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University of Strathclyde

1. The Committee’s Inquiry into local government finance has an

ambitious agenda.   It will examine a range of issues, such as

capital finance and alternative tax systems, which are outwith my

professional competence.   As a specialist in public administration,

my concern is not with the properties of financial systems per se,

but in their impact on efficiency and accountability in local

government.   That requires a consideration of the interdependence

of issues of structure, functions and finance.   I cannot therefore

address all of the Committee’s concerns, but by concentrating on

my area of expertise, hope I can make a useful contribution to its

deliberations.

2. My approach is to analyse what I regard as the weaknesses of the

present system, and make proposals for consideration for dealing

with them.   In a conventional academic paper, I would

systematically set out the arguments, present and assess the

research evidence relative to them, and reach conclusions on that

basis.   My approach for the Committee is to try to summarise

these issues, and the judgements I would make on the basis of my

research knowledge, rather than providing a fully rigorous

analysis as this would require an overly long memorandum of

evidence.   I am, however, happy to guide members to relevant

published research if they wish it.
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3. My concern is to clarify the choices for members as to the realistic

options for enhancing efficiency and accountability in local

government, by which I mean creating structures and systems

which have the potential to minimise costs and provide clear lines

of responsibility for decision-makers.   My own view  is that a less

comprehensive review is now necessary to tackle the problems of

local government finance since the Executive has relaxed its

framework of controls.    Also, I do not regard it as necessary that a

local tax be fully progressive in itself, but favour a funding

package which as a whole is broadly progressive.   Perfection is

seldom feasible in government.

4. The Layfield Report provided the most thorough analysis of local

government finance in the last century.   It is important to

remember that its localist proposal was to transfer income tax

powers from central to local government, whilst retaining the

property tax.    That is the balance of funding would change, but

only at the upper-tier level of local government.   This option faces

a number of practical problems post-devolution.   Firstly, the

council tax rebate system is funded through the social security

budget – a reserved power.   There should be no assumption that

such funds (around £300m this year) would be automatically

transferred to Holyrood.   That would require delicate

negotiations.    It could well be, therefore, that switching from

council tax to a local income tax would add £300m or 1.4p rate to
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income tax payers.   Secondly, the advantage of the rebate system

is that the flow of resources to local authorities is unaffected by

the economic cycle.   Rising unemployment will automatically be

reflected in council tax benefit income.   Under LIT, councils

would have to make good any shortfall from their own taxpayers,

and this could disadvantage poor authorities without an

equalisation system.

5. If the objective was to replace council tax with LIT, then this would

add around 7p to income tax rates, and constitute a fundamental

redistribution of tax liability on a scale of change similar to the

poll tax.   Major public protest would result.   It is my view that

devolution makes local income tax a less attractive proposition

than in 1976.   I would have concerns over the validity of the tax

base in small authorities, the likely costs to authorities of raising

this income through the Inland Revenue, and the confusion of

accountability that would arise if three units of Government were

levying income tax.   Moreover, I would advise the Committee to

clarify the constitutional position, and any implications LIT might

have for the Scottish Variable Rate, council tax benefits, and

changes in tax liability arising from UK fiscal management.   My

own view is that it would be preferable to have the Scottish

Variable Rate increased to 5p (the original proposal), to strengthen

the position of the Parliament if we had a return to the financial

conflicts of the 1980s, as it is even more fiscally dependent than

councils.
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6.  The Executive has made some progress with finance, relaxing the

framework of control and reviewing the system of grant

distribution, without tackling the fundamental imbalance between

service responsibilities and fiscal powers.   The creation of the

Scottish Parliament, however, with its enhanced degree of

scrutiny through committees, opens up new options for tackling

the problems of efficiency and accountability, and requires a

rethinking of models of accountability  in the devolution context.

7. The key issue, therefore, is how to enhance accountability by

creating a better match between service responsibility and

funding.   Given the fragmentation of responsibility created by

reorganisation, it is difficult to see a solution which retains the

current 32 local authorities, and the prospect of a further

structural reform would not be welcome within local government.

The main problem is responsibility for providing and funding

education.   The essence of a local service is that its level and

quality can be left to local choice.   As soon as central government

seeks to influence standards and the direction of development, its

retention as an autonomous local service is less defensible.   I

would recommend, therefore, that the committee gives consideration

to recognising education is a national service locally provided.   The

Executive has been increasingly concerned to drive education

policy and practice, even ring-fencing funding for improvement.

There must therefore be a case for the Executive to assume full

funding responsibility for the service, and therefore full political

responsibility also.   The benefits of local knowledge could be
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retained by local authorities providing education on a service level

contract basis.

8. This raises the issue of the joint boards.   Joint boards have long

been recognised as poor instruments of accountability, as they

break the direct link between councillors, professionals and

citizens.   There have been major funding problems in joint police

boards in particular.   The key issue for the Committee is whether

functions such as police and fire can be regarded as local and

requiring local political choice.   The current system obscures local

political choice, and the Committee should consider whether other

options might provide more realistic models of accountability – e.g.

executive agencies on the prison service model;  or appointed

boards on the health model;  given the impracticality of the option

of 32 police authorities.

9. Such a reconfiguration of services would allow local authorities to

provide a higher share of their funding for the remaining services,

most of which have considerable local discretion in determining

need.   This would reduce the degree of dependency on central

government.   Some would argue simply for the return of business

rates to local government within the current structures.  My own

view is that business rates were an acceptable form of local

taxation removed unnecessarily from local authorities in the

1980s.   There has never been any independent evidence of local

control resulting in adverse economic consequences.   However,

devolution has changed the political context in which such a
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reform would operate.   The Parliament itself has a high degree of

fiscal dependency, and the option of retaining business rates as a

central tax must be considered.   Business rates have been

sheltered by the Executive in recent years, and the burden of

maintaining them in line with inflation has been to the

disadvantage of council taxpayers, who have faced significant

increases since reorganisation.   This has not helped

accountability.

10. My view is that the conventional arguments over central-local

financial relations need reconsideration in the context of

devolution.  In my view, the prospect of strong, autonomous local

government receded with the abolition of the regional system.

The local tax base could be strengthened by (a) the Executive

changing its policy on NDR to increasing it in line with cost

increases in local government, rather than the GDP deflator;  and

(b) increasing the number of tax bands to make the tax more

progressive for the more expensive properties.

11. Devolution brings the opportunity to reconsider the pattern of

responsibility for service development and funding, and the

Committee has the opportunity for once to ensure that issues of

structure, functions and funding are considered in a ‘joined-up’

way.   In the past, governments have always considered these

issues in isolation.   The best prospect for clarifying accountability

is a reconfiguration of responsibility for services and funding,
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rather than shoring-up the fragmented, inefficient local

government structure which the Parliament inherited.
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Principles of Grant Distribution

The Scottish Executive is engaged in a review of local government finance, which

is concentrated on developing three year budgeting;  developing public service

agreements;  and the simplification of the grant system.   It has ruled out any

change in local taxation meantime.

This paper is concerned with the grant system.   It reviews the problems of the

current approach and proposes a simpler, incremental approach to promote

grant stability, and to recognise the limitations of needs assessment models in

practice.

When the Scottish Parliament was elected in 1999, the new Executive decided to

maintain the inherited needs-based system for the first year, although Ministers

agreed additional deprivation allowances for a few councils which were

politically controversial, pending a review of the weightings for deprivation in

grant distribution in 2000-1.   In his address to the COSLA Conference in March

2000, the Finance Minister observed:

“We have now had an opportunity to see what works and what
doesn’t work.   The system we have belongs to the pre-local
government reorganisation era.   Trying to make that system work
for 32 unitary councils inevitably creates strains.   The system has
needed the various damping, mismatch and safety net schemes that
have grown up around it in recent years.”

(McConnell 2000, p 8)

The Ministers concluded that an overhaul of the system is now necessary.

The present system of Grant Aided Expenditure is calculated by the client group

method.   It replaced a simple demographic method in 1982, and has been subject

to ongoing reappraisal and refinement since then, in the Distribution Committee

Agenda item 2

Local Government
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of the Working Party on Local Government Finance.   Whilst not unproblematic

(see Midwinter, Mair and Ford 1987) it did result in “a reasonably controversy

free allocation of GAE for over a decade”.  (Mair 1996)   Problems began to

emerge following the reorganisation of local government, because of the absence

of expenditure data for the new authorities necessary to calculate the regression

coefficients on which weights were attributed in the secondary effects.   The

temporary solution adopted was to extend the secondary indicators from the old

to the new system, using weights derived from expenditure data for the

predecessor authorities.   This became a source of instability, and a system which

had worked reasonably well became seen to be problematic.

The mechanics of the system are well described in the Scottish Executive General

Guide 2000.   Grant Aided Expenditure is the amount that the Government

thinks that authorities need to spend in total on the provision of services, and a

GAE figure is provided for each individual authority.   These are not regarded by

the Executive as spending targets or guidelines, and authorities are free to

determine their own spending priorities within the total.   The Executive also

issues expenditure guidelines which are closer to authorities actual expenditure,

which can form the basis of selective capping of expenditure if the Executive

thinks either the planned level or planned increase is excessive.

The calculation of GAEs is through the client group method, which the Executive

regard as an objective method of estimating authorities relative expenditure

needs.   It seeks to take into account variations in the need for and cost of

providing services to a similar standard with a similar degree of efficiency.   The

indicators selected to assess that need must be outwith the control of local

authorities;  offer plausible explanations;  and be associated with inter-authority

expenditure variation.   Primary Indicators (PIs) are identified for each service,

mainly on the basis of judgement, and regarded as the most significant single

determinant of expenditure.   Secondary Indicators (SIs) are regarded as
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reflecting additional needs or costs.   Most PIs are demographic, such as school

pupils, but other measure physical factors such as road mileage.   A range of

secondary indicators is in use as proxies for poverty, and others measure sparsity

and density.   PIs distribute 92% of the GAE total, SIs only 2%.   A further 6% is

allocated on the basis of local authority expenditure, where it is recognised that

authorities have little or no discretion over spending, eg police and fire pensions.

The client group treatments are under regular review in the Distribution

Committee, which comprises representatives of the Scottish Executive and

COSLA.   It is more heavily based in statistical analysis than most grant

distribution systems in Europe.  (Gibson and Bately 1994)   However,  the system

has come under increasing strain in the 1990s, following the introduction of

universal capping in a context of high grant dependency, and the instability

generated in the system by reorganisation.   Ministers are now discussing the

possibilities of moving to a simpler system with COSLA.

In 2000-1 nearly £6 billions of planned local expenditure was allocated by the

GAE formula, with hypothetical figures for each service.

A further £784 millions is allocated in respect of loan and leasing charges and

public/private partnership support, on the basis of a methodology agreed with

COSLA.   This is not subject to review at the moment, simply the formula for

allocating resources for spending on services.

