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FINANCE  COMMITTEE

AGENDA

  15th Meeting, 2000 (Session 1)

Tuesday 6 June 2000

The Committee will meet at 10.00 am in Committee Room 2 to consider the following
agenda items:

1. Committee Business: The Committee will consider whether items 3 and 4
should be taken in private.

2. Inquiry into European Structural Funds: The Committee will consider the
progress of the inquiry.

3. 2001/2002 Budget: The Committee will consider, with its advisers, the Stage 1
budget reports of the subject committees.

4. Inquiry into the Finance Functions of the Scottish Executive: The Committee
will consider the summary of issues.

Callum Thomson
Clerk to the Committee

Room 1.6, Committee Chambers
Ext. 0131 348 5215

Email: callum.thomson@scottish.parliament.uk
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The relevant papers for the meeting are as follows:

Agenda Item 2

Letter from Convener to Chancellor  20.5.00

Letter from HM Treasury to Convener 26.5.00

Letter from Convener to Minister for Finance 26.5.00

Memorandum from Minister on European Structural Funding

Agenda Item 3  

Investing in You: The Annual Expenditure Report of the Scottish
Executive (Members are reminded to bring this document to
the meeting)

Private Papers: Stage 1 Budget reports for the following
committees:

Education, Culture and Sport
Enterprise and Lifelong Learning
Equal Opportunities
Health and Community Care
Justice and Home Affairs
Local Government
Rural Affairs (to follow)
Social Inclusion, Housing and Voluntary Sector
Transport and the Environment

Private Paper: Memorandum from Professor Irvine Lapsley on
Objectives and Performance Measures.

Agenda Item 4

Private Paper: Report on Finance Functions of the Scottish
Executive: Summary of Issues (to follow)
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The Scottish Parliament Finance Committee
From the Convener, Mike Watson MSP

Edinburgh
EH99 1SP

Rt. Hon. Gordon Brown MP
Chancellor of the Exchequer
HM Treasury
Parliament Street
LONDON
SW1P 3AG

20 May 2000

The Finance Committee is currently engaged in an inquiry into European Structural
Funds.  Its remit is to examine the practices and conventions applied by the Treasury
in allocating Scotland’s share of European Funds and consider whether these are
appropriate.

I understand that the Clerk of this Committee has been in contact with officials from
your Department to ascertain to whom a formal invitation to give evidence on 30 May
should be issued.  I was very disappointed to hear that, at an official level, it is felt
that the Treasury should not participate in this inquiry particularly as the Finance
Committee has already received evidence from a senior Treasury official earlier this
year.

The role of the Treasury goes to the heart of this inquiry. HM Treasury’s Statement
of Funding Policy of 31 March 1999 states:

“Responsibility for United Kingdom fiscal policy, macroeconomic policy and
public expenditure allocation across the United Kingdom will remain with the
Treasury.  As a result, the devolved administrations’ budgets will continue to
be determined within the framework of public expenditure control in the United
Kingdom.”

The Committee is anxious to understand the way the Treasury applies the rules in
allocating European Funding and the rationale that lies behind such an approach.
Whilst we have heard from academics on the way the funding mechanism works, it is
imperative for the Committee to be able to hear directly the Treasury persective.

I understand that your officials do not think that an official or Minister from the
Treasury would be able to add to anything that the Minister for Finance could say in
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evidence to the Committee.  I disagree.  As your own document makes clear, it is
only once the overall public expenditure budgets have been determined that the
Scottish Executive has freedom to make spending decisions.

The Minister for Finance has already agreed to give evidence to the Committee.  It is
my  strong belief, however,  that his appearance should be seen as an important but
discrete component of the inquiry and not as a substitute for the  Treasury viewpoint.
I think it is no exaggeration to say that this inquiry would be seriously undermined if
neither a Minister or officials from HM Treasury were able to give evidence to this
Committee.

I should, therefore, be grateful if you would give careful consideration to this matter
and hope that you are able to respond positively to my request for either yourself,
one of your ministerial colleagues or a senior official to give evidence to the
Committee on 30 May or another suitable date around that time.

CONVENER
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The Scottish Parliament Finance Committee
From the Convener, Mike Watson MSP

Edinburgh
EH99 1SP

Jack McConnell MSP
Minister for Finance
The Scottish Executive
Victoria Quay
Edinburgh

26 May 2000

I am writing in connection with the Finance Committee’s inquiry into European
Structural Funds.  Thank you for sending me your memorandum which gives
responses to the Committee’s questions in the inquiry remit.

I have also seen a copy of your memorandum to the European Committee in
preparation for your appearance before it on 30 May.  It appears that your responses
are to questions raised by that Committee before it was agreed by the Parliamentary
Bureau that the Finance Committee and the European Committee should look at
separate aspects of this subject.  I have discussed this matter with Hugh Henry and
we have agreed that both committees should adhere to the arrangement which was
agreed by the two of us and Tom McCabe.

