILITY: REVENUE 

Draft Budget 2015-16 sets out forecast revenues for the taxes devolved under the 
terms of the Scotland Act 2012 – Land and Buildings Transaction Tax (LBTT) and 
Landfill Tax. Other taxes currently devolved are Council Tax and Non-domestic rates 
(NDR). Table 1 set out their estimated value in 2015-16.  
 
Table 1: Forecast revenues from taxes devolved to Scottish Parliament 
 

Tax Forecasts revenue, 2015-16, £m 

Land and Buildings Transaction Tax 441 

Landfill tax 117 

Non domestic rates 2,800 

Council Tax * 1,942 

Total 5,300 
 * Council Tax figure is amount collected in 2013-14 (Scottish Government 2014d). Forecast 
revenues for 2015-16 are not available, but with Council Tax freeze in place, figures should 
not change greatly. As a locally set and collected tax, Council tax revenues are not included 
within the Scottish Government’s Budget.  

 
The amount of tax revenues as a share of spend will increase in the coming years, 
first with the devolution of the Scottish Rate of Income Tax (SRIT) in 2016-17 
(estimated at just under £5bn in 2016-17) followed by the proposed legislation for 
further devolution after the next UK election.  

Devolved taxes 

The 2015-16 Draft Budget includes taxes devolved through the Scotland Act 2012 to 
set the rates and bands for Scottish Landfill Tax and LBTT.  The LBTT and Scottish 
Landfill Tax will be levied in Scotland from 1 April 2015. 
 
The Draft Budget states the “tax rate proposals are intended to be revenue neutral”.  
In other words, the rates and (for LBTT) bands have been proposed to raise the 
same amount of money that the previous UK-wide taxes (Stamp Duty Land Tax and 
UK Landfill Tax) may have generated in Scotland in 2015-16 if they had continued 
unchanged. However, the Scottish Government has opted to use a different forecast 
figure to the OBR (2014) who have latest Scottish Tax forecasts of £500m for Stamp 
Duty Land Tax (£59m more that the LBTT forecast by Scottish Government) and 
£109m for Landfill Tax (£8m less than the Scottish Landfill Tax forecast by the 
Scottish Government). This difference in forecast for what Stamp Duty Land Tax 
would have raised in 2015-16 is due to the Scottish Government’s different 
methodology from that used by the OBR. The Scottish Government use a “bottom-
up” forecasting methodology, forecasting based on previous house price and sales 
data, whereas the OBR use a “top-down” forecasting methodology based on 
previous revenues.  
 
The Draft Budget outlines that the devolved taxes are an opportunity to “redistribute 
the burden of taxation to ensure that the taxes meet the needs of the people and the 
economy of Scotland.” 
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While the LBTT is proposed to be revenue neutral it is intended to be more 
progressive than the UK wide tax it will replace.  Together the newly devolved taxes 
are forecast to raise £558m in revenue during 2015-16, shown in Table 2 below. 
 
Table 2: Forecast tax revenues 2015-16 (£m) 

Portfolio area 2014-15 

Land and Buildings Transactions tax £441 

Of which residential transactions £295 

Of which non-residential 
transactions 

£146 

Scottish landfill tax £117 

Total £558 

 
The Draft Budget proposes the same rates of landfill tax as in the rest of the UK.  For 
1 April 2015 this is proposed to be £82.60 per tonne for standard rated landfill and 
£2.60 for lower rate landfill.  The lower rate applies to less polluting wastes. 
 
The bands and rates for LBTT are presented in table 3.  
 
Table 3: LBTT bands and rates 

Residential transactions Non-residential transactions 

Band Rate Band Rate 

Up to £135,000 Nil Up to £150,000 Nil 

£135,001 to £250,000 2% £150,001 to £350,000 3% 

£250,001 to £1,000,000 10% Over £350,000 4.5% 

Over £1,000,000 12%   

NOTES: LBTT will also be levied on non-residential leases; up to £150,000 have a 
nil rate and those over £150,000 a rate of 1%. 
 
The Scottish Government’s published methodology for forecasting the taxes notes 
that the projected revenues for Scottish Landfill Tax are likely to be conservative.  
The LBTT forecast is also anticipated to “… slightly underestimate the number of 
very high value transactions.”  
 
The Scottish Fiscal Commission found the forecasts of Scottish Landfill Tax and 
LBTT to be reasonable “within the constraints of the available data”. 

