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FINANCE COMMITTEE 

 
AGENDA 

 
17th Meeting, 2005 (Session 2) 

 
Tuesday 28 June 2005 

 
The Committee will meet at 10.00 am in Committee Room 2 to consider the following 
agenda items: 
 
1. Declaration of interests: The new member of the Committee will be invited to 

declare any relevant interests. 
 
2. Relocation of Public Sector Jobs:  Following on from its inquiry and report in 

2004, the Committee will take further evidence on the relocation of public sector 
jobs from— 

 
Tavish Scott, MSP, Deputy Minister for Finance and Public Service Reform;  
David Robb, Head of Public Bodies Unit, Scottish Executive; and 
Morris Fraser, Public Bodies Unit, Scottish Executive. 

 
3. Scottish Parliament Holyrood Building: The Committee will consider 

correspondence from the Presiding Officer and take evidence from— 
 

Robert Brown, MSP, Member, Scottish Parliamentary Corporate Body; 
Paul Grice, Clerk and Chief Executive;  
Graham Rennie, Consultant Project Manager, Holyrood Project Team; and 
Dave Ferguson, Holyrood Project Adviser, Scottish Parliament. 

 
4. Efficient Government: The Committee will consider its findings from its site 

visits on 21 June 2005 and will note correspondence from the Executive and a 
paper from the Budget Adviser. 

 
5. Written Agreements on the Budgeting Process: The Committee will consider 

the Written Agreements on the Budgeting Process between the Committee and 
(i) the Scottish Executive, (ii) the Scottish Parliamentary Corporate Body and (iii) 
the Scottish Commission for Public Audit.  

 
6. Correspondence: The Committee will consider correspondence received by the 

Convener.  
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7. Civil Service Effectiveness (in private): The Committee will consider its draft 

submission to the Public Administration Select Committee’s inquiry into Civil 
Service Effectiveness.   

 
 

 
Susan Duffy 

Clerk to the Committee 
 
 

The papers for this meeting are: 
 
Agenda Item 2 
 
Letter from the Deputy Minister for Finance and Public 
Service Reform 
 
PRIVATE PAPER 
 
Agenda Item 3 
 
Correspondence from the Presiding Officer  
 
Agenda Item 4 
 
Note from the Clerk with paper from Budget Adviser and  
correspondence from the Minister for Finance and Public 
Service Reform 
 
Agenda Item 5 
 
Written Agreements 
 
Agenda Item 6 
 
Correspondence to the Convener 
 
Agenda Item 7 
 
PRIVATE PAPER 
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_____ ___
 
 
 
 
 
 
 
I refer to my appearance before the Finance Committee on Tuesday, 28 June to report 
progress on relocation policy over the last 6 months. 
  
Please find enclosed a short paper in advance - setting out progress and addressing particular 
points which you highlighted for discussion, in your letter of 10 March: consultation, 
transferability and triggers.  The paper contains a link to our new relocation website, which 
will go live on Monday, 27 June.   
 
I look forward to seeing you next Tuesday. 
 
 
 
 
 
 
 
 
          TAVISH SCOTT 
 
 

1 



FI/S2/05/17/1 

RELOCATION OF PUBLIC SECTOR JOBS 
 
1. The Executive provided the Committee with a report in December 2004 and this was 
discussed at a meeting of the Committee on 11 January 2005.  It was agreed that the 
Executive would provide a similar report every 6 months, and the Committee has scheduled a 
discussion on this report for 28 June 2005.  This paper provides the Finance Committee with 
an update on progress on location reviews over the past 6 months and a response to issues 
raised at or since the January meeting, and not otherwise dealt with in subsequent 
correspondence.   
 
2. The Executive’s December report highlighted how its response to the Committee’s 
2004 report into the relocation of public sector jobs was to be implemented.  The aim through 
the last 6 months has been to make implementation of the relocation policy more strategic 
through improved: 
 

♦ Consistency – ensured by a strengthened central team to conduct reviews, improved 
guidance and better engagement with local authorities and enterprise networks; 

 
♦ Transparency – ensured by the publication of guidance, improved staff consultation, 

and better communication of the reason for decisions; 
 

♦  Wider Policy Linkages – joining up the implementation of relocation with other 
policies, making the link with the UK Lyons review dispersals of civil service jobs 
and working more closely with stakeholders and partners. 

 
3. This paper sets out the work which has been done to meet this overall aim in the last 6 
months, and addresses the points the Finance Committee raised at and following the 11 
January meeting. 
 
Consultation 
 
4. The Executive hosted a seminar for local authorities and local enterprise companies 
on 1 March 2005.  The seminar was an opportunity to introduce the ideas set out in the draft 
Relocation Guide, previously considered by the Committee.  Participants were invited to 
comment on the guidance and asked to draw up targeted locations for inclusion in 
forthcoming location reviews as set out in the guidance.  Using specific, targeted locations 
and local information on socio-economics, property or potential developments, labour pool 
and transport links, rather than comparing wider local authority level data would allow 
relocation policy to join up with other publicly-funded activities.  This approach would also 
allow pockets of deprivation to be better targeted. To help identify suitable locations, the 
Executive provided an electronic proforma and asked authorities to complete and return these 
by May. 
 
5. Executive officials went out to meet officials in local authorities and local enterprise 
companies from Dumfries to Inverness during April, and by May most authorities and other 
stakeholders had commented on the draft Relocation Guide and had returned proformas, 
setting out their preferred locations for future reviews.  This list will be refined and 
completed and will be included in its final form on the new relocation website.  The 
Executive will revisit this list periodically to ensure it remains relevant and reflects local 
changes in circumstance.   
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6. For information, not all locations will be part of a community – business parks are 
often on the outskirts of residential developments.  Where this is the case, local information 
will be taken for the nearest community. 
 
Website 
 
7. The website goes live on Monday, 27 June and will provides contact details, guidance 
on the policy and an on the review process, a tracker showing the outcome of previous 
reviews (and reasons for decisions) as well as which reviews are in progress, the list of 
location opportunities identified by local authorities and enterprise companies, and links to 
other relevant sites.  The site will in future also contain details on our proposed evaluation of 
the policy’s impact, project plans for forthcoming reviews, and a forum for staff in bodies 
already relocated. 
 
Guidance 
 
8.  Comments on the draft guidance have been addressed and some amendments made.  
The amended version appears on the website and a limited number of hard copies are being 
printed.  Changes to the draft include some further clarity on the decision-making process and 
some further refinements to the socio-economic criteria to allow even more local information 
to be considered.  The guidance can be viewed at: 
 

www.scotland.gov.uk/Topics/Government/Public-bodies/Relocation/Introduction 
 
Present Situation 
 
One of the three objectives of the relocation policy is to ensure that government jobs are 
dispersed across Scotland.  Although only 25% of the headquarters functions of the Executive 
are currently outside Edinburgh, the wider Executive Administration has more than 55% of 
its posts outside Edinburgh.  This includes members of the Senior Civil Service.  Fifty-five 
percent compares well with the Welsh target of 60% and with the proposed Irish increase to 
50%.  The most up to date figures we have, indicate that over 1,700 jobs are where they are 
today as a result of the relocation policy and decisions to move another 700 have already 
been made.   
 
9. In terms of reviews in progress and reviews concluded to date, for ease of reference, 
the most up to date version of the tracker showing the outcome of previous reviews and 
progress with those in track is set out at Annex A. 
 
10. The Executive will also announce shortly the core of its forward location review 
programme, and more candidates will be identified in year as a potential new trigger kicks in. 
 
11. The Executive is monitoring developments in the UK relocation policy through 
Scottish Development International (SDI).  There have been few opportunities to engage with 
UK departments over the last 6 months, but SDI has organised an awareness event in London 
in July to raise Scotland’s profile as a good location for Whitehall posts currently under 
review. 
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Transferability 
 
12. Changes to the Civil Service Recruitment Code are now being made that may allow 
the transfer of NDPB staff into the Civil Service.  This may be helpful for some NDPBs 
considering relocation, as staff not wishing to relocate may now have an option to apply for 
posts within the Civil Service.  This may help the staff concerned and reduce relocation costs 
associated with redundancy.  The Office of the Civil Service Commissioners’ (OCSC) has 
agreed that the requirements outlined in the Recruitment Code can be relaxed for bodies 
whose ties with the Civil Service are very close, and whose work is very similar; provided 
that certain conditions are met. Conditions will include having a long term, and continuing, 
policy of recruitment on the basis of fair and open competition.  NDPBs will now be invited 
to apply to the Cabinet Office to be admitted to a register of approved bodies. 
 
13. Staff in approved NDPBs will then have access to the Civil Service Gateway site that 
is already open to staff in other Government Departments.  This is also a useful tool for UK 
Departments in Scotland where the Gershon efficiencies have been brought into effect.  It is 
important to note that the Executive only advertises posts on the site that it cannot fill 
internally, and staff applying for these posts will have to have appropriate skills and 
competencies.  It is expected that civil servants will have reciprocal access to vacant posts in 
NDPBs 
 
Strategic Trigger 
 
14.  In the previous report to the Committee, we set out broad plans to link relocation 
with other policies in a more strategic way.  Our work to develop a new, more strategic 
location review trigger as an alternative or addition to the existing triggers is dependent on 
parallel developments in efficient government and the extension of best value across the 
public sector.  We are also seeking to avoid any duplication or overlap with our regular 
strategic review processes for NDPBs and other public bodies.  We are not yet in a position to 
share with the Committee the conclusions of our considerations, but we remain committed to 
developing an appropriate way of bringing into the relocation programme a wider range of 
bodies and units, through a more strategic trigger. 
 
Staff Consultation 
 
15. The Committee has sought clarification on the consultation mechanisms between the 
Executive and staff in NDPBs and their representatives.  Staff in Executive departments 
already have the benefit of a framework agreed between the Executive and the Council of 
Scottish Executive Unions.  As the Committee knows, issues around staff in NDPBs is 
traditionally a matter for each NDPB.  For that reason we have set out in our Relocation 
Guide what we think is best practice for consulting and involving staff and representatives 
within NDPBs under location review.  In addition, the direct input of the central relocation 
support team will encourage compliance with that best practice guidance. 
  
16. The Committee has also recommended that timescales should be set out openly for 
each review and if and when the timetable slips, staff and stakeholders should be informed 
and an explanation should be given.  The Executive agrees with this recommendation and 
plans to agree project plans with bodies under review.  These plans will be set out on the 
relocation website and so will be open for scrutiny.  Any slippage will be apparent and 
reasons for it will be included on the website for maximum transparency. 
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Evaluation 
 
17. In the previous report to the Committee, we set out a table of additional costs and 
benefits for bodies that had already moved.  However, the Committee asked for work to be 
done to highlight the benefits of relocation to the organisations, to the areas and to staff 
following a move.  The Committee suggested that a flavour of this should be included in 
tables for the future.  Some of the benefits we would wish to include here would require 
significant analysis to ensure that they were quantifiable.  To make sure the information is as 
robust as possible, the Executive has begun systematic evaluation of the impact of the policy 
in the areas concerned.  It is planned to provide the Committee with an updated table with 3 
extra columns later this year which shows the additional costs and benefits as well as the 
qualitative and quantative analysis of the wider benefits for communities following 
relocations.  The evaluation will be based, in the first instance, on responses to the 
questionnaire set out in the Relocation Guide.  Results of the exercise will also be posted on 
the relocation website 
 
Property Availability 
 
18. In January, the Committee raised the issue of property availability and asked that we 
engage with the enterprise networks to ensure that lack of available property would not 
become an insuperable barrier to an area being considered for relocations.  The Executive has 
worked with local enterprise companies directly since then and has identified locations across 
Scotland where either existing or planned property or potential development sites will be 
available.  The existence of available property will therefore no longer be a necessary 
prerequisite in location reviews. 
 