Together these totals constitute Government Supported Expenditure (or GSE),

with a total of £6,742 millions.   The final decision ministers make at this global

level is the amount of Aggregate External Finance it will provide leaving the

balance (local authority self-financed expenditure, or LASFE) to be met from

council tax.   For 2001-2 the figure is £5,707.2 or 85%.   (This includes income

from non-domestic rates, which is allocated to authorities on a per capita basis).
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Problems of Measurement

Economists tend to favour empirical approaches over normative approaches to

needs assessment, because they provide a mathematical basis for weighting the

secondary indicators (ie determining what to allow for the secondary indicators

in resource allocation).   Policy analysts are more sceptical, regarding the

empirical methods as fraught with problems.   The limits to regression analysis

were well recorded in the Audit Commission’s 1993 review of its application in

the English system, arguing that there is no single right approach to the

distribution of resources, and that value judgements and political decisions are

critical (Audit Commission 1993).   The problem is that even the best system

based in statistical analysis will contain within it margins of error, and the

regression technique cannot clearly isolate need from other factors such as policy

or efficiency, and indicator weightings derived in this way may be distorted.   As

one health specialist observed over the application of statistical analysis to health

resource allocation:

“…..the search for an empirically-based resource allocation formula
of high precision in the name of promotion of equity is largely
fruitless given the impossibility of measuring the true need for, and
costs of, providing health care, especially with the limited date
available.”

(Mays 1995)

Resource allocation formulae are simplified models of reality, and therefore

imprecise, and require interpretation and judgement, a limitation which is not

often made explicit.   Although used as a means of measuring need, what a

statistical model does is establish associations, and a theoretical framework of

causality is needs to interpret these relationships and reach judgements as to

their relevance.   In short “analysts much forever be vigilant about the limitations

of their craft”.   (Duncan and Smith 1998)



LG/01/33/2

5

A brief discussion of the regression technique might help the non-specialist at

this stage.   Regression analysis is widely used in social science research to

identify relationships between variables, and in particular, whether one variable

(the independent variable) influences another (the dependent variable).   In

practice, such relationships can be difficult to identify because of the existence of

several different factors which could influence outcomes.

In this case, local authority expenditure is used as the dependent variable, on the

assumption that variations in expenditure can be explained by variations in

socio-economic or demographic factors.   The basic aim is to identify the relevant

factors;  to quantify the size of these influences;  and to assess the strength of

such relationships through a statistical model, in this case modelling need for

local expenditure on services.   The regression procedure, in short, seeks to

determine the causes of historic expenditure, and from there, predict what

councils ought to have spent on such services.   These models will have varying

levels of explanation, and normally leave a residual unexplained.  (Midwinter

1989)   The statistical outcome is a correlation coefficient (r) which requires to be

statistically significant to merit use in GAE;  and is expressed as a decimal point

less than one.   The higher the correlation, the stronger the relationship.   We are

also interested in the explanatory power of the model, measured as the percentage

of variance explained (or r2).   In our context this infers that only factors which

influence expenditure systematically in a general relationship across the country

will be selected, and that those authorities scoring highly on the independent

variable should incur higher expenditure.   The relationship should be

statistically significant at a 95% confidence level (ie we can be 95% confident the

relationship we have found is real and not by chance).

So far, so simple.   However, the limitations of the technique must be

understood, and these limitations apply to the Scottish client group method.

The Guide reports that “the underlying objective of the distribution of AEF is to
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permit each authority to provide a standard or common level of service to a

similar level of efficiency, whilst also setting the same level of council tax.”  (Para

31)   In theory this would require the setting of a standard level of service,

followed by a calculation of the costs for each authority of providing it.   In

practice, standards are left undefined, and the process confined to providing a

statistical rationale for sharing out the sums available, based on the size of the

client group, the regression coefficient, and the difference between the

authorities score on the indicator concerned and the Scottish average.   The

resultant total is added to or subtracted from the primary effect, and the totals

assumed to reflect the cost of a standard service.  (Midwinter and Monaghan

1993)

Thus:

“In practice, by using conventional statistical methods, the Scottish
Office is implicitly assuming that the national average response to
the chosen indicators of need should form the standard”.

(Smith 1997)

This assumption is particularly problematic in services such as social work or

leisure and recreation, where statutory obligations are vague, and discretion

high.   The problem is that the method assumes that authorities need is reflected

in past expenditure, and what is being measured is average spending, on the

assumption this equates with standard services.  (Duncan and Smith 1998)

The second problem is the reliance on proxy indicators as being constituent of

need.   This means that a range of potential variables exist for measuring specific

factors as poverty or sparsity, and the choice between them is judgemental, or

even political, based on “looking at the effects of different formulae on the

distribution of grant between local authorities”.  (Foster, Jackman and Perlman

1982, p 255)   This point was stressed in a recent paper produced by the DETR in
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England.   It argued that the ‘best formula’ is seldom obvious, undermining the

objectivity of the exercise.   The experience in practice was of several alternative

formulae which scored similarly on statistical tests, but with significantly

different resource consequences.  (DETR 1999)   These then became a matter of

judgement, and with authorities in disagreement, the final decision may rest

with ministers.

A third problem relates to the underlying statistical assumption that needs

variables will be systematically related to variations in expenditure, but not

differences in policy and efficiency.   The Audit Commission report concluded

that in practice, spending differences reflect all three factors, as authorities with

policies of higher spending usually have high levels of need.   This argument was

put succinctly in the DETR paper referred to above, which noted:

“….. there remains the risk that a formula will be unable to
distinguish reliably between variations in spending because of
differences in local preferences and efficiency, and variations that
are accounted for by matters outside the authority’s control, such as
the characteristics of the area and its people.   For example, it
would not be surprising to find a link between high levels of
deprivation and high levels of spending.   But areas with high
levels of deprivation might also give political support to the
provision of more extensive public services.   It becomes practically
impossible to avoid reflecting such local preferences where they
coincide with such plausible reasons for variations in spending.   A
similar point would be relevant in relation to efficiency …..

(DETR 1992, para 10)

Finally, the regression method is used to identify general factors.   If a factor only

applies to a handful of authorities (eg the islands or the cities) it is unlikely that

any effect will be revealed by regression analysis.   This is already recognised in

grant distribution through the special islands needs allowance, made on a

judgemental basis.    This has also been a concern for academic researchers.   For

example:

 “…..additional expenditure may be necessitated by unique or
relatively unusual features, resulting perhaps from geographical
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location, historical development, or unusual population
characteristics.   Unless such factors are shared by several places,
they are likely to be ignored in the regression model.”

(Flowerdew, et al 1994, p4)

This discussion of the limitations to regression analysis in measuring needs has

highlighted the inevitability of imprecision, and the impossibility of

distinguishing between need, policy and efficiency effects.   As regression

coefficients are derived mathematically rather than politically, the model has the

appearance of greater objectivity than normative approaches (Thomas and

Warren 1997, p 26).   The application of statistical analysis is underpinned by

value judgements, and at best constitutes a rough approximation of needs.

There is no denying that most of the indicators considered in the method have

some connection with expenditure needs, but this cannot be quantified with

precision, particularly where the regression technique is applied to discretionary

services in which higher spending reflects political choice rather than statutory

obligation.   Regression analysis in needs assessment works best in contexts

where clear and unambiguous relationships can be identified.   It is less

contentious in education, where a clearly defined client group exists, and where

the impact of discretion can be identified through national staffing standards.   In

social work, by contrast, the population is a potential client group, although only a

minority actually use the service, and access can vary between areas because of

differences in local decisions over eligibility.   With social work, all the problems

of regression analysis are present in needs assessment, and we shall consider

these further below.

Problems of Practice

In the post-reorganisation period, these technical limitations of regression

analysis combined with the consequences of structural reform to create serious

problems with needs assessments.   The reformed financial system created a
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system of financial dependency and control.   As the Audit Commission

observed of the English system:

“Imperfections were tolerable if controversial when more than half
of local expenditure was covered by local taxation, enabling
councils to ‘paper over the cracks’ of the SSA system using local
taxes.   But the increase of grants to 80% of expenditure, capping,
the tendencies to hypothecation and a performance culture….. all
raise questions about the capability of the SSA system.”

(Audit Commission 1993, p 14)

This argument would also apply to Scotland.   When the client group method

was introduced, financial controls were in the early stages of development.   The

central assumption that spending would vary according to need was more

defensible.   In the context of expenditure limits, and individual authorities

increasingly using service GAEs as benchmarks for resource allocation, then the

prospect of feedback loops from the control system is a strong one, and the

extent to which regression results reflect genuine need relationships is even

more questionable.  (Smith 1997)

Further concerns emerged over what became known as the ‘mismatch’ problem.

Reorganisation was based on questionable financial assumptions (McQuaid

1993) and little consideration was given to the potential disruptive effects of

disaggregating the large city regions over local finances.   The scale of the

potential problem is acknowledged in the Distribution Committee papers

(Scottish Office 1995).

The mismatch occurred between the notional budgets of authorities (ie likely to be

inherited from the outgoing authorities) and the illustrative needs assessments.

Whilst for Scotland as a whole this was unproblematic, (seventeen authorities

inherited budgets below their expected GAEs) for several authorities the

mismatch was significant, at over 6%.   Those gaps would require substantial
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savings in addition to the efficiency savings assumed in grant settlements.  (See

Table 1)

The data shows that these authorities’ expenditure remains well in excess of

their GAE figures.   Since reorganisation, central government has been reducing

its grant contribution to local spending, and has made no provision in its grant

for increased pay costs.   This fiscal squeeze has served to increase council taxes

as the general level of overspending has increased and authorities who inherited

surplus positions at reorganisation are now also all in excess.   The scale of these

differences is such that the Executive’s strategy of promoting convergence with

GAEs will not be delivered in the foreseeable future.   This undermines the

credibility of the GAE system.   GAEs are now supplemented by special

payments for the islands, deprivation, and council tax safety nets, as well as by

damping the effect of changes within the GAE system, in order to give councils

a spending guideline which is closer to its budgetary position.

The problems within the needs assessments for social work have been

compounded.   Difficulties arose in the social work assessments due to the

failure of the secondary indicators for home care for the elderly (pensioners on

income support) and community and residential care for children (children of

income support recipients).   Doubts about the plausibility of the secondary

indicator for residential care for the elderly and the need for a review was

agreed.   It was argued that because of the absence of expenditure data for the

new authorities, there was no satisfactory way of retesting indicators.

In the case of services for the elderly, a conventional client group review had

been undertaken, using pensioners on income support;  elderly deprived

households;  pensioners living alone; and pensioners with limiting long-term

illness;   but no statistical relationships to confirm the plausibility arguments

were found.   The solution was the development of a composite primary
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indicator, which was basically population weighted by age, poverty and poor

health.   These indicators were agreed by a team of academic consultants, and

applied in GAE, despite the poverty and poor health measures having failed the

standard regression test.

In the case of child care, weightings for poverty and dependency factors were

included, again retaining an indicator which failed in regression analysis.   The

consultants argued that differences in policy would be distorting the regression

results, the conventional weakness of regression analysis.   The resultant

composite indicators were accepted as an interim measure on the basis of a

‘negative consensus’, pending a further review when expenditure data for the

new authorities became available.   This further review is now underway, but

surprisingly, is only examining the issue of the weights applied to the existing

factors (which are equal in an additive model) rather than returning to a

conventional client group analysis.

