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The Committee will meet at 1.45 pm in The Hub, Castlehill, Edinburgh

1. Local Government Finance Inquiry (in private): The Committee will consider
lines of questioning

2. Items in private: The Committee will consider whether to take item 5 and 6 in
private and items on the timetabling of committee meetings and evidence from
Audit Scotland on the financial performance of councils in private at the meeting
on 3 April

3. Local Government Finance Inquiry: The Committee will take evidence from the
following witnesses—

Society of Local Authority Chief Executives

Aberdeenshire Council

Argyll and Bute Council

Chartered Institute of Public Finance Accountants Directors of Finance
Section - Scottish Branch

4. Subordinate Legislation: The Committee will consider the following negative
instrument—

The Non-Domestic Rate (Scotland) Order 2001, (SSI 2001/44)

5. Consultation on Codes of Conduct for councillors and members of
devolved public bodies: The Committee will consider its conclusions on the
consultation

6. Witness expenses: The Committee will consider whether to approve expenses
to be incurred by certain witnesses in connection with the meeting on 22 May
2001
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SOLACE (Scotland)

LOCAL GOVERNMENT COMMITTEE OF THE SCOTTISH PARLIAMENT
INQUIRY INTO LOCAL GOVERNMENT FINANCE

INTRODUCTION

SOLACE is committed to achieving Best Value for public resources in local
government and welcomes the opportunity to submit evidence to the Local
Government Committee in relation to its Inquiry into Local Government Finance.

Our comments in this submission build on and supplement our recent papers, which
have been produced in conjunction with the other local government professional
associations. Together they propose a coherent and strategic programme for local
government reform. In particular we propose:
• A joint planning forum between local and central government that jointly agrees

priorities through “Public Service Agreements” and recognises the inter-
dependence between levels of governance in Scotland. The framework we
propose would recognise the joint priorities and responsibilities different levels of
government have for making a difference to the lives of people in Scotland while
at the same time recognising that local areas require local solutions.

• A holistic and outcome-focused performance and review system across the
public sector. Best Value is not a stand alone initiative but that is intertwined with
other important areas of reform. A major problem in this regard is that at present
reform programmes across the public sector do not fit together in a coherent way.
Different services and sections of the public sector have different accountabilities,
different inspectorates and different performance regimes.

The focus of our submission, therefore, is not only finance, but finance as part of a
system that achieves effective local government - finance and the finance system is a
means to an end and not an end in itself.

RECENT DEVELOPMENTS

Recent developments in the Scottish Executive’s local government funding policy go
some way towards addressing these issues and are, in general, to be welcomed. In
particular, the introduction of three-year settlements for individual councils introduces
a degree of stability essential for strategic planning. Furthermore, the move away
from fixed expenditure “guidelines” to a tax-based control framework is also
welcome. However, while there are some moves afoot towards a greater outcome
focus for planning, financing and assessing performance, SOLACE believes that the
current piecemeal changes still oblige councils to operate within a fragmented
financing framework that obstructs councils from pursuing their goals in the most
effective way.

For example, the continued use of hypothecation, ringfenced monies and challenge
funds limit councils’ effectiveness. Such methods of funding, which are aimed at
promoting government priorities, ignore differing local levels of service, presume
universal levels of need and impose uniform methods of service delivery. They also
ignore the inter-connectedness of central and local government. A more effective
model would be to agree outcomes with councils and then to allow local authorities to
use all their resources creatively to achieve these outcomes and to obtain Best Value
locally.
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By mainstreaming funding and allowing councils to make the strategic connections at
a local level, in the context of jointly agreed central and local political priorities, would
better achieve a joined up approach to the issues that face all levels of government in
Scotland. These proposals reiterate the approach spelled out in the Executive’s
social justice strategy for a “budgetary system that is driven more by local
requirements and preferences rather than the traditional vertical structures or silos of
government” (Social Justice . . . A Scotland where everyone matters).

Such an approach would certainly require change and modernisation on all sides
with regard to current practices, but in SOLACE’s view progress on this issue would
have a more significant impact on the effectiveness of Scottish governance than any
other. We would therefore welcome change in this area and we hope that the
Scottish Executive will also seek to embrace new and more effective ways of
working.

BALANCE OF FUNDING BETWEEN CENTRAL AND LOCAL GOVERNMENT

Many councils hold very strong views concerning the current balance of funding
whereby Council Tax is disproportionately sensitive to changes in Aggregate External
Finance through the so-called “gearing effect”. Councils are rightly concerned that
the current balance of funding leads to an accountability deficit where Council Tax
can rise significantly despite cash increases to councils. Furthermore, this problem
can be exacerbated by hypothecation where the government diverts resources from
existing services to fund new initiatives. Taken together, these factors can lead to
real confusion on the part of Council Tax payers as to who is responsible for
increases in local tax bills.

SOLACE is sympathetic to these views but believes they must be seen in the context
of post-devolution Scotland and our proposals for more effective joint planning. Local
government in Scotland spends around 40% of the Scottish Block. In turn the
Executive, through the parliament, funds around 80% of local government’s income.
If local government is to continue to occupy such a central role in Scottish
governance then accountabilities for these resources and for achieving policy
outcomes must be shared. We believe that if there was a more joined up approach to
expenditure policy then some of these accountability difficulties would be resolved.

THE FUTURE OF NON-DOMESTIC RATE INCOME

The present system for taxing local businesses contributes around 20-25% of total
local government expenditure. However, while this is a very significant proportion of
local expenditure there is currently no real financial link between local objectives and
local businesses. Strategic relationships with business can be built through
Community Planning, but often businesses are unclear as to how the tax they pay
locally is spent. In effect, while local government collects NDRI, the UK government
sets a uniform rate of poundage and the resources collected are pooled and then
distributed by the Scottish Executive as part of AEF.

Proposed reform measures include:
• A full return of the business tax to local control;
• Allowing councils to raise a supplementary business tax of 2-3% above the

standard rate;
• Allowing councils to keep a percentage of their local business tax before pooling.
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While SOLACE is open to proposals of reform and is certainly committed to
improving business leaders’ awareness of local issues, in our judgement any
proposed reforms must consider the following issues:
• Equity across Scotland as a whole – areas can be cushioned from any temporary

local decline in their tax base by the current system thus mitigating the inter-
related problems of unemployment that accompany such a decline.

• Stability and partnership with business – business success is crucial to local
economies and the general well being of local areas. Instability or too much
variance of business tax across Scotland would not provide the kind of context
necessary for a successful enterprise economy.

In this context the full return of the business tax without equalisation would appear
inequitable while no significant re-balancing of funding would be achieved by the
other two proposals. Therefore, while SOLACE is open to proposals for reform it is
difficult to see what significant benefit for local government as a whole could be
gained from current suggestions.

COUNCIL TAX

SOLACE believes that the present system of local property tax is generally
acceptable and that it has the following benefits over its predecessor tax the
Community Charge:
• It is more equitable and more acceptable to tax payers;
• It is understandable to tax payers;
• It has good collection rates;
• It is relatively straightforward and inexpensive to administer.

It is therefore proposed that given these factors and given the tax has only been in
operation since 1993/94 that no major changes are made to the current system of
local taxation.

Nevertheless, we believe that there are two further issues to be considered. Firstly,
we believe that there should be a full revaluation of domestic properties to maintain
the integrity of the current system. The current valuations are based on 1991 market
values. Non-domestic properties are revalued every five years and we would support
a regular revaluation cycle for domestic properties also.