SCOTTISH EXECUTIVE 
June 2005 
 



FI/S2/05/17/1 

 
 
 

ANNEX A 
 ORGANISATION POSTS STAGE MOVED 1 LOCATION 1 MOVED 2 LOCATION 2 
1. Enterprise Transport & 

Lifelong Learning Department 
210 Decided 1999 

 
Decided 2004 

160 (2004) 
 
 

Glasgow 
 
 

50 (2004) Glasgow 

2. Food Standards Agency 57 Decided 1999 57 (2000) Aberdeen   
3. Public Guardian’s Office 50 Decided 2000 50 (2001) Falkirk   
4. Scottish Social Services 

Council   
29 Decided 2001 29 (2002)  Dundee    

5. Scottish Commission for the 
Regulation of Care HQ 
 
Plus 6 regional offices 

560 Decided 2001 72 (2002) 
 
 
 

Dundee 
 
 
 

488 (2002) Aberdeen, 
Musselburgh, 
Paisley,  
Hamilton, 
Inverness and 
Dundee 

6. Scottish Public Pensions 
Agency 

218 Decided 2001 218 (2003) Galashiels   

7. Scottish Water HQ 50 Decided 2001 50 (2002) Dunfermline   
8. Office of the Scottish Charity 

Regulator 
30 Decided 2003 30 (2004) Dundee   

9. Scottish Natural Heritage 245 Decided 2003  Inverness   
10. NHS National Services 

Phase 1 
 
 
Phase 2 

110 
 
 
 
260 

Decided 2003 
 
 
 
Part of Co-
location review 

50 (2003) 
 
 

Aberdeen 
 
 

60 (2003) 
 
 

Glasgow 
(Currently 
located at Gyle) 
 

11. Scottish Executive Inquiry 
Reporters’ Unit 

26 Decided 2003 26 (2004) Falkirk   

12. Forest Enterprise (Scotland) 20 Decided 2003 20 (2003) Inverness & 
Dumfries 

  

13. Her Majesty’s Inspectorate of 
Education 
2 additional offices 

84 Decided 2003 60 (2004) 
 
 

Livingston 
 
 

24 (2005) Clydebank and 
Irvine 

6 
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 ORGANISATION POSTS STAGE MOVED 1 LOCATION 1 MOVED 2 LOCATION 2 
14. Risk Management Authority 20 Decided 2003 20 (2005) Paisley   
15. Accountant in Bankruptcy 140 Decided 2003  North 

Ayrshire 
  

16. VisitScotland 152 Decided 2003 152 (2004) Edinburgh   
17. Learning Teaching Scotland 210 Decided 2004 152 (2004) Glasgow 58 (2004) Dundee 
18. Mental Health Tribunal Service 20 Decided 2004 20 (2004) Hamilton    
19. Scottish Building Standards 

Agency 
44 Decided 2004 44 (2004) Livingston   

20. Scottish Arts Council 100 Shortlist 
Approved 

    

21. NHS Quality Improvement 
Scotland 

201 (72 in 
Edinburgh 
and 
129(new 
and 
Glasgow 
based 
posts) 

Shortlist 
Approved 

 Single site 
option – 
Glasgow, 
Stirling or 
Larbert/Falkirk.  
Split site option 
– 
Cumbernauld/L
ivingston 
 

  

22. NHS Health Scotland 146 (81 in 
Edinburgh 
and 65 ( 
new and 
Glasgow 
based 
posts) 

Shortlist 
approved 

 Glasgow, 
Lanarkshire, 
Falkirk, 
Dundee, 
Livingston, 
Fife, 
Edinburgh/Glas
gow and Ayr 

  

23. NHS Education Scotland 128 (102 
and 26 to 
regional 
offices) 

Shortlist 
Approved 

 Fife, 
Stirling/Falkirk, 
Dundee, 
Glasgow, 
Aberdeen & 
Ayr 
 

 Glasgow, 
Edinburgh, 
Dundee and 
Aberdeen 

24. sportscotland  133 Shortlist 
Approved  

 Edinburgh, 
Glasgow and 
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 ORGANISATION POSTS STAGE MOVED 1 LOCATION 1 MOVED 2 LOCATION 2 
Stirling 

25. Mental Welfare Commission 70 Move deferred. (7 
June) 

    

26. Scottish Further and Higher 
Education Funding Councils 

163 Shortlist 
Approved 

 Glasgow City, 
Fife, Dundee, 
North Ayrshire 
and Edinburgh 
 

  

27. Royal Fine Arts Commission 
for Scotland (Architecture and 
Design Scotland) 

10 Decided 2004 
 

10 (2005) Edinburgh   

28. Transport Agency 200 Shortlist 
approved 

 Glasgow 
 

  

29. Registers of Scotland 1030 Shortlist 
approved 

 Glasgow, Fife, 
North 
Lanarkshire, 
North Ayrshire, 
West Lothian, 
South 
Lanarkshire 
and Edinburgh.  

  

30. COPFS Transcription Units 
(Small Units Initiative) 

10 Decided 2004 
 
Decided 2005 

6 (2004) 
 
 

Dingwall  
 
 

4 Tain 

31. Central Enquiry Unit 
(Small Units Initiative) 
 

9 Decided 2004  Kinlochleven   

32. Crofting House Grants Scheme 
(Small Units Initiative) 
 

8 Decided 2004  Tiree   

33. NHS Central Registrar 
(Small Units Initiative) 
 

17 Decided 2004  Dumfries   

 33 BODIES 4,760 
Posts 
Reviewed 

2,399 
Posts  
Decided 

2,019 
Posts Moved 
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Finance Committee 

 
17th meeting 2005, Tuesday 28 June 2005 

 
Correspondence from the Presiding Officer 

 
22 June 2005  

 
 
Dear Des 
 
HOLYROOD REPORT, JUNE 2005  
 
This is my fourteenth report on the Holyrood building, providing the Finance 
Committee with the latest information on the Project cost and programme. 
This is the fourth report since the Parliament’s migration to the new building 
took place and deals with progress since the previous report on 24 February 
2005.  
 
Key points: 
 
1. The overall budget remains at £430.5m. I still expect that the final cost 
will be within this figure. 
 
2. The format of the project cost estimate table has been revised to reflect 
the current stage of the project and to simplify the presentation.  The top part 
is similar to the previous table but records changes in individual elements from 
the previous report.  Since we last reported in February, estimated out-turn 
has decreased by £0.23m with a corresponding increase in the Unallocated 
Reserve leaving the total estimate unchanged. Since we are approaching the 
end of the project, an addition to the foot of the table  shows how the estimate 
compares with actual expenditure. This indicates that some £27m of the 
budget remains to be spent. 
 
The table shows an increase of £12.5m in the Fees and Site Running Costs 
estimate, to bring to account staff and site organisation costs of £10.1m, 
incurred since 2003 and an amount of £2.4m, incurred over the course of the 
project, for additional, separately time-charged work, carried out by the 
individual consultants, such as signage, lighting design, facade work, and 
blast consultancy. Provision for these amounts was available in other project 
areas, and corresponding reductions can be seen in the construction reserve, 
of £9.8m, and elsewhere within landscaping and fit out estimates, which are 
reduced by £0.5m and £2.0m respectively. 
 
Since February, £1.1m (net) of construction reserve has been added to works 
packages, and the £2.2m which now remains in the reserve is for package 
related expenditure only. The landscaping reserve stands at £0.2m. VAT 
amounts throughout the table have changed accordingly. 
 
Costs associated with completion of the project and the preparation of final 
accounts continue to be incurred.   HPT is currently negotiating the detail of 
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the costs to be reimbursed with Bovis and I shall report further to the 
Committee when these negotiations are complete. 
 
Other Issues 
 
Snagging 
 
Significant progress has been made on snagging since the February report 
and Bovis continue to programme works, outwith Parliamentary business 
hours, to close out the remaining snags in the building. Much of the progress 
has been made through the internal fit-out packages (Mivan Ltd). Some 840 
snags are still outstanding, down from a peak of 33,000  
 
Final Accounts 
 
Some concern was expressed at the last meeting at the lack of progress on 
Final Accounts. In response to our representations, on 5 May Bovis provided 
a revised programme for clearance of final accounts which shows the work 
being completed by the end of the year. The target of 10 final accounts to be 
delivered in May was achieved and, of these, 2 more have been signed-off by 
the Clerk.   HPT is monitoring Bovis’s performance closely against the revised 
programme.   
 
Landscaping 
 
Only very minor works remain to be completed, but the fencing around the 
landscaped areas will stay in place until early July. Thereafter, the landscaped 
areas will be available for the public to enjoy.  
 
Post Completion Advisory Group  
 
At the previous meeting, the Convener asked if the Committee could have 
more detailed information on the processing of final accounts. The PCAG, in 
consultation with HPT, has developed a spread-sheet for monitoring and 
reporting on progress.   I should be pleased to arrange for this information to 
be provided to the Committee if they thought it would assist their 
understanding of the process. 
 
Yours sincerely 
 

 
 
 
GEORGE REID 
 
Encl: financial summary annex 
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Project Estimate Table:- Finance Committee Mtg;  29 June 2005 
    
 Feb Report   June Report  Change 

Building Construction Estimate    

Site, demolition and archaeology 5.7 5.7  

Current construction commitment 251.4 252.5 1.10 

Construction reserve 12.0 2.2 -9.81 

VAT on current commitment 46.1 44.6 -1.53 

Fit Out (Incl VAT) 19.5 17.5 -2.00 

Construction Total 334.7 322.5 -12.24 
    

Fees and site Running Cost Estimate    

Fees (capped sums) 50.3 50.25  
Site Org Costs, Staff Cost Increase, and Time Charged 
Work 17.5 30.05 12.51 

Fees etc Total 67.8 80.3 12.51 
    

Building Construction Total 402.5 402.8 0.27 
    

Landscaping Estimate    

Muster room transfer 0.5 0.5  

Land purchase 0.3 0.3  

Construction works 14.6 14.6  

Construction reserve 0.0 0.2 0.20 

Fees (including site mgt) 1.9 1.4 -0.50 

VAT 2.8 2.6 -0.20 

Landscaping Total 20.1 19.6 -0.50 

    

SUB TOTAL 422.6 422.4 -0.23 
    

Unallocated Reserve (incl. VAT) 7.8 8.1 0.23 
    

WHOLE PROJECT BUDGET 430.5 430.5 0.00 

    

Expenditure Position    

Latest Valuation (77) Incl BLL Fit Out and Landscaping  269.6  

VAT to be Added  47.2  

Fee and Site Running Cost Expenditure to Date  
  

75.7  

Land Purchase etc, and Other SP Procured  Fit Out Items   10.6  

Total Expenditure  403.1  
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Finance Committee 
 

17th meeting 2005, Tuesday 28 June 2005 
 

Efficient Government 
 

1. Committee members will be reporting back on the case study visits to 
Scottish Enterprise, Glasgow Council and Scottish Natural Heritage 
which took place on Tuesday 21 June 2005. 

 
2. In addition, the Budget Adviser has produced a paper which seeks to 

clarify the position with regard to which savings have been built into 
budget baselines and which have not.  This paper is attached. 

 
3. Following the Committee meeting on 24 May 2005, the Convener wrote 

to the Minister for Finance and Public Sector Reform asking for further 
information and clarification on issues raised by Members.  The 
Minister replied on 19 June 2005 and both this letter and the letter from 
the Convener are attached. 

 
4. Further clarification has been sought on some of the issues raised in 

the Minister’s letter.  The Executive were asked whether the wording in 
the penultimate paragraph of the letter means that a baseline for cash 
savings will not be published.  The Executive responded that “This is 
not our intention.  As we have said before, we are working to identify 
the appropriate baseline for each saving and will publish the 
appropriate baseline once this has been identified.  However, the 
penultimate paragraph of the Minister’s letter was in response to a 
request from the Convener that the Minister publish the baseline from 
which a 5% growth in output would be delivered.  The response was 
intended to make clear the distinction between the baseline from which 
savings will be made, and the baseline for those areas which will grow.  
The areas in which savings are made will not necessarily be the areas 
which benefit from the reallocation of those savings, since that 
allocation will be carried out in accordance with Ministerial priorities.” 

 
5. Secondly, the Executive was asked whether the figure of £1.5b 

mentioned in the letter was arrived at by adding together the £900m 
cash savings and £600m time-releasing savings.  They were then 
asked, if this were the case, would that mean the local government 
would not be expected to make any time releasing savings given that 
the £325m local government savings referred to in the letter are all 
cash-releasing savings. 