Expenditure data is now available for the new authorities, although the current

review has revealed differences in accounting practices which could influence

the regression results.   For illustrative purposes, I tested the existing components

as potential secondary indicators in the conventional way.   Once again, no

statistically significant relationships were found, raising concerns about the

validity of the existing distribution based on these factors. (See Table 2)   An

internal review of the problems concluded that the spending data was unreliable

from a number of authorities, and tested the existing factors using only twenty-

six of the thirty-two authorities.   Most of the indicators continue to fail the

regression test, only one of the four indicators passing in services for the home-

based elderly;  residential care for the elderly;  and children in care.   In

particular, the poverty measures, which have the most significant redistributive

effect on grant, failed consistently.   Despite this, the status quo was maintained,

and allowances continue to be made for factors without the normal statistical
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validation.   The inability of the regression technique to distinguish between

need and discretion was cited as the reason for not changing the existing

weightings, and remains a real problem in practice, for example, given the

discretionary nature of charging for home care services.   This discretion also

applies to eligibility for services, which make it improper to utilise data on client

characteristics as needs indicators, as these reflect local definitions of need,

poverty, and interpretation of statute.    The social work composite indicators

also resulted in major shifts in GAE, which required damping in resource terms.

These problems are insurmountable and will remain contested between

authorities.   Some urban authorities argue that there is a need to give greater

weight to deprivation, but the necessary statistical information is absent.   The

same position relates to rural authorities and sparsity effects.   In discretionary

services, the problem can be clearly stated.   Secondary indicators are determined

on the basis of statistical explanations of expenditure variations.   In the absence

of such statistical evidence, no such allowance can be made.   However, even

when such relationships do exist, the question remains whether these reflect

need, or local choice (or possibly both) and this cannot be determined objectively.

It remains a matter of judgement.

Reform : Arguments for a Simpler Approach

The client group approach was relatively uncontentious for its first ten years.

Whilst it had weaknesses, there was enough  slack in the system to allow

authorities to cope with problems of measurement imprecision.   Since 1992, the

introduction of council tax, the application of universal capping, the efficiency

squeeze, and the reorganisation mismatch effect have all combined to

compound the difficulties, increasing the gap between needs assessments and

budgets.   The annual review process has become a forum for local authority

competition, given the importance of GAE for grants and guidelines.

Authorities now employ staff and consultants to assist them gain improvements
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in their GAE, and to challenge other authorities cases.   Discontent with the

formula is widespread.

Yet budgetary realism requires the recognition that only incremental change, in

a system of financial dependency, will avoid excessive tax increases or severe

service reductions.   The formula is reviewed, revised, then tweaked, to provide

politically acceptable and financially realistic spending targets.   Such

adjustments are commonplace in government.   As Keating (1998) observed –

“There are immense political difficulties in changing existing
patterns of spending to make them conform with whatever formula
is chosen.   Consequently, efforts to achieve fiscal equalisation
typically start with existing spending patterns and seek to change
these at the margin.” (p 212)

The client group approach seeks to equalise fiscal capacity to provide a standard

of service according to a centrally set level of performance, enhancing central

control (Boyle 1966;  Bennett 1982).   In practice, it succeeds in permitting fiscal

equalisation if not needs equalisation.   (Accounts Commission 1993 p 63).

Whilst the statistical methodology gives an air of objectivity to the method, it

remains based on questionable assumptions and the need for judgement.   The

method does not define standard service in any rigorous way;  cannot calculate

precisely need and cost effects which stem from statutory obligation rather than

local preferences or efficiency differences; and requires ad-hoc adjustments to

deliver acceptable outcomes, ie grants and guidelines which are close to existing

spending patterns, and therefore delivering only realistic, incremental

allocations.

There is a strong case, therefore for shifting to a simpler system whose central

aim is grant stability.    Rather than adjusting after-the-event, the grant structure



LG/01/33/2

14

 would be similar to at present, with the calculation of an expenditure assessment

rather than a needs assessment, and the grant distribution equalising tax levels

at the expenditure assessment figure.

This expenditure assessment would work on the same bases as the “block and

formula” approach used for determining the Scottish budget, in a way which

recognises inherited commitments are dominant in the new budget, with the

scope for choice at the margins.   The block element would be based on

authorities budgets adjusted in line with the GAE provision.   The formula

element would only apply to changes in expenditure provision, and be based on

authorities relative population shares.  This is defensible, as the existing

secondary indicators  reallocate less than 2% of GAE, and the effects are broadly

in balance.   The secondary effects are marginal and as the Treasury notes,

population is the main driver of expenditure needs (HM Treasury 1998).

This would bring grants, GAE and budgets into closer correspondence and

eliminate the need for ad-hoc adjustments and, more importantly in political

terms, expenditure guidelines.   It would promote stability, as GAE would be

based on authorities budgets initially, and then the previous years GAE

thereafter, and authorities would have no incentive to increase spending to

attract increased grant.   It would continue to reflect needs, through changing

population trends at the margins.   Overall, stability would be enhanced as in

the Barnett formula, through changes being concentrated on the expenditure

increments rather than the whole grant.   This would eliminate the requirement

for extensive consideration of secondary effects which few outside the

cognoscenti of the Distribution Committee and its technical advisers

understand, and reduce the complexity of the GAE assessment.   Authorities

would have a degree of certainty which is missing at the moment, and be free to

concentrate on maximising efficiency rather than having understandably at the

moment to seek to maximise grants.
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The end result would be a simple, transparent and objective system of allocating

resources.   It would deter ministers from making ad-hoc adjustments to grant

totals as agreed in the current year with ‘special deprivation allowances’ in the

absence of the necessary tests under the current method, which are open to

interpretation of partisanship (under this adjustment, the main beneficiaries were

Labour councils in the West of Scotland).

However, these proposals would broadly entrench the current differentials

between councils, and this would need monitoring to ensure the pattern of

resource distribution remained broadly acceptable.

Implementation of this approach would benefit from a resource context similar

to the reform of resource allocation in the NHS.   Under this scheme, all health

authorities were guaranteed real terms increases, so that the distributional

effects did not cause problems of financial management.   This would facilitate

a smooth change of system, and avoid the disruption to finances which

followed reorganisation.   Moreover, local government grants have been falling

as a share of the Scottish cake, so the additional monies available through the

CSR should be applied to assist this reform.

Ministers are keen to move to a simpler system.   This approach would be

preferable to one based on fewer indicators, as the problems of selection and

weighting would remain.    A system based on block expenditure assessments

and tax equalisation would have the further merit of being inherently less

centralist, and allow authorities freedom to choose their own priorities.

Ministers remain under pressure from the Parliament’s local government

committee to undertake a more fundamental review of local government

finance, including alternative forms of taxation. Simplifying grant distribution

would be important progress, and the approach advocated here would be more
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transparent than the client group method, which remains understood by only a

minority of specialists.

Footnote:

In November 2000 the Executive confirmed their interest to move to a simplified

grant system as part of a package of financial reforms, including three-year

budgets and the scrapping of spending guidelines.   The objective is to develop a

Simplified Distribution Formula which will lead to greater stability, although

the exact methodology has yet to be agreed.   In addition, all councils will

receive a minimum guaranteed increase in grant over the period.

(Scottish Executive News Release, 16 November 2000)

17.11.2000
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Table 1:   Excess of Spending over Needs Assessments in Mismatch

Authorities

1995-6                       2000-1
     %   %

Dundee City +12.2 +14.2

Glasgow City +10.9 +15.1

Midlothian     +8.9 +10.4

Inverclyde     +7.5 +10.1

Argyll and Bute    +7.5   +9.8

West Dumbarton     +6.7 +13.4

Clackmannan    +6.5   +9.6

Aberdeen    +6.5   +8.0

Scotland   +1.6   +9.0
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 Table 2: Summary of Regression Results in Social Work Services

Home Based Elderly (Spending Per Elderly Person)

   r

SMR -.026
Living Alone Index  .068
Income Support Index  .245
Urban Settlement Pattern  .015

Residential Care for the Elderly (Spending Per Elderly Person)
  r

Income support Index 0.158
%Properties in Council Tax Bands A-C 0.305
Living Alone Index (75-84) 0.139
Urban Settlement Pattern 0.206

Child  Care (Spending Per Child   <16)
  r

Income Support Index 0.001
Single Parent Index 0.019
Urban Settlement Pattern 0.0003

Footnote

This table summarises the regression results for the existing components of the social
work need index and social work spending per client as recorded in Rating Review.
These are only indicative, as the data in Rating Review may differ from that used in the
grant system.   However, the absence of any statistically significant relationship is
important evidence that the existing indicators and the weights applied to them are
matters of concern.   Given the absence of any empirical basis in support of them, their
continued use in GAE is therefore very contentious.
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Local Government Committee:

The Development of the Grant System Since Devolution

Memorandum by Professor A Midwinter

1. In my preliminary paper to the Committee submitted earlier this year,

I set out an argument that some of the stress in central-local financial

relations had been eased with the relaxation of central financial controls.

My judgement is that I think it is unlikely that any major alternative to the

council tax will be found which would be acceptable to the Executive, and

that a high degree of grant dependency will remain.   In this paper, therefore,

I review recent developments in the grant system and assess the prospects

for clarifying accountability in central-local financial relations.

2. Since the fiscal crisis of the mid 1970s, government have made

extensive use of central grants to local authorities as a means of effecting the

level of local spending, including the conventional approach of adjusting the

level of grant support, plus grant penalties and capping powers targeted on

individual authorities deemed to be overspending in a complex and

increasingly confusing grant system.  Nevertheless, much of the fiscal

framework was retained on the grounds that  reform would be a matter for

the Scottish Parliament after devolution.   The McIntosh Committee on

central-local relations was established, and in a consultation paper, it

observed that a review of finance was necessary.   It saw the block grant as a

great strength of the system, but the high degree of grant dependency (80%

of local income) as a great weakness.

Agenda item 2

Local Government
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3. Local government is responsible for a significant proportion of

devolved expenditure in Scotland, and received specific consideration in the

devolution White Paper.   On local government finance, the objective was to

“establish clear lines of accountability for local government spending and

taxation”. The financial arrangements therefore limited the extent to which

council tax benefit could increase so as to avoid putting “unfair burdens on

UK taxpayers” and a provision whereby the UK government could take into

account any excess spending occurring if local authority expenditure grew

more rapidly than in England. The Executive rejected the numerous calls for

an independent review of local authority finance, which led to the Scottish

Parliament’s Local Government Committee deciding to conduct its own

inquiry. In their response to the McIntosh report, the Executive stated they

were not persuaded of the case for an independent review, but concerned to

take action without legislation to make the system fair and stable.

4. In the 2001-2 settlement, however, ministers included an element of

cost increases in the local government settlement;  introduced a three year

settlement  for  grant allocations;  sought to simplify grant distribution;  and

scrapped expenditure guidelines. This left a grant system characterised by

continuity and change from is predecessor. Grant support is known as

Aggregate External Finance (AEF) which is now determined for three

financial years by ministers, and has three components – Specific Grants,

Non-Domestic Rate Income (NDRI) and Revenue Support Grant (RSG).

Specific Grants reflect specific policy initiatives and account for around

10% of AEF. Non-Domestic Rates are collected by local authorities, paid
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into a central pool and redistributed to councils in proportion to their

populations. Revenue Support Grant makes up the balance of AEF. Local

Authority Self-Financed Expenditure (LASFE) accounts for around 20% of

local authority funding, mainly from council tax. This counts as public

expenditure in the United Kingdom, but is not part of the Assigned Budget

paid from the UK Government to the Scottish Parliament. In setting the total

AEF, ministers need to consider ongoing responsibilities and new burdens,

and the overall impact on council tax levels. AEF is distributed between

authorities on the basis of a needs-based formula for expenditure on services

and loans and leasing charges.  Expenditure on services is known as Grant

Aided Expenditure (GAE), which is disaggregated between services and

sub-services, with a distinctive formula for each, and shared out between

authorities on the basis of the client group method which attempts to

calculate the relative need of authorities to incur expenditure to provide a

similar standard of service. The final distribution of resources takes account

of councils’ total estimated expenditure and taxation raised by a standard

level, known as equalisation. These arrangements include reserve capping

powers which can be used when ministers think a council tax increase is

excessive but these are as yet unused. Similar powers existed in the 1980s,

and were often controversial when applied. The Council Tax Benefit

Subsidy Limit applies if council tax increases exceed a threshold set by

ministers.