Secondly, such a revaluation of domestic properties would also offer the opportunity
to recast the current valuation bands. At present the valuation bands do not
represent a sufficiently progressive form of taxation as they do not provide sufficient
distinction between taxpayers financial circumstances. In line with the Scottish
Executive’s social justice policy a review of the number and scope of the bands could
lead to more relief for tax payers in lower banded properties.

ALTERNATIVES TO COUNCIL TAX

Different councils hold widely differing views on the value of alternative forms of local
taxation. As this is a broadly political question we shall limit our analysis to the
principles of equity, localness and the potential effect on employers, which we
believe to be matters of significant consensus across political parties.

Local Income Tax
The implementation of a local income tax would at first sight be more progressive
than the current Council Tax as it would be directly related to income. However, if the
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income tax were to be at the discretion of local councils then perversely deprived
areas with lower average incomes would have to levy more tax to achieve an
equivalent increase in revenue than in wealthier areas. On the other hand, if the local
income tax were to take effect uniformly across the whole of Scotland and resource
equalisation applied it is difficult to see what would remain local about the tax. In
other words, with a local income tax, equity and localness seem to be in conflict.
Furthermore, with potentially 32 different rates of taxation across Scotland the
additional cost and complexity of administration for employers would be extremely
cumbersome.

Local Sales Tax
A uniform additional sales tax by its nature would be regressive and therefore
generally unpopular. However, it is possible to imagine an additional sales tax for
luxury goods in tourist areas as an entirely feasible form of local taxation as applies
in other parts of Europe. It may be argued that where local councils thought that the
revenue raised against the costs to local businesses represented Best Value for local
communities there may be a case for allowing them the power to do so. However, it
may also be argued that equalisation should also occur to compensate areas with no
opportunity to raise such a tax. As the return from such a tax is likely to be marginal
in the context of local government spending, it is difficult to see what overall benefit it
may have across 32 councils.

CAPITAL FINANCE, PUBLIC PRIVATE PARTNERSHIPS AND THE DEFINITION
OF THE PSBR

SOLACE welcomes the recent developments within the capital finance
arrangements, particularly the firm three-year capital consent allocations for all
councils. The abolition of the receipts pooling regime is also to be welcomed as this
will provide an incentive for councils to take a more strategic view of their property
and estate.

However, these steps forward fall significantly short of providing adequate resources
to enable councils to plan for needed capital investment.

Increased capital spending in Scottish local government is absolutely essential. The
current situation is definitively not Best Value and makes no sense either in the
Executive’s own wider policy agenda or in terms of an economical future for local
government. The current position with regard to capital puts greater pressure on
revenue budgets and leads to the ineffective use of resources. Infrastructure and
fixed assets are becoming run down and ultimately more expensive to upgrade.
Meanwhile, new information or energy technologies that would change business
processes, decrease revenue pressures and improve service are out of reach and
unattainable.

The government argued in opposition and when it came to power initially that it would
increase investment in order to achieve these long-term savings. The Invest to Save
and Modernising Government Funds are good examples of these kind of funds but
are ultimately inadequate in size and scope. Higher mainstream capital funding is
essential to achieve real change and the modernisation of public services.

Councils have pursued partnerships with the private sector in order to raise capital.
However, while PFI/PPP models will be able to provide Best Value in some
instances, this is often not the case. Where it is not the case, councils are restricted
as to what other avenues they can pursue to secure essential capital investment.
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Moreover, the up front costs involved in getting such complex deals off the ground
are significant and cannot be recouped if the deal does not go through.

While we recognise that PSBR definitions are not a devolved matter, there is
certainly an argument, against the backdrop above that the current definition of
PSBR does not provide Best Value to the public purse. It forces public service
providers to borrow capital at more expensive rates than those available to central
government.

SOLACE would therefore encourage the Scottish Executive to review its policy on
capital expenditure and we would support proposals to replace the Section 94 regime
with a jointly planned and agreed revenue-based system. In this way Best Value
would be the overarching framework for controlling all local public expenditure in a
strategic way.

CONCLUSION

In conclusion, SOLACE welcomes the attention that the Local Government
Committee is paying to the issue of local government finance and its willingness to
take up the recommendation from the McIntosh Report.

Regarding the major issues of the inquiry however, SOLACE believes that it is not
necessarily the balance of funding or local government’s fiscal base that is the major
concern. These issues are important but they are perhaps too much focused on a
view of local government as separate and distinct from other levels of governance in
Scotland. Instead SOLACE would welcome above all structured and time-bound
proposals that would move local, central government and the rest of the public sector
towards a more joined up system for planning expenditure in line with jointly agreed
priorities.
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           Finance

Charles Armstrong
Director
Woodhill House

 Westburn Road
Aberdeen  AB16 5GB
Telephone 01224 665410
Fax 01224 664888

Our Ref
Your Ref

CA/MR

Please ask
for Charles Armstrong

Direct Dial 01224 665410

18 December 2000

Ms Irene Fleming
Senior Assistant Clerk to the Local Government Committee
The Scottish Parliament
EDINBURGH
EH99 1SP

Dear Ms Fleming

I refer to your letter dated 9 November 2000 addressed to the Chief Executive,
which requested written submissions on several items related to local government
finance.  This could not be considered by the Council’s Policy & Resources
Committee since its most recent meeting was 9 November 2000 and it will not meet
again until 11 January 2001.  The evidence in this letter is therefore that of officers
only, which may be subsequently endorsed by Policy & Resources Committee.

Each of the issues on which views are requested is dealt with in turn in the
remainder of this letter.

The balance between central and local funding:  In Aberdeenshire Council’s
case the balance is approximately 75 : 25.  While it is always tempting to seek a
greater share of funding from central government, this is accompanied by a loss of
flexibility in determining local spending needs due to the “gearing effect”, whereby
a 1% increase in spending results, all other things remaining equal, in a 4% impact
on Council Tax.  A significant move in the opposite direction, towards, say, a 50 :
50 balance would help this, but the doubling of the current levels of Council Tax
would have to be balanced at individual tax payer level, by a corresponding and
visible reduction in national taxation, for example, a reduction in VAT or the rate of
income tax.  It is difficult to see how this might be achieved, and accordingly it is
suggested that the balance remain in the range of 70 : 30 to 80 : 20.
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Local Sales Tax:  This has been examined in the past and found to be difficult to
collect.  The ease with which consumers can and do shop across borders suggests
that widespread avoidance of this tax would take place, resulting in loss of revenue
and also an impact on local traders.  Increases in B2C electronic transactions would
render such a tax progressively redundant.

It is suggested that this is not an option worth pursuing.

Land Value Tax:  It is not thought that this would have a large yield, and could
prove difficult to collect.  If this tax was to be seriously considered some academic
research would be required.

Full Council Tax on Second  Homes:  This change is supported, subject to
adjustments to the grant distribution arrangements to ensure that any increased yield
from Council Tax revenue does not simply result in an equivalent reduction in
RSG.

The Council Tax:  Council Tax as a tax has only now bedded down in terms of
both systems and public perception.  Across its range it is reasonably progressive,
being based on capital values, themselves a very rough indicator of ability to pay
and at the lower income end of the spectrum, the Council Tax Benefit scheme deals
satisfactorily with the question of ability to pay.

The close cousin of the Council Tax, Domestic Water and Wastewater charge, is
not currently eligible for Benefit, and this can cause debt problems.  Current
developments to address this issue are welcome.  Otherwise, it is suggested that the
current council tax system is basically sound, and should remain structurally
unchanged.

Non Domestic Rates:  In principle, the non-domestic rate system at rate payer level
is satisfactory and no change is suggested.  The question of returning the revenue
from non-domestic rates to council control is deeper than at first might appear.  In
simple terms, the redistributed amount of NDRI is included within the Aggregate
External Finance “envelope”, so any variation in NDRI paid to a council will result
in a compensatory adjustment of RSG.  Under these current arrangements,
therefore, there would be no benefit or disadvantage to a council in returning
control to councils.

