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I welcome the time you are taking to provide effective scrutiny on the block grant agreement
for the devolved taxes. I am happy to provide further details as to how the agreement I
notified you of was reached.
Breakdown of the £494m total
The value of £494m reflects the average of the OBR and Scottish Government forecasts for
the tax revenues foregone by the UK Government. The attached table sets out the
breakdown.
Tax

Scottish
Government
Forecasts (£m)
198
146
117

SOL T - residential
SOL T - non-residential
Landfill Tax
Averages

UK Government
(£m)
248
173
103

Forecasts

may not sum to totai oue [0 rounomg

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

of taxes and due date

There will be a lag between the commencement of the devolved taxes in April 2015 and the
collection of these taxes due to the time allowed under statute to make good on taxes owed.
In the first year of operation of the devolved taxes this would mean that there would most
likely be a shortfall between what tax is due in the year compared to what tax is paid and
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collected in the year. The UK Government has agreed to provide support in relation to this
lag where required. This is a technical cash management issue and there is an agreement in
place for Scottish Government and HM-Treasury officials to look at this and find a solution so
that the Scottish Government is no worse off because of this issue.
Forestalling effect
Forestalling effects arise because of behavioural responses due to changes in tax liabilities.
The reform of SOLT by the UK Government at the time of the Autumn Statement made it
most likely that the timing of some Scottish housing transactions may be brought forward
with the result that the UK Government would gain additional revenues in 2014/15 which
would otherwise have accrued to the Scottish Government in 2015/16. The UK Government
have accepted that on an exceptional basis they are willing to consider this issue in on the
basis of the "no detriment" principle as recommended by the Smith Commission. Scottish
Government and HM-Treasury officials are working together to allow an agreed estimate of
this effect to be reached.
Cash Reserve and budget scoring of the block grant reduction and devolved tax receipts
These two issues are part of the introduction of the devolved taxes, but were not part of the
one year agreement mechanism.
Under the provisions of the Scotland Act 2012 it is the case that Scottish Government will be
able to pay any devolved tax receipts which exceed forecasts into a cash reserve. The UK
government has intimated that access to this cash reserve will only be allowed to fund any
future shortfalls in outturn receipts against forecast. I find this situation unacceptable, and I
will continue to press for full access to these funds as would be consistent with the principle
of devolution.
Agreement is required for how the block grant reduction and devolved tax receipts should be
scored against the Scottish budget, principally how they are allocated between DEL capital
and resource. No agreement has been reached yet, and I will continue to press that the
Scottish Government should have full autonomy to score these amounts as it chooses, again
consistent with the principle of devolution.
I will continue to seek progress on these matters and will provide updates when agreements
are reached.
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