 
6. The Executive responded that “As you surmise, this is our aspirational 

target for efficiency savings comprising our stated ambitions to reach or 
exceed £900 million of cashing and £600 million of time savings.  We 
have not yet quantified any time release savings from local government 
– and indeed have set no targets for specific levels of savings to be 
made in each area, since the potential for savings will vary.  

1 
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Nevertheless, we remain committed to identifying additional cash and 
time-releasing savings in any area, including local government and 
discussions are continuing with them on this subject.  Furthermore, the 
£1.5 billion is not a deadline at which we would stop if it were reached; 
it is a target and if we can identify more than the £1.5 billion we will do 
so.” 

 
7. Finally, Audit Scotland was asked if it had received the Efficiency 

Technical Notes for time-releasing savings.  They confirmed that 6 draft 
time-releasing ETNs for review had been received by email on 17 June 
and 1 further ETN by email on 22 June.  In addition, they said that 
“Audit Scotland is, of course, committed to providing our comments to 
the Executive on these documents as soon as possible after receipt.  In 
providing our overall commentary at the end of this process (and prior 
to publication) we do need to have considered all of the time-releasing 
ETNs in context.” 

 
 
 
Susan Duffy 
Clerk to the Committee 
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UPDATE ON EFFICIENT GOVERNMENT: REPORT BY THE BUDGET 
ADVISER 

 
 
 

1. Further to the previous discussion regarding the form of efficiency 
savings, the Executive has now clarified the position for the Committee. 
There are two types of savings, one in which the efficiency 
assumptions were built into budget baselines in the Spending Review 
settlement; and the other in which there is a savings target which is not 
built into a budget baseline, which departments are free to redirect into 
frontline services once the saving is made. 

 
2. There are £201m of the first category of cash savings in the local 

government settlement, and £125m of target savings which can be 
redirected to frontline services. 

 
3. In the Health portfolio, the NHS efficiency savings (H/C 7) of £90m over 

three years (1% of NHS Boards spending) is in the first category. The 
other health savings are all in the second category. 

 
4. Thirdly, there was a cash efficiency saving built into the Scottish Prison 

Service budget of £10m. 
 

5. In addition, there are a number of small projects which contribute cash 
savings in the Spending Review Settlement. These are: 

 
1. EYP/C3 savings on EYP Central Government Expenditure of 

£9.8m 
2. J/C1 Fire Central Government of £0.1m 
3. Administration savings of £8.4m 

 
In each of these three cases, budgets were “flatlined” in the Spending 
Review, constituting a real terms cut and these savings contribute to 
meeting that reduction. Not all of the savings in the Administration 
Budget are efficiency savings, and some £5.6m additional savings 
were made by reducing spending in areas where less resource is 
required.  These are not efficiency savings and have not been included 
within the total. 

 
6. This makes a total of £319.3m of cash savings built into budgets.  The 

Executive has said these savings have been realigned within portfolios 
and generally within programme budgets, towards front-line services.  
This leaves £411.7m as targets available for redirection to frontline 
services. As with the efficiency savings in total, local government again 
bares a disproportionate share of the first category of savings at 63% - 
nearly twice its share of the budget. This leaves £125m which could be 
used to reinvest in frontline services. 

3 



FI/S2/05/17/3 

 
Table 1 – Efficiency Savings Built Into Spending Review Plans 
 
EYP/C3 Savings from EYP 

Central Government 
Expenditure 

£9.8m 

FBSR-LG/C1 Assumed Local 
Government Efficiency 
Savings 

£168.3m 

FPSR-LG/C3 Common Police 
Services 

£5.5m 

FPSR-LG/C4 Efficiencies in 
Supporting People 
Programme 

£27.0m 

H/C7 NHS Efficiency Savings £90.0m 
J/C1 Fire Central 

Government 
£0.1m 

J/C5 Efficiency Savings in 
SPS 

£10.0m 

A/C1 to A/c5 Scottish Executive 
Administration Budget 

£8.4m 

TOTAL  £319.1m 
 
 
 
Professor Arthur Midwinter 
Budget Adviser 
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LETTER FROM CONVENER TO THE MINISTER FOR FINANCE AND 
PUBLIC SERVICE REFORM DATED 25 MAY 2005  
 

Finance Committee 
Convener: Des McNulty MSP 

 
Tom McCabe MSP 
Minister for Finance and Public 
Sector Reform 

Room T3.60 
The Scottish Parliament

EDINBURGH
EH99 1SP

Direct Tel: (0131) 348 5215
(RNID Typetalk calls welcome)

Fax: (0131) 348 5600
(Central) Textphone: (0131) 348 5415

susan.duffy@scottish.parliament.uk

25 May 2005
 
Dear Tom 
 
Efficient Government 
 
Following the constructive evidence session the Committee had with you on 
10 May 2005, we discussed our approach to future scrutiny of your Efficient 
Government proposals at our meeting on 24 May 2005. 
 
Our adviser, Arthur Midwinter produced a paper for that meeting and I attach 
a copy for your information.  It is intended that many of the points raised in 
Professor Midwinter’s paper be discussed between your officials, Professor 
Midwinter and the clerk to the Committee. 
 
However, there were three issues which the Committee wished to raise with 
you directly.  In the Ministerial Foreward to “Building a Better Scotland:  
Efficient Government – Securing Efficiency, Effectiveness and Productivity”, 
you state that “As a result of these efficiency improvements, and the extra 
investment in the Spending Review, frontline public services will grow by more 
than 5% a year”.  As the Committee had indicated, it believes it is extremely 
important that outputs arising from Efficient Government can be accurately 
measured. We would therefore be extremely grateful if you could provide us, 
on a department by department basis, the baseline figures from which you 
expect a 5% growth in output to be delivered. 
 
In your letter of 3 May 2005, you stated that an annual report indicating target 
savings and the actual achievement against target for the year would be 
published each June.  The first of these reports would be published in June 
2006.  The Committee welcomes the fact that you would like to involve 
Finance Committee officials in its development.  However, the Committee is 
concerned that this means there will be a hiatus of 15 months in which 
progress may not be reported.  Therefore, we would like to clarify whether you 
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would intend to publish regular updates (eg, quarterly) on the Executive’s 
website and whether the information that might be produced would allow the 
Committee to look at progress and in particular, the trajectory of change. 
 
The third issue the Committee wishes to raise is the level of efficiency savings 
to be produced by local government.  It is our understanding the while local 
authority budgets account for 35% of the DEL, authorities are being asked to 
produce 49% of the total efficiency savings.  The Committee would be grateful 
if you could confirm that accuracy of these percentages and shed any further 
light on the reasons for this distribution of savings and any issues that may 
arise either in terms of the delivery of these savings or the monitoring of their 
delivery. 
 
Finally, your letter for 3 May 2005 confirmed that you expected that Efficiency 
Technical Notes for time-releasing savings were still on track to be published 
at the end of this month.  The Committee has agreed that it would like to invite 
you to give evidence to the Committee once these ETNs have been 
published.  Therefore, I would be grateful if you could let me know if the 
expected publication date is still 31 May and what might be a suitable date for 
you to give evidence to the Committee bearing in mind that we only have two 
meetings scheduled before the summer recess (14 and 28 June). 
 
I look forward to hearing from you. 
 
Yours sincerely 
 
Convener 
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LETTER FROM THE MINISTER FOR FINANCE AND PUBLIC SECTOR 
REFORM TO THE CONVENER, DATED 19 JUNE 2005 
 
 
= jáåáëíÉê=Ñçê=cáå~åÅÉ=C=mìÄäáÅ=pÉêîáÅÉ=oÉÑçêã=
= Tom McCabe=jpm=
 
 
Des McNulty MSP 
Convener 
Finance Committee 
The Scottish Parliament 
EDINBURGH 
EH99 1SP 
   
   
   
   
   
 

pí=^åÇêÉïÛë=eçìëÉ=
oÉÖÉåí=oç~Ç=
bÇáåÄìêÖÜ=beN=Pad=
=
qÉäÉéÜçåÉW=MUQR=TTQ=NTQN=
ëÅçííáëÜKãáåáëíÉêë]ëÅçíä~åÇKÖëáKÖçîKìâ=
ÜííéWLLïïïKëÅçíä~åÇKÖçîKìâ=
=
=
lìê=êÉÑW=OMMRLMMNTTOQ=
=
=gìåÉ=OMMR=
 

 
 

_________ 
 
 
 
 
 
 
 
Thank you for your letter of 25 May, following the meeting of the Finance Committee 
on 24 May in which you ask a number of questions regarding the Efficient 
Government Initiative on behalf of the Committee. 
 
Thank you also for providing me with a copy of the paper that Arthur Midwinter 
provided for that meeting.  I understand that my officials had a very productive 
meeting with Professor Midwinter and the clerk to the Committee on 06 June 2005, 
and that they are responding in writing on that paper.  
 
With regard to your other questions, you asked if I could confirm whether or not the 
Efficiency Technical Notes for time-releasing savings would still issue on 31 May 
2005.  Having listened to the comments of the Finance Committee, Professor 
Midwinter, and Audit Scotland, I have decided that it would indeed be helpful for 
Audit Scotland to be involved in looking over the Technical Notes before they are 
issued.  Audit Scotland have not yet provided any indication of how long they expect 
this to take, but I think it unlikely that the Efficiency Technical Notes will be ready 
for issue much before the end of July.  This does mean a departure from the original 
timetable set out in “Building a Better Scotland: Efficient Government – Securing 
Efficiency, Effectiveness and Productivity” but, as I am sure you will agree, it should 
provide a greater degree of assurance as to the robustness of our plans. 
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Secondly, you asked if I could clarify whether or not we intend to publish regular 
updates on the Executive’s website.  I can confirm that we will publish updates on the 
website whenever we have substantive progress to report.  However, as I am sure you 
will understand, the efficiency projects identified are so diverse that the intervals 
between reports may vary. 
 
Thirdly, you queried the level of efficiency savings to be produced by local 
government.  Local government is contributing £325 million to our stated target of 
£1.5 billion in annually recurring efficiency savings, so their total contribution, once 
all savings have been taken into account, will be around 22%, not 49%.  The targets 
were based on what was achievable in each sector, not allocated on a pro rata basis, 
and as health and local government are the biggest providers of public services 
(providing some 80% of public services in Scotland) it is understandable that they 
potentially have most scope for making efficiencies.  (For comparison, although these 
revised figures are not yet in the public domain, the Health portfolio is now expected 
to contribute around £525 million to the target of £1.5 billion – so 35% of the total.) 
 
Finally, you asked if we could provide, on a department by department basis, the 
baseline figures from which we would expect to see a 5% growth in output to be 
delivered.  The efficiency savings and the increased resources from the Spending 
Review will help to deliver the targets outlined in the Partnership Agreement and the 
Spending Review.  The reference to frontline services growing by 5% per annum is a 
reference to the increase in DEL expenditure, and is consistent with the conventional 
national accounting approach (common in most European countries), which measures 
public sector output via an index based on total cost.  The implementation of the 
Atkinson Review in Scotland will mark a departure from the conventional national 
accounting approach and will make a significant contribution to our understanding of 
public sector output.  By utilising a broad range of data sources, a better, more 
comprehensive picture of public sector output, based on direct measures, will be 
created.  The new output measures to be developed over the coming years will be 
consistent over time and will complement existing, less durable, measures of public 
sector performance.  The Executive will publish its Strategy for the implementation of 
the Atkinson Review in Scotland shortly. 
 
I hope this is helpful – as I have stated previously, I welcome the involvement of the 
Finance Committee, service providers, the Improvement Service and Audit Scotland 
in the development of our Efficient Government agenda. 
 
 
 
 
 
 
 
 
 

TOM MCCABE 
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Finance Committee 
 

17th meeting 2005, Tuesday 28 June 2005 
 

Written Agreements 
Background 
1. In the first session of the Parliament, the Finance Committee entered 

into Written Agreements with the Executive, the SPCB and the Scottish 
Commission for Public Audit (SCPA) on the annual budgeting process.  
These agreements supplement the principles set out in the Public 
Finance and Accountability (Scotland) Act 2000 and also Standing 
Orders.  They set out the relevant timescales for each stage of the 
three-stage Budget Process, the documentation which requires to be 
produced, the format of such documentation and the deadlines for 
production. 