It is important to remember, however, why the pooling arrangements came about.
They were set up to facilitate the levying of a uniform rate poundage across
Scotland, and to create a level playing field north and south of the border for all
British businesses.  To change this would not be in the interests of business, and
would be resisted.

It is, therefore, suggested that no change in the present arrangements is required.
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Private non-residential parking:  The rural areas such as Aberdeenshire are
unlikely to benefit from this, and if introduced, the resulting increase in resources
available to urban areas should be reflected in any equalisation of resources implied
in the grant distribution arrangements.

Hypothecation and Challenge Funding:  Hypothecation works against local
determination of local needs.  It can also be a blunt instrument when used to have
local government deliver central government priorities.  Focus should move away
from controls over  inputs to monitoring and control of outputs.  Councils should be
free to determine how they use the resources available to them and meet the
requirements, statutory or otherwise, of central government and to meet their own
locally-determined service requirements.

Challenge funding is also not supported.  The existence of such schemes means that
resources are directed towards priorities which may not represent their best use in
the local context, and considerable amounts of time can be consumed in the
preparation of unsuccessful bids, time which could be more profitably used in
service delivery.

Non-Housing Revenue Finance:  The text of a letter dated 2 November 2000 to
CoSLA is reproduced below in part.  This remains the suggested way forward.  The
references to “block and formula” applies equally to the alternative method adopted
in the 2001/04 grant distribution.

“I have to say that I have some serious reservations about the whole process of
implementing the introduction of three year figures.  I do, however, welcome the
move to both introduce three year figures and to simplify the distribution
arrangements.

My first reservation concerns the proposal to produce figures for three years in a
“block”, with the implication that nothing more will be done until 2003/04, when
the next three year “block” will be determined.  If this is adhered to, then the fact
that each determination will cover three years rather than one year, will inevitably
lead to more intense lobbying with the resultant risk of inequitable distortion of
figures at individual council level.

The proper way to proceed, surely, is to announce three year figures annually on a
rolling basis, thereby allowing councils to plan ahead.  This after all was the
original intention of three year budgeting.

My second reservation relates to the preservation of the existing distribution
mechanism within the “block and formula” option. I feel that if the distribution
system is to be simplified, the existing complex arrangements should be fully
replaced by a simpler system based on the six or seven indicators referred to in
Christie’s letter.  There would of course need to be damping arrangements in place
to avoid turbulence, and I think the Distribution Committee’s proposals in this area
are sound.
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I realise, however, that the wholesale sweeping away of the existing arrangements
is probably too much to hope for, but I would suggest that the amount distributed
on the “block” basis should be progressively reduced over a period of, say, 5-15
years, while the “formula” element is increased correspondingly.  This could be
damped as referred to above.”

Capital Finance:  CoSLA’s general views on capital investment are supported.  In
addition, it is suggested that, with the replacement of the guideline regime by a
requirement to limit council tax rises to “reasonable” levels, there is no need for the
existing control over capital spending under Section 94.  The revenue costs of
borrowing to finance capital spending feed through directly to Council Tax and thus
capital spending is effectively indirectly controlled where it should be – at the level
of the individual council tax payer.

Section 94 controls have spawned the financial services industry over the years,
from covenant schemes to operational leases, all of which contribute to additional
costs on councils and waste of scarce resources.

PPP:  Experience locally indicates that PPP or PFI schemes are very difficult to put
together, and are more expensive than traditional procurement methods with the
ending of level playing field support.  The existing arrangements need to be made
more financially attractive if PPP is to be of real benefit to the public sector.

SINA:   There are undoubtedly additional costs incurred by several councils due to
“islandishness”, and it is right that these should be recognised.  Work carried out for
CoSLA and the Scottish Executive has indicated the level of such costs, and it is
suggested that these costs should be recognised, but only to the extent that they can
be clearly justified.

Yours sincerely

Charles Armstrong
Director of Finance
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LOCAL GOVERNMENT COMMITTEE INQUIRY INTO LOCAL GOVERNMENT FINANCE

SUBMISSION BY ARGYLL AND BUTE COUNCIL

INTRODUCTION

The Council is pleased to acknowledge the initiative of the Committee in conducting this inquiry
into the system of local government finance. Local government has a fundamental and wide-
ranging effect on all of society. It is therefore essential that appropriate systems are put in place
and subject to review to ensure that local government is able to discharge effectively and in
partnership with central government and the wider public sector its functions in a spirit of best
value and community interest. An appropriate system of local government finance should be one
which provides for simplicity, transparency, equity and accountability whilst allowing local
government to meet both national priorities and local needs. The recent announcement of a 3
year finance settlement and the stability provided by this creates a background against which to
carry out a wide ranging and fundamental review of local government finance and to move
forward with its implementation prior to the end of the period covered.

Balance Between Central And Local Funding

For the 2000/2001 financial year central government funding of local government accounts for
78% of local government planned expenditure. For the period from 1992/1993 central
government funding of local government has fallen from a peak of 85%/86% to 78% for
2000/2001. For this same period central government funding has increased by 10.7% whilst
local government planned expenditure has increased by 20%. Whilst the level of expenditure by
local government has increased in line with the growth of the Scottish economy the rate of
increase in central government funding has been at a lower level pushing the burden of funding
onto council taxpayers.

Over the period from 1992/1993 the gearing effect has meant that a 1% increase in local
government expenditure has a consequent increase in the council tax burden of at worst 7% and
currently 4.5%. The disproportionate effect on local government of this gearing effect
undermines local accountability

Whatever the level of local/central funding there must be sufficient central funding to allow an
appropriate level of distribution which permits a matching of needs and resources authority by
authority on a simple, transparent and equitable basis. Any change to the level of central
government funding must also be taken account of in national taxation and benefit systems to
ensure there is not simply a one way transfer of the tax burden and that full account is taken of
the strength of local economies.

The Council Tax

It is a much less progressive tax than income tax and has been heavily criticised for that – the
top band is applicable to all dwellings valued over £212,000.   Also, the lowest band, Band A,
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applies to all dwellings, including caravans with a valuation of up to £27,000.   Consideration
could be given to increasing the number of bands.

Valuations Bandings are based on property market values at 1st April 1991.  Property values
have changed significantly in some parts of the area and, therefore, they may now be
significantly out of date.  There have been no proposals, to date, for a general revaluation unlike
in non-domestic rates where these have taken place every 5 years accompanied by transitional
relief schemes.

In Scotland, uniquely, water and sewerage is collected alongside council tax.  The high increases
in these charges have affected perceptions of increases in council tax.

Costs of collection averaged £11 per property in 1998/99 representing a 1.3% of total collections
made.  This level of administration costs makes council tax a very cost-effective tax.

Alternatives would need to be similarly cost-effective to collect.  The Layfield Report (1976)
proposed a local income tax which would sit on top of national income tax.  Implementation of
this is feasible, given that most payroll systems can already cope with a Scottish tax. It would be
a much more progressive tax than council tax.

However, the council tax is now well accepted and collection rates are rising.  Any significant
change is likely to have a detrimental effect on collection, unless the tax is based on deduction at
source.

The Non-Domestic Rate, in particular whether or not it should be returned to Council control

The uniform business rate was introduced in 1995/96 replacing a council controlled rate scheme
where the rates poundage was made up from a regional rate and a district rate.  (The district
element in 1994/95 being only 7% of the total rate whereas in 1989/90 it represented nearly 25%
of the total).  If it were to be returned to council control, it would be returned to the new unitary
authorities (which were created from 1st April 1996) and represent much smaller geographical
areas than the former regions.  The regions which levied the bulk of the rates were, therefore,
able to spread the rate over a much wider area than the new unitary authorities would be able to.
Reliefs such as small business schemes and transitional relief are funded nationally now and
might not be affordable in future by a small council, particularly a predominantly rural authority.