5. Scottish Executive ministers have a range of key financial decisions to

take within the framework of local government finance. They determine

‘the level of Government Supported Expenditure (GSE) – the amount they

estimate authorities need to spend on services and loans and leasing
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changes; the level of Aggregate Exchequer Finance (AEF) – the proportion

of GSE which they will provide through central grant; and the distribution

of AEF between authorities.

6. A major change in practice is the increasing invention by the centre

over service provision through specific grants and ring-fencing. At a policy

level, this is also happening, through the development of performance

management, inspection and audit. At a political level, with greater scrutiny

through committees of the Parliament, concern over accountability for the

block grant is entirely understandable. With a high degree of grant funding,

public accountability cannot be left to local elections and the Accounts

Commission. In the remainder of this memorandum, I produce some new

research findings to assist the Committee in its deliberations.

7. The level of grant support is seen as a key mechanism of central

influence, with reductions leading to budget savings and tax increases, and

grant growth resulting in budget growth. Table 1 shows that AEF fell from

1994-5 to 1998-9, but has been increasing since then. It will continue to do

so until 2003-4. The proportion of GSE supported by AEF has been falling

consistently since the high of 88.9% in 1991-2 and is planned to reach

81.6% in 2003-4.

8. Since the removal of capping, local spending has started to grow in

real terms, of around 2% per annum, in contrast with modest reductions

previously. However, this higher spending supported by higher grant has

modified tax increases. Scottish council taxes have risen by less than in
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England, averaging 4% per annum for three years, compared with 6.3% in

England. Councils currently spend some £412m more on services than the

GAE provision (Table 2).

9. The key shift in grant strategy in recent years has been in the focus on

targeting resources on priority services. The Executive has achieved this in

two ways, the conventional mechanisms of specific grants, and the novel

practice of ‘ring fencing’ elements of the block grant. The Scottish

Executive Guide to Local Government Finance notes that:

“Scottish Ministers may consider new specific grants to direct
expenditure to a particular services or to coincide with the
introduction of a new service from local authorities. As a general
rule, the presumption is against the extension of specific grants.
They are expensive to administer, both centrally and locally, and
they restrict the freedom of authorities to order their priorities and
allocate resources as they see fit …(but)….They allow ministers
greater influence in the delivery of their priorities and they may be
appropriate in exceptional circumstances” (para 2).

Specific grants grew as a proportion of AEF over the four year period, from

8.2% to 10.6% but are planned to fall to 10.2% by 2003-4 (See Table 3).

The major specific grant is the Police Grant which accounts for around 70%

of specific grants.   The growth trend of recent years is the result of the

introduction of the Education Excellence Fund in 1999-2000, to ensure new

funding was allocated for that purpose.

10. In 2000-1, the Executive made use of ring-fencing an element of GAE

as the “Modernising Government Fund”, which made provisional allocations
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which authorities had to undertake to use for the specific purpose.   They

also earmarked four key services as priorities, education, social work, police

and fire, and provided indicative figures within GAE for all services.   Both

services were funded above their GAE levels, at 1.5% for education and

6.9% in social work, although this is less than 7.4% for budgets as a whole.

However, both services received higher increases of 4.3% above the 4.1%

average.   This was achieved by significant variation between authorities

ranging from +1.3% to +8.1% for education; -4% to +15.2% for social work;

and from 1% to 8% for total budget increases.   This suggests that local

autonomy remains significant in practice, and reflects the degree of

discretion in the statutory and regulatory framework  (Table 4).

11. The question for the Committee is which model of grants best suits

the desired pattern of central-local relations.   The block grant model can

deliver national priorities with local variations, but if Parliament wishes to

ensure its priorities are delivered in all authorities, then the specific grant

model may be preferred.   MSPs have already expressed concerns over their

inability to track block grants at a local level, and a specific grant for

education could be a more efficient and accountable mechanism for meeting

such objectives.   The block grant model is a more efficient means of

funding discretionary services which the centre does not give high priority.

12. The Executive and COSLA agreed that stability is the key objective of

the three-year grant distribution which seeks to provide a simplified

approach.   Change was also necessary to implement the commitment to

three-year financial settlements, as the normal practice is to recalculate the

allowances for secondary indicators on an annual basis.   The approach
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adopted was to allocate year one on the basis of the current needs-based

formula, safety-netted to deliver stability as appropriate, then to reflect

changing needs by applying population projections to the calculations for the

next two years.

13. This decision led to divisions within COSLA and Glasgow’s

withdrawal from the Convention.   Disputes over the distribution of grant are

not new, but given the political commitment to stability and the real

increases in resources for all authorities, it is not surprising that ministers

were disappointed at the criticisms over the settlement.   They should be

wary of repeating such a review process for 2004-5.

14. In the context of funding growth, the Executive has the opportunity

to replace the contentious client group method with a simpler but defensible

judgmental approach.   Stability could be enhanced by a ‘core and margins’

approach similar to the Barnett formula, which guarantees a high proportion

of the previous year’s allocation.   This would be achieved by using the

previous year’s allocation as the core (or baseline) and allocating the

margins (or increment of growth) on the basis of population shares.   Rather

than starting with a needs formula which is then adjusted to give more stable

allocations (i.e. due to the existing pattern) stability would be built into the

approach.   The problem with the current approach is that its limitations are

seldom made clear, and the method is not well understood except by

specialists.   This would require political acceptance that current differences

in AEF merit entrenching.
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15. Questions then remain over the current practice of disaggregating

GAE.   If the objective is to leave a greater degree of autonomy with

authorities, then the block grant would not require to be disaggregated on a

service basis.   This would leave spending priorities to local government.   If

the objective is to ensure specific programmes are funded, then specific

grants would enhance  accountability by identifying precisely by how much

the Executive is prepared to fund its key priorities, leaving a block grant for

the remaining discretionary services.

16. The key problem in local government finance is the blurring of

accountability in the present block grant system.   If Parliament wishes to

more rigorously scrutinise the spending of authorities, then specific grants

provide a more effective means of monitoring.   If however, it values local

autonomy, then a block grant system should remain.     Under this model, it

would be possible to scrutinise the extent to which national priorities are

being met overall by retaining service GAEs, whilst recognising that

variations between authorities may still occur.
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         Table 1:  AEF Provision in Scotland
                     (1999-2000 Price Base)

Year       Amount
(£m)

1994-5 6018

1994-6 5941

1996-7 5817

1997-8 5521

1998-9 5396

1999-0 5446

2000-1 5460

2001-2 5462

Table 2:   Local Government Overspending in Scotland

                          GAE       Budgets           Excess
 £m  £m %

1993-4 5023 5133 +2.2

1994-5 5197 5309 +2.2

1995-6 5255 5428 +3.3

1996-7 5329 5575 +6.3

1997-8 5364 5557 +2.3

1998-9 5459 5747 +5.2

1999-00 5728 6104 +7.6

2000-1 5899 6335 +7.4

2001-2 6417 6829 +6.4
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Table 3:   Specific Grants in Scotland

 Year Total      % AEF

  £m

1996-7 417.3 7.8

1997-8 430.9 8.2

1998-9 435.3 8.2

1999-00 543.4 9.9

2000-1 559.2 9.9

2001-2 634.2        10.6

2002-3 * 668.3        10.4

2003-4 * 686.5        10.2

* Plans

Table 4:   Range of Budgetary Increases in 2000-1

     % Increase    Education     Social Work      Total Budget
       (N)           (N)           (N)

>6% 3 7 1

5-6% 5 6 4

4-5% 7 6         12

3-4%         13         10          11

2-3% 2 1 3

>2% 2 1 1

N  =  Number of Authorities
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Abstract 

 
The research seeks to examine the nature, scope and implementation of local property 
taxation systems in Europe. This initial paper covers the first stage of the project and 
deals with 24 of the 41 counties to be eventually studied.  
 
The paper firsts considers the background to the subject and deals with issues such as 
the current tax reforms that are being currently undertaken. It then outlines the impact 
of such changes for local property taxation. Consideration is then given to some of the 
key generic features of the systems implemented across Europe – the nature of the 
taxpayer, basis of valuation, exemptions, appeals etc.. The final and major part of the 
work describes the current knowledge of the individual taxes as applied in the 24 
countries studied. 
 
A CD entitled “European Property Taxation” is available to supplement this paper. 
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Project Summary 

The research project seeks to develop a comprehensive reference source in English 
regarding the nature, scope and implementation of local property taxation systems in 
Europe, from an assessment and application viewpoint. It seeks to provide primarily 
the valuation practitioner and the academic and business sectors with clear and 
concise advice on local property taxation in Europe. 
 
It was proposed that the whole research project would take three years to complete 
and the following paper outlines the position after the completion of the first year’s 
work. 

Project Description 

Whilst previous research has been undertaken into property taxation1, such work has 
tended to concentrate on the economic and fiscal aspects of the taxes or be specific to 
a limited range of countries.  
 
The proposed research concentrates on the application of the tax as it affects the 
property owner or occupier; it looks at the issues from the point of view of the 
taxpayer. Surprisingly no single comprehensive English language source exists which  
documents the property taxation systems in Europe. This research  will remedy that 
deficiency.  
 
The effects of different taxation systems and tax rates applied in Europe are becoming 
increasingly important, especially for those countries within the European Union. 
Already problems are being encountered in such diverse areas as excise duty, Value 
Added Tax and income and corporation tax regimes. Not surprisingly, the impact of 
taxation is becoming an ever more important factor in deciding where to locate a 
business. Only recently the Dutch Ministry of Finance expressed particular concern 
over the differences in taxation regimes and rates across Europe and the effects that 
this was having on their economy. 
 
The project seeks to develop a comprehensive and authoritative reference work on the 
local property taxation systems employed in each country. The research will provide 
answers to typical questions such as: 
 
• Name of tax(es); 
• Purpose of the tax and to what purpose is the revenue put; 
• How the tax base is set or established; 
• Basis of valuation for tax purposes; 
• Frequency of review of tax base; 
• Nature of any exemptions or reliefs for classes of taxpayer; 
• Challenges to tax base, valuation or assessment; 
• Nature of taxpayer; 
• Amount of tax; 
• Frequency of payment; 
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• Identification of tax collector; and 
• Typical examples of the application of the tax base; 
 
In addition, the research will provide a general commentary and analysis of the 
approach adopted in each country. 

Research Approach 

For the purposes of the research the English legal definition of land2 was adopted 
which not only includes the land itself but includes any fixtures (buildings) attached 
to the land and extends to anything growing on the land. The definition will also 
include anything under the surface of the land (minerals) as well as rights over the 
land, such as a right for an electricity cable which crosses the airspace. 
 