 
2. As members will be aware, during Stage 2 of the Budget Process 

2005-06, the Committee and the Executive agreed that due to the 
biennial Spending Review there should only be a full three-stage 
Budget Process in Spending Review years and that there should be a 
more limited two-stage process in non-Spending Review and election 
years. 

 
3. As a description of the current process is central to all the Written 

Agreements, it was determined that the Agreements should be revised.  
This has also given the opportunity to update the Agreements to reflect 
processes which have evolved and to consider the deadlines by which 
documents are produced and to amend these deadlines where 
necessary.  The proposed revised Agreements are contained in an 
Annexe to this paper. 

 
Written Agreement with the Executive 
4. There are three Written Agreements encompassed into one document.  

These Agreements cover the administrative arrangements for the 
Budget Process; the format of budget documents and an agreement on 
in-year changes to the Budget. 

 
5. The main changes proposed to this Agreement are as follows: 

 
Operation of Budget Process 
• Paragraphs 3-15 have been substantially rewritten to reflect the 

agreed changes to the Budget Process.  Within this, 
amendments have also been made to the description of the 
Annual Evaluation Report to reflect the agreed changes to that 
report. 

 
• Paragraph 16 has been expanded to give a fuller description of 

the Finance Committee’s debate at Stage 2 and an explanation 
of how amendments to the Executive’s expenditure proposals 
may be made. 
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Format of Budget Documents 
• Paragraph 4 has been amended to reflect the information which 

is contained in the support documents to the Budget Bill. 
 

In-year Changes 
• Paragraph 6 has been added to update the agreement to reflect 

current practice. 
 

6. These revisions have been endorsed by the Minister for Finance and 
Public Service Reform. 

 
Written Agreement with the Scottish Parliamentary Corporate body 
(SPCB) 
7. The current Agreement requires the SPCB to submit its expenditure 

proposals for Stage 2 of the Budget Process by 20 August.  In practice, 
this deadline is far too early to allow for meaningful expenditure plans 
to be brought forward and it has never been met.  Therefore, it is 
proposed that the Agreement be changed to extend the deadline to the 
end of the first week in November.  Additionally, it has become more 
common for the SPCB to identify at Stage 1  that there are no changes 
to the expenditure plan submitted in the previous year.  Therefore, to 
avoid the exchange of correspondence that has taken place in the last 
couple of years, the Agreement has been amended to simplify this 
procedure. 

 
8. Therefore, apart from the amendments made to reflect the change to 

the Budget Process, the main changes are as follows: 
 

• Paragraph 6 has been amended to include a description of the 
SPCB’s budget; 

 
• Paragraph 7 has been amended to change the deadline for 

receipt of the SPCB’s expenditure proposals at Stage 2; 
 

• Paragraph 8 has been inserted to simplify the process at Stage 
1; and 

 
• Paragraph 11 has been inserted to explain the process which 

has evolved whereby the Committee includes a commentary on 
the SPCB’s expenditure proposals in its reports 

 
9. These revisions have been endorsed by the SPCB. 

 
Written Agreement with the Scottish Commission for Public Audit 
(SCPA) 
10. When the Committee considered the SCPA’s report on Audit 

Scotland’s expenditure proposals at Stage 2 of the Budget Process in 
November 2004, the Committee noted a paper which set out the need 
to revise the Written Agreement with the SCPA to formalise the custom 
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and practice which has emerged in dealing with the SCPA’s reports.  It 
was agreed that these revisions would recognise the Finance 
Committee’s responsibility to scrutinise all spending proposals; 
recognise the primacy of the SCPA in scrutinising Audit Scotland’s 
proposals and create a formal link between the SCPA’s report and the 
Finance Committee’s Stage 2 report. 

 
11. In addition, the current agreement requires the SCPA to provide Audit 

Scotland’s provisional expenditure plans to the Committee by 1 March 
at Stage 1 and to provide Audit Scotland’s further expenditure plan by 
20 August at Stage 2.  As with the SPCB, these dates do not allow 
enough time for meaningful proposals to be put forward and scrutinised 
and therefore, it is proposed that the dates be changes to mid-March 
and to the end of the second week in November respectively. 

 
12. Therefore, apart from the amendments made to reflect the agreed 

changes to the Budget Process, the main changes are as follows: 
 

• Paragraph 4 has been amended to change the relevant 
deadlines; and 

 
• Paragraphs 8-12 have been inserted to describe the roles of the 

Committee and the SCPA; to set out a mechanism which will 
apply in situations where the SCPA is not content with Audit 
Scotland’s expenditure proposals; to set out steps to be taken to 
limit the possibility of disagreement between the SCPA and the 
Finance Committee; and to describe what would happen if there 
were disagreement between the Committee and the SCPA. 

 
Conclusion 

 
13. The Committee is invited to endorse the revised Written Agreements 

between the Committee and the Executive, the SPCB and the SCPA. 
 

14. If the Committee endorses these Agreements, then the Convener will 
lodge a motion on behalf of the Committee to seek Parliamentary 
approval of them.  It is likely that this will be done early in September. 

 
Susan Duffy 
Clerk to the Committee 
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THE BUDGETING PROCESS 

AGREEMENT BETWEEN THE SCOTTISH EXECUTIVE AND THE FINANCE 
COMMITTEE 

 

Foreword 

1. This document sets out an understanding between the Scottish Parliament 
and the Scottish Ministers on the administrative arrangements for the annual 
budgeting process. It sets out the way in which the budget process will operate and 
defines the responsibilities of both parties. It is not intended to create any legal rights 
or obligations on either the Scottish Ministers or the Scottish Parliament. 

2. Some of the underlying principles of the budgeting process are set out in the 
Public Finance and Accountability (Scotland) Act 2000, some are set out in the 
Parliament's Standing Orders, and other measures will be incorporated in Budget 
Bills. This agreement supplements these statutory provisions. It sets out those 
principles and procedures that do not require legislation.  

Introduction 

3. The principles and procedures are based on the recommendations of the 
Financial Issues Advisory Group (FIAG) as amended following experience from the 
first devolved Parliament. The Group originally proposed an annual three stage 
budget process:  

Stage 1

3.1 Stage 1 would be a consideration of spending strategy. Its purpose would 
be to enable the Parliament to express its views on future expenditure 
priorities. FIAG recommended that the process should include the opportunity 
for the Parliament to seek views from the public. (This aspect of the process is 
a matter for the Parliament alone.)  

Stage 2

3.2 Stage 2 would be a consideration by the Parliament of the Scottish 
Ministers’ detailed spending proposals for the next financial year. 

Stage 3

Stage 3 would be Parliamentary consideration of the annual Budget Bill.   

It was FIAG's intention that this three stage budget process would enable financial 
decisions to be shared between the people of Scotland, the Parliament and the 
Scottish Ministers.  
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4. The process has subsequently been adapted to reflect the central importance 
of the biennial Spending Review cycle in setting spending plans, and experience 
gained over the life of the first Parliament.  Spending Reviews set plans for three 
forward years (for example, Spending Review 2002 set plans for 2003-04, 2004-05 
and 2005-06), with the last of the three years being reconsidered as the first year of 
the next Spending Review.  Changes made to budgets in non-Spending Review 
years are likely to be more limited.   

5. This suggests the full three stage process is only appropriate in Spending 
Review years, with a more limited process in intervening years considering just the 
changes made to plans set in the Spending Review.   Further support for this 
approach is provided by the fact that every second non Spending Review year (that 
is, every fourth year) is an election year.  With Holyrood elections falling in May, it 
makes little sense to plan an extended budget process running from March to 
September. 

6. The process also needs to take full account of the timing difficulties caused by 
the current UK Spending Review cycle.  Recent experience is for the results of UK 
Spending Reviews to be announced in June or July.  This gives the Executive a very 
tight window in which to conclude its own review in time for the 20th September 
deadline initially agreed for the publication of the Draft Budget.  It is likely that fully 
detailed spending plans will not be available at this point – in the last two Scottish 
spending reviews, such detail has not been available until October.  This is turn limits 
the time available to the Parliamentary Committees for their scrutiny - there is no 
opportunity to delay the end of Stage 2 without increasing the risk that the Budget 
Bill will not gain royal assent before the start of the relevant financial year.  This 
suggests that the Committees’ main scrutiny should as far as possible be 
centred on Stage 1 in Spending Review years.      

7. The Finance Committee and the Executive have therefore agreed a biennial 
cycle, with a full three stage process in Spending Review (even numbered) years, 
and a more limited process in non Spending Review and election (odd numbered) 
years, as set out below. 

Stage 1 

8. Stage 1 will only take place in Spending Review years. 

9. The purpose of stage 1 is to enable the Parliament to consider its future 
spending priorities.  In order to avoid the prospect of the Parliament considering 
financial issues without sufficient information, the Scottish Ministers undertake to 
submit each year to the Parliament (by 31 March or the first day thereafter on which 
the Parliament sits), a provisional expenditure plan.  

10. This document, currently known as the Annual Evaluation Report, will set out: 

i)   the Executive’s views on priorities for the coming Spending Review 
period; 

ii) an initial assessment of progress against the key performance targets for 
each portfolio set in the previous Spending Review; and 
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iii) general expenditure proposals for those forward years for which 
aggregate figures at programme level are available.  

The original intention behind the budget process was in essence that it represented 
a consultation leading into the annual budget bill – so that the parliamentary scrutiny 
process would focus on the single financial year covered by that budget bill.  In 
Spending Review years, the budget bill which emerges from the consultation process 
is that for the first of the three years covered in the review.  But as this year will also 
be the final year covered by the previous Spending Review, and the expectation is 
that changes to budgets for that year will be limited.  The parliamentary scrutiny 
process then needs to address: 

i) the priorities for spending across the whole three year spending review           
period (for which no spending plans will be available at this point); and 

ii) the detailed spending plans for the first year only. 

Stage 2 

11. Standing Orders provide for consideration of draft budgets between the 
beginning of October and the end of December each year. This process will start 
with the publication by the Scottish Ministers of detailed expenditure proposals for 
the next financial year, currently in the Draft Budget publication.  

12. Normally the Scottish Ministers will present their proposals to the Parliament 
by 20 September or the first day thereafter on which it sits.  In Spending Review 
years, recent practice has been for the Executive to produce two documents: a 
spending review outcome document giving level 2 figures, published as close as 
possible to 20 September; and a more detailed Draft Budget document, following as 
soon as possible thereafter.   

13. The timing of these documents is largely driven by the date of the 
announcement of the UK Spending Review.  Where the Executive believes it may 
not be able to meet the 20 September deadline, the Scottish Ministers will consult 
the Finance Committee on a revised timescale for that year’s budgeting process.  

14. Once the Scottish Ministers have submitted their expenditure proposals, the 
Finance Committee will, in consultation with other committees of the Parliament, 
produce a report. This will comment on the Scottish Ministers' proposals and may 
include an alternative set of proposals. The total spend proposed by the Finance 
Committee will not, however, exceed the total proposed by the Scottish Ministers.  

15. During the Stage 2 process, the Committees’ scrutiny is likely to focus on two 
main issues: 

i) the Executive’s response to recommendations made by the Committee 
at the end of Stage 1 (only in Spending Review years); and 

ii) any changes to the detailed plans for the immediate following year 

16. Once the Finance Committee has produced its report, a plenary debate will be 
arranged to consider a motion to be tabled by the Finance Committee.  Committees 
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and individual members may seek to propose amendments to the Executive’s 
expenditure proposals through the mechanism of tabling amendments to the Finance 
Committee motion. No amendment may seek to increase the total spend proposed. 
Therefore, amendments proposing any change in one area must recommend how 
this change will be financed. It should be noted that even if such amendments are 
agreed to, this does not automatically guarantee that expenditure proposals will be 
amended in the subsequent Budget Bill. 

Stage 3 

17. The Scottish Ministers will present a Budget Bill by 20 January each year or 
the first day thereafter on which the Parliament sits. The procedures for Budget Bills 
are set out in standing orders. When presenting its Budget Bill, the Scottish Ministers 
undertake also to lay before the Parliament a report which will, amongst other things, 
set out how it has responded to the proposals voted on by the Parliament during 
stage 2. This report will also comment on any changes that have been necessitated 
by financial decisions taken by the UK Government.  