The national Non-Domestic Rate has the advantage that the same rates are paid no matter in
which part of Scotland the business is located assuming all other factors are equal.  Each part of
the country is, therefore, on an equal footing as regards the attraction of inward investment.  As
one of a number of authorities whose Distributable Amount exceeds their Contributable
Amount, we would not wish to see this situation change.

Although rates poundages are set nationally, they are paid locally to each authority and,
therefore, there is still a perception that it is a local charge which helps to increase local
accountability.  An argument could be made that there is little incentive to councils to collect the
rates at present.  However, examination of collection statistics shows that, in fact, these are very
high leaving little scope for improvement as a result of return to local control.
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There have been DETR proposals for a small local additional rate to be raised for expenditure on
areas deemed to be priorities by the local business community.  This is an alternative to a full
return to council control and has the advantage of accountability with affordability.
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Local Sales Tax

Local sales taxes are widely used in other countries – for example, in the United States of
America.  However, it results in price differentials for the same goods from the same supplier as
you move to different parts of the country.  There is a significant incentive for large shopping
centres or mail order/internet suppliers to locate where sales taxes are lower and undoubtedly
spend is attracted to such locations. In an era when e-commerce is a growing reality and where
there is a strong desire to bolster small rural communities, the introduction of local sales taxes is
unlikely to be helpful and at worst could be harmful to Argyll and Bute.   This will add to the
continuing decline of rural communities, and is not socially inclusive.   It will also add to the
administrative burden on small businesses.

Land Value Tax

This is proposed as an alternative to council tax.

Immediate questions it raises are whether it is to be levied on owners or occupiers of land.  Full
scale valuations of land would have to be carried out, taking into account location, permitted
uses, existing use and the Local Plan Allocations amongst other matters.  Valuation is, no doubt,
possible, but there would be significant implementation costs, similar in nature with the initial
valuation of council tax properties but more extensive.  It is proposed presumably as it is thought
to be a better tax on “wealth” than the council tax.   However, ownership or occupation of land
does not automatically carry with it any significant income stream.  This type of tax may impose
hardship on sections of the agricultural community for example.  This particular issue would
probably be dealt with by reliefs.  However, it would be difficult to see how such a tax could be
rebated for poorer sections of the community, or address issues of Social Inclusion.

There is a national scheme for housing and council tax benefit covering all of mainland Great
Britain.  Whilst it can be criticised as being open to fraud, it provides a measure of protection to
poorer sections of the community from local tax.     It is not clear how this would work
alongside a Scottish Land Value Tax..

Full Council Tax on Second Homes

Communities in Argyll and Bute have expressed interest in pursuing full council tax on second
homes.   Theoretically it increases the council tax base, and may result in lower housing values
and more affordable housing for local residents.   However, holiday houses may move from the
council tax list onto the NDR Valuation Roll as there may be a greater incentive to let these out
for holiday lets.  Alternatively, owners who are couples may be given an incentive to claim that
one resides at the holiday home and the other at their main residence, in order to claim 25%
single adult discount at each address.  In both these cases there is no net gain to the public purse,
although it may make second homes less attractive and hence lower housing prices in certain
areas.    In some cases it is better that a property is occupied for at least some of the year,
bringing income to local businesses, than lie empty deteriorating.  The other difficulty with this
proposal is in how best to define a second home, distinguishing these from rented properties
which are temporarily between lets or properties from which the owner has recently moved and
are awaiting sale,  or properties where the former owner has died.  Any legislation would have to
be worded carefully so it did not, for example, damage a rental market where rented properties



LG/01/10/7

5

were in short supply.  There is also a potential loss of Aggregate External Finance if Band “D”
equivalents increase in a council to a level above the Scottish average increase.

Hypothecation of Challenge Funding

Any move to an outcome based approach to delivery of services is inconsistent with the need to
have hypothecated funding.

Capital Finance, The Role And Cost Of PPP And Definition Of PSBR

The case for investment in infrastructure both electronic and physical has been well
documented. In particular the tight control under Section 94 does not permit balanced
consideration to be given to capital investment which is self financing on a spend to save basis.
Removal of capital expenditure controls would allow local government to take a more long term
approach to financial planning and investment decisions taking account of local needs rather
than the requirement to hit separate annual spending limits for both revenue and capital.

A case has already been made that local government capital expenditure is double counted for
public expenditure purposes. Both the initial investment and its repayment are counted to the
disadvantage of local government. This practice of double counting is required under current the
Treasury control regime but could be changed if the will existed.

Although Section 94 consent is permission to incur capital expenditure it is effectively a
borrowing consent. The need to exercise some control over the borrowing of local government is
not in dispute. There is a need to have arrangements that protect the credit worthiness of local
government and limit the forward commitment on future revenues. There are however methods
other than Section 94 consent to achieve this. A prudential approach to control of borrowing has
been raised as an option.  Consideration could be given to implementing a system of borrowing
controls based on outstanding debt in relation to fixed asset valuations, outstanding debt in
relation to annual revenues and annual debt charges in relation to annual revenues. This could
include a general power of competence to manage effectively the flow of funds over more than a
1 year horizon.

The current system of Section 94 consent provides the basis for support of loan charges through
the existing finance distribution system. Should Section 94 consent be withdrawn then the
overall finance distribution arrangements would need to ensure that the relative needs and
resources currently taken into account through Section 94 consent distribution were factored into
the overall settlement.

In a culture of partnership and initiative there is a role for PPP. It should provide yet another
alternative for consideration by local government on how best to deliver services. Whilst PFI is
beset by issues in relation to long lead times and high consultancy costs for both bidders and
purchasers there is merit in constructive partnership working with the private sector on
imaginative schemes which deliver value for money. Removal of capital expenditure control
would avoid decision making being influenced by how the expenditure would score for control
purposes. To be truly effective PPP needs to be developed in a manner that reduces
implementation costs and stimulates competition to deliver value for money.

The Impact On The Review Of Special Needs Allowance (SINA)
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The review, carried out by a team of independent consultants and presented to the Local
Government Distribution Committee, recommended a level of payment in respect of
“Islandness” causing increases in costs of delivering services.     The report recommended a
much reduced level of payment to the 3 Island authorities currently in receipt of SINA,  and new
payments to councils with islands,  including Argyll and Bute where a payment of
approximately £1.2m was recommended.

The report also referred to Super Sparsity and lack of  Economies of Scale affecting costs of
delivering services.   These cost pressures were evident on islands although not exclusively
related to islands.   This applies to Argyll and Bute.

The Island Councils have received recognition of all 3 factors dating back to prior to local
government reorganisation in 1996.   Apart from an interim award of  £900,000 in 2000/2001,
Argyll and Bute received nothing.

As a result of inadequate grant support, delivery of services in Argyll and Bute Council has
suffered.

It must be concluded therefore that the current grant distribution system has failed Argyll and
Bute since local government reorganisation and reliance on COSLA and the Distribution
Committee system has also proved to be ineffective in resolving inequities.     There is clearly a
role for some form of independent intervention in the future to address the anomalies in the
grant distribution system.

documentforlocalgovernmentenquiryintofinance
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The remit of the Committee is to consider and report on—

(a) (i) subordinate legislation which is laid before the Parliament;

(ii) any Scottish Statutory Instrument not laid before the Parliament but
classified as general according to its subject matter;

and, in particular, to determine whether the attention of the Parliament should be
drawn to any of the matters mentioned in Rule 10.3.1;

(b) proposed powers to make subordinate legislation in particular Bills or other
proposed legislation;

(c) general questions relating to powers to make subordinate legislation; and

(d) whether any proposed delegated powers in particular Bills or other legislation
should be expressed as a power to make subordinate legislation.

