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DEL Capital
£3,896m
Cash:A 10.3%

Total Managed
Expenditure

DEL Resource

£27,597m Real: A8.7%
Cash: A 2.2% ' £38,048m AVIE
Real: A 0.7%

Cash:A2.5%
Real: A 1.0%

£6,555m

Cash: A 0.1%
Real: ¥1.3%

18

|

The Scottish Parliament

Parlamaid na h-Alba


http://www.parliament.scot/FinancialScrutiny/2017-18_budget_Levels_1_and_2.xls
http://www.scottish.parliament.uk/FinancialScrutiny/2017-18_budget_Level_3.xls
http://www.scottish.parliament.uk/FinancialScrutiny/2017-18_Budget_level_4.xlsx
http://www.scottish.parliament.uk/parliamentarybusiness/102775.aspx
http://www.scottish.parliament.uk/parliamentarybusiness/102775.aspx

CONTENTS

EXECUTIVE SUMMARY ..ottt e s e e e e e e s s bbb e et e e e e e s s bbb e e e e e e s s s s bbb e e e e e e e as 3
LG A I PO PTPTP 4
BUDGET ALLOCATIONS .ottt ettt e e s e e e e e e s s sk bbb e et e e e e s s s bbb e e e e e s s s s b e b e e ea e e e e s 5
RESOURCE AND CAPITAL EXPENDITURE .....ooiiiiiiii e 7
TAXATION POLICY AND REVENUES ... 7
INC OME T A X ettt ettt e e oo oottt e e oo ook e ettt oo 44 oo e e e ettt oo oo e o bbb ettt e e e e e e e e e e et e e e e e 7
DEVOLVED TAXES ... ittt ettt e e et ettt e oo 4ot a ettt e e e e e 1 e e ettt e e e e e s e et e et e e e e e n e r e s 9
BLOCK GRANT ADJUSTIME NT ...ttt er e e ab e 10
CAPITAL AND INFRASTR UCTURE ...ttt bbb e s 12
NON-PROFIT DISTRIBUTING (NPD) PROGRAMME ...ttt ettt sneee e 12
Y N O OO PP PP PTT R PPPPPI 12
REVENUE FINANCING AND THE 5% CAP ..ottt ettt e s e e e 13
FINANCIAL TRANSACTIONS L.ttt ettt e e e e e ettt e e e e e s e e et e e e e e e e e e e e e enesnnnnees 13
REAL TERMS INCREASES AND DECREASES ..o 14
LOCAL GOVERNMENT ..ttt e e e st e et e e s s e s bbb e e e e e e s s e s e e e e e e e e e s e s seabneeees 15
INTERPRETING THE LOCAL GOVERNMENT BUDGET ......ciiiiiiitiiiiiie ettt 15
LOCAL GOVERNMENT BUDGET BREAKDOWN ..ottt e e 16
OTHER SOURCES OF SUPPORT ...ttt ettt e e e et et e e e e s st e et e e e e e e e b e e e e e e e s 18
ALLOCATIONS TO LOCAL AUTHORITIES ....oetiiieiii ittt ettt ettt e e e e 19
COUN CIL T A X ettt ettt e ettt oo oottt e e o444 E ettt e e o441 kR e ettt e o4 oo 1 e b et e e et e e e e e es kbR e e et e e e e e e e e s bn e et e eeeenannnne 19
NON-DOMESTIC RATES ...t iiiittte ettt ettt e ookttt e e o4 e ettt e e e e e e bbbttt e e e e e st nn e e et e e e n e nnees 19
NATIONAL PERFORMANCE FRAMEWORK .....ooiiiiiiiiiiii e 20
EQUALITY BUDGET STAT EMENT ...oiiiiiiiiiiiiiii ettt n e e 20
WELFARE REFORM ..ot e e e e e e s s bbb e e e e e e s st a e e a e e e 20
PUBLIC SECTOR PAY .ottt e e e s et e e e e e s s s e e e e e e e s e s e e e e e e e e e s e s sebbaeeees 21
SOURCES ..t e e e e e e e e e e e e e e e e e r e e e st r e e e s s 22
RELATED BRIEFINGS ... e s e e e e e s s e e e e e e s s e s eee s 24



EXECUTI VE SUMMARY

2017-18 marks a significant shift for the Scottish budget as it moves from being a largely
spending budget to a tax and spending budget. With this change, economic performance
becomes a much more significant issue in determining the size of the spending envelope. This
change comes at a time of significant economic uncertainty arising from the Brexit vote and the
downturn in the oil and gas sector.

Scot | and’ groviing oh @04 7-18,iwgh Total Managed Expenditure (TME) increasing by
1.0% in real terms to £38,048m. The discretionary spending power of the Scottish budget, the
Departmental Expenditure Limit (DEL), increases in size. DEL Resource, which covers day-to-
day expenditure increases by 0.7% in real terms to £27,597m. DEL Capital increases by 8.7%
in real terms to £3,896m. DEL Capital is also supplemented by the borrowing powers of
Scotland Act 2016 which allows borrowing of £450m in 2017-18.

In terms of spending, Health and Sport is the largest budget portfolio, comprising just under
42% of DEL. The next largest is Communities, Social Security and Equalities, which includes
Local Government and comprises just under 27% of DEL.