As such, questions one, two, seven and eight in the European paper are clearly
matters for the Finance Committee.  I am sure that you will agree that it would not be
desirable for two committees to hear evidence from you on the same matters.  I
would therefore be obliged if, when giving evidence to the European Committee, you
refrain from asking questions that are more properly dealt with by the Finance
Committee.

On a related subject, I attach a  copy of my letter to the Chancellor of the Exchequer
requesting that a Minister or senior official give oral evidence to this Committee.
Although I still await a reply, I have been informed that HM Treasury are minded to
decline my invitation.  If this is confirmed, I would be most concerned.  There is a
recent precedent for the Treasury giving evidence, when a senior official attended as
part of our inquiry into the Finance Functions of the Scottish Executive.
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That apart, the absence of Treasury evidence would leave the Committee’s current
inquiry lacking in a crucial area of policy relating to European Structural Funds.  You
and I have discussed this issue informally a few days ago and it would be extremely
helpful if you were to indicate publicly that public expenditure allocation is
determined within a UK framework.  As such, therefore,  it would be proper for the
Treasury to give evidence to this Committee on the way the funding mechanism
works in respect of European Funding.

I should be grateful for the opportunity to discuss the contents of this letter with you
as a matter of urgency.

CONVENER

cc: Hugh Henry, Convener of European Committee
      Stephen Imrie, Clerk to the European Committee 
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MEMORANDUM FROM MINISTER FOR FINANCE ON EUROPEAN
STRUCTURAL FUNDS

FINANCE COMMITTEE QUESTIONS

Q1 Is the Barnett formula the more appropriate way of allocating European
Structural Funds or should it be exempted from the formula arrangements

- The Barnett formula has no role in the allocation of Structural Funds and nor should it
have.  The formula is the means by which increases or decreases in comparable public
expenditure programmes in England and Wales are translated to the Scottish Assigned
Budget.  Moreover it is not possible to make a direct match between the Barnett
formula consequences arising from changes in Structural Funds provision in English
programmes and changes in the Assigned Budget overall, since changes are calculated
at an aggregate level for each comparable programme and not for individual sub-
programmes.

- Structural Funds receipts have always formed part of the Scottish block (now
Assigned Budget).  When any changes have been made to responsibilities (eg the
assumption of responsibility for European Social Fund programmes in 1994)
corresponding increases have been made to the Scottish Block.  It is not true to say
that the Barnett formula is the means by which Structural Funds are allocated, since
the formula only applies to changes in the Assigned Budget and does not determine
directly the size of the Assigned Budget itself.  Moreover it is not possible to make a
direct match between the Barnett formula consequences arising from changes in
Structural Funds provision in English programmes and changes in the Assigned
Budget overall, since changes are calculated at an aggregate level for each comparable
programme and not for individual sub-programmes.

- The Scottish Executive nevertheless believes that the Assigned Budget system and the
Barnett formula act to the overall benefit of Scotland.  Over the years the inclusion of
Structural Funds in Assigned Budget has been beneficial since in most years in the
1990s underspending of the provision made in the Assigned Budget for the Structural
Funds programmes has been made available for redeployment to other programmes.
Moreover in future years, as receipts decline, probably towards the end of the
programme period, resources may be made available from the Assigned Budget to
meet domestic priorities.

Q2 Does the Assigned Budget properly reflect the full amount of ESF allocated to
Scotland by the European Commission

- Yes.  The UK Government automatically covers all Structural Funds receipts within
the appropriate spending programmes of Government Departments and the devolved
administrations (in Scotland the Assigned Budget).   Moreover the Executive receives
from the European Commission (through the Bank of England) over the length of the
programme, funding in euro equivalent to the overall value of eligible project costs.
The advantage of disbursing this through the Executive’s budget (in pounds) is that it
is paid to grant recipients more promptly than would be the case if payments came
direct from Brussels.
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Q3 Can it be demonstrated that the Treasury is not simply using European
expenditure in Scotland which would otherwise have been funded by other
means

- Under the terms of European legislation the British Government is obliged to ensure
that levels of expenditure are maintained in the relevant Public Expenditure
Programmes in such a way which demonstrates that Structural Funds are additional to
domestic expenditure on equivalent programmes.  The UK has always met this
requirement.  An agreement in 1992 between Commissioner Bruce Millan, then
Commissioner for regional policy, and Sir John Kerr, the then UK Permanent
Representative set out detailed arrangements for ensuring additionality.  Under these
arrangements provision for Structural Funds is automatically included in the budget of
the responsible department (in Scotland the Assigned Budget).  In addition the full
benefit of the grant is felt by the recipient at the local level.

Q4 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

- The UK Rebate is an important element in ensuring a fair funding arrangement for the
Community as a whole and its role was reaffirmed after the 1998/99 IGC.  From the
Scottish perspective it has never had any impact in preventing Scottish recipients from
receiving the full value of European Structural Funds grants to which they are
entitled.