(Standing Orders Rule 6.11)

Membership:

Bill Butler
Gordon Jackson QC
Ian Jenkins (Deputy Convener)
Mr Kenny MacAskill (Convener)
Margo MacDonald
Bristow Muldoon
David Mundell

Committee Clerks:

Alasdair Rankin
Ruth Cooper
Alistair Fleming



SL/01/10R
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Subordinate Legislation Committee

10th Report, 2001 [EXTRACT]

Subordinate Legislation

The Committee reports to the Parliament as follows—

1. The Committee met on 27th February 2001 and determined that the attention of
the Parliament need not be drawn to the instruments listed at Annexe A.  The
Committee draws the attention of the Parliament to the instruments at Annexe B and
to the Executive’s responses to questions from the Committee on the instruments
listed at Annexe C.

Justice 1 The Advice and Assistance (Financial
Conditions) (Scotland) Regulations 2001,
(Draft)
The Civil Legal Aid (Financial Conditions)
(Scotland) Regulations 2001, (Draft)

Justice 2 Limited Liability Partnerships (Scotland)
Regulations 2001, (Draft)
The Civil Defence (Scotland) Regulations
2001, (Draft)
SSI 2001/36

Social Justice The Housing Support (Scotland) Order 2001,
(Draft)
SSI 2001/37

Health and Community Care SSI 2001/38
Enterprise and Lifelong Learning SSI 2001/39
Local Government SSI 2001/44
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Draft Affirmative Instruments

The Housing Support Grant (Scotland) Order 2001, (Draft)

The Advice and Assistance (Financial Conditions) (Scotland)
Regulations 2001, (Draft)

The Civil Legal Aid (Financial Conditions) (Scotland) Regulations 2001,
(Draft)

Limited Liability Partnerships (Scotland) Regulations 2001, (Draft)

Negative Instruments

The Housing Revenue Account General Fund Contribution Limits
(Scotland) Order 2001, (SSI 2001/37)

The Coffee Extracts and Chicory Extracts (Scotland) Regulations 2001,
(SSI 2001/38)

The Designation of UHI Millennium Institute (Scotland) Order 2001, (SSI
2001/39)

The Non-Domestic Rate (Scotland) Order 2001, (SSI 2001/44)
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Negative Instruments

The European Communities (Matrimonial Jurisdiction and Judgments)
(Scotland) Regulations 2001, (SSI 2001/36)

1. The Regulations implement Community Regulation No 1347/2000 intended to
ensure that member states have common rules of jurisdiction for matrimonial actions
for divorce, separation or annulment and related actions for parental responsibility.
The Regulations also ensure that member state judgments in such actions are
recognised except in the circumstances set out in the Community Regulation.

2. The Committee asked the Executive for explanation as to the purpose served
by the words “in question” in the amendments made to the Domicile and Matrimonial
Proceedings Act 1973 by regulation 2(2)(b) and 2(3)(a).

3. The Executive in its response, reprinted at Appendix A, explained that the
amendments referred to by the Committee involved alterations to sections 7 and 8 of
the 1973 Act.  The sections were amended to reflect the fact that jurisdictional rules
for most cases will in future be set by the EC Regulation but that there is a category
of cases (“excluded” actions) where pre-existing domestic rules can continue to
apply.  The “in question” references appear in the context of such “excluded” actions
and were inserted for consistency with the present text of the 1973 Act.

4. The Committee draws the attention of the Parliament and the lead
committee to the Executive’s response as providing the explanation
requested.

5. The Committee noted the Executive’s explanation for breach of the 21-day
rule but sought further clarification as to why it was necessary fully to co-ordinate
matters with the Lord Chancellor’s Department, given the that the subject matter is
devolved and consequent difficulties for time-tabling in Scotland.

6. The Executive explained that, in its view, it is highly desirable that agreement
be reached with the Lord Chancellor’s Department as to the exact terms in which
legislation applicable throughout Great Britain was to be amended by the
Regulations and the European Communities (Matrimonial Jurisdiction and
Judgments) Regulations 2001 (SI 2001/310).  Whilst the Executive would have been
prepared to amend the provisions differently in Scotland if it had not been possible to
reach agreement, it felt that it was not desirable to proceed in a manner which would
have given the incorrect impression that the two administrations took a different view
of the nature of the United Kingdom’s obligations under European Law.  With regard
to the delay in implementation, the Executive pointed out the groundbreaking nature
of the Regulations, the complex issues involved and the ensuing requirement of the
involvement of a wide range of officials.

7. Whilst appreciating the need for liaison, the Committee did not consider it
necessary for the legislation to be introduced at exactly the same time as at
Westminster, particularly in view of the wholly devolved sphere of the legislation.
The Committee considers that in such areas there is no requirement for the
Executive closely to co-ordinate legislation with UK departments.
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8. The Committee therefore draws the attention of the Parliament and the
lead committee to the instrument on the grounds of insufficiently justified
delay in the laying of the instrument before the Parliament.

9. The Committee observed that the Executive Note indicated that the
Regulations amended aspects of domestic legislation which conflict with the
provisions of the Council Regulation. The Committee asked the Executive why the
Note did not explain what the inconsistencies were and in what way domestic law
would be altered as a consequence of the Regulation.  The Committee also asked
why the Note did not explain the extent to which the provisions in the Child
Abduction and Custody Act 1985 were overridden in the new Community Regulation.

10. The Executive regretted that the Committee appeared to find the Executive
Note less detailed than it would have liked.  The Executive considers that the main
purpose of such Notes is to explain the policy thinking behind provisions.  For this
instrument, the Executive concluded that the nature of the directly applicable rules in
the EC Regulation left only minimal policy discretion with the Executive as to the
correct form of domestic provisions to supplement the Regulation.

11. As Executive Notes should also aim to set instruments in their legislative
context and to indicate their legal effect, the Committee considered that the
Executive Note accompanying the regulations is lacking in the necessary detail.

12. The Committee therefore draws the attention of the Parliament and the
lead committee to the instrument on the grounds that the Executive Note
provided insufficient detail.
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Draft Affirmative Instruments

The Civil Defence (Scotland) Regulations 2001, (Draft)

1. The Committee noted that in the preamble to the Regulations, section 2(2) of
the Civil Defence Act 1948 is cited as an enabling power, but it appeared that only
paragraph (a) of that power is relevant.  The Committee therefore asked the
Executive to indicate which provisions were made under paragraphs (c) to (e) of that
section.

2. The Executive indicated in its response, reprinted at Appendix B, that the
Regulations were made under (amongst other powers) section 2(1) and 2(2)(a) of
the 1948 Act and, in the circumstances, did not consider it unacceptable to simply
cite “section 2” as an enabling power.

3. In the Committee’s view, it is important that enabling powers be cited
precisely.  The citation of irrelevant powers is confusing to the reader.   Whilst the
Committee agrees with the Executive that simply citing section 2 as a whole is not
incorrect, it considers that the better practice would have been to refer only to the
subsections employed as powers by the Regulations.  The Committee draws the
attention of the lead committee and the Parliament to the Executive’s response
as providing the explanation requested.

4. The Committee noted that section 3(1) of the parent Act provides that
Regulations may authorise or require the payment of such grants towards expenses
incurred “as may be prescribed in that behalf by the regulations”.  Section 3(2) states
that in the case of “such expenses as may be prescribed in that behalf by the
regulations” the grants may amount to complete reimbursement of the whole amount
of expenses.