18. According to Standing Orders, the Parliament may not vote on the Budget Bill 
until 20 days have elapsed from the date it was presented. The Parliament must 
however vote on the Bill within 30 days of its presentation. Wherever possible, the 
Parliamentary Bureau will timetable a debate on the Budget Bill prior to 14 February. 
This is in part to give spending bodies as much notice as possible of their spending 
allocations and in part to ensure that there is sufficient time for the Budget Bill to 
have received Royal Assent. 

19. The format of the Budget Bills and Budget Documents are the subject of a 
separate agreement. 

The Parliament's Budget 

20. A mechanism has been established to enable the Parliament to vote on its 
own budget. The Scottish Ministers are agreed that at stages 1 and 2 of the Budget 
process, the expenditure proposals should include working assumptions on the 
Parliamentary budget prepared by the Scottish Parliamentary Corporate Body.  
Provision for the Parliament to scrutinise its own budget is made in a separate 
understanding with the Scottish Parliament Corporate Body.   Should the Scottish 
Ministers wish to challenge the budget proposed by the SPCB, they will do so by 
means of an amendment to the Budget Bill to allow debate on the specific issue. 

Revisions to this agreement 

21. The Scottish Ministers or the Finance Committee may propose amendments 
to this agreement. If the Committee and the Scottish Ministers are unable to agree 
the changes that are proposed, they may ask the Parliamentary Bureau to arrange a 
plenary debate on a proposal(s).  
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AGREEMENT ON THE FORMAT OF THE BUDGET DOCUMENTS 

Purpose 

1. This document sets out an understanding between the Scottish Ministers and the 
Scottish Parliament on the format of supporting material that will accompany a 
Budget Bill "the Budget documents". It is not intended to create any legal rights or 
obligations on either the Scottish Ministers or the Scottish Parliament.  

Background 

2. FIAG considered what information should be put before the Parliament to support 
Budget Bills. The Group recommended that they should cover all expenditure by the 
Executive which the Parliament has to approve, rather than merely that which 
involves expenditure from the Scottish Consolidated Fund. The Scottish Ministers 
undertake to prepare their budget proposal in accordance with this recommendation.  

3. FIAG also recommended that each Budget Bill should include expenditure which 
the Parliament has to approve but is not formally for the Executive to propose - 
notably expenditure by the Scottish Parliamentary Corporation itself and by Audit 
Scotland. The Scottish Ministers will give effect to this recommendation.  

4. The Scottish Ministers and the Scottish Parliament are agreed that each Budget 
Bill should contain:  

• statements which will set out the purposes for which funding is to be 
authorised;  

• statements of the amounts of funding sought; and 
• statements setting out the amount of expected income and its proposed 

treatment.  

Revisions to this agreement 

5. The Scottish Ministers or the Finance Committee may propose amendments to 
this agreement. If the Committee and the Scottish Ministers are unable to agree the 
changes that are proposed, they may ask the Parliamentary Bureau to arrange a 
plenary debate on a proposal(s).  
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AGREEMENT ON IN YEAR CHANGES TO EXPENDITURE ALLOCATIONS 

Purpose 

1. This document sets out an understanding between the Scottish 
Ministers and the Scottish Parliament on the administrative arrangements for:  

• the reallocation of expenditure within departments of the Scottish 
Executive;  

• procedures for making contingency payments during the year;  
• controls on contingent liabilities.  

It is not intended to create any legal rights or obligations on either the Scottish 
Ministers or the Scottish Parliament. 

In year transfers between departmental budgets 

2. Budget Acts will set out absolute resource expenditure (net of receipts) 
limits for individual entities. These entities will be the individual departments of 
the Scottish Executive, Scottish Executive Administration, the General 
Register Office for Scotland, National Archives of Scotland, the Forestry 
Commission, the Food Standards Agency, the Scottish Parliamentary 
Corporate Body and Audit Scotland. The Scottish Ministers will not be able to 
transfer funds between these limits, including between individual departments 
of the Scottish Executive, without the prior approval of the Parliament.  

Reallocation of expenditure within departments of the Scottish 
Executive 

3. FIAG recommended that the Executive should be allowed to move 
funds within departmental budgets to respond to changes in need. The Group 
recommended that transfers should be subject to internal controls. It also 
recommended that the Parliament should be informed of transfers on a 
regular basis.  

4. FIAG also recommended that the total amount of funds that may be 
transferred in this way should be limited. The Group recommended that 
transfers between "budget sections" should be no more than £50 million, (at 
1999 values) or 15% of the receiving section, whichever is the lesser. (A 
"budget section" refers to the level below the department as a whole.) FIAG 
recommended that transfers within budget sections should be unlimited. This 
recommendation will be given effect by the Scottish Parliament and the 
Scottish Ministers in accordance with this understanding.  

5. The Scottish Ministers undertake:  

• 5.1 Not to move provision from one budget section to another in 
such a way as to increase the total budget for that section by 
more than 15%, or £50 million at 1999 values, whichever is the 
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lesser, without seeking the specific approval of the Parliament 
through the Budget revision procedure. 

• 5.2 To inform the Parliament of movements between budget 
sections that are within these limits at the time such revisions 
are made. 

• 5.3 To inform the Parliament of movements within budget 
sections in as much as they affect the detail set out in the 
documents accompanying the Budget Bill (the Budget 
documents), when seeking Budget revisions. 

6. It remains open to the Executive to continue to make use of the 
flexibilities provided by this agreement and outlined above (the process is 
technically known as “virement” or “viring between budgets”) after the last 
budget revision of the year.  There is however no vehicle by which changes 
made at this point can be reported to the Parliament.  The Executive will 
therefore prepare its accounts on the basis that budgets at the end of the year 
were those contained in the last budget revision, that is, as if no further 
virement had taken place.  The accounts will then show moves between 
budget heads as offsetting over- and under-spends.   

Contingency payments 

7. Under the terms of the Public Finance and Accountability (Scotland) 
Act 2000, the Scottish Ministers have powers, in certain circumstances, to 
authorise the use of resources up to 0.5% of the total budget in any financial 
year without the prior authority of the Parliament.  A separate limit is currently 
placed on this power as part of the annual Budget Acts.  In the 2005 Act, the 
limit is set at £50 million (section 4). 

The Scottish Ministers can only use this facility if it is necessary to do so in the 
public interest and if it is not reasonably practicable, for reasons of urgency, to 
seek prior Parliamentary approval by means of Budget legislation. Unless the 
circumstances are such that extreme urgency makes it impossible, the 
Scottish Ministers will lay a report before the Parliament at least 14 calendar 
days before undertaking any expenditure.  Should the requirement to use the 
power arise during a recess, a report will be presented to the Parliament as 
soon as Parliament returns from recess.  

8. Details of any such contingency payments will appear in the 
Executive's annual accounts.  

Contingent liabilities 

9. FIAG recommended that there should be some Parliamentary control 
over the Scottish Ministers ability to enter into contingent liabilities. In this 
case, FIAG did not mean that there should be restrictions over abilities to 
enter into contracts, but that the Scottish Ministers should require the authority 
of the Parliament before granting a guarantee or indemnity which would, in 
effect, bind the Parliament into providing the resources in the event of the 
indemnity maturing unless a guarantee or indemnity is granted under a 
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statutory power to do so, or it is of a standard type and arises as an 
unavoidable feature of an activity authorised by statute.  

10. In accordance with FIAG’s recommendation, the Scottish Ministers 
undertake, before granting any guarantees or indemnities in excess of £1 
million (including those without limit), to present their proposals to the Finance 
Committee. The Finance Committee will in turn consider the proposal within 
20 days. The Committee will either approve the proposal or propose an 
amendment. The Scottish Ministers will either accept the amendment or notify 
the Committee that they disagree. It will then be for the Committee to decide 
to either allow the Scottish Ministers to proceed or to refer the matter to the 
Parliamentary Bureau for a debate.  

Revisions to this agreement 

11. The Scottish Ministers or the Finance Committee may propose 
amendments to this agreement. If the Committee and the Scottish Ministers 
are unable to agree the changes that are proposed, they may ask the 
Parliamentary Bureau to arrange a plenary debate on a proposal(s).  

 11



FI/S2/05/17/4 
 

THE BUDGETING PROCESS 

AGREEMENT BETWEEN 

 THE SPCB AND THE FINANCE COMMITTEE 
 
Foreword 
 
1. This document sets out a revised understanding between the Scottish 
Parliament Corporate Body (SPCB) and the Finance Committee of the Scottish 
Parliament, in relation to arrangements to be observed in connection with the annual 
budgeting process.  It is not intended to create any legal rights or obligations on 
either the Scottish Parliament Corporate Body or on the Finance Committee of the 
Scottish Parliament. 
 
2. Under the terms of a separate revised agreement concluded with the Scottish 
Ministers the Finance Committee has agreed to participate in a biennial budget 
cycle, with a full three-stage process in Spending Review years and a more limited 
process in non-Spending Review and election years. 
 
Background 
 
3. Scottish Ministers have undertaken to submit each year in which a Spending 
Review takes place to the Parliament (by 31 March or the first day thereafter on 
which the Parliament sits), a provisional expenditure plan.  This document will set out 
the Executive’s views on priorities for the coming Spending Review period; an initial 
assessment of progress against the key performance targets for each portfolio set in 
the previous Spending Review and general expenditure proposals for those forward 
years for which aggregate figures at programme level are available.  The Finance 
Committee will then seek views from a variety of sources including members of the 
public and other Committees of the Parliament. 
 
4. Normally the Scottish Ministers will present detailed expenditure proposals for 
the next financial year by 20 September or the first day thereafter on which the 
Parliament sits.  The Finance Committee will then produce a report in consultation 
with other committees of the Parliament.  This will comment on the Scottish 
Ministers’ proposals and may include an alternative set of proposals.  If it does, the 
total spend proposed by the Finance Committee will not exceed the total proposed 
by the Scottish Ministers.  A plenary debate will follow in which Committees and 
individual members will debate the Finance Committee’s report and may seek to 
propose amendments to the Executive’s expenditure proposals through the 
mechanism of tabling amendments to the Finance Committee’s motion, within the 
total proposed.  It should be noted that even if such amendments are agreed to, this 
does not automatically guarantee that expenditure proposals will be amended in the 
subsequent Budget Bill. 
 
5. The Scottish Ministers will produce a Budget Bill by 20 January each year or 
the first day thereafter on which the Parliament sits.  The format of Budget Bills are 
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contained in a separate agreement which has been made with the Scottish Ministers 
and the Finance Committee. 
 
The Parliament’s Budget 
 
6. The expenditure plans of any body which has a prior call on the Scottish 
Consolidated Fund will reduce the total amount available to the Scottish Ministers for 
inclusion in their plans.  The Parliament’s own budget falls into that category. This 
budget is significant in monetary terms albeit that it forms a very small proportion of 
the total available resources.  It is therefore important that, wherever possible, 
accurate information about the spending plans of the SPCB is made available to the 
Finance Committee and the Scottish Ministers at an early stage. 
 
7. To this end, the SPCB has agreed that it will provide to the Committee and to 
the Scottish Executive, no later than 1 March each year or the first day thereafter on 
which the Parliament sits, a provisional expenditure plan.  The SPCB will also 
provide to the Committee and to the Scottish Executive, no later than the end of the 
first week in November each year, a further expenditure plan reflecting any changes 
which have occurred since 1 March. 
 
8. If by I March when a provisional expenditure is due, the SPCB identifies that 
there are no changes to the expenditure plan submitted the previous year, then the 
SPCB will write to the Finance Committee to confirm that there are no planned 
changes and the SPCB will not be required to provide a provisional expenditure plan. 
 
9. However, the SPCB undertakes to keep both the Committee and the Scottish 
Ministers informed throughout the period between March and January of any 
substantive changes to the Scottish Parliament’s Budget in recognition of the fact 
that these would affect the Scottish Executive’s expenditure plans and the 
Parliament’s consideration of them. 
 