In terms of taxation, income tax rates will be set at the same level as the rest of the UK, but the
threshold at which the higher rate of tax is paid in Scotland will be lower (£43,430) than in the
rest of UK (£45,000). This will mean Scottish taxpayers earning £45,000 will pay £314 more per
annum in income tax compared to taxpayers in the rest of the UK in 2017-18. The Scottish
Government forecast that this policy difference with the rest of the UK will contribute to the
Scottish budget being £79m higher than it would have been had the UK policy been replicated.

The Scottish Government has forecast income tax and devolved taxes for 2017-18, a task that

will be done in the future by the Scottish Fiscal Commission (SFC). Scottish forecasts for

income tax are higher than the Office forBudget Responsi bility (OBR), b
for Land and Buildings Transaction Tax (LBTT) are highert han t he Scott iThéh Go
SFC has adjudged the Scottish Government’ s for.

To reflect the retention of income tax and devolved taxes in the Scottish budget, the block grant
will be adjusted according to an initial baseline adjustment (based on tax receipts in the year
prior to devolution) and an indexation mechanism.

The Scottish Government plans to supplement its DEL Capital plans with Non-profit distributing
(NPD) financing of infrastructure projects. These will be worth £416m in 2017-18, almost half
the value of the previous year.

A wide range of interpretations of the local government budget have been presented since the
publication of the Draft Budget, which can produce a confusing and complicated picture. The

“Tot al Local Government” | ine is shown as fall
to Draft Budget 2016-17) or falling by 3.2% in real terms (when compared to Budget 2016-17).

I n terms of “ Gener aiDoRewsdnice R@rt e&rst | nchhore” , whi
revenue settlement for local authority services, this is shown as falling by either 4.5% (when

compared to Draft Budget 2016-17) or 5.8% (when compared to Budget 2016-17). When “ ot h e
sources of support” are added to the Local Gov
terms increase (+0.4%) when comparing with the 2016-17 Draft Budget, or a small real terms

decrease (-1.1%) when comparing with the latest Budget for 2016-17.

Draft Budget 2017-18 confirms an end to the Council tax freeze, with increases capped at 3%.



CONTEXT

Draft Budget 2017-18 was published on 15 December 2016 and presents the Scottish

Go v e r n ndeaft gpénding and tax plans for 2017-18. Publication of the Draft Budget
commences a parliamentary budget scrutiny process which will be truncated due to the Scottish
budget being published later than the September date contained in the Written Agreement
between the Scottish Government and the Finance Committee.

2017-18 will represent a significant change to the Scottish Budget process with approximately
40% of the Scottish discretionary spending power coming from taxation raised in Scotland. Non-
savings non-dividend Income tax will be largely under the control of the Scottish Parliament (the
personal allowance will remain reserved) in addition to the already devolved taxes (Council Tax,
Non-Domestic Rates, Land and Buildings Transaction tax (LBTT) and Scottish Landfill Tax
(SLfT)). With a larger proportion of the Scottish budget now dependent on tax receipts,
economic performance, and specifically the relative economic performance of Scotland
compared with the rest of the UK, will have a greater direct impact on the size of the Scottish
budget than it has in the past.

Draft Budget 2017-18 is published against a backdrop of economic uncertainty arising from the
Brexit vote of June 2016 and the downgrading of economic prospects by a number of
independent forecasters. It comes at a time of challenge for the North Sea oil and gas sector. In
its Economic Commentary published two days before the Draft Budget, the Fraser of Allander

I nstitute (rRHange wesannuedadforécast a weak outlook with growth below

t r end t Dhe Rcbttis® Government forecast growth of 1.3% in 2017-18 (Scottish
Government 2016b), and generally have higher Scottish forecasts for growth than other
economic forecasters. Scottish Government forecasts are for financial years, while other
forecasts are for calendar years.

Table 1: Comparative Scottish Growth Forecasts

T s 2017 201 201

Fraser of Allander
Ernst & Young 0.7 0.4 1.2 1.4

_ 2016-17 2017-18 2018-19 2019-20

Scottish Government

Table 1.01 in the introduction to the Draft Budget document presents the Scottish Departmental
Expenditure Limit (DEL), which is the discretionary spending power of the Scottish Government.
Scottish Government DEL is determined by three main elements: a block grant from HM
Treasury, forecasts of receipts generated by taxes devolved to Scotland by Scotland Acts 2012
and 2016, and planned use of devolved borrowing powers. Table 1.01 presents the Scottish
DEL allocations through to financial year 2019-20 in cash terms. This table shows that Total
DEL grows in 2017-18 (+2.6% on 2016-17), but is expected to grow more slowly in 2018-19
(+0.9%) and 2019-20 (+1.3%). Although the block grant allocations are known through to 2019-
20, this budget only allocates these monies for one financial year, 2017-18.

The tables in the budget document for individual portfolios present three sets of figures:

1 2016-17 Draft Budget (as published in December 2015)


http://www.parliament.scot/S4_FinanceCommittee/General%20Documents/Written_Agreement_-_Revised_April_2015.pdf
http://www.parliament.scot/S4_FinanceCommittee/General%20Documents/Written_Agreement_-_Revised_April_2015.pdf

1 2016-17 Budget (which are 2016-17 Draft Budget figures updated by the 2016-17
Autumn Budget Revision (published in September 2016)
1 2017-18 Draft Budget figures.