5. The Committee considered that four regulations, 4(5), 5(1) and (2), 6(1) and 7
appeared to sub-delegate to the Scottish Ministers decisions on the reasonableness
of the expenses and the withholding of grant.  The Committee asked the Executive
where the authority for this sub-delegation was to be found.

6. The Executive replied that, in its view, the Regulations identified by the
Committee did not amount to sub-delegation.  Section 3(1) of the 1948 Act makes
provision which allows the Scottish Ministers to make Regulations that may authorise
or require payment of the grants by the Scottish Ministers towards expenses incurred
by inter alia police authorities (and when read with section 4A of the 1948 Act, joint
police boards).

7. The Executive referred to section 3(2)(a) of the 1948 Act, which states the
said grants “in the case of such expenses as may be prescribed in that behalf by the
regulations, be grants which may amount to complete reimbursement of the whole
amount of the expenses”.  The Executive would read “may” as meaning that the
grants need not amount to complete reimbursement.  In its opinion this section
allows the Regulations to prescribe expenses in respect of which it is permissible for
Ministers to pay 100% grant but the provision does not require Ministers to set down
categories where 100% grant must be paid in all circumstances.  In its view, the



Subordinate Legislation Committee, 10th Report 2001

6

structure of the Act makes it permissible for the Regulations to give to Ministers
discretion as to the exact circumstances in which 100% grant will be paid.

8. Section 8(1)(b) states that the Regulations “may contain such consequential
and incidental provisions as may appear to the designated Minister to be necessary
or expedient”.  The Executive pointed out that section 8(1) is cited as an enabling
power and asserted that this section, together with section 3(2), can be read as
enabling Scottish Ministers to deduct certain sums from grants which would
otherwise be payable under the Regulations.

9. In the Executive’s view, section 3(1) and 2(a), as read with 8(1)(b), enables
the Scottish Ministers to have checks in the system, which does not amount to
unauthorised sub-delegation.

10. The Committee draws the attention of the Parliament and the lead
committee to Executive’s response as providing the explanation requested.

Instruments not subject to Parliamentary procedure

The Food Protection (Emergency Prohibitions) (Amnesic Shellfish
Poisoning) (West Coast) (No.2) (Scotland) Partial Revocation (No.2)
Order 2001, (SSI 2001/24)

11. The Committee asked why no map was supplied with this order.  In its
response, reprinted at Appendix C, the Executive apologised to the Committee and
explained that the failure was due to an oversight.

12. The Department has now forwarded the relevant map to the Parliament and
has undertaken to provide a map with all such orders in future.

13. The Committee draws the attention of the Parliament to the explanation
provided by the Executive.
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THE EUROPEAN COMMUNITIES (MATRIMONIAL JURISDICTION AND
JUDGMENTS) (SCOTLAND) REGULATIONS 2001 (SSI 2001/36)

On 14th February 2001, the Committee wrote to the Executive in the following terms:

The Subordinate Legislation Committee yesterday considered the above instrument
and requests an explanation of the following matters.

The Committee asks the Executive what purpose is served by the words “in
question” in the amendments that are made to the Domicile and Matrimonial
Proceedings Act 1973 by regulation 2(2)(b) and 2(3)(a).

The Committee notes the Executive’s explanation of its breach of the 21-day rule but
seeks further clarification as to why it was necessary fully to co-ordinate matters with
the Lord Chancellor’s Department, given the devolved nature of the subject matter
and the resulting difficulties for time-tabling in Scotland.

The Committee also notes that there has been an awareness of the need to
implement the obligation since 29th May 2000 and asks the Executive to explain of
the delay.

The Executive Note accompanying the instrument indicates that the Regulations
amend aspects of domestic legislation which conflict with the provisions of the
Council Regulation.  The Committee asks the Executive why the Note did not explain
what the inconsistencies were and in what way domestic law will be altered as a
consequence of the Regulation.

The Committee also asks why the Executive Note did not explain to what extent the
provisions in the Child Abduction and Custody Act 1985 are overridden in the new
Community Regulation.

The Scottish Executive Justice Department responds as follows:

Paragraph 2

The amendments referred to by the Committee involve alterations to sections 7 and
8 of the 1973 Act (which respectively deal with proceedings in the Court of Session
and in the sheriff court).  Those sections are amended to reflect that jurisdictional
rules for most cases will in future be set by the EC Regulation but that there is a
category of cases (“excluded” actions) where pre-existing domestic rules can
continue to apply.  The “in question” references appear in the context of such
excluded actions and were inserted for consistency with the present text of the 1973
Act (before amendment by these Regulations) – see sections 7(2) and 8(2)(a).  The
Executive did not consider it desirable to depart from the drafting conventions used
in the Act being amended.

Paragraph 3

As indicated in the Executive’s previous letter, the reason for breach of the 21-day
rule was the Executive’s view that it was highly desirable that agreement be reached
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with the Lord Chancellor’s Department (“LCD”) as to the exact terms in which
legislation applicable throughout Great Britain was to be amended by these
Regulations and by the European Communities (Matrimonial Jurisdiction and
Judgments) Regulations 2001 (SI 2001/310).  Such agreement was reached.  Whilst
the Executive would have been prepared to amend the relevant provisions differently
as regards Scotland if agreement had not proved possible, it was not considered
desirable to proceed in a manner which would have given the incorrect impression
that the two administrations took a different view of the nature of the United
Kingdom’s obligations under European law.

Paragraph 4

The Executive regrets the breach of the 21-day rule, but has already given its
explanation for this.  The EU Regulation broke new ground in providing directly
applicable rules of jurisdiction to be operated by the domestic courts and complex
issues arose as to exactly what provisions were necessary in domestic law to
support those directly applicable rules.  In view of the extent of the amendments to
primary legislation, there required to be involvement not only of officials within the
Justice Department, the Office of the Solicitor to the Scottish Executive, and LCD,
but also of officials within the Office of Scottish Parliamentary Counsel and the Office
of Parliamentary Counsel.

Paragraphs 5 and 6

The Executive also regrets that the Committee appears to find the Executive Note
less detailed than it would have liked.  It is always a matter for judgement as to the
amount of detail to be included in such a Note.  The Executive does, however,
consider that the primary purpose of such Notes is to explain the policy thinking
behind provisions in an instrument.  In the present case, the conclusion reached was
that the nature of the directly applicable rules in the EC Regulation left only minimal
policy discretion with the Executive as to the correct form of domestic provisions to
supplement the Regulation.

Kirsty Finlay
for Scottish Executive Justice Department

21st February 2001
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THE CIVIL DEFENCE (SCOTLAND) REGULATIONS 2001, (DRAFT)

On 14 February 2001 the Committee asked:

“The Committee notes that in the preamble, section 3(2) of the Civil Defence
Act 1948 is cited as an enabling power, but it appears that only paragraph (a) of that
power is relevant.  The Committee therefore asks the Executive to indicate which
provisions are made under paragraphs (c) to (e) of subsection 3(2) of the Act.

Section 3(1) of the parent Act provides that Regulations may authorise or require the
payment of such grants towards expenses incurred “as may be prescribed by the
regulations”.  Section 3(2) states that in the case of “such expenses as may be
prescribed in that behalf by the regulations” the grants may amount to complete
reimbursement of the whole amount of the expenses.  The Committee notes,
however, that 4 regulations 4(5), 5(1) and (2), 6(1) and 7 appear to sub-delegate to
the Scottish Ministers decisions on the reasonableness of the expenses and the
withholding of grant.  The Committee asks where authority for this sub-delegation is
to be found.”.