FSU tax tool – impact on revenues 

The Financial Scrutiny Unit (FSU, 2014b) has developed a new LBTT revenue tool 
that allows an assessment of impacts on LBTT residential revenues if rates and 
bands are changed and if the number of transactions is higher or lower than 
forecast. This is based on the modelling used by the Scottish Government and 
allows us to assess the following potential variations in tax yields:  
 

http://www.scottish.parliament.uk/budget/LBTT/lbtt.html
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 If the number of transactions is 1% more or less than forecasts, revenues 
accruing will be + £2.9m or - £3m 

 If the average value of transaction is 1% more or less than forecast, revenues 
will be £7.8m more or £7.7m less than forecast 

 
Band rates can also be adjusted to allow insight into how much more or less could 
accrue in revenues. For example, based on the existing methodology:  
 

 Increasing band 2 (paid on transactions valued at £135,000 to £250,000) to 
3% would accrue an additional £34.8m. Increasing band 2 to 4% would 
accrue and additional £69.6m 

 Increasing the top band (paid on properties sold for over £1m) would, based 
on the existing methodology, accrue little additional revenues as the number 
of £1m + properties in Scotland is small  

 
The tool also allows bands at which rates become payable to be adjusted.  

Impacts of LBTT changes by transaction size 

Given Scottish Landfill Tax will initially be a continuation of the existing UK rate, the 
main change arising from the newly devolved taxes relates to the LBTT. Properties 
selling for £325,000 or less will be paying the same or less tax than they currently do 
under the existing Stamp Duty regime. The threshold at which buyers do not pay a 
transaction tax rises from £125,000 to £135,000. Properties purchased from 
£125,001 up to £325,000 in the new LBTT system will pay less when compared with 
the current Stamp Duty rates. For example, a property at £250,000 will be paying 
£200 less than currently. These changes have been widely seen as providing a tax 
cut to the first time buyer market.  

It is when properties sell for more than £325,000 that the tax paid will rise. For 
example, a property valued at £500,000 will pay £12,300 more, a property valued at 
£1 million will pay £37,300 more (Scottish Government 2014g).  

Given the differences in house prices across Scotland, the LBTT changes will impact 
differently. Large parts of Scotland will pay less tax, but places such as Edinburgh, 
Aberdeen and parts of Glasgow will be paying more on property transactions. Using 
Edinburgh sales data from 2013-14, Rettie and Co. (2014) estimate that  

 6,000 trades below £325,000 would have saved a total of £6.9m in the new 
LBTT v Stamp Duty 

 1,900 trades above £325,000 cut off would pay £19.8m more in tax - £10,400 
each on average 

 The total tax take from sales in EH1 to EH17 would rise by £12.8m  
 

It will be interesting to see what, if any, impact the new LBTT tax has on the higher 
end property market and the resultant impact on yields. These behavioural effects 
are largely unknown. The Scottish Fiscal Commission (2014) suggested behavioural 
responses need to be more fully accounted for in future forecasts stating that “the 
relatively high tax rates applicable to the upper band of the new LBTT may also 
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induce an additional behavioural response which has not been factored into the 
forecast”. 

Non-domestic rates and Council Tax 

NDR, or business rates, is currently the single largest source of revenue under the 
control of the Scottish Government. Business rates are set by the Scottish 
Government, collected by local government on behalf of the Government, paid into 
the Government’s business rates pool and then paid back to local government.  
 
In his statement to Parliament on the Draft Budget, the Cabinet Secretary stated that 
“the Fiscal Commission has considered our NDRI forecasts and has expressed the 
view that the buoyancy assumptions ‘seem optimistic’. As a result I have revised 
down the NDRI forecast in the Draft Budget for 2015-16”.  
 
There is a risk to the Scottish budget if business rates come in at less than expected 
as the Scottish Government guarantees to local government the combined general 
resource grant (GRG) from DEL plus distributable NDRI figure. However, in recent 
years, the NDRI yield has matched or bettered the forecast revenue figure.  
 
Council tax is a locally set and collected tax. However, since 2008-09, the Scottish 
Government and Councils have agreed to freeze council tax across Scotland. This 
freeze has meant that income from Council tax has largely remained the same. In 
2008-09, both business rates and council tax collected around £1.9bn (Campbell 
2013). In 2015-16, council tax is expected to still be worth £1.9bn, however, 
business rates are now estimated to bring in £2.8bn (over 40% more than council 
tax).  

Other income streams for the Scottish budget 

The value of capital receipts is dependent of market value for assets at the time of 
sale. In Draft Budget 2015-16, the Scottish Government puts revenues from Capital 
receipts at £63m.  

The value of borrowing for capital is set by the Scotland Act 2012 at up to 10% of the 
value of the Scottish DEL Capital budget, which in 2015-16 is £304m. The Scottish 
Government for “modelling purposes” states that the borrowing will be repaid over 25 
years at an interest rate of 5% - however, the Scottish Government has not indicated 
what the actual repayment terms will be. The Scottish Government is able to borrow 
from the National Loans Fund (NLF), banks or through issuing bonds, and will take a 
decision on repayment terms based on the “prevailing economic conditions” 
(Scottish Government 2014).  The 25 year repayment period is significantly longer 
than the timeframe outlined for NLF loans in the Scotland Act Command paper which 
stated:  

“Borrowing to finance capital expenditure funded by a loan from the NLF will 
be for a maximum of 10 years. However, a longer timeframe may be 
negotiated, for example 25 years, if this better reflects the lifespan of the 
associated assets for example, in the case of the Forth Replacement 
Crossing” (HM Government 2010).  