The first stage of the research was initially undertaken by reference to published 
material in order to identify the full range of taxes that would form the detailed study. 
Where possible reference has been made to the original legislation though translation 
problems has meant that not all available material has been able to be fully studied by 
the time this first report is published. A number of governments have been able to 
make available English translations and where these are available no reference has 
been made to the original source. Supplementary publications by the various 
governments studied has also been reviewed with a view further detailing the practical 
interpretation of the legislation and to highlight some of the applications of the taxes. 
Publications by the various tax and statistical offices across Europe as well as the 
OECD has revealed a range of statistics on the amounts of revenues raised and other 
matters. Due to constraints of space it has not been possible to include this 
information at the present time. Reference has also be made to a wide range of tax and 
other material published throughout Europe. Substantial assistance has been obtained 
from the staff at the IBFD in Amsterdam, who have made not only their own 
publications available, but also their staff as well. 
 
Currently work on the verification of the data is underway. Contacts are been 
established with various governments and other bodies with a view to verifying our 
current understanding of the information as well as ascertaining missing information. 
Further work is being undertaken in an attempt to provide consistent and up to date 
tax revenue, collection and data for all countries. 

Introduction 

As highlighted above, the purpose and eventual outcome of this research is not to 
produce a piece of academic research but rather the publication of a reference text on 
local property taxation as implemented within Europe. Such a publication should be a 
useful reference work not only for advisors such as lawyers, accountants and property 
professionals but also to  businesspersons who need advice as to what taxation 
liability they will incur if they rent or buy property in another European country. The 
normal tax regimes of most countries are more than well documented but property 
taxation is covered in less detail. 
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This working paper can only be a brief summary of the current state of the research 
and some of the more detailed information has had to be omitted from this paper. In 
order to assist further research a CD entitled “European Property Taxation ” will be 
made available to other David C. Lincoln Fellows. This CD provides more detailed 
information not only on each county studied but also contains publications which are 
in the public domain from the various tax authorities.  
 
There are many definitions of Europe but for the purpose of this paper we are 
including the following countries:
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Albania‡  Austria  Belgium*  Belorussia‡*  
Bulgaria‡  Croatia*‡  Cyprus*  Czech Republic‡
Denmark  Estonia‡ Finland*  France  
Germany*  Greece*  Hungary‡*  Iceland * 
Ireland  Italy  Lithuania*  Latvia‡*  
Luxembourg*  Macedonia‡  Malta  Moldova‡  
Netherlands  Norway*  Poland‡  Portugal  
Romania‡  Russia‡*  Slovakia‡  Slovenia‡*  
Spain  Switzerland  Sweden  Turkey* 
United Kingdom – 
England 

United Kingdom – 
Wales 

United Kingdom – 
Scotland 

United Kingdom – 
Northern Ireland* 

Yugoslavia*    
 
Countries marked with an “*” have not been included in the main body of this paper 
on the grounds of the currently limited information available and space. The United 
Kingdom has been divided into individual countries as each country operated local 
taxes on a different basis. Countries marked with an “‡” fall within our description of 
the emerging democracies. 
 
Whilst basic information is currently not available for some of the countries included 
in the research it is clear that every country, other than Malta, has some form of local 
property taxation system. Of the 41 counties outlined above there are approximately 
61 different forms or implementations of local taxation of property. The majority of 
taxes are taxes based on an annual value, usually assessed on a capital or rental basis, 
and levied annually.  
 
Whilst most countries tax the sale of property in some form or other at state level, the 
Czech Republic, Italy, Portugal Slovakia and Spain, levy taxes on the sale of property 
at the local level. 

Tax Reform in the 1990’s 

One recurring feature observed in undertaking the research was the number of 
countries who were either currently reforming their taxation system or had recently 
completed such reforms. Even in the emerging democracies there was evidence of 
relatively new systems being reviewed and reformed in the light of activity taking 
place in other countries.  
 
One of the drivers of tax reform in Europe either directly or indirectly may be the 
European Union (EU) of which 15 of the countries studied are already members.3 In 
addition there have been applications for membership from many of the other 
countries which are in various stages of consideration. A recent survey4 highlighted 
that as part of the application process for membership of the EU, countries needed to 
reform and improve their tax administration systems. At the same time countries were 
often taking the opportunity to bring the rates of taxation more into line with member 
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states in order to ensure that they were fully competitive on membership. For 
example, Poland will phase a reduction in its corporate tax rate from 32% to 22% by 
2004 and Bulgaria has already reduced its rate from 30% in 1999 to 25% in 2000. In 
Estonia, the Czech Republic and Poland a wide range of changes have also been made 
to various taxes that affect property ownership, leasing and investment. 
 
It is not one of the declared aims of the EU to bring about tax harmonisation though it 
does recognise that this may be a natural consequence of many of its polices. It is in 
two main areas where taxation policy is within the remit of the EU.. The first is Value 
Added Tax where a uniform standard rate of tax is applied across all member states, 
currently 17%. Furthermore the EU regulates the implementation of the tax across 
member states and will bring legal action against them where EU policy is seen to be 
breached.  Such legal action occurred in EC Commission v. United Kingdom [1988] 
3 CMLR 169 where the UK government was taken to court with regard to its 
implementation of VAT on property and other areas. As a consequence of the 
decision in this case the UK law had to be re-written. The approach to the application 
of VAT on property, though outside the scope of this paper, is very much an 
important issue to property owners and investors. 
 
The second area of EU activity in the tax field is within the area of unfair competition. 
Governments may use the taxation system as a means of protecting one industry or 
another or as a means of helping a particular class of taxpayer. Recent examples 
include action against the Irish government giving tax relief to companies locating 
within the International Financial Services Centre, and investigations into incentives 
given to car producers in France, Spain, Germany and the UK. The result of such 
schemes can often put that local industry or taxpayer at a considerable business 
advantage over others from other EU member states. In such cases the European 
Commission may bring action against a member state for uncompetitive practices. 
 
The EU is not seen as being the main driver for tax reform in Europe but rather that 
the main impetus is coming from the states themselves. The introduction of the Single 
European Market has resulted in the removal of trade barriers and the abolition of 
customs duties between member states. The opening up of internal markets to foreign 
competition has meant that businesses are no longer protected by trade barriers and 
customs duties, nor can they rely on state aid any longer. How competitive a business 
is, now depends on how efficient they are and the amount of taxation imposed on 
them by their national government.  
 
Probably the first signs of the problems caused by national levels of taxation was 
identified by the Ministry of Finance in the Netherlands in the early 1990’s. The 
Ministry identified the problem that businesses were not only locating in the most tax 
favourable areas but could now buy goods and services from other countries where 
tax rates and other costs were lower. The close proximity of The Netherlands to 
Germany, France, Belgium and Luxembourg as well as the good transport links 
between the countries exacerbated the situation. 
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Over the last 10 years France, Denmark, Germany, The Netherlands, Belgium, United 
Kingdom and the Republic of Ireland have either completed or are in the process of 
completing substantial reforms to their taxation systems. Other countries have 
undertaken more minor reforms often in response to reforms that have been made in 
other countries. 
 
No individual tax can be seen as a totally stand alone tax and the reform of one tax 
will often have consequential effects on others. Property taxation in all its forms is no 
exception. Many other forms of property taxation exist in Europe but these are usually 
levied at a national level and are outside the scope of this working paper. Further 
details may be found on the accompanying CD, European Property Taxation. 

Reform of Governance 

Since the late 1980’s the way that countries have been administered below the 
national government level has changed. In the emerging democracies often whole new 
systems of government have had to be introduced from state level downward. A few 
examples highlight some of the more recent and substantial changes that have taken 
place. 
 
France   Introduction of a regional tier of government; forming the association 

of communes into more viable units of government. 
 
Belgium Substantial devolution of powers away from the national government 

to the states and the reinforcement of the federal nature of government. 
 
UK  Devolution of powers to the Welsh Assembly and the Scottish 

Parliament, introduction of the Greater  London Authority, reform of 
local government organisation in England, Wales and Scotland. 

 
Ireland  Reform of  local government organisation. 
 
Germany Merger of West and East Germany. 
 
As a result of both the changes to national tax systems and to the governance of 
countries the form of local government finance has had to be reviewed. 

Local Government Finance 

Whilst outside the scope of the main research it is useful to briefly consider the how 
property taxation fits into the area of local government finance.  
 
The main sources of financing local government adopted across Europe include: 
• Local income tax 
• Local property tax(es) 
• Grants from central government 
• Loans from central government 
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• Fees for the provision of services and income from property 
 
The contribution of local property taxes to the total income is generally low though no 
reliable figures are currently available to show the contribution that these taxes make 
in each country. 

Nature of Local Property Taxation 

With the exception of  Malta each county operates some form of  what could be 
described as “local property taxation”. It is not possible, nor necessary, to provide an 
exhaustive definition of such a tax which would cover all eventualities. However 
given the purpose of the research, local property taxation has been taken to mean an 
annual tax on the use or occupation of land and/or property usually levied at local 
level and the revenues of which contribute to the provision of local services.  
 
Some flexibility in the application of the definition needs to take place to recognise 
that due, often to the size of a country, the tax may actually be levied at a national 
level. Furthermore, countries such as Spain, Portugal and Italy levy a local tax on the 
sale of property and France and Switzerland levy local taxes that include a profits tax 
element. 
 
In the above working definition use is made of the word “property”. This can have 
many different legal definitions in the 41 countries studied. In the majority of 
countries the term “property” will include both land and buildings but may also be 
extended to include plant and machinery as well as a variety of chattels. For example 
in Macedonia, the property tax includes cars, boats and airplanes. 
 
In some countries separate taxes may be levied in respect of the land and property 
elements of a holding. For example, in Denmark  the amtskommunal grundskyld and 
kommunal grundskyld both apply to the land element only. Where there is a 
commercial building on the land then dakningsafgift will be also be payable but in 
respect of the building only.  

Analysis of Approaches to Local Taxation 

The Taxpayer 

The majority of taxes are payable by the owner. Of the 51 taxes studied 29 identified 
the owner as the taxpayer and 12 were paid by the occupier – the remaining 10 are 
sales based taxes. This latter figure was distorted by the fact that due to the 
differences in the implementation of its local taxes, the UK accounted for 50% of this 
figure. In The Netherlands both parties can be taxed at different amounts.  
 
For the sales related taxes the results were less clear with the taxpayer being the 
vendor in half the cases and the purchaser in the other half. The problems associated 
with gifts tended to cloud the issue. 
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1 Abstract 
 
The research seeks to examine the nature, scope and implementation of property 
taxation systems in Europe. The paper builds upon research carried out in 1999/2000 
by the authors (under the David C. Lincoln Fellowship programme) in respect of 24 
countries. This paper expands the coverage to some 42 countries but also widens the 
study to include an overview of government organisation within those countries. It 
also includes a brief description of the main sources of local government finance. 
 
It first considers the main types of property taxation that can be found in Europe such 
as annual property taxes, inheritance taxes, value added tax etc. and attempts in a 
series of tables to compare the main features of each tax as adopted in the countries 
studied. 
 
It then considers the background to the property taxation and deals with issues such as 
the current tax reforms that are being currently undertaken within Europe. It then 
outlines the impact of such changes for all aspects of property taxation. Consideration 
is then given to some of the key generic features of the systems implemented across 
Europe � the nature of the taxpayer, basis of valuation, exemptions, appeals etc. with 
a particular emphasis on annual property taxes. The final and major part of the work 
describes the current knowledge of around 190 the individual taxes, duties and levies 
as applied in the 42 countries studied. 
 