The Scottish Executive Justice Department responds as follows:

1. The Scottish Executive are grateful to the Committee for drawing attention to
these matters.

2. The Scottish Executive notes the comments in relation to the enabling power
and would advise that there are no paragraphs (c) to (e) in section 3(2) of the
1948 Act.  The Scottish Executive presumes that the Committee meant to refer to
section 2 of the 1948 Act.  The Regulations are made under (amongst other powers)
section 2(1) and 2(2)(a) of the 1948 Act and in the circumstances the Scottish
Executive does not consider it in any way unacceptable to simply cite “section 2” as
an enabling power.

3. With regard to the Committee’s point about it appearing that 4 regulations
sub-delegate to the Scottish Ministers decisions on the reasonableness of the
expenses and the withholding of grant, the Executive’s view is that for the following
reasons this does not amount to sub-delegation.

4. Section 3(1) of the 1948 Act makes provision which allows the Scottish
Ministers to make Regulations which may authorise or require the payment of grants
by the Scottish Ministers towards expenses incurred by inter alia police authorities
(and when read with section 4A of the 1948 Act, joint police boards).  In terms of
section 3(2)(a) of the 1948 Act, such grants may amount to complete reimbursement
of the whole amount of the expense.  The Scottish Executive would read “may” as
meaning that the grants need not amount to complete reimbursement. Particularly
when account is taken of the reference to “authorise” in section 3(1), the Executive is
of the opinion that section 3(2)(a) allows the Regulations to prescribe expenses in
respect of which it is permissible for Ministers to pay 100% grant but that that
provision does not require Ministers to set down in the Regulations categories of
expenditure where 100% grant must be paid in all circumstances. In other words, the
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structure of the Act makes it permissible for the Regulations to give to Ministers
discretion as to the exact circumstances in which 100% grant will be paid.

5. Section 8 of the 1948 Act, and in particular subsection (1)(b) of that section,
provide that regulations made under the Act may contain such consequential and
incidental provisions as may appear to the Scottish Ministers to be necessary or
expedient.  The Committee will note that section 8(1) is cited as an enabling power
for the Regulations.  The Executive would read section 3(2), taken together with
section 8(1)(b), as empowering provisions which enable Scottish Ministers to deduct
certain sums from grants which would otherwise be payable under the Regulations.
It is the Executive’s view that this could be described as being a necessary incidental
provision, which provides a check on the amount of grant which is paid to police
authorities and joint police boards.

6. For example, regulation 6 allows the Scottish Ministers to deduct from grants
which would otherwise be payable under the Regulations such sum as they
determine reasonable in circumstances where they determine that suitable action by
the authority would have avoided the loss of an article which has been acquired with
the aid of grant.  The mechanism in regulation 6 allows the Scottish Ministers to
deduct those sums from the grant which is payable to the police authorities and joint
police board.  This thereby avoids additional public monies being spent on articles
which have been lost as a result of the police authorities’ and joint police boards’
actings.

7. The Scottish Executive cannot imagine that it would have been the intention
of Parliament to require that public monies be paid out in the form of grants under
these Regulations without there being the possibility of inserting such checks in the
system.  It is the view of the Executive that section 3(1) and (2)(a) as read with
8(1)(b) enables the Scottish Ministers to have such checks in the system and that
this does not amount to unauthorised sub-delegation.

Ian Snedden
Scottish Executive Justice Department

21 February 2001
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THE FOOD PROTECTION (EMERGENCY PROHIBITIONS) (AMNESIC
SHELLFISH POISONING) (WEST COAST) (No.2) (SCOTLAND) PARTIAL
REVOCATION (No.2) ORDER 2001  (SSI 2001/24)

On 14th February 2001 the Committee asked:

“ The Committee asks why no map accompanied this instrument.”

The Food Standards Agency responds as follows:

The Agency is committed to continuing to supply maps to the Committee.  A map
was prepared in relation to this Order and the Agency apologises that due to an
oversight it was not supplied to the Committee with this Order (SSI 2001/24).  A copy
of the map is now enclosed.  The Agency will endeavour to continue to provide a
map with all such Orders in the future.

for the Food Standards Agency

14 February 2001
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LOCAL GOVERNMENT COMMITTEE

MINUTES

9th Meeting 2001 (Session 1)

Tuesday 20 March 2001

Present:

Trish Godman (Convener) Mr Keith Harding
Mr Michael McMahon Mr Gil Paterson
Iain Smith

Also present: Peter Peacock, Deputy Minister for Finance and Local Government.

The meeting opened at 1.32 pm.

Apologies were received from Mr Kenneth Gibson and Dr Sylvia Jackson.

Mr Keith Harding declared an interest in respect of his role as a councillor on Stirling
Council.

1. Consultation on Codes of Conduct for councillors and members of
devolved public bodies: The Committee took evidence from—

Councillor Norman Murray, President, Andy O’Neill, Policy Officer, Eddie
Bain, Council Solicitor, City of Edinburgh Council, and John O’Hagan,
Director of Administration, North Lanarkshire Council, from COSLA;

Peter Peacock, Deputy Minister for Finance and Local Government, Frank
Duffy, Head of Branch, Local Government Branch A, and David Spence,
Head of Branch, Public Bodies Unit, from the Scottish Executive;

Professor Ian Percy, Chairman, and Bill Magee, Secretary, from the
Accounts Commission for Scotland.

2. Consultation on the recommendations of the Dog Identification Group
(DIG): The Committee agreed to proposals for consideration of the consultation
subject to taking evidence from the Royal Environmental Health Institute of
Scotland, rather than from an individual council.

The meeting closed at 3.16pm.

Eugene Windsor
Clerk to the Committee
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SUMMARY OF DIRECTORS OF FINANCE’S SECTION VIEWS

The Section is pleased to submit evidence to the Committee’s Inquiry.  In summary our views
are:

• democratic renewal cannot be achieved without genuine financial accountability and
autonomy at the local level

• the balance between central and local tax raising is wrong
• to achieve a shift in the balance of funding, business rates should be returned to local

authority control
• general grant should be the norm and specific grants should be used only on an

exceptional and strictly time limited basis
• the existing approach to distributing grant should be made more intelligible and

transparent rather than simpler
• a prudential framework for capital finance should be developed in Scotland
• PPP should be seen as one in a range of financing and procurement methods available

1. THE BALANCE BETWEEN CENTRAL AND LOCAL FUNDING

1.2 The Directors of Finance Section’s view is that the key issue preventing positive
change to the revenue grant system is the balance of funding between centrally
provided and locally raised finance.  If local democratic renewal and greater
community involvement are to be achieved, it is essential that local authorities have
more financial autonomy and accountability.  This means that they must be
responsible not only for raising the majority of the money they spend but for deciding
how it is used to meet local needs and aspirations.  If this were the case, authorities
could be rightly held responsible for the decisions they take and for demonstrating
community involvement and participation.

1.2 It is our opinion, what is needed is a fundamental shift in the balance between local
and central tax raising towards a situation where more than half of local authority
spending is financed locally.  Under the current system, where only around 20% of
local expenditure is financed through local taxation local autonomy is severely
constrained, particularly given that central government as the major funder seeks to
exert influence over how funds are spent.

1.3 To have a positive effect a change in the balance of funding would need to be
accompanied by genuine local financial freedom.  If the Scottish Executive continued
to influence or control spending patterns, changing the balance between the sources of
funding would be pointless.

1.4 In addition to the effect that the balance of funding has on local autonomy there are
significant behavioural implications arising from the sheer amount of money
involved.  As central government now provides so much of local government’s
funding, decisions over how that total is distributed are crucial.  Each local authority
effectively has a duty to its electorate to gain as much of the available funding as
possible with the result that significant time and energy is devoted in most if not all
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authorities to understanding and seeking to influence the minutiae of funding
formulae.