10. The SPCB also agrees that, in order to assist the Committee’s understanding of 
the expenditure plans, Members of the SPCB, the Clerk and Parliamentary staff will 
provide information and give evidence to the Committee when requested. The SPCB 
will, in submitting expenditure plans, adopt the same approach as the Scottish 
Executive.  The SPCB will seek to answer any questions from the Committee and 
make information available to the Committee. 
 
11. The Finance Committee will consider the SPCB’s provisional expenditure 
plans.  Where the Committee produces a report for the Parliament on a particular 
stage of the Budget Process, then such a report will include commentary and, if 
appropriate, recommendations, on the SPCB’s provisional expenditure plans.  This 
report can be debated by the Parliament. 
 
12. The SPCB’s final expenditure proposals will appear in the annual Budget Bill 
which will be voted upon by the Parliament. 
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THE BUDGETING PROCESS 

AGREEMENT BETWEEN 

 THE SCOTTISH COMMISSION FOR PUBLIC AUDIT 

 AND THE FINANCE COMMITTEE 
 
Foreword 
 
1. This document sets out a revised understanding between the Scottish 
Commission for Public Audit (SCPA) and the Finance Committee of the Scottish 
Parliament, in relation to arrangements to be observed in connection with the annual 
budgeting process.  It is not intended to create any legal rights or obligations on 
either the SCPA or the Finance Committee of the Scottish Parliament.    
 
2. Under the terms of a revised agreement concluded with the Scottish Ministers 
the Finance Committee has agreed to participate in a a biennial budget cycle with a 
full three-stage process in Spending Review years and a more limited process in 
non-Spending Review and election years.  A separate administrative arrangement 
also exists between the SCPA and Audit Scotland.  
 
Background 
 
3. Scottish Ministers have undertaken to submit each year in which a Spending 
Review occurs to the Parliament (by 31 March or the first day thereafter on which the 
Parliament sits), a provisional expenditure plan This document will set out the 
Executive’s view on priorities for the coming Spending Review period; an initial 
assessment of progress against the key performance targets for each portfolio set in 
the previous Spending Review; and general expenditure proposals for those forward 
years for which aggregate figures at programme level are available.  The Finance 
Committee can then seek views from a variety of sources including members of the 
public and other Committees of the Parliament. 
 
4. Normally, the Scottish Ministers will present detailed expenditure proposals for 
the next financial year) by 20 September or the first day thereafter on which the 
Parliament sits.  The Finance Committee will then produce a report in consultation 
with other committees of the Parliament.  This will comment on the Scottish 
Ministers’ proposals and may include an alternative set of proposals.  If it does, the 
total spend proposed by the Finance Committee will not exceed the total proposed 
by the Scottish Ministers.  A plenary debate on the report will follow in which 
Committees and individual members will debate the Finance Committee’s report and 
may seek to propose amendments to the Executive’s expenditure proposals through 
the mechanism of tabling amendments to the Finance Committee motion.  It should 
be noted that even if such amendments are agreed to, this does not automatically 
guarantee that expenditure proposals will be amended in the subsequent Budget Bill.  
within the total proposed. 
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The Scottish Ministers will produce a Budget Bill by 20 January each year or the 
first day thereafter on which the Parliament sits. 
 
Audit Scotland’s Budget 
 
5. The expenditure plans of any body which has a prior call on the Scottish 
Consolidated Fund will reduce the total amount available to the Scottish Ministers for 
inclusion in their plans.  Audit Scotland’s budget falls into that category, albeit that 
this budget forms a very small proportion of the total available resources.  It is 
therefore important that, wherever possible, accurate information about the spending 
plans of Audit Scotland is provided to the Finance Committee and the Scottish 
Ministers at an early stage. 
 
6. To this end, the SCPA, as the body which has responsibility for examining and 
reporting on Audit Scotland's expenditure proposals  has agreed that it will provide to 
the Finance Committee and to the Scottish Ministers, by mid-March each year r, 
Audit Scotland’s provisional expenditure plan.  The SCPA will also provide to the 
Committee and to the Scottish Ministers, no later than the end of the second week in 
November, a further expenditure plan for Audit Scotland reflecting any changes 
which have occurred since March.   
 
7. The SCPA also undertakes to keep both the Committee and the Scottish 
Ministers informed throughout the period between March and January of any 
substantive changes to Audit Scotland’s budget in recognition of the fact that these 
would affect the Scottish Ministers’ expenditure plans and the Parliament’s 
consideration of them. 
 
8. By convention, the Finance Committee’s consideration of the Executive’s draft 
budget (i.e. stage 2 of the budget process) has included a discussion of the SCPA’s 
report on Audit Scotland’s expenditure proposals.  The SCPA’s report has then been 
included as an annexe to the Finance Committee’s report.  The Committee and the 
SCPA wish to formalise this link, in recognition of the fact that whilst the SCPA has 
primary responsibility for scrutinising Audit Scotland’s expenditure proposals, the 
Finance Committee is responsible for scrutinising Scottish Ministers’ expenditure 
proposals as a whole.   
 
9. This process creates the possibility of disagreement between the two bodies if 
they were to take a different opinion on Audit Scotland’s proposals.  This could result 
in the Finance Committee’s report containing a different recommendation on Audit 
Scotland’s proposals from that reported by the SCPA.      
 
10. To attempt to avoid such a scenario, the Finance Committee and the SCPA can 
discuss the SCPA’s report before the Finance Committee produces its report.  The 
SCPA agrees that in order to assist the Committee’s understanding of Audit 
Scotland’s expenditure plans, it will seek to answer any questions from the 
Committee and make information available to the Committee. 
 
11. If there is still disagreement between the Finance Committee and the SCPA, 
the Committee can express its comments on Audit Scotland’s proposals in its report 
or in the motion to discuss its report.  The SCPA is free to lodge an amendment to 
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the Finance Committee’s motion.  The Parliament will then vote on the Finance 
Committee’s motion.  
 
12. In situations where the SCPA’s report expresses discontent with Audit 
Scotland’s expenditure proposals and the Finance Committee either has no 
comment to make or is in agreement, the SCPA can lodge a motion on its report and 
seek to secure parliamentary time to debate this.  Alternatively, the Finance 
Committee could, with the SCPA’s agreement, express any discontent in its report 
which could then be debated in the Parliament.  
 
13. In either case, the final expenditure proposals for Audit Scotland will appear in 
the annual Budget Bill, which will be voted upon by the Parliament.  
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Finance Committee 

17th meeting 2005, Tuesday 28 June 2005 

Correspondence received by the Finance Committee 

 

E-MAIL FROM DR JR AND MRS M  CUTHBERT TO MEMBERS OF THE 
FINANCE COMMITTEE DATED 13 JUNE 2005 

Dear Mr McNulty, 

We are writing to you, and the other members of the Finance Committee, about a 
serious issue of fact concerning certain evidence presented to the Committee 
last year in the Finance Committee’s Inquiry into Scottish Water.  

You will recall that on several occasions when the Committee was taking 
evidence, both the Scottish Executive and the adviser to the Committee claimed 
that the procedures adopted by the Executive in relation to Scottish Water had 
the endorsement of the Treasury. A letter from Mr Parkinson of the Treasury to 
David Reid of the Scottish Executive apparently backed this up with the 
statement that “…as far as we are aware the Scottish Executive have adopted 
the normal accounting treatment”.  

These statements by and attributed to the Treasury clearly had an important 
bearing on the conclusions drawn in the majority report of the Committee where, 
for example, in para 116, the Committee writes “the Committee received 
evidence in a letter from the Treasury and from the Executive and the WIC that 
the ACL interpretation of Treasury advice was wrong and that no double counting 
took place.” 

We have, over the past several months, been in correspondence with the 
Treasury seeking to clarify the status of the Treasury advice, and in particular, of 
Mr Parkinson’s letter of 24th February. We would like to draw your attention, and 
that of Committee members, to the attached correspondence, and specifically the 
letter of 9th June 2005 from Conrad Smewing of the Treasury. Mr Smewing’s 
letter spells out, absolutely clearly, precisely what interpretation should be put on 
the Treasury letter. In particular, to quote Mr Smewing “On your final point, I 
reiterate that the Treasury stated that as far as we were aware Scottish Water 
had adopted a normal accounting treatment. This is not a comment on the 
Scottish Executive's policy and control arrangements for Scottish Water, but on 
the accounting treatment used to determine the impact of Scottish Water's 
activity on the Scottish Executive's DEL. HM Treasury has locus on the latter but 
not the former.”  

In other words, it is now a matter of fact that the Treasury’s endorsement of the 
Scottish Executive’s approach to the application of RAB to the water industry 
only relates to the way the water industry impacts on the Scottish Executive’s 
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DEL (a matter which was never under dispute by us): and again, that the 
Treasury statement that there was no double counting only refers to the 
possibility of double counting in the Scottish Executive DEL: (something which 
we never claimed). The Treasury goes to considerable length in their final letter 
to make it clear that it was making no comment upon, and providing no 
endorsement of, the way in which the Scottish Executive set the financial controls 
for Scottish Water. And yet it is precisely this latter aspect which is the subject of 
our concerns: further, the double counting which we have identified took place in 
the RAB control limit set for Scottish water – not in the DEL accounts.  

It follows that, in considering the implications of what was presented to them in 
evidence as the Treasury position, the majority of the Finance Committee appear 
to have placed an interpretation on that position which is at variance with the 
facts.  

There seem to us to be two aspects of this state of affairs that the Committee 
should consider: 

a) whether, in the light of what is now known about the status of the Treasury 
views, the majority of the Committee now want to reopen the conclusions they 
arrived at in the relevant part of their report.  

b) there are, in addition, important wider issues raised by this affair about the 
relationship between the Executive and parliamentary committees: in particular, 
did the Executive do enough to clarify the true status of the Treasury views and 
to bring any resulting information to the Committee’s attention.  

Yours sincerely,  

Dr JR and Mrs M Cuthbert. 
 
 
ATTACHED SERIES OF E-MAILS BETWEEN DR JR AND MRS M CUTHBERT 
AND HM TREASURY 
E-MAIL FROM HM TREASURY 9 JUNE 2005  
Dear Dr and Mrs Cuthbert,  
Thanks for your email of 7th May. As I made clear in my first email, HM 
Treasury's role and authority on this issue is to set the Scottish Executive's 
overall Departmental Expenditure Limits and determine how public corporations 
score within departmental DELs. I should clarify that the statement in my email of 
29 April that: "an increase in Scottish Water infrastructure renewals expenditure 
does not impact twice on the current costs of the Scottish Water service and so 
there is no need to increase revenues twice to cover those costs" was made in 
this context (i.e. there was no need to increase revenues twice to remain within 
DEL limits under the basis for scoring public corporation activity in DEL HMT 
then had in place). As you say in your email, you agree that infrastructure 
renewals expenditure was not counted twice in the Scottish Executive's resource 
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budget. We must therefore agree on the point that the resource accounting and 
budgeting framework which HM Treasury applied to the Scottish Executive's 
DEL during that period did not imply a need to increase revenues twice in the 
face of increased infrastructure renewals expenditure. 

I also agree with you that the point in which you are interested is the "RAB 
control limit" which was set for Scottish Water by the Scottish Executive. As I 
have made clear in both my responses, Scottish Water is a devolved body, and 
therefore the Scottish Executive's policy and control arrangements for that body, 
including the "RAB control limit", are a matter for the Scottish Executive. It would 
therefore not be proper for HM Treasury to comment on these matters, and I 
must again refer you to the Scottish Executive and Ms Greenhill, who are in a 
position to speak definitively on this topic.  

On your final point, I reiterate that the Treasury stated that as far as we were 
aware Scottish Water had adopted a normal accounting treatment. This is not a 
comment on the Scottish Executive's policy and control arrangements for 
Scottish Water, but on the accounting treatment used to determine the impact of 
Scottish Water's activity on the Scottish Executive's DEL. HM Treasury has locus 
on the latter but not the former.  

I hope that we are now in agreement on HM Treasury's role, and on all points 
related to it.  
Yours sincerely,  
Conrad Smewing 

 
E-MAIL FROM DR JR AND MRS M CUTHBERT 7 MAY 2005 

Dear Mr. Smewing, 
  
1) We refer to your letter of 29th April. 
  