A CD entitled �European Property Taxation� is available to supplement this paper. 
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2  Project Summary 
The research project seeks to develop a comprehensive reference source in English 
regarding the nature, scope and implementation of property taxation systems in 
Europe, from an assessment and application viewpoint. It seeks to provide primarily 
the valuation practitioner and the academic and business sectors with clear and 
concise advice on local property taxation in Europe. 
 
It was proposed that the whole research project would take three years to complete 
and the following paper outlines the position after the completion of the first year�s 
work. 

3 Project Description 
Whilst previous research has been undertaken into property taxationi, such work has 
tended to concentrate on the economic and fiscal aspects of the taxes or be specific to 
a limited range of countries.  
 
The proposed research concentrates on the application of the tax as it affects the 
property owner or occupier; it looks at the issues from the point of view of the 
taxpayer. Surprisingly no single comprehensive English language source exists which  
documents the property taxation systems in Europe. This research  will remedy that 
deficiency.  
 
The effects of different taxation systems and tax rates applied in Europe are becoming 
increasingly important, especially for those countries within the European Union. 
Already problems are being encountered in such diverse areas as excise duty, Value 
Added Tax and income and corporation tax regimes. Not surprisingly, the impact of 
taxation is becoming an ever more important factor in deciding where to locate a 
business. Only recently the Dutch Ministry of Finance expressed particular concern 
over the differences in taxation regimes and rates across Europe and the effects that 
this was having on their economy. 
 
The project seeks to develop a comprehensive and authoritative reference work on the 
local property taxation systems employed in each country. The research will provide 
answers to typical questions such as: 
 
• Name of tax(es); 
• Statutory Provision 
• Purpose of the tax and to what purpose is the revenue put; 
• How the tax base is set or established; 
• Basis of valuation for tax purposes; 
• Frequency of review of tax base; 
• Nature of any exemptions or reliefs for classes of taxpayer; 
• Challenges to tax base, valuation or assessment; 
• Nature of taxpayer; 
• Amount of tax; 
• Frequency of payment; 
• Identification of tax collector; and 
• Typical examples of the application of the tax base; 
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In addition, the research will provide a general commentary and analysis of the 
approach adopted in each country. 

4 Research Approach 
For the purposes of the research the English legal definition of landii was adopted 
which not only includes the land itself but includes any fixtures (buildings) attached 
to the land and extends to anything growing on the land. The definition will also 
include anything under the surface of the land (minerals) as well as rights over the 
land, such as a right for an electricity cable which crosses the airspace. 
 
The first stage of the research was initially undertaken by reference to published 
material in order to identify the full range of taxes that would form the detailed study. 
Where possible reference has been made to the original legislation though translation 
problems has meant that not all available material has been able to be fully studied by 
the time this second report is published. A number of governments have been able to 
make available English translations and where these are available no reference has 
been made to the original source. For the sake of consistency, terminology adopted in 
the official translations has been followed. 
 
Supplementary publications by the various governments studied has also been 
reviewed with a view further detailing the practical interpretation of the legislation 
and to highlight some of the applications of the taxes. Publications by the various tax 
and statistical offices across Europe as well as the OECD and European Union has 
revealed a range of statistics on the amounts of revenues raised and other matters. Due 
to constraints of space it has not been possible to include this information at the 
present time. Reference has also be made to a wide range of tax and other material 
published throughout Europe. Substantial assistance has been obtained from the staff 
at the IBFD in Amsterdam, who have made not only their own publications available, 
but also their staff as well. 
 
Currently further work on the verification of the data is underway. Contacts have been 
established with various governments and other bodies with a view to verifying our 
current understanding of the information as well as ascertaining missing information. 
Further work is being undertaken in an attempt to provide consistent and up to date 
tax revenue, collection and data for all countries. Given the nature of the work it is not 
uncommon for some published figures to be at least a year old. 

5 Introduction 
As highlighted above, the purpose and eventual outcome of this research is not to 
produce a piece of academic research but rather the publication of a reference text on  
property taxation as implemented within Europe. Such a publication should be a 
useful reference work not only for advisors such as lawyers, accountants and property 
professionals but also to  businesspersons who need advice as to what taxation 
liability they will incur if they rent or buy property in another European country. The 
normal tax regimes of most countries are more than well documented but property 
taxation is covered in less detail. 
 
This working paper can only be a brief summary of the current state of the research 
and some of the more detailed information has had to be omitted from this paper. 
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Typical of the exclusions that have been made are the individual rates of taxes in 
those cases where they are set by the municipality. In some cases there can be over 
2,000 different rates for just one tax. Where possible typical ranges have been 
included to put the tax burden into some form of context. 
 
In order to assist further research a CD entitled �European Property Taxation� will be 
made available to other David C. Lincoln Fellows. This CD provides more detailed 
information not only on each county studied but also contains publications which are 
in the public domain from the various tax authorities.  
 
There are many definitions of Europe but for the purpose of this paper we are 
including the following countries: 
 
 
Albania�  Austria  

Armenia* 
Belgium* 

Belorussia*� Bulgaria�  Croatia*�  Cyprus*  
Czech Republic� Denmark  Estonia� Finland*  
France  Germany*  Greece*  Hungary�*  
Iceland * Ireland  Italy  Latvia�* 
Luxembourg*  Macedonia�  Malta  Moldova�  
Netherlands  Norway*  Poland�  Portugal  
Romania� Russia*� Slovakia�  Slovenia�*  
Spain Switzerland  Sweden  Turkey* 
United Kingdom � 
England 

United Kingdom � 
Wales 

United Kingdom � 
Scotland 

United Kingdom � 
Northern Ireland* 

Yugoslavia*  
 
Countries marked with an �*� are included  in the main body of this paper for the first 
time. The United Kingdom has been divided into individual countries as each country 
operated local taxes on a different basis.  
 
Countries marked with an ��� fall within our description of the emerging 
democracies. 
 
Whilst basic information is currently not available for some of the countries included 
in the research it is clear that every country, other than Malta and Norway, have some 
form of local property taxation system. Of the 40 counties outlined above there are 
approximately 190. different forms or implementations of local taxation of property. 
The majority of taxes are taxes based on an annual value, usually assessed on a capital 
or rental basis, and are levied annually. Some countries, particularly those where 
property systems and or records are not well developed may adopt a tax liability based 
on area. 
 
Whilst most countries tax the sale of property in some form or other at state level, the 
Czech Republic, Italy, Portugal Slovakia and Spain, levy taxes on the sale of property 
at the local level. 
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6 Tax Reform At The Beginning Of The 21st Century 
One recurring feature observed in undertaking the research was the number of 
countries who were either currently reforming their taxation system or had recently 
completed such reforms. Even in the emerging democracies there was evidence of 
relatively new systems being reviewed and reformed in the light of activity taking 
place in other countries.  
 
The introduction of the Single European Market has resulted in the removal of trade 
barriers and the abolition of customs duties between member states. The opening up 
of internal markets to foreign competition has meant that businesses are no longer 
protected by trade barriers and customs duties, nor can they rely on state aid any 
longer. How competitive a business is, now depends on how efficient they are and the 
amount of taxation imposed on them by their national government.  
 
Probably the first signs of the problems caused by national levels of taxation was 
identified by the Ministry of Finance in the Netherlands in the early 1990�s. The 
Ministry identified the problem that businesses were not only locating in the most tax 
favourable areas but could now buy goods and services from other countries where 
tax rates and other costs were lower. The close proximity of The Netherlands to 
Germany, France, Belgium and Luxembourg as well as the good transport links 
between the countries exacerbated the situation. 
 
Over the last 10 years France, Denmark, Germany, The Netherlands, Belgium, United 
Kingdom and the Republic of Ireland have either completed or are in the process of 
completing substantial reforms to their taxation systems. Other countries have 
undertaken more minor reforms often in response to reforms that have been made in 
other countries. 
 
No individual tax can be seen as a totally stand-alone tax and the reform of one tax 
will often have consequential effects on others. Property taxation in all its forms is no 
exception. Many forms of non-annual property taxes exist in Europe but these are 
usually levied at a national level though in some cases they can be levied by local 
government. Further details may be found on the accompanying CD, European 
Property Taxation. 
 
At the same time countries were often taking the opportunity to bring the rates of 
taxation more into line with member states in order to ensure that they were fully 
competitive on membership. For example, Poland will phase a reduction in its 
corporate tax rate from 32% to 22% by 2004 and Bulgaria has already reduced its rate 
from 30% in 1999 to 25% in 2000. In Estonia, the Czech Republic and Poland a wide 
range of changes have also been made to various taxes that affect property ownership, 
leasing and investment. Germany also is undertaking a major tax reform which is due 
to be completed by 2005. The higher rate of Income Tax will fall from 53% in 1998 to 
42% by 2005, the basic rate from 25.9% to 15%. At the same time personal allowance 
will be increased by 21.95%.  Corporation Tax will fall from 45% to 25% over the 
same period. 
 
2001 saw the introduction of the new taxation system in the Netherlands. The 
principle objectives of the change included: 
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• stimulation of employment opportunity, and strengthening of the Netherlands� 
economic structure and international competitive edge; 

• reduction of the burden of taxation on labour; 
• promotion of sustainable economic development (�greening�); 
• creation of a balanced and just burden of taxation; 
• broadening and strengthening of the taxation base, through reduced and amended 

deductions; 
• promotion of emancipation and economic independence; 
• simplification of the taxation system. 
 
One of the drivers of tax reform in Europe either directly or indirectly may be the 
European Union (EU) of which 15 of the countries studied are already members.iii In 
addition there have been applications for membership from many of the other 
countries which are in various stages of consideration. A recent surveyiv highlighted 
that as part of the application process for membership of the EU, countries needed to 
reform and improve their tax administration systems. In the area of Valued Added 
Tax (VAT) all EU countries are required to follow the provisions of the 6th Directive. 
It was noticeable that many non EU countries have implemented their own VAT 
systems heavily based on the directive. 
 
The effect of the change saw a marked change from direct to indirect taxation. It 
should be noted that as part of the revised taxation system, local property taxes were 
one of the first taxes to be reviewed and updated. 
 
In the first report it was stated that  
 

“It is not one of the declared aims of the EU to bring about tax 
harmonisation though it does recognise that this may be a natural 
consequence of many of its polices.” 

 
Since that report in September 2000 the EU has issued a report �Tax policy in the 
EU� (ISBN 92-828-8734-0). In this report it reviewed the old policy where 
 

“there was not at first sight thought to be the same need for co-
ordination on direct taxes (as VAT)” 

 
However, the report acknowledged that both people and companies will locate in 
countries where they will pay the least amount of tax and this will lead to tax 
competition between member states. It now recognises that there may be a case for 
the overall management (and control) of the different tax systems that operate in 
member states. The rationale for such control (or interference) being justified on the 
grounds of the need to protect other member states from unfair tax competition 
practices. 
 
A more recent document �Tax policy in the European Union � Priorities for the year 
ahead� (Com(2001) 260 of the 23rd May 2001) attempts to formalise an EU tax policy 
and proposes a course of action to be adopted for its implementation. There is no 
doubt that as the EU takes more of an interest in taxation there will be, sooner or later, 
an impact on property taxation whether by central or local government. 
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 It is in two main areas where taxation policy is within the remit of the EU.. The first 
is Value Added Tax where a uniform standard rate of tax is applied across all member 
states, currently 12%. Furthermore the EU regulates the implementation of the tax 
across member states and will bring legal action against them where EU policy is seen 
to be breached.  Such legal action occurred in EC Commission v. United Kingdom 
[1988] 3 CMLR 169 where the UK government was taken to court with regard to its 
implementation of VAT on property and other areas. As a consequence of the 
decision in this case the UK law had to be re-written. The approach to the application 
of VAT on property, though outside the scope of this paper, is very much an 
important issue to property owners and investors. 
 