This briefing compares the 2017-18 Draft Budget figures with the 2016-17 Budget figures, as
these represent the most recent Budget plans for 2016-17 and more accurately reflect what will
be spent in the current financial year. For the local government budget, both options are
presented. The local government budget is discussed in detail later in this briefing.

Scotland Act 2016 allows the Scottish Government to borrow up to 15% of its overall DEL
Capital borrowing limit of £3bn, which is equivalent to £450m per annum. The Draft Budget
indicates that the Scottish Government intends to use the full borrowing limit in 2017-18 of
£450m. Table 1.01 still includes a borrowing figure of £306m in the DEL figure of 2015-16 even
though no borrowing was used in that financial year, and it also includes a borrowing figure of
£316m in 2016-17, although there has been no borrowing as yet in 2016-17.

Many of the numbers in this briefing are adjus"
2016-17 prices) and the deflator used is the HM Treasury GDP deflator, as used in the Draft
Budget, which is 1.45% in 2017-18.

BUDGET ALLOCATI ONS

Total Managed Expenditure (TME) comprises DEL and Annually Managed Expenditure (AME).

TME in 2017-18 is £38,048.2m. Figure 1 shows how this is allocated between DEL and AME.

DEL is the element of the budget over which the Scottish Government has discretion and is

divided into Capital and Resource. AME is expenditure which is difficult to predict precisely, but

where there is a commitment to spend or pay a charge, for example, pensions. Pensions in

AME are fully funded by HM Treasury, so do not impact on the ScottishGover nment ' s sp
power. Non-Domestic Rates (covered below) are also classed as an AME item in the budget

and form part of Local Government spending.

Figure 1: Allocation of TME, 2017 -18, cash terms

DEL Capital
£3,896m
Cash: A 10.3%

Total Managed

DEL Resource Expenditure

£27,597m Real: A8.7%
Cash:A 2.2% ' £38,048m AME
Real: A 0.7% Cash: A 2.5% £6,555m
Fieels LU Cash: A 0.1%
Real: ¥1.3%



Figure 2: Absolute change, DEL Resource and DEL Capital real terms, 2016

£307m
£194m

Resource

Capital

-17 to 2017-18

Figure 2 shows the real terms changes in DEL Resource and DEL Capital between 2016-17
and 2017-18. DEL Capital numbers include the £450m in proposed borrowing in 2017-18.

Figure 3: DELs by portfolio, 2017
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*Figures may not sum due to rounding.



Figure 3 shows the DEL Portfolio budgets and their cash and real terms change in 2017-18. Key
points to note are as follows:

1 Health and Sport is the largest portfolio, comprising 41.7% of total DEL in 2017-18. This
isadecr ease on Health and 9dpRudget whichssial%e of t h

1 The next largest portfolio is Communities, Social Security and Equalities which comprises
26.9% of total DEL in 2017-18.

1 Environment, Climate Change and Land Reform receive a large percentage increase,
largely due to an increase in the Scottish Water capital grant relative to the current
financial year. Excluding Scottish Water the ECCLR portfolio increased by 1% compared
to a 3% increase in the overall DEL.

1 There is a similarly large increase in the Finance and Constitution percentage change
due in | arge part to-tax“ $omptlleanedchtAct o201 ® umnl
included in the plans for the first time.

RESOURCE AND EAPENBLTURE

Figure 4 shows the split between DEL Resource and DEL Capital by portfolio in 2017-18. This
shows that the Rural Economy and Connectivity; Environment, Climate Change and Land
Reform and Economy, Jobs and Fair Work portfolios have the largest element of Capital
spending as a share of spending.

Figure 4: Resource and capital split
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TAXATI ON POLREWENRWMDBS

| NCOME TAX

Draft Budget 2017-1 8 sets out the Scottish Government' s
tax. These are presented in table 2 below. The rates will be set at the same level as in the rest
of the UK. However, the Scottish Government proposes that the Scottish higher rate threshold
should increase by inflation to £43,430 in 2017-18 compared to a larger increase in the higher



rate threshold in the UK which will rise to £45,000 in 2017-18. This means that individuals
earning £45,000 will pay £314 more per annum in Scotland compared with the rest of the UK.
The Scottish budget will receive an additional £79m in 2017-18 from not replicating the UK
Government's higher rate policy.

Table 2: Scottish income tax rates and bands

Scottish Income Tax Rates Scottish Bands

Scottish Basic rate 20% Over £11,500* - £43,430
Scottish Higher rate 40% Over £43,430 - £150,000
Scottish Additional rate 45% Over £150,000 and above**

* Assumes individuals are in receipt of the Standard UK Personal Allowance
** Those earning more that £100,000 will see their Personal Allowance reduced by £1 for every £2 earned over
£100,000.

For the first time, the Scottish Government has produced forecasts for Scottish income tax.
Figure5s hows the Scottish Government’'s forecast
Budget Responsibility (OBR). | t s h obesdighertthan S c
the OBR, which will in part reflect the Scot
Government'’
account of the UK Gover nasesnntthe perspnalaliovanacd antl ur t h
higher rate threshold beyond 2017-18, assuming only inflationary increases after 2017-18. The
Scottish Government forecasts take account of the announced plans for the full forecast period

(as set out in Scottish Government 2016g9).