2) We are replying to you, rather than taking this up with Ms Greenhill of the 
Scottish Executive, for two reasons:- 
a) because your letter is wrong on at least one point of fact. 
b) because the Scottish Executive has in the past quoted the Treasury as their 
source of authority on this topic. By implication, the Scottish Executive are 
therefore not in a position to speak definitively on this topic. 
  
3) You state in your letter that "infrastructure renewals expenditure is not scored 
twice in the Scottish Executive's resource budget". This is indeed technically 
correct- and is a statement with which we would never have disagreed: however, 
this is not the point at issue. The point at issue is whether infrastructure renewals 
expenditure is double counted, not in the Scottish Executive's resource budget, 
but in the RAB control limit which was set for Scottish Water by the Scottish 
Executive. As will be shown below, infrastructure renewals expenditure is indeed 
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double counted in the RAB control limit which was set for Scottish Water: and the 
implication of this is that, if infrastructure renewals expenditure increased after 
the RAB limit was set, then, (other things being equal), Scottish Water would 
have to increase charges by twice the increase in infrastructure renewals 
expenditure. 
  
4) The following are facts, supported in each case by documentary evidence:- 
a) In the commissioning letter for the strategic review of water charges in 
Scotland, in addition to setting a lower limit on profits, a combined control on 
capital investment and profits was set for the water industry: namely, it was 
required that  

Capital Investment  K + Profit: 
 (ref: commissioning letter from Ross Finnie of 21 Aug 2001) 
The constant, K, was referred to in Annex A to Allan Wilson's letter to the 
Convenor of the Finance Committee of the Scottish Parliament, (Feb. 2004) as 
the "RAB resource allocation for the year", which we will simply call the RAB 
limit. 
b) It is known, both from Allan Wilson's letter, and from the calculations set out in 
Chapter 32 of the strategic review, exactly how the RAB resource allocation was 
calculated. In particular, from Tables 32.1 to 32.6 of the strategic review, the 
appropriate measure of expenditure which was set against the RAB limit was 
calculated as 
RAB expenditure = operating expenditure + investment + depreciation + capital 
charge element - revenue   .......(1) 
c) In this formula investment is gross investment, including expenditure on 
infrastructure renewal, (IRE): depreciation also includes an allowance for 
infrastructure renewal, (which we denote the infrastructure renewal charge, IRC): 
both these statements can be readily verified from the relevant tables in Chapter 
32 of the strategic review. Moreover, the detail in the tables on pages 402 and 
404 of the review allows the precise relationship between the IRE and IRC to be 
determined: specifically:- 

Table 32.6 of the review shows planned capital investment spend for years 
2001/02 to 2005/06. The figures there are identical to the figures shown in 
the table on page 404 of the review (Cash Flow Statement) in the section 
headed "use of funds for investment", (once proceeds from sale of tangible 
fixed assets are added back in). The detail on the page 404 table therefore 
allows the actual infrastructure renewal figures used in the review to be 
seen: (note that the summary figures in Chapter 32 do not give the exact 
infrastructure renewal expenditure component of investment after efficiency 
savings). 
Table 32.2 of the review, fourth bottom line, shows the infrastructure charge 
made under depreciation in the operating costs summary. The figures there 
correspond to the infrastructure depreciation figures in the depreciation 
section of the Income and Expenditure Statement on page 402 of the 
review. These figures (the page 402 figures) differ from the page 404 
figures by a constant amount of £43.2 million for each of the ten years from 
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2001 to 2010: thereafter the figures are equal. In other words, in each year 
of the review period, the infrastructure renewal  charge made to the Profit 
and Loss account is equal to infrastructure renewal expenditure plus £43.2 
million: i.e., IRC=IRE+43.2, during the entire review period. 

  
5) It follows from the facts set out in para 4 that IRE contributes twice to formula 
(1) above, first because IRE is a component of gross investment, and second 
because IRE is a component of IRC which is itself a component of depreciation. 
It is therefore a matter of fact that IRE is double counted in the RAB resource 
allocation set for Scottish Water at the time of the strategic review.  
If you disagree with this conclusion, the onus is upon you to show which of the 
facts set out in paragraph 4 is wrong. 
  
6) Clearly, if infrastructure renewal expenditure does not change once the RAB 
limit has been set, then the double counting of infrastructure renewal expenditure 
in formula (1) has no adverse effect on water charges. (If the value X was 
assumed for infrastructure renewal  expenditure when the limit was set, then 
infrastructure renewal  will contribute an amount 2X to the RAB limit: and if the 
outturn infrastructure renewal expenditure is also X then infrastructure renewal  
will contribute the same amount, 2X, to the RAB expenditure to be set against 
the limit: there is therefore no squeeze on expenditure.) 
  
7) Consider, however, what happens if infrastructure renewal  expenditure 
changes after the RAB limit has been set. Suppose that, in an obvious notation, 
the RAB limit was set using formula (1) as  
RAB limit = O + I +D + C - R,  
where O = planned operating expenditure, and so on. 
Now suppose that infrastructure renewal  expenditure increases by an amount y 
over what was originally planned for when the RAB limit was set: and that 
Scottish Water does not wish, or is not able, to squeeze operating expenditure or 
other elements of planned capital  expenditure to accommodate this - but 
decides instead to keep within the RAB limit by increasing revenue: then the 
required equation for RAB expenditure becomes 

RAB expenditure = O + (I + y) + (D + y) + C - (R +2y), 

which is equal to the original RAB limit. 
In other words, unless Scottish Water wishes to squeeze operating expenditure 
or other elements of capital, the effect of the double counting of infrastructure 
renewal  is to force the company to raise charges by an amount 2y or it will 
breach its RAB limit. 
  
8) You state in your letter that, if there was an increase in Scottish water's 
infrastructure renewals expenditure, "there is no need to increase revenues twice 
to cover these costs". The analysis in the preceding paragraph, which follows 
inescapably from the double counting of IRE in the RAB resource allocation as 
set by the Scottish Executive, shows that your statement is wrong in the context 
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of the RAB control regime specified for Scottish Water at the time of the strategic 
review.  
Again, if you disagree with us on this, the onus is on you to show what part of the 
preceding analysis is mistaken. 
  
(It is relevant to point out that, on page 63 of the strategic review, the Water 
Industry Commissioner states that, (after allowing for a margin for contingencies), 
all of the available public expenditure within the RAB limit is being used up: since 
the review calculations were therefore being conducted right up against the limit 
imposed by RAB control, the question of the potential impact of the double 
counting on water charges is not just an academic issue.) 
  
9)  Finally, unless you can point out an error in the analysis in this letter, we 
return to the second point made in our e-mail of 20th April: namely that we find it 
surprising that the Treasury endorsed the approach taken by the Scottish 
Executive. We would be grateful if you could also reply substantively to this point 
in your reply.  
We look forward to hearing from you at an early date. 
  
Yours sincerely, 
  
Dr. J.R.Cuthbert        Mrs. M. Cuthbert  
  
E-MAIL FROM HM TREASURY 29 APRIL 2005 
Dear Dr and Mrs Cuthbert, 

Thank you for your email of 20 April.  

On your first point infrastructure renewels expenditure is not scored twice in the 
Scottish Executive's resource budget. The impact of an increase in Scottish 
Water infrastructure renewals expenditure does not impact twice on the current 
costs of the Scottish Water service and so there is no need to increase revenues 
twice to cover those costs. Scottish Water has adopted a renewals accounting 
approach to its infrastructure asset as a method of estimating depreciation. This 
means that the amount of the annualised planned expenditure to maintain the 
operating capacity of infrastructure is treated as the depreciation charge for the 
period, reflected in the income and expenditure account. It is the current charges 
of the I&E account that should be met through current revenues, i.e. the level of 
charging must cover these operating costs. The actual infrastructure renewals 
expenditure for the year is treated as capital and funded, as is the capital 
programme in general, through borrowing from Scottish Ministers and cash 
generated from operating activities.  

On your second point, the Treasury stated that as far as we are aware Scottish 
Water has adopted a normal accounting treatment and the Scottish Executive's 
budgets - both capital and resource - have been adjusted accordingly. Scottish 
Water is a devolved body, and therefore the Scottish Executive's policy and 
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control arrangements are matter for the Scottish Executive. If you have further 
queries I suggest you may wish to address them to Rosemary Greenhill at the 
Scottish Executive. 

Yours sincerely, 

Conrad Smewing 

 
E-MAIL FROM DR JR AND MRS M CUTHBERT 20 April 2005 

Dear Conrad Smewing, 
Thank you for your email of 18th April in response to ours of 16th March to Ms 
Passman.  
With respect, you have not touched upon the issues we raised in our email. 
(Correspondence below). Specifically: 
a)    The formula used in setting the RAB limit for Scottish Water involves double 
counting of infrastructure renewal expenditure. (This double counting means that 
if infrastructure renewals expenditure (IRE) increases after the RAB limit has 
been set, as it did in Scotland, then charges must increase by twice the amount 
of the increase in IRE.) 
b)    We find it surprising that the Treasury endorsed the approach used by the 
Scottish Executive: this is the clear implication of the Mark Parkinson letter of 
24th February 2004 to David Reid of the Scottish Executive.  
  
Are you in a position to comment on these specific points, and, in particular, can 
you confirm that the Treasury endorses the Scottish Executive approach to 
setting the RAB limit for Scottish Water as appears to be the case from the Mark 
Parkinson letter. 
If you yourself are not in a position to answer these questions, can you refer us to 
the responsible person in the Treasury who is. Given that the Treasury has 
commented on this issue in the Mark Parkinson letter, there must be someone in 
the Treasury with responsibility for commenting on this. 
We look forward to a reply as soon as possible. 
Yours sincerely, 
Dr JR Cuthbert, Mrs M Cuthbert. 
  
  
E-MAIL FROM HM TREASURY 18 APRIL 2005 
 
Dear Dr and Mrs Cuthbert, 
  
I apologise that there has been a delay in replying to your original 
correspondence.  
  
HM Treasury sets the Scottish Executive's overall Departmental Expenditure 
Limit (DEL) under the Treasury's Resource Accounting and Budgeting (RAB) 
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framework. Under RAB, departments have separate, and distinctly managed, 
budgets for capital and resource.  The framework, devised and managed by 
HMT, determines how public corporations score within departmental DELs.  
Briefly, under Stage 1 RAB, Resource DEL scored the public corporation's profit 
and loss, and Capital DEL its capital expenditure.  Under Stage 2, DEL budgets 
changed to  reflect the sponsoring department's transactions with its public 
corporation, as well as a cost of capital charge on the asset held by the 
department.   
 
  
This system had the advantage of aligning the Resource Accounts which are 
produced under the Resource Accounting Manual and the DEL budgets, whilst 
retaining sufficient controls on total public sector fiscal aggregates. 
  
DEL levels were adjusted through agreement between HM Treasury and 
Departments firstly with the introduction of RAB, and then subsequently in the 
move from Stage 1 to Stage 2, so that Departments neither gained nor lost 
through the change in the budgeting framework. These adjustments will have 
been made on the basis of the accounting assumptions adopted by the Scottish 
Executive and other departments. The adjustments that were effected are 
documented in the Spending Review 2002 document.  
  
As a result, the use of either renewals accounting or a depreciation approach to 
infrastructure assets by Scottish Water would not have benefited or 
disadvantaged the Scottish Executive's budget under either system because their 
budgets would have been adjusted commensurately. 
  
Please be aware that the decision on whether to adopt renewals accounting for 
infrastructure assets in the commercial, GAAP based accounts produced by 
Scottish Water is a matter for Scottish Water, in consultation with their auditors.  
  
Setting the corporate governance framework under which the Scottish Executive 
manages Scottish Water and the way that the Scottish Executive controls the 
impact of Scottish Water's activities on its DEL budgets are matters for the 
Scottish Executive.   
  