1.5 The relative importance of the grant settlement can also have a distorting effect on
policy decisions at the local level with authorities less willing to follow avenues that
could adversely affect the data upon which their GAEs are based.

2. COUNCIL TAX

2.1 Whether or not the council tax is perceived as fair depends on

• the progressiveness of the tax as reflected in the distribution of the bands
• the underlying valuations.

2.2 In our opinion, the bands as they currently stand are not sufficiently sensitive to
ensure that people receive similar bills for similar types of homes.  In particular, in
authorities with a high proportion of Band A properties, there can be a substantial
proportionate difference in values between the lower and upper end.  Similarly in
Band H, people with quite dissimilar properties receive the same bill.

2.3 In relation to valuations it is critical to the system’s credibility that property values are
regarded as realistic and fair and do not become subject to the same criticisms as were
levelled at domestic property rates in the 1980s.  As an alternative to a “set piece”
wholesale valuation an annual series of representative samples could be used to
update the figures using actual selling prices.  Professional bodies and the valuation
boards could work together to identify the necessary representative samples.

2.4 In our view, whilst the council tax system itself is relatively straightforward, the
relationship between the money it raises and that generated from the non-domestic
rate and grant is not.  In our view, it is essential to genuine accountability that all
council taxpayers are able to understand where their contributions go.  In addition
local authorities should be encouraged to develop information appropriate to the
needs of their taxpayers so that the taxpayers can have a clear understanding of what
they are paying for.  To make this possible it may be helpful to review and rationalise
the detailed regulations governing the content of tax bills.

3. THE NON-DOMESTIC RATE, IN PARTICULAR WHETHER OR NOT IT
SHOULD BE RETURNED TO COUNCIL CONTROL

3.1 In our view the most straightforward way of achieving a shift in the balance of
funding would be to return the business rate to local authority control.  We believe
that this is the right course of action to follow, not only because of the greater
financial independence and autonomy that it would afford local authorities but also
because it would

• re-establish effective links between businesses and local authorities to
complement authorities’ community leadership and economic development roles

• reduce the gearing effect of the council tax.
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3.2 The gearing effect has an invidious impact on local government’s autonomy since the
burden of any additional local expenditure above GAE is borne solely by the council
taxpayers.  As a result local authorities are effectively encouraged to spend at the
level of their GAE.  This has a particularly detrimental impact on the funding of
discretionary services and mitigates against authorities taking full account of local
priorities.

3.3 We recognise that as local authorities are not democratically accountable to
businesses through the ballot box, there is a danger that the return of the business rate
could provide an opportunity to make businesses bear a higher relative proportion of
increases in spending.  This would be as damaging to local financial accountability as
is the current position.  We therefore believe that there should be a link between the
business rate and the council tax yields and that this should be transparent to all and
applied consistently.

3.4 As the business rate base varies across the country, we see a continuing role for the
Scottish Parliament in equalising the resources available to local authorities.
Otherwise local communities will receive widely varying standards of service across
the country.  However, in the interests of accountability and transparency the impact
of equalisation should be made clear at the local level, possibly through information
accompanying tax bills.

3.5 A number of issues would need to be addressed before the responsibility for setting
the non-domestic rate for non-domestic properties could be returned to local
authorities.  Those issues include

• the relationship between the council tax and the non domestic rate
• the approach to resources equalisation in the RSG system
• local authorities’ accountability to the non-domestic taxpayer.

3.6 If responsibility for the setting of the non domestic rate were to be returned to local
authorities, the relationship between council tax and non domestic rate would become
an issue because council tax is based on capital values whereas the non domestic rate
continues to be levied on rental values.

4. ISSUES IN RELATION TO THE GRANT SYSTEM

The role of local government

4.1 In our view, a robust and effective approach to financing local authorities must be
underpinned by a clear understanding of the relationship between central and local
government.  Whilst the Directors of Finance Section recognises that local
government needs to act in partnership with central government to deliver key policy
objectives a balance needs to be struck to ensure that local democracy is not
undermined and local authorities do not become mere agents of central government.

Hypothecation and challenge funding

4.2 We recognise that the Scottish Executive need mechanisms for ensuring that desired
outcomes are achieved.  However, we believe that general grant should be the norm
and that specific grants should be used only on an exceptional and strictly time limited
basis.  This is because hypothecation not only leads to greater central government
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control and higher levels of service prescription but also to an increase in the
bureaucracy relating to grant claims and their verification and audit and associated
costs.

4.3 In our view it would be helpful if there were a general consensus about the
circumstances when specific grants should be used.

4.4 When a specific grant is introduced it would be helpful if an “exit” strategy were
specified so that local authorities know where they stand and can plan ahead
accordingly.  An exit strategy may be that the specific grant is given for a single year
or rolled into general grant after 2 years.  The important thing here is that local
authorities know from the outset how long and on what basis the stream of grant
income will flow and are thereby encouraged to plan for its withdrawal in terms of
either winding down the activity that is being funded or identifying alternative
funding arrangements.

The distribution mechanism & how it is used

4.5 It is also important that there is a general consensus about exactly what should be
expected of any mechanism for distributing grant.

4.6 The current GAE system was intended originally purely as a mechanism for
distributing grant.  GAEs themselves were conceived as a measure of relative need
and applied in a way that was designed to enable relatively consistent standards of
service to be provided across authorities.  However, increasingly GAEs have been
used to influence local spending decisions.  As a result, instead of being a measure of
relative need to spend to provide a standard level of service, GAEs have come to be
seen as the expected level of spend.

4.7 In our view, the use of GAEs to achieve objectives for which they were not designed
has undermined the credibility of the current approach to grant distribution.  It is
important that any new approach is not hampered by unrealistic expectations of what
it can achieve.

Intelligibility

4.8 There is no doubt that the current approach to grant distribution is perceived to be
complex.  It can be argued that as local authorities deal with complex social problems
and a wide range of services, the approach to distributing funding needs to be equally
complex if results are to be fair.  In this context and given the sheer range of
influences affecting funding levels, the emphasis should be on making the approach to
distributing grant more intelligible and transparent rather than simpler.

5. CAPITAL FINANCE

5.1 The capital finance system in Scotland has never adopted the detailed requirements
for capital finance that apply in England and Wales.  Nevertheless, the system in
Scotland is heavily regulated by statute and through centrally determined capital
consents.
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5.2 The Directors of Finance Section supports the adoption of a prudential framework for
capital finance in Scotland in order to achieve

• better asset management by ensuring that local authorities are enabled to consider
revenue and capital solutions on an equal footing

• greater local ownership of spending proposals
• the promotion of partnership working.

5.3 Authorities need to be encouraged to make capital decisions from a whole life
perspective with regard to the consumption of the economic benefits arising from
assets.

5.4 Our preference is for a system where one of the key assessments is the affordability of
depreciation charges that would hit the bottom line.  However, any system of control
based on the affordability of revenue consequences depends fundamentally on the
system for revenue support grant for capital investment being in harmony with it.
Therefore, maximising the potential for change from a new capital finance system can
only be achieved if change to the control system is accompanied by change to the
revenue support system.

6. THE ROLE AND COSTS OF THE PRIVATE PUBLIC PARTNERSHIP (PPP)

6.1 We believe that PPP should be seen as one in a range of financing and procurement
methods available to public service managers, in meeting identified and planned
investment needed to maintain and develop public services.

6.2 The achievement of value for money and better/more efficient services ought to be the
prime mover in considering PPP and other methods of financing.
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