Figure 5 : Scottish Government and OBR Income tax forecasts , £m

14,559 .
12,912 12,770 " 19452

11,829 | 11,768 i 12290 [12,220

2017-18 2018-19 2019-20 2020-21 2021-22
B Scottish Government = OBR

The Scottish Fiscal Commission (SFC) carried out an independent assessment of the Scottish

c

ot
ti

er

S increase i n t k& The OB feeacasts dothatakeh r e s

Government' s forecasts and publ i-Blihe shme daysastRee p or

Draft Budget was published (Scottish Fiscal Commission 2016). The SFC assessed the forecast

tax receipts and economic determinants for forecastnon-d o me st i ¢ r at e i ncome

From 1 April 2017, the SFC will become an independent statutory body and will take
responsibility for preparing and publishing forecasts from financial year 2018-19 for income tax,

8



fully devolved taxes and onshore GDP. It will also be responsible for producing forecasts for
demand-driven welfare spending when that is devolved.

DEVOLVED TAXES

LBTT and SLfT have been devolved to the Scottish Parliament since 2015. The Draft Budget
proposes no changes to the rates and bands of LBTT, which have remained the same since
they were devolved.

Table 3: LBTT bands and rates

Residential transactions Non-domestic transactions Non-residential leases

Upto Nil Upto 0 Upto 0
£145,000 £150,000 £150,000

£145,001 to 2% £150,001 to 3% Over 1%
£250,000 £350,000 £150,000

£250,001 to 5% Over £350,000 4.5%

£325,000

£325,001 to 10%

£750,000

Over £750,000 12%

The Additional Dwelling supplement (ADS) is three percentage points of the total price of the
property for all relevant transactions above £40,000 and will be charged in addition to the rates
set out in table 3 above. The Scottish Government estimate that the ADS will generate £72m in
2017-18.

Table 4 shows the proposed SLfT rates that will apply from 1 April 2017 and compares them
with the previous year.

Table 4: SLfT rates

I 2016-17 2017-18

Standard rate £84.40 £86.10 2.0%
Lower rate £2.65 £2.70 1.9%

These rates are the same as the planned UK Landfill Tax rates for 2017-18. The Draft Budget
Sstat e delpptbaddressconcerns over pot eshoulda@é part oithesuKe t o L
have a lower tax charge than another. ”

The Scottish Government has also produced five-year forecasts for the devolved taxes. Figure 6
shows the Scottish Gover nfigare T sheavs theoSLIE eversues f or L
compared to the OBR’'s forecast. The Scottish
recei pts are consistently | ower than the OBR’ s
forecasts for non-residential LBTT receipts are consistently higher than the OBR forecasts.



Figure 6 : Scottish Government and OBR LBTT forecasts, £m
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Figure 7: Scottish Government and OBR SLfT forecasts , £m
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BLOCK GRANT ADJUSTME

o

o

o

Changes to the Scottish Government's block gra
formula, which reflects changes to UK spending in areas that are devolved to the Scottish

Parliament. The Block Grant will then be adjusted to reflect the retention of some tax revenues

in Scotland. (In future years, it will also be adjusted to reflect the devolution of welfare powers.)

The Fiscal Framework agreement between the Scottish and UK government stated that
adjustments will involve two elements:

1 aninitial block grant baseline adjustment; and
1 anindexation mechanism.

10



The initial bl ock grant adjustment is equal to
Scotland in the year immediately prior to devolution. An indexation mechanism is then applied to
each initial baseline adjustment. For 2017-18, the planned adjustments are as shown in Table
5. The Scottish Government’' s forecasts for the

Table 5: Block grant adjustments and Scottish Government forecasts, 2017 -18, £m

Block grant Scottish Government Difference
adjustment (BGA) (SG) forecast between SG
forecast and BGA

Income Tax (NSND) 11,750 11,829 79
LBTT 545 507 -38
SLIT 119 149 30
Total 12,414 12,485 71

The differences between the BGA and the Scottish Government forecasts will reflect:

1 the indexation methodology for the BGA (see below)
1 Differences between Scottish Government forecasts of Scottish revenues and OBR
forecasts of revenues for the equivalent taxes in ruK
T the policy choices of the Scottish Governmen
decision not to increase the higher rate income tax threshold in line with the UK
Government results in an anticipated increase in income tax revenues relative to the
BGA, which is based on no assumed change in policy).

The Scottish Government states that the £79m difference between its forecast and the block
grant adjustment for income tax reflects its policy decision with regard to the higher rate
threshold. In its manifesto, the SNP stated that its income tax policy decisions would generate
£1.2bn over the parliamentary term. This was based on Scottish Government analysis which
showed the policy decisions generating £120m in 2017-18. (Scottish National Party 2016 and
Scottish Government 2016g].

Under the terms of the Fiscal Framework agreement, the block grant adjustment will be indexed
using the Comparable Model (CM) and the resul t
delivered by Indexed PerCapit a (I PC)”. Each year, block grant
based on both these mechanisms. Table 6 sets out the block grant adjustments that would be

implied by the two methodologies. As shown in the table, use of the IPC methodology results in

a smaller block grant adjustment than would be the case under the CM methodology. The gap
increases over time so that, by 2021-22, the block grant adjustment is expected to be £229m

lower than would be the case if the CM methodology had been adopted. Further information on

the block grant adjustment can be found in Berthier (2016).

Table 6: Block grant adjustments using alternative methodologies, £m

| 2017-18 2018-19 2019-20 2020-21 2021-22

IPC 12,414 12,849 13,403 14,014 14,729
CM 12,460 12,938 13,536 14,194 14,958
Difference -46 -89 -133 -180 -229

The forecasts for both Scottish tax revenues and the BGA are produced based on the latest
available information at the time of the Draft Budget. Once outturn data is available for the
Scottish tax revenues, a reconciliation will be carried out as per the timetable set out in the
Fiscal Framework. For Scottish income tax, outturn data is likely to be available 15 months after
the end of the financial year and for LBTT and SLfT this is likely to be available six months after
the end of the financial year (Scottish Government 2016a).

11



CAPI TAL AND WUNIFIRAST R

The 2017-18 DEL capital budget from HM Treasury is £3,087m, a 5.3% increase in real terms
compared with 2016-17. The Scot t i s h b&@rowing powenehave ingeased in
2017-18 and the Scottish Government is now able to borrow up to £450m per year, up to a
cumulative limit of £3bn. In addition, the Scottish Government has £289m allocated for financial
transactions in 2017-18. The Scottish Government also plans to carry forward £55m to the
2017-18 capital budget using the budget exchange mechanism. The Scottish Government also
expects to receive £15m during the year from HM Treasury in relation to the Glasgow City Deal.
In total, this gives a capital budget of £3,896m.

NONPROFI T DI STRINBPD)I PROGRAMME

In 2017-18, the Scottish Government plans to progress a range of projects using NPD financing.
Planned investment through NPD financing in 2017-18 is £416m. This is almost half the level of
NPD capital investment in 2016-17. The planned NPD investment for 2017-18 includes projects
such as the Aberdeen Western Peripheral Route, the NHS Lothian Royal Hospital for Sick
Children and the NHS Dumfries and Galloway Royal Infirmary as well as a range of schools and
community health projects. NPD investment is a form of revenue funding which means that the
Scottish Government does not pay the upfront construction costs, but is committed to making
annual repayments to the contractor, typically over the course of 25-30 years. However, the
budgeting treatment of NPD projects has been affected by changes to accounting guidance.

ESA 10

New European accounting guidance (European System of Accounts 2010 — ESA10) came into
effect in September 2014. These rules have implications for the accounting treatment of public-
private partnership projects (PPPs), including NPD. The new guidance means that some
projects that were formerly classified as private sector will now be classified as public

sector. This affects any projects reaching financial close since September 2014.

Projects that are deemed to be public sector projects require upfront budget cover to be
provided from the capital DEL budget over the construction period of the asset. This compares
with the budget treatment for private sector projects, where the costs are treated as revenue
costs and are spread over the period (usually 25-30 years) over which the asset is used and
maintained. The change in treatment means that affected NPD projects impact on the capital
DEL budget.

The Scottish Government has been able to adjus:
that they can continue taos sbeet st raenad efdi masn cperd vtahr
budget as before. Ho we v erl ,0 nae "n uNnPbDea v recof jn @ ¢at rdgesa n
to meet the requirements for private sector cl
must now be itmel ceae@dtial DEL budget in |ine wit
spending by the ThemtUKc®@fofri ce for Nati onal St at
the following projects that had formerly been -
reclassified as public sector projects. These
construction:

1T Aberdeen Western Peri phe(rfan4 5Ro uttoet a|lAWPaRp i tpa I
1 Dumfries & Galloway Royal Infirmary (£E275.5m)

1 Royal Hospital for Sick Children/Department for Clinical Neurosciences (£230.1m)

12



9 Balfour Hospital, Orkney (£67.5m).

e praffeeatsedconti nuing to the same timetabl e,
e capital DEL budgetalt ¢ osl2OcaltvSfcaunr rtele i o

T £9Mmi n the heal blhd gfetprithtarddee BEL h pr oj ect s | i st
T £834MMin the motorways and trunk roads capital

The Draft Budget notes that the Balfour Hospit.
NFD financing.

REVENUE FI NANCITMHE&E ANo CAP

Annual repayments resulting from revenue financed projects, such as NPD projects, come from

the Scottish Government’s revenue budget. The
spending no more than 5% of its total DEL budget on repayments resulting from revenue

financing (which includes NPD, previous PPP contracts, regulatory asset base (RAB) rail

investment) and any repayments resulting from borrowing. Based on current plans, the Scottish
Government will spend just over 4% of its total DEL budget on such payments in 2017-18, rising

to a peak of just under 4.5% in 2020-21. On the basis of the 2017-18 total DEL?, this would

suggest current repayment commitments of around £1.2bn.

FI NANCI AL TRAMSACTI O

The Draft Budget includes £289m in 2017-18 for “financial transactions”. This relates to Barnett
consequentials resulting from a range of UK Government housing-related equity/loan finance
schemes. Over the period 2012-13 to 2019-20, on the basis of current plans, financial
transactions allocations will total £1.8bn. The Scottish Government has to use these funds to
support equity/loan schemes beyond the public sector, but has some discretion in the exact
parameters of those schemes and the areas in which they will be offered. This means that the
Scottish Government is not obliged to restrict these schemes to housing-related measures and
is able to provide a different mix of equity/loan finance.

In 2017-18, a total of £255m has been allocated to housing-related schemes, including Help to
Buy (Scotland). The Scottish Government is also providing equity/loan finance support in areas
other than housing. Individual tables in the budget document show the following profile for
financial transactions.