The second area of EU activity in the tax field is within the area of unfair competition, 
as outlined above. Governments may use the taxation system as a means of protecting 
one industry or another or as a means of helping a particular class of taxpayer. Recent 
examples include action against the Irish government giving tax relief to companies 
locating within the International Financial Services Centre, and investigations into 
incentives given to car producers in France, Spain, Germany and the UK. The result 
of such schemes can often put that local industry or taxpayer at a considerable 
business advantage over others from other EU member states. In such cases the 
European Commission may bring action against a member state for uncompetitive 
practices. 
 
The EU was not originally seen as being the main driver for tax reform in Europe but 
rather that the main impetus is coming from the states themselves. Now however the 
situation has changed. 
 

7 Reform of Governance 
Since the late 1980�s the way that countries have been administered below the 
national government level has changed. In the emerging democracies often whole new 
systems of government have had to be introduced from state level downward. A few 
examples highlight some of the more recent and substantial changes that have taken 
place. 
 
France  Introduction of a regional tier of government; forming the association 

of communes into more viable units of government. 
 
Belgium Substantial devolution of powers away from the national government 

to the states and the reinforcement of the federal nature of government. 
 
UK Devolution of powers to the Welsh Assembly and the Scottish 

Parliament, introduction of the Greater  London Authority, reform of 
local government organisation in England, Wales and Scotland. 

 
Ireland Reform of local government organisation. 
 
Germany Merger of West and East Germany. 
 
As a result of both the changes to national tax systems and to the governance of 
countries the form of local government finance has had to be reviewed. 
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8 Feature of European Property Taxation 
This section seeks to review the main types of property taxation, duties and levies 
found in Europe and to highlight some of the main features of those taxes. In addition 
an attempt will be made to compare the application of the taxes across all European 
countries. 

8.1 Income Tax 
Whilst never the less an important tax with regard to property, income tax is outside 
the scope of this research. However, it is appropriate to note the Belgian approach to 
income tax and its consequence for property. 
 
The Belgian approach is to assume that taxpayers receive a notional additional income 
(Revenu cadastral) related to the value of the property they occupy. As a result, their 
income tax liability is increased by this amount. Full details of the approach can be 
found on page 94. 
 
Whilst these taxes are mainly levied by central government a number of countries 
such as Austria, Belgium, Croatia and Iceland all allow local government to levy their 
own income tax either as a separate tax or as an additional rate levied in addition to 
the national rate. 
 
For the purposes of comparison,  Table 1 shows the European rates of Corporation 
and Income Tax.. The table also indicates where local government can levy an 
additional rate for either or both taxes. 
 

Country Corporation Tax Income Tax 
 State Local State Local 
Austria 34% 3%   
Armenia 25%, 15% - 15% - 

30% 
- 

Belgium 40.17% - 25% - 
55% 

Variable 

Bosnia  30% - 15%1, 25% - 
Bulgaria 25% - >40% - 
Croatia 35% - 20% - 

35% 
18% 

Cyprus 25%, 20% - 20% - 
40% 

- 

Czech Republic 31% - 15% - 
32% 

- 

Denmark 30% - 6% - 15% - 
Estonia 26% - 26% - 
Finland 29% - 5% - 

37.5% 
- 

France 37.77% - 9.5% - - 
                                                 
1 Applies to wages only 
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Country Corporation Tax Income Tax 
 State Local State Local 

54% 
Germany 25% 8% - 12% 19.9% - 
Greece 40%, 35% - 0% - 45% - 
Hungary 18% - >40% - 
Iceland 30%, 38%1 - 26.08% + 

5% 
surcharge 

12.62% 

Ireland 20%, 10% -  - 
Italy 36%, 19% 4.25% 18% - 

45% 
- 

Lithuania 24% - 29% - 
Latvia 25% - 25% - 
Luxembourg 30% 10% >47.15% - 
Netherlands 35%, 30% - 32.35% - 

52% 
- 

Norway 28% - 28% - 
53% 

- 

Poland 30% - 19% - 
40% 

- 

Portugal 32% 10%, 5% 12% - 
40% 

- 

Romania 28% - ?  
Russia 11% 19% ?  
Slovakia 29% - ?  
Slovenia 35% - 17% - 

50% 
- 

Spain 35% - >48% - 
Switzerland 8.5% 9.9% - 

24.7% 
Varies2 - 

Sweden 28% 20% - 
30% 

31% - 

Turkey 33%  ?  
United Kingdom 30% - 22% - 

40% 
- 

Table 1; Corporation and Income Tax Rates 2001 - European Comparison 
Notes to Table 1 
A �-� indicates that on the basis of current information, no local corporation or 
income tax is charged in these countries. 
 
A �?� indicates that the information is not currently available. 

                                                 
1  Applies to partnerships only 
2  Different rates apply to each Canton. 
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8.2 Inheritance and Gift Taxes 
Within the EU countries, with the exception of Sweden, most countries levy some 
form of inheritance and gift taxes. In the emerging democracies where there has not 
been a tradition of property ownership the incidence of inheritance and gift taxes is 
less common with only around half of the countries having such taxes.  
 
In some cases they may be combined into a single tax, for example in Austria, 
Croatia, Denmark and Germany, or may be levied as separate taxes as in Bulgaria and 
Hungary. 
 
The taxpayer is, in all but one country, the person receiving the gift or inheritance. In 
the exceptional case of the UK, the transferor (donor) is generally regarded as the 
taxpayer but he has the choice as to who will pay the tax, the donor or donee. In this 
case the tax rate will vary depending on who is the actual taxpayer. 
 
Many countries have adopted a general provision that where the tax is defaulted on by 
the taxpayer, they have the right to charge the other party. 
 
The basis of valuation is generally the open market value of the property as at the date 
of death or gift with allowances being made for outstanding debts or other liabilities. 
The valuations are normally notified to the relevant tax authorities by the parties and 
the tax authority may accept the valuation supplied or obtain their own. Information 
concerning appeals is less clear but it is generally understood that most countries have 
some for of system whereby the valuation or calculation can be challenged by the 
taxpayer. 
 
Most countries adopt a system of differential tax rates depending on the relationship 
of the donor to the donee. In addition a range of exemptions and reliefs are available 
and discussed in more detail in the relevant sections of each country. 
 
Table 2 shows the key features of the implementation of the Inheritance and Gift type 
taxes across Europe. 
 
As can be seen in Table 2, the revenue from this source of tax generally is allocated to 
the state. In the case of Austria, the revenue is shared between the state and the local 
authority. In Bulgaria, Croatia, Germany, Spain and Slovenia, the revenue goes direct 
to the local government where the recipient lives.



 
 

Country Tax Taxable 
Event 

Taxpayer Tax 
Rate 

Basis of 
Valuation 

Threshold1 Exemptions Payment Tax Recipient 

         State Local Shared 
Albania Inheritances and gifts are specifically exempted from any form of tax 
Austria Inheritance 

& Gift Tax 
(Page 81) 

Inheritance
Gifts 

Recipient 2% - 
60% 

OMV2 Varies with 
relationship 
of 
donor/donee

Varies with 
relationship 
of 
donor/donee

Single 70% 30% S 

Armenia There are no Inheritance or Gift taxes in Armenia   
Belgium Inheritance 

Tax 
(Page 98 ) 

Inheritance Recipient 3% - 
80% 

OMV 500,000   Single    

Bulgaria Inheritance 
Tax 
(Page 111) 

Inheritance Recipient 0.1% - 
20% 

OMV Varies with 
relationship 
of 
donor/donee

Varies with 
relationship 
of 
donor/donee

Single    

 Gift Tax 
(Page 111) 

Gifts Recipient 0.5% - 
5% 

OMV None Yes Single  L  

Croatia Inheritance 
& Gift Tax 
(Page 120) 

Inheritance
Gifts 

Recipient 5% - 
20% 

OMV None Yes Single  L  

Cyprus Abolished with effect from 1st January 2000 
Czech 
Republic 

Inheritance 
Tax 
(Page 137) 

Inheritance Recipient 1.3% - 
35% 

OMV None Varies with 
relationship 
of 

Single S   

                                                 
1  Quoted in local currency. 
2  The tax is based on the �Einheitswert” which is meant to be the open market value but is not out of date and really is around 10%-20% of market value. 
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Country Tax Taxable 
Event 

Taxpayer Tax 
Rate 

Basis of 
Valuation 

Threshold1 Exemptions Payment Tax Recipient 

         State Local Shared 
donor/donee

Denmark Inheritance 
and Gift 
Tax 
(Page 154) 

Inheritance
Gifts 

Recipient 15%, 
36.25%

OMV Varies Yes Single S   

Estonia No inheritance or gift tax but these can be taxed as part on normal income 
Finland Inheritance 

Tax 
(Page 169) 
 

Inheritance Recipient 10% - 
16% 

OMV 20,000 No Single S   

Germany Succession 
and Gift 
Tax 
(Page 193) 
 

Inheritance
Gifts 

Recipient 7% - 
50% 

OMV Varies Limited Single  L  

Greece Inheritance 
Tax  
(Page 199) 

Inheritance Recipient 0% - 
25% 

OMV 5,175,000 Yes 2 years S   

Hungary Duty on 
Inheritance 
  

Inheritance Recipient 2.5% - 
21% 

OMV 300,000 Yes Single    

 Duty on 
Gifts(Page 
211) 

Gifts Recipient 5% - 
10% 

OMV 150,000 Limited Single    

Iceland Inheritance 
tax 

Inheritance
Gifts 

Recipient 0% - 
45% 

OMV Varies ? Single S   
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Country Tax Taxable 
Event 

Taxpayer Tax 
Rate 

Basis of 
Valuation 

Threshold1 Exemptions Payment Tax Recipient 

         State Local Shared 
Ireland Gift Tax 

(Page 222) 
Gifts Recipient 20% OMV Varies Yes 5 years S   

 Inheritance 
Tax 
(Page 224) 

Inheritance Recipient 20% OMV Varies Yes 5 years S   

Italy Succession 
and Gift 
Duty 
(Page 247) 

Inheritance 
Gifts 

Recipient 3% - 
33% 

OMV 250,000,000 Limited Single S   

Lithuania There are no Inheritance or Gift taxes in Lithuania   
Latvia There are no Inheritance or Gift taxes in Latvia   
Luxembourg Inheritance 

Tax  
(Page 256) 

Inheritance Recipient 2.5% - 
15% 

OMV 50,000 Limited Single S   

Macedonia Inheritance 
and Gift 
Tax 
(Page 262)  

Inheritance
Gifts 

Recipient 3% - 
5% 

OMV   Single S   

Malta There are no Inheritance or Gift taxes in Malta   
Moldova There are no Inheritance or Gift taxes in Moldova   
Netherlands Succession 

Duty  
(Page 278) 

Inheritance Recipient >67% OMV None Limited Single S   

Norway Inheritance 
Tax  
(Page 284) 

Inheritance Recipient 8% - 
30% 

OMV 200,000 Limited Single S   
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Country Tax Taxable 
Event 

