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30 November 2016 
 
Dear Convenor 
 
During the 16 November evidence session on inter-governmental relations, I agreed to write 
to the Committee to clarify a few points raised in the meeting. 
 
Murdo Fraser asked what the Treasury agreement to permit a budgetary carry-forward of up 
to 15 per cent for financial transactions would represent in monetary terms. Financial 
Transactions (FTs) are allocated by HM Treasury to the Scottish Government and can only 
be used for the provision of loans or equity investment beyond the public sector - these have 
to be repaid to HM Treasury in future years.  HM Treasury has agreed to adjust the level of 
carry forward for FTs from one financial year to the next to 15 per cent.  This equates to 
around £48m in value, but this is not new or additional money within the Scottish Budget, it is 
simply increasing the limit around FT carry forward to allow us to manage the volatility 
associated with FTs from one year into the next.  The 15 per cent carry forward limit will only 
apply in Scotland for 2016-17, as from 2017-18 the Scotland Act 2016 powers will provide 
greater flexibility for the Scottish Government through the new Cash Reserve, which will 
replace the budget exchange mechanism.   
 
Murdo Fraser also queried the timing of the Scottish Government announcement on EU 
funding.  The Chief Secretary to the Treasury wrote to me on 3 October 2016, offering to 
extend the guarantees on EU funding that the Treasury had originally put in place on 12 
August 2016.  The main change signalled in the October letter was that the guarantees 
would be extended to cover all commitments that were entered into before the date that the 
UK proposes to leave the EU - removing the previous requirement that commitments had to 
be entered into by the date of the Autumn Statement (23 November 2016).  
 
Following receipt of this letter, Scottish Government officials assessed the revised 
guarantees against the various EU funding schemes that are accessed in Scotland, to 
understand the precise impact of the changes and to understand whether any remaining 
gaps existed with the extended guarantees.  This involved checking our interpretation of 
some aspects of the letter with HM Treasury.  In parallel, it was necessary to understand the 
precise financial implications of the extended guarantees for the Scottish Government 
budget, as many of the EU funding schemes require Scottish Government match funding.   
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On 2 November 2016, having obtained the necessary clarity on the coverage of the 
guarantees and the financial implications for the Scottish budget, I was able to confirm that 
the guarantees would be passed on in full to Scottish stakeholders to provide stability and 
certainty for these key sectors of the Scottish economy. 
 
Despite the guarantees that have been offered for the near future, the UK Government’s 
position on EU Funding Guarantees demonstrates in the starkest possible terms that there 
are absolutely no guarantees or clarity on what will replace current EU funding streams after 
the date that the UK proposes to leave the EU. 
 
Finally, you sought further information on the dispute resolution process in regards to the 
fiscal framework.  As I confirmed in my evidence, while the JMC machinery would be the 
ultimate fall-back for any dispute, matters are expected to be resolved within the Joint 
Exchequer Committee wherever possible. I thought I would provide some detail of how that 
would operate in practice. 
 
Paragraphs 98 to 104 of the Fiscal Framework set out the resolution mechanism which 
would be followed should there be such a dispute.  In particular paragraphs 99 and 100 set 
out that should it not have been possible to settle a difference of views at working level then 
this would become a disagreement and be referred to senior officials (at Director level or 
above) for consideration and resolution.   
 
Should senior officials fail to reach agreement, the matter becomes a formal dispute and 
would be referred to Ministers for consideration at a meeting of JEC.  However, should it 
become clear that Ministers cannot resolve the dispute there is an automatic pause placed 
on the disputed finances and no decision can be taken by either government in relation to 
the disputed amount until the dispute is resolved. 
 
If no agreement can be reached by Ministers, then the dispute would fall.  Given there would 
be no specific outcome there would be no fiscal transfer between the governments.  Both 
Governments have subsequent recourse to the formal JMC dispute resolution protocol, 
should either wish to pursue the dispute further. 
 
I trust you will find this information helpful. 
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