! excluding Financial Transactions.
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Table 7: Financial transactions, £m

Health and sport 3.2 0.0
Finance and constitution 3.3 0.0
Education & skills 12.5 14.0
Economy, jobs and fair work 35.5 13.8
Communities, social security and equalities 255.5 259.5
Rural economy and connectivity 12.0 10.0
Culture, tourism and external affairs 5.0 5.0
Total of above 327.0 302.3

Note: the total of amounts shown for individual portfolios differs from the total shown in Table 1.01 of the
Draft Budget (£329m in 2016-17 and £289m in 2017-18). The Scottish Government has indicated that
this reflects a carry-forward of allocations for financial transactions from earlier years.

The Scottish Government will be required to make repayments to HM Treasury in respect of
these financial transactions. The repayments will be spread over 30 years, reflecting the fact
that the majority of FT allocations relate to long term lending to support house purchases and
the construction sector. The repayment schedule is based on the anticipated profile of Scottish
Government receipts. The first repayment to HM Treasury is scheduled for 2019-20.

REAL TERMS | NEREABEGREASES

Figure 8 presents the largest real terms level 2 budget line increases and decreases in 2017-18
on the previous financial year. Only increases and decreases above £5m have been included.
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Figure 8 : Largest real terms changes, 2016 -17 to 2017-18, £m
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Note: as stated in the Context section, this briefing compares the 2017-18 Draft Budget figures with the 2016-17
Budget figures, as these represent the most recent Budget plans for 2016-17 and more accurately reflect what will
be spent in the current financial year. For local government, given changes likely to occur after the Draft Budget is
published, it is also useful to compare to the Draft Budget numbers. Comparing to the Draft Budget numbers also
shows local government with the largest real terms level 2 reduction (£166m). These issues are discussed in detalil

in the local government section of the briefing below.

LOCAL GOVERNMENT

| NTERPRETI NGATHEBEONEBENMENT BUDGET

Since the publication of the Draft Budget, a wide range of interpretations of the local
government budget have been presented. There are four main factors which affect the
presentation of the local government numbers for 2017-18:

1. Whether the Draft Budget 2016-17 or Budget 2016-17 number is used as the base year.

2. Which number is used for t heantsSSclacal govesnimentGo v e r
ei ther the “Tot al Local Government’ |l i ne or
Domestic Rates | ncome”
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3. Whether figures are presented in cash or real terms.

4. Whet her “other sources of suppPopottjswhiGohkea
grants to | ocal authorities, or |anmeatidedento® Tot

the amount used to calculate the local government numbers.

Taken together, the variations in the different figures produced can present a confusing and
complicated picture. This section of the briefing therefore outlines the basis for the different
interpretations of the local government numbers.

LOCAL GOVERNMENET BWIEAKDOWN

The total allocation to local government in the 2017-18 Draft Budget is £10,131m. This is
mostly made up of General Revenue Grant (GRG) and Non-Domestic Rates Income (NDRI),
with smaller amounts for General Capital Grant and Specific (or ring-fenced) revenue and
capital grants.

The Scottish Government guarantees the combined GRG and distributable NDRI figure,
approved by Parliament, to each local authority. If NDRI is lower than forecast, this is
compensated for by an increase in GRG and vice versa. Therefore, to calculate Local
Government’' s r evenueined GRGI+INPRhBgareisusedh e ¢ omb

Throughout this briefing, year on year comparisons are made by comparing the 2017-18 Draft
Budget figures with the 2016-17 Budget figures, as these represent the most recent Budget

plans for 2016-17 and more accurately reflect what will be spent in the current financial year.

For the local government budget, the Scottish Government has stated that comparing 2016-17
Budget with 2017-18 Draft Budget is misleading, as there are a number of funds that will be
added to the local government settlement from other portfolios, after the Draft Budget is

publ i shed. However, the amounts are not yet
the Draft Budget 2016-17 numbers should be compared to the Draft Budget 2017-18 numbers.

For clarity therefore, the full picture of both alternatives is presented below in tables 8 and 9.
The tables show the change in the “Total Local Government” figure and the “GRG + NDRI”
figure, comparing the 2017-18 Draft Budget to both the 2016-17 Budget and the 2016-17 Draft
Budget, and in both cash and real, £ million and percentage, terms.
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Table 8: Local Government budget 1 compared to 2016 -17 Budget

Local

2016-17 | 2017-18 Cash 2017-18 Real
Government Budget change (real) | change

General Revenue 6,819.4 6,557.8 -261.6 -3.8% 6,463.9 -355.5 -5.2%
Grant

Non-Domestic 2,768.,5 2,605.8 -162.7 -5.9% 2,568.5 -200.0 -7.2%
Rates

Support for 506.5 623.1 116.6 23.0% 614.2 107.7 21.3%
Capital

Specific Resource 92.5 211.0 1185 128.1% 208.0 1155 124.8%
Grants

Specific Capital 126.2 1334 7.2 5.7% 131.5 5.3 4.2%
Grants

Total Level 2 10,313.1 10,131.1 -182.0 -1.8% 9,986.1 -327.0 -3.2%
GRG+NDRI 9,587.9 9,163.6 -424.3 -4.4%  9,032.5 -555.4 -5.8%

Table 9: Local Government budget

2016-17
Draft
Budget

Local

Government

General Revenue 6,685.9
Grant

Non-Domestic 2,768.5
Rates

Support for 480.6
Capital

Specific Resource 91.0
Grants

Specific Capital 126.3
Grants

Total Level 2 10,152.3
GRG+NDRI 9,454.4

2017-18
(cash)

6,557.8
2,605.8
623.1
211.0
133.4

10,131.1

9,163.6

-128.1

-162.7

142.5

120.0

7.1

-21.2

-290.8

-1.9%

-5.9%

29.7%

131.9%

5.6%

-0.2%

-3.1%

I compared to 2016 -17 Draft Budget

2017-18
(real)

6,463.9
2,568.5
614.2
208.0
1315

9,986.1

9,032.5

-222.0

-200.0

133.6

117.0

5.2

-166.2

-421.9

-3.3%

-1.2%

27.8%

128.5%

4.1%

-1.6%

-4.5%

So, using the numbers above, the Total Local Government line is shown as falling by either
1.6% in real terms (when compared to Draft Budget 2016-17) or falling by 3.2% in real terms
(when compared to Budget 2016-17).

In terms of GRG+NDRI, which makes up the core revenue settlement for local authority

services, this is shown as falling by either 4.5% (when compared to Draft Budget 2016-17) or
5.8% (when compared to Budget 2016-17).
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OTHER SOURCESPOFT SUP

As noted above, in this Draft Budget, for the first time, there is an additional line in the local
government budgettablest i t | ed “ Ot her sources of sdUdipgudest " .
funding for Health and Social Care Integration, and additional income expected from Council tax
reform. But, the money for Health and Social Care Integration is already included in the Health

budget totals, and therefore contributes to the real terms growth in the Health budget.

In presenting its interpretation of the local government figures, the Scottish Government has
regularlyi ncl uded t hesef” ostuhpeprorstdur c eTHelewagldsthese, Tab |
numbers to both of the alternative® T ot a | Local Government” number

Table 10: Total Local Government, addedto fot her s osupparteds o f

Local 2017-18 2017-18
Government 2016-17 (cash) (D)
Other sources of 250.0 468.0
support
Total LG + other 10,563.1 10,599.1 36.0 0.3% 10,447.4 -115.7 -1.1%
sources of
support,

compared to
2016-17 Budget

Total LG, + other 10,402.3 10,599.1 196.8 1.9% 10,447.4 45.1 0.4%
sources of

support,

compared to

2016-17 Draft

Budget

Therefore, i f choosing to add these “other sou
support to local government, the result is either a small real terms increase (+0.4%) when

compared with the 2016-17 Draft Budget or a small real terms reduction (-1.1%) when

compared with the 2016-17 Budget.

Il n the “Strategic Context chapter of t bueeofDr af
£267 million, as the “potenti al i ncrease in th
services from a combination of the Scottish Government grant and increased revenue from local
taxation.” This figur e i (svhichassuthesa@alecdundisyincreaded i n g
council tax by 3%) to the cash increase of £196.8m in table 10 above. It is not clear why this

£70m figure is included in the Strategic Context chapter of the Draft Budgetb ut not wi t hi
sour ces of helaca gogernmént chapter.t

In addition, the Scottish Governmenthasalsoci t ed fi gures of “up to £2
funding and r evenue (ScdtishrGoveronteat P016do v er n me nt

This figure cannot be produced from the Draft Budget document. Instead it is produced by

adding the £47.4m reductioni n “t ot al | o c a Loca Goveenmentknante” f r om
Circular 1/2016 (for 2016-17) to Local Government Finance Circular 9/2016 (for 2017-18), and

then adding the following additional income streams, totalling £288m:
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1 £111m for additional council tax income from changes to Bands E-H
1 £107m for the additional integration fund

1 £70m for raising council tax by 3%.

ALLOCATI ONS TAOULKWCRILTI ES

Local Government Finance Circular No. 9/2016 (Scottish Government 2016e) was published
alongside the Draft Budget, and contains provisional allocations to local authorities. The
allocations in the Circular were revised on 16 December, following initial consultation with
COSLA, and a second version of the Circular was published.

A public briefing paper for the Local Government and Communities Committee will be published
early in the week of 19 December 2016, setting out SPICe analysis of the allocations. However,
although published on the same day, Circular 9/2016 contains a different total for the total local
government finance settlement, £10,252.9m, further complicating the picture of the local
government budget. This is a difference of around £122 million compared to the numbers in the
Draft Budget, due to a number of small funds included in the Circular but not the Draft Budget.

COUNCI L TAX

On 3 November 2016, the Parliament passed the Council Tax (Substitution of Proportion)

(Scotland) Order, which increased the ratios of the upper bands (E-H) relative to Band D for

2017-18 onwards. Originally, the Gover nmengeneste£100ed t F
million of additional revenue to invest in schools. ” ( S Gavérnmerd 2016c¢). It later

confirmed that this would be distributed on the basis of free school meals. However, in the Draft
Budget, the Government stated that the Attainment Scotland Fundof £ 1 2 0 m wa s frdmu n d e c
the resources available to the Scottish Government at a national level. 'The Draft Budget also
confirmed that the council tax freeze would end, but that council tax increases would be capped

at 3%.

NONDOMESTI C RATES

As shown in the tables above, non-domestic rates income is forecast to fall by £200m in real
terms in 2017-18 (-7.2%). A number of changes are proposed to the system of non-domestic
rates in the Draft Budget, including:

1 Matching the English Poundage by dropping the rate by 3.7%.

1 Raising the threshold for the small business bonus scheme, which the Government
states will |ift “100, 000 properties out of

1 Raising the threshold for the large business supplement, although the supplement itself
will continue at the current rate.