Taxpayer Tax 
Rate 

Basis of 
Valuation 

Threshold1 Exemptions Payment Tax Recipient 

         State Local Shared 
Poland Inheritance 

Tax 
(Page 292) 

Inheritance Recipient 3% - 
20% 

OMV Varies with 
relationship 
of 
donor/donee

Yes Single S   

Portugal Inheritance 
and Gift 
Tax 
(Page 300) 

Inheritance
Gifts 

Recipients 4% - 
50% 

OMV Varies with 
relationship 
of 
donor/donee

Yes 6 � 16 
monthly 
instalments

S   

Romania There are no Inheritance or Gift taxes in Romania   
Slovakia Inheritance 

Tax 
(Page 316) 

Inheritance Recipient 1.3% - 
40% 

OMV Varies with 
relationship 
of 
donor/donee

Yes Single S   

Slovenia Inheritance 
and Gift 
Tax 
(Page 326) 

Inheritance
Gifts 

Recipient 5% - 
30% 

OMV None Yes Single  L  

Spain Succession 
and Gift 
Duty  
(Page 334) 

Inheritance
Gifts 

Recipient ? OMV None Yes Single  L  

Switzerland There are no Inheritance or Gift taxes in Switzerland   
Sweden There are no Inheritance or Gift taxes in Sweden 
Turkey There are no Inheritance or Gift taxes in Turkey   
United 
Kingdom 

Inheritance 
Tax 

Death or 
lifetime 

Donor or 
Donee  

40%  Value 
Transferred

242,000  Single S   
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Country Tax Taxable 
Event 

Taxpayer Tax 
Rate 

Basis of 
Valuation 

Threshold1 Exemptions Payment Tax Recipient 

         State Local Shared 
(Page 379) transfers 

of property
Yugoslavia Inheritance 

Tax 
(Page 403) 

Inheritance Recipient ? OMV  Yes Single S   

Table 2; Inheritance and Gift Tax - European Comparison 



8.3 Capital Gains Tax 
The treatment of capital gains from property varies considerably across Europe. In 
some countries capital gains are not taxable. That approach is an exception to the 
general rule that such capital gains are taxable. 
 
Two common approaches are adopted to the taxation of capital gains. The first 
approach is that any capital gain is treated as part of the taxpayers normal income and 
assessed as part of their income tax liability. Where this approach is adopted, 
differential rates may be applied to different sources of income. 
 
Some countries have adopted a specific Capital Gains Tax approach as can be seen 
from Table 3 below. In these countries, capital gains are taxed under a different set of 
rules from those of other forms of income.  
 
Whether taxed as part of a separate capital gains tax system, or by income and 
corporation tax, in most countries the amount of gain can be reduced by the deduction 
of expenses incurred in the ownership of the property such as extensions, 
refurbishments and major repairs. In addition there if often some form of allowance to 
mitigate the effect of inflation over the time of ownership. In the case of Ireland, this 
takes the form of an allowance related to the consumer price index change over the 
period of ownership. In the UK a percentage reduction is allowed related to the type 
of asset and the period of ownership. 
 
From a taxpayer�s perspective, the taxation of such gains as part of income tax may be 
beneficial as expenses incurred in maintaining the assets may often be set off against 
other income as they are incurred. On a capital gains tax system the expenses can 
often only be set against tax as and when the property is sold. 
 

Country Capital Gains Tax 
  
Austria  34% 
Estonia  26% 
Iceland  42% - 47% 
Ireland  20% 
Macedonia  50% 
Norway  28% 
Portugal 16% - 30% 
Spain 18% 
Switzerland Varies 
United Kingdom 40% (individuals) 

Table 3; Capital Gains Tax - European Comparison 
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8.4 Value Added Tax 
All countries with the exception of Albania and Malta, have implemented some form 
of Valued Added Tax system. For countries within the EU the form of VAT system is 
prescribed by the 6th Directive of the European Union. This directive seeks to impose 
a common VAT framework within Europe. The key features of such a system are: 
 
Countries outside the EU, such as , have developed VAT systems broadly in line with 
the 6th Directive either on the grounds convergence in that they are in the process of 
applying for membership of the EU or on the basis of adopting a well tried and tested 
tax framework. 
 
The application of VAT to property whether in the form of construction and 
refurbishment, or the sale and letting of property varies considerably throughout the 
countries studied. 

8.4.1 Rates of Tax 
Table 4, below shows the main rates of VAT charged on property and how certain 
common property transactions or events are treated across Europe.  
 
Essentially there are four common rate descriptors used across Europe, with each 
country being free to adopt a different rate for each descriptor. 
 
0% The imposition of a 0% of VAT on property generally goes against the 

6th Directive as was upheld in the case of EC Commission v. United 
Kingdom [1988] 3 CMLR 169.  

 
Standard Rate The standard rate is the main rate at which VAT is charged. Typically 

this ranges from 15% to 25%. Under the 6th Directive, the standard rate 
should not be less than 15%. 

 
Reduced Rate Provision is made to charge lower rates of VAT on certain items. 

Many countries such as France, Luxembourg and Greece may have a 
number of reduced rates of VAT. 

 
Exempt The supply is exempt and therefore no VAT is charged. 
 
It is important to appreciate the difference between a transaction being exempt and 
one subject to tax. 

Exempt Supply  
 
Where a supply is exempt, the person making the supply does not charge VAT. 
However, where VAT has already been paid, the amount of tax paid can not be 
reclaimed or offset. Consequently the exemption is more of a disadvantage than an 
advantage. 
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In order to assist the property industry provision has been made for the election for 
removal of the exemption. In such cases, the supply becomes taxable under the 
normal rules (see below). 

Taxable Supply 
In these cases the supply is subject to VAT at the prescribed rate and any input tax 
paid can be reclaimed by the person making the supply. 

The option to Tax 
Where property is exempt from VAT the taxpayer is not able to reclaim any input 
VAT that has been paid. Consequently where a taxpayer has incurred a considerable 
amount of VAT on say, refurbishment of the building) it will not be possible to 
reclaim the amount paid. Many countries have an option where the taxpayer can elect 
to bring the property into the VAT system. Where this election is made, the taxpayer 
then has to charge VAT on all aspects of supply (services, letting, sale etc) but has the 
ability to reclaim any VAT paid. The fact that the landlord charges the VAT either on 
the sale or letting of the property is immaterial to most businesses as they can reclaim 
any VAT they have paid through their own VAT account. The only time that the 
option to charge VAT will have an adverse impact on the property will be where the 
purchaser or tenant of the property is not registered for VAT (banks and insurance 
companies in the UK for example). In these cases, the imposition of VAT is 
effectively an increase in their costs which may mean that the property is not 
considered as suitable for occupation by these occupations.  
 
When the option to tax is exercised different approaches exist as to the length of time 
that the option will have effect. In the UK, the exercise of the option is practically 
irrevocable, whereas in France, the option only lasts for 10 years but can be renewed. 

New Buildings 
Many countries treat new buildings differently to second hand one. 
 
  



 
 

 
European VAT Comparison 

 
 Refurbishment Construction

 
Sale -

Commercial
Sale -

Residential
Sale - 
Land 

Letting -
Commercial

Letting -
Residential

VAT 
Rate  

Threshold 
in local 

currency 

Option 
to Tax  

Albania
  

No VAT chargeable 

Austria  20% 20% Exempt Exempt Exempt   20% 150,000  
Armenia 

  
20% 20% 20% 20% 20% 20% 20% 20% 3 million  

Belgium
  

6%, 21% 6%, 21% 6%, 21% 6%, 21% Exempt Exempt Exempt 21%   

Bosnia 10% 10% 20% 20% 20% 20%  20%   
Bulgaria
  

  20% Exempt 20% 20% Exempt 20%   

Croatia  ? ? 22%  Exempt 22% 22% Exempt 22%   
Cyprus  ? ? Exempt Exempt Exempt Exempt Exempt   No 
Czech 
Republic
  

? ? Exempt Exempt Exempt Exempt Exempt 22%  Yes 

Denmark
  

25% 25% Exempt  Exempt   25% 80,000  

Estonia ? ? 18% Exempt 18% 18% Exempt 18%   
Finland
  

22% 22% Exempt Exempt Exempt   22% 50,000  

France  19.6% 19.6% 19.6% Exempt 19.6% 19.6% Exempt  19.6% 70,000 Yes  
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European VAT Comparison 

 
 Refurbishment Construction

 
Sale -

Commercial
Sale -

Residential
Sale - 
Land 

Letting -
Commercial

Letting -
Residential

VAT 
Rate  

Threshold 
in local 

currency 

Option 
to Tax  

Germany
  

16% 16% Exempt Exempt Exempt Exempt Exempt 16% 25,000 Yes 

Greece   8%, 18% 8%, 18% 8%, 18% Exempt Exempt Exempt Exempt 18% 2.5 million ? 
Hungary
  

? ? 25% 25%  Exempt 25%  25% ? ? 

Iceland  24.5% 24.5% 24.5% 24.5% 24.5% 24.5% 24.5% 24.5% ? ? 
Ireland  12.5% 12.5% 12.5%   12.5%   20% 32,000 Yes 
Italy  10%, 20% 10% 4%, 10%, 

20% 
4%, 10%, 

20% 
20% Exempt Exempt 20% 16 million ? 

Lithuania
  

18% 18% 18% 18% 18% 18% Exempt  18% ? Yes 

Latvia  18% 18% Exempt  Exempt Exempt 18% Exempt 18% ? ? 
Luxembourg
  

3% , 15% 3%, 15% 3%, 15%, 
Exempt 

 Exempt Exempt Exempt 15% 400,000 Yes 

Malta  No VAT chargeable 
Moldova
  

20% 20% 20% ? 20% 20% ? 20%  ? 

Netherlands
  

19% 19% 19% 19% 19% ? ? 19% 23,000 Yes 

Norway  ? ? Exempt Exempt Exempt Exempt Exempt ? ? ? 
Poland  ? ? 22% 22% Exempt 22% Varies 22% ? ? 
Portugal 5%, 17% 5%, 175 Exempt Exempt Exempt Exempt Exempt 17% 1.8 million ? 



 

David C. Lincoln Fellowship 
Year 2 Report 

(c) P.K.Brown & M.Hepworth   
39

 
European VAT Comparison 

 
 Refurbishment Construction

 
Sale -

Commercial
Sale -

Residential
Sale - 
Land 

Letting -
Commercial

Letting -
Residential

VAT 
Rate  

Threshold 
in local 

currency 

Option 
to Tax  

  
Romania
  

0% 0% 19% 19% 19% 19% 19%  19% ? ? 

Russia   20% 20% 20% 20% 20% 20% 20% 20% ? ? 
Slovakia 

  
? ? 10% 10% 10% 10% 10% 10% ? Yes 

Slovenia 

  
? ? 19% 19% Exempt 19% 19% 19% 5 million ? 

Spain  16% 16% 16%, 
Exempt  

Exempt Exempt Exempt Exempt 16% 1.3 million Yes 

Switzerland
  

? ? Exempt Exempt Exempt Exempt Exempt 7.6% ? Yes 

Sweden 25% 25% Exempt Exempt Exempt Exempt Exempt 25% 90,000 Yes 
Turkey   ? ? 17%, 

Exempt 
17%, 

Exempt 
17%, 

Exempt 
17%, 

Exempt 
17%, 

Exempt 
17% ? ? 

United 
Kingdom
  

17.5% 17.5% Exempt