Yours sincerely 
 
Conrad Smewing 
General Expenditure Policy Team 
HM Treasury  
E-MAIL FROM DR JR AND MRS M CUTHBERT 18 April 2005 

Dear Mr. Smewing, 
Please see the attached correspondence, from which we understand that Ms. 
Passman has passed on to you our original letter of 16 March. Could you let us 
know, please, whether you will soon be in a position to reply to this. 
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Dr. J. R. Cuthbert     Mrs M. Cuthbert 
  
Dear Ms Passman, 
We corresponded with you by email some time ago about aspects of the way in 
which the public expenditure  control arrangements for Scottish water had 
operated during the period 2001-2003 when they were under RAB control. 
It is now common ground, that during this period, the Scottish Executive set a 
single RAB control limit for Scottish water, as the sum of resources and capital 
elements. The formula for setting this limit was 
RAB expenditure = operating expenditure + investment + depreciation + capital 
charge element - revenue      ....(1) 
  
Annex A of the letter of February 2004 from Allan Wilson to the Scottish 
Parliament Finance Committee, together with the commissioning letter  for the 
strategic review of water charges, confirm this. 
The letter of 24th February 2004 from Mark Parkinson of the Treasury to David 
Reid of the Scottish Executive confirmed that in the Treasury's view the Scottish 
Executive had followed the normal accounting treatment.  
Two aspects of the situation puzzle us: 
First of all, in speaking to other departments who were responsible for similar 
types of public corporations, we have come across no other examples where the 
separate resource and capital limits were combined into a single limit as was 
done in the case of Scottish water. Indeed, one official  in a Whitehall department 
even said that to combine limits like this  "was very silly indeed". 
Second, the recent ONS technical note on double counting in the public finances 
sets out very clearly the two possible approaches, the renewals approach and 
the depreciation approach, for accounting for that aspect of depreciation which is 
constituted by infrastructure renewals.. As far as we can gather, the Treasury did 
not offer any definitive guidance on which of these accounting methods should 
be adopted in the context of RAB. It appears that the relevant RAB guidance 
simply says that departments may adopt renewals accounting for infrastructure 
renewals type expenditure: the use of the word "may" implies that it really up to 
the individual department to decide which accounting approach it wishes to 
adopt. It is the case, however, that a combined RAB limit, as was applied to 
Scottish water, is not invariant under choice of renewals versus depreciation 
approach in accounting for infrastructure renewal. If infrastructure renewal is 
accounted for under the renewals approach, then it is only counted once in 
formula (1) above: but if it is accounted for under the depreciation approach, it is 
double counted. Given this, it appears surprising that the Treasury apparently did 
not offer definitive advice to departments on how infrastructure renewals 
expenditure should be accounted for, before applying RAB. (Presumably, to 
avoid double counting, such advice should have been that the renewals 
approach should have been adopted). 
Note that in Annex A to the Allan Wilson letter of February 2004, it is stated that 
the renewals accounting methodology has been applied in setting the RAB limit. 
However, it is quite clear from the description of the approach actually adopted, 
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given in footnote 2 of Annex A, that what has actually been done equates to what 
is described as the depreciation approach to infrastructure renewal  in the ONS 
technical paper. Moreover, it is also clear from the calculations in Chapter 32 of 
the Strategic Review of Water Charges, that the Water Industry Commissioner, in 
checking compliance with the RAB limit, also adopted the depreciation approach 
to infrastructure renewal as defined by ONS.  The use of the depreciation 
approach for accounting for infrastructure renewal in the water industry in 
Scotland contrasts, for example, with the use of the renewals approach as used 
by the Highways Agency for motorways expenditure. 
In the light of the above points, we continue to find surprising both the form of the 
formula used in setting the RAB limit for Scottish water and the fact that the 
Treasury endorsed this approach. We would therefore be grateful if you could 
consider the above points and let us have your views. 
Yours sincerely, 
  
Dr JR Cuthbert   Mrs M Cuthbert. 
 
  
 

 10


	FI.S2.05.17.A - Agenda.doc
	FI_S2_05_17_1 - Relocation Letter.doc
	1. The Executive provided the Committee with a report in December 2004 and this was discussed at a meeting of the Committee on 11 January 2005.  It was agreed that the Executive would provide a similar report every 6 months, and the Committee has scheduled a discussion on this report for 28 June 2005.  This paper provides the Finance Committee with an update on progress on location reviews over the past 6 months and a response to issues raised at or since the January meeting, and not otherwise dealt with in subsequent correspondence.   
	2. The Executive’s December report highlighted how its response to the Committee’s 2004 report into the relocation of public sector jobs was to be implemented.  The aim through the last 6 months has been to make implementation of the relocation policy more strategic through improved: 
	 Consistency – ensured by a strengthened central team to conduct reviews, improved guidance and better engagement with local authorities and enterprise networks; 
	 Transparency – ensured by the publication of guidance, improved staff consultation, and better communication of the reason for decisions; 
	  Wider Policy Linkages – joining up the implementation of relocation with other policies, making the link with the UK Lyons review dispersals of civil service jobs and working more closely with stakeholders and partners. 
	3. This paper sets out the work which has been done to meet this overall aim in the last 6 months, and addresses the points the Finance Committee raised at and following the 11 January meeting. 
	4. The Executive hosted a seminar for local authorities and local enterprise companies on 1 March 2005.  The seminar was an opportunity to introduce the ideas set out in the draft Relocation Guide, previously considered by the Committee.  Participants were invited to comment on the guidance and asked to draw up targeted locations for inclusion in forthcoming location reviews as set out in the guidance.  Using specific, targeted locations and local information on socio-economics, property or potential developments, labour pool and transport links, rather than comparing wider local authority level data would allow relocation policy to join up with other publicly-funded activities.  This approach would also allow pockets of deprivation to be better targeted. To help identify suitable locations, the Executive provided an electronic proforma and asked authorities to complete and return these by May. 
	5. Executive officials went out to meet officials in local authorities and local enterprise companies from Dumfries to Inverness during April, and by May most authorities and other stakeholders had commented on the draft Relocation Guide and had returned proformas, setting out their preferred locations for future reviews.  This list will be refined and completed and will be included in its final form on the new relocation website.  The Executive will revisit this list periodically to ensure it remains relevant and reflects local changes in circumstance.   
	6. For information, not all locations will be part of a community – business parks are often on the outskirts of residential developments.  Where this is the case, local information will be taken for the nearest community. 
	 
	7. The website goes live on Monday, 27 June and will provides contact details, guidance on the policy and an on the review process, a tracker showing the outcome of previous reviews (and reasons for decisions) as well as which reviews are in progress, the list of location opportunities identified by local authorities and enterprise companies, and links to other relevant sites.  The site will in future also contain details on our proposed evaluation of the policy’s impact, project plans for forthcoming reviews, and a forum for staff in bodies already relocated. 
	8.  Comments on the draft guidance have been addressed and some amendments made.  The amended version appears on the website and a limited number of hard copies are being printed.  Changes to the draft include some further clarity on the decision-making process and some further refinements to the socio-economic criteria to allow even more local information to be considered.  The guidance can be viewed at: 
	www.scotland.gov.uk/Topics/Government/Public-bodies/Relocation/Introduction 
	 
	9. In terms of reviews in progress and reviews concluded to date, for ease of reference, the most up to date version of the tracker showing the outcome of previous reviews and progress with those in track is set out at Annex A. 
	10. The Executive will also announce shortly the core of its forward location review programme, and more candidates will be identified in year as a potential new trigger kicks in. 
	11. The Executive is monitoring developments in the UK relocation policy through Scottish Development International (SDI).  There have been few opportunities to engage with UK departments over the last 6 months, but SDI has organised an awareness event in London in July to raise Scotland’s profile as a good location for Whitehall posts currently under review. 
	 
	12. Changes to the Civil Service Recruitment Code are now being made that may allow the transfer of NDPB staff into the Civil Service.  This may be helpful for some NDPBs considering relocation, as staff not wishing to relocate may now have an option to apply for posts within the Civil Service.  This may help the staff concerned and reduce relocation costs associated with redundancy.  The Office of the Civil Service Commissioners’ (OCSC) has agreed that the requirements outlined in the Recruitment Code can be relaxed for bodies whose ties with the Civil Service are very close, and whose work is very similar; provided that certain conditions are met. Conditions will include having a long term, and continuing, policy of recruitment on the basis of fair and open competition.  NDPBs will now be invited to apply to the Cabinet Office to be admitted to a register of approved bodies. 
	13. Staff in approved NDPBs will then have access to the Civil Service Gateway site that is already open to staff in other Government Departments.  This is also a useful tool for UK Departments in Scotland where the Gershon efficiencies have been brought into effect.  It is important to note that the Executive only advertises posts on the site that it cannot fill internally, and staff applying for these posts will have to have appropriate skills and competencies.  It is expected that civil servants will have reciprocal access to vacant posts in NDPBs 
	 
	14.  In the previous report to the Committee, we set out broad plans to link relocation with other policies in a more strategic way.  Our work to develop a new, more strategic location review trigger as an alternative or addition to the existing triggers is dependent on parallel developments in efficient government and the extension of best value across the public sector.  We are also seeking to avoid any duplication or overlap with our regular strategic review processes for NDPBs and other public bodies.  We are not yet in a position to share with the Committee the conclusions of our considerations, but we remain committed to developing an appropriate way of bringing into the relocation programme a wider range of bodies and units, through a more strategic trigger. 
	15. The Committee has sought clarification on the consultation mechanisms between the Executive and staff in NDPBs and their representatives.  Staff in Executive departments already have the benefit of a framework agreed between the Executive and the Council of Scottish Executive Unions.  As the Committee knows, issues around staff in NDPBs is traditionally a matter for each NDPB.  For that reason we have set out in our Relocation Guide what we think is best practice for consulting and involving staff and representatives within NDPBs under location review.  In addition, the direct input of the central relocation support team will encourage compliance with that best practice guidance. 
	  
	16. The Committee has also recommended that timescales should be set out openly for each review and if and when the timetable slips, staff and stakeholders should be informed and an explanation should be given.  The Executive agrees with this recommendation and plans to agree project plans with bodies under review.  These plans will be set out on the relocation website and so will be open for scrutiny.  Any slippage will be apparent and reasons for it will be included on the website for maximum transparency. 
	  
	17. In the previous report to the Committee, we set out a table of additional costs and benefits for bodies that had already moved.  However, the Committee asked for work to be done to highlight the benefits of relocation to the organisations, to the areas and to staff following a move.  The Committee suggested that a flavour of this should be included in tables for the future.  Some of the benefits we would wish to include here would require significant analysis to ensure that they were quantifiable.  To make sure the information is as robust as possible, the Executive has begun systematic evaluation of the impact of the policy in the areas concerned.  It is planned to provide the Committee with an updated table with 3 extra columns later this year which shows the additional costs and benefits as well as the qualitative and quantative analysis of the wider benefits for communities following relocations.  The evaluation will be based, in the first instance, on responses to the questionnaire set out in the Relocation Guide.  Results of the exercise will also be posted on the relocation website 
	Property Availability 
	18. In January, the Committee raised the issue of property availability and asked that we engage with the enterprise networks to ensure that lack of available property would not become an insuperable barrier to an area being considered for relocations.  The Executive has worked with local enterprise companies directly since then and has identified locations across Scotland where either existing or planned property or potential development sites will be available.  The existence of available property will therefore no longer be a necessary prerequisite in location reviews. 

	FI.S2.05.17.2 Letter from PO.doc
	FI.S2.05.17.3 - Paper on Efficient Government.doc
	FI.S2.05.17.4 - Paper on Written Agreements.doc
	The original intention behind the budget process was in essence that it represented a consultation leading into the annual budget bill – so that the parliamentary scrutiny process would focus on the single financial year covered by that budget bill.  In Spending Review years, the budget bill which emerges from the consultation process is that for the first of the three years covered in the review.  But as this year will also be the final year covered by the previous Spending Review, and the expectation is that changes to budgets for that year will be limited.  The parliamentary scrutiny process then needs to address: 
	i) the priorities for spending across the whole three year spending review           period (for which no spending plans will be available at this point); and 
	ii) the detailed spending plans for the first year only. 
	THE BUDGETING PROCESS 
	AGREEMENT BETWEEN 
	 THE SPCB AND THE FINANCE COMMITTEE 
	 
	THE BUDGETING PROCESS 
	AGREEMENT BETWEEN 
	 THE SCOTTISH COMMISSION FOR PUBLIC AUDIT 
	 AND THE FINANCE COMMITTEE 

	 


	FI.S2.05.17.5 Correspondence from the Cuthberts.doc