At present, the Scottish Government makes forecasts for Non-Domestic Rates Income, and the
Scottish Fiscal Commi ssion assesses the “reaso
underpinning” those f or ec athetSsottish Fiscal€Commisgonwil 20 1
become responsible for the production of forecasts of receipts for Non-Domestic Rates.
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NATI ONAL PERF ORRVPAMNECVEO R K

Since 2007, the Scottish Government has been operating an outcomes based National

Performance Framework (NPF). The Scotland Performs website aims to measure and report on
progress of governmentin Scotlan d, wi t h i ndi alarda®measurp of oationadlanash g
societal wellbeing, incorporating a range of economic, social and environmental indicators and
targets which are updated as soon as the data are available”. The indicators were refreshed in

March 2016 with the addition of five new indicators.

To support scrutiny of the 2017-18 Draft Budget the government has provided its Scotland
Performs Update. This document includes a Performance Scorecard which maps the NPF to
mostoft he Scot t i s lsubjec commiteeesand proveles an update on relevant
indicators. The report also includes narratives for each of the 16 National Outcomes, showing
examples of contributions made by various agencies towards these outcomes. For example, the
Government highlights the contribution the £76.3m (in 2015/16) Modern Apprenticeship
programme makes to providing better employment opportunities, reducing staff turnover and
increasing chances of sustaining employment for the individuals involved.

EQUALI TY BUDGBMENSTAT

For eight years the Scottish Government has published an Equality Budget Statement (EBS) as
part of its Draft Budget process. The aim of the EBS is to assess the impact on equality of the
various spending decisions made in the Draft Budget. The document informs us that many
aspects of t he wl&dBef bystakeholdeasakword-l e a d (2016f); including the
publication of the EBS on the same day as the Draft Budget and the involvement of an expert
advisory group in assessments.

This year ' s gE&ssmantolbudget impaeat on protected characteristics, i.e. age,
disability, gender, race, religion/belief, and sexual orientation. In addition there is also an

assessment of potential impacts on low-income households. It includes a “thematic chapter” on
inclusive growth, with case studies focussing on the Attainment Scotland Fund, as well as early
learning and childcare provision. These policies are considered *
enhancing aspects on inclusive growth announce

As highlighted inl a st §PéCa briefmg, the vast majority of budget measures identified in

the EBS are seen as making positive contributions to tackling inequality. Nevertheless, the

Statement does express concern about reductions in certain budgets, for example in a couple of
budgetlineswi t hin the health portfolio: “Unless mit
implications for equality groups. However, in some cases, funding reductions are addressed by
changes to other budgetli n e s ” Hunther@de) within the Environment, Climate Change

and Land Reform and Rural Economy and Connectivity portfolios some decreases in spend are
highlighted, butthese* gener al |l y have | it {(ph®d. or no equalit

WELFARE REFORM

Withinth e * S o c i adecti@defdhe Commuynities, Social Security and Equalities budget

S

)

line, the Scottish Governmentsetsout spending plans ai med at mit

of wel fare changes a mwitlevwelfateseforma. Matasfundirgy fof thesem U K
measures amounts to £95.9 million in 2017-18, including:

1 £38.0 million for the Scottish Welfare Fund (SWF). The SWF provides a safety net in an
emergency or a disaster when there is an immediate threat to health and safety. It is also
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a source of help for people on low incomes to access household goods to set up home or
remain in their community.

1 £47.0 million for discretionary housing payments, which, according to the Scottish
Government, allows | ocal @&dtflreartist iods tthe “bfeu

T £10.9 million for other Di scretionary Payme
other UK Government welfare reforms such as the Local Housing Allowance (LHA) rate
and the Benefit Cap’”.

These changes are allocated in the Budget Revisions.

The Draft Budget document reminds us that, following the Scotland Act 2016, the Scottish
Government will assume devolved responsibility for Discretionary Housing Payments in 2017-
18. The Government also expects further spend during 2017-18 on developing its social security
programme,f unded f r o mhel butlgeteatating  Sdotland Act 2016 non-tax

I mpl ementation?”.

PUBLI C SECTOR PAY

The Scottish Government published a public sector pay policy for 2017-18 alongside the draft

budget. This pay policy directly affects the pay of Scottish Government staff, and the staff of

around 40 public bodies, which together account for around 8% of the Scottish public sector

(around 32,000 staff). Large parts of the public sector, such as local government and the NHS

are not directly covered by the Scottish Gover

The main features of the pay policy are:

1 a 1% cap on the cost of the increase in basic pay for staff earning above £22,000

1 a minimum basic pay increase of £400 for those earning less than £22,000, before
progression payments (to be awarded on a pro-rata basis for part-time staff); the costs of
this are not included in the 1% cap

1 a continued commitment to paying a Scottish living wage (currently at £8.45 per hour)

1 a continued suspension of non-consolidated performance related pay (bonuses)

1 discretion for individual employers to reach agreements relating to pay progression,
whereby employees progress through set pay bands on an annual basis, regardless of
the basic pay settlement

1 a continued commitment to no compulsory redundancies, to be negotiated by individual

employers in exchange for agreements on workforce flexibilities and efficiencies where
appropriate
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