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  11th Meeting, 2000 (Session 1)

Tuesday 9 May 2000

The Committee will meet at 10.00 am in the Empire Room of the Festival Theatre, to
consider the following agenda items:

1. European Funding Inquiry: The Committee will consider the proposed remit for
their inquiry.

2. Contingent Liability: The Committee will consider a propsoped contingent
liabiltiy which has been notified to them by the Scottish Executive Health
Department.

Sarah Davidson
Clerk to the Committee

Room 1.6, Committee Chambers
Ext. 0131 348 5205

Email: sarah.davidson@scottish.parliament.uk
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Inquiry into European Structural Funds:  Finance Committee remit and timetable

As Members are aware, the Parliamentary Bureau took the decision that the
European Committee should fulfil the role of lead committee for the purposes of this
inquiry.  The Bureau also recommended that a meeting take place between the
conveners of each committee, the Minister for Finance and the Minister for
Parliament in order to clarify the scope of each Committee’s deliberations.

As a result of these discussions, it is proposed that the Finance Committee
should examine the practices and conventions applied by the Treasury in
allocating Scotland’s share of European Funds and consider whether these are
appropriate.

As members identified during earlier discussion on this issue, this remit
encompasses the following questions which have been raised by commentators:

•  is the Barnett formula the most appropriate way of allocating ESF or should it be
exempted from the formula arrangements;

•  does the assigned budget properly reflect the full amount of ESF allocated to
Scotland by the European Commission;

•  can it be demonstrated that the Treasury is not simply using European money to
fund public expenditure in Scotland which would otherwise have been funded by
other means; and

•  does the UK rebate provide a significant incentive for the UK Government to
exercise restraint in drawing down and spending available EU funds in the UK?

In advance of the inquiry we are planning an informal briefing on the technical
aspects of the workings of the Barnett formula in order to clarify the Committee’s
understanding of the way in which the assigned budget is compiled.

We propose that the inquiry should then proceed as follows.  (Please note that the
dates of attendance of all witnesses remain provisional):

16 May Gillian Bristow, Cardiff Business School
Professor David Heald, Aberdeen University

23 May David Bell, Stirling University
Tony Mackay, Mackay Consulting

30 May HM Treasury officials
Scottish Executive Minister and officials

6 June Consider draft report
12 June Provisional publication date

Clerks to the Committee
3 May
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CONTINGENT LIABILITIES

Agenda item 2 concerns the Committee’s consideration of the contingent
liability in connection with the proposed commercial partnership between the
Scottish National Blood Transfusion Service and the Turkish Company, BIEM
ilac.

The reason this item is on the agenda is as a  result of one section of the
written agreement between the Parliament and the Scottish Executive on in
year changes to expenditure allocations.  The relevant paragraphs of this
documents are as follows:

Contingent liabilities

FIAG [see below] 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.

11. 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.

In response to a request by the committee for further information on
contingent liabilities, the Minister for Finance provided further details in a letter
to the Committee:

A contingent liability is defined in accounting terms as:

a) a possible obligation that arises from past events and whose existence
will be confirmed only by the occurrence of one or more uncertain future
events not wholly within the entity’s control; or

b) a present obligation that arises from past events but is not recognised
because:
i) it is not probable that a transfer of economic benefits will be

required to settle the obligation; or
ii) the amount of the obligation cannot be measured with sufficient

reliability.



FI/00/11/2

More simply, it is a liability that is not certain, but contingent on some event.
The most obvious cases are guarantees or indemnities.   Specific examples
include:

a) indemnities given to owners of historical objects lent to the National
Museums against damage or loss;

b) working capital guarantees to housing associations; and

c) bank overdraft guarantees under the Local Government etc
(Scotland) Act 1994.

With the introduction of resource accounting, provision will have to be made in
the accounts for any liabilities to the extent that they are likely to mature.   But
FIAG thought there should be a procedure to ensure that the Scottish
Ministers consult the Parliament before they authorise any guarantees and
the like, that have a potential liability of more than £1 million.

The extract from FIAG referred to in the written agreement and the Minister’s
letter is as follows:

Contingent Liabilities 7.1 A guarantee or indemnity given by a Minister of
the Crown is a legally enforceable undertaking. And, a letter or general
statement of comfort, while not necessarily giving rise to a legal obligation,
may nevertheless impose a moral obligation on the Government. 7.2 At
Westminster agreements have been reached between the Government and
the PAC which has established conventions which ensure, as far as possible,
that Parliament is not asked to authorise the provision of funds to meet
liabilities of which it has not had reasonable notice and for which no
justification has previously been provided. 7.3 Where a non-statutory liability
could exceed £100,000, Parliament should be notified in accordance with the
procedure agreed with the PAC. After obtaining Treasury approval, a
Department which proposes to give a guarantee or indemnity must lay before
the House of Commons a minute describing the amount and duration of the
guarantee or indemnity and the body or bodies involved, and any other
relevant information. Members of Parliament have the opportunity to raise
questions and an undertaking cannot proceed until these have been
answered. 7.4 FlAG has considered whether an equivalent procedure is
required for Scotland in the recognition that the procedures described above
relate to the procedures against the background of cash accounting systems.
The Group recognise that resource accounting would mean, in future, that
provision would have to be made in the accounts for liabilities likely to mature.
Nevertheless, FIAG recommends there should be some constraint on the
Executive's ability to enter into such liabilities, and the Scottish Parliament
may wish to consider a limit above which prior approval must be sought It is
also recommends that this limit should be set considerably higher than the
Westminster precedent - £lm might be reasonable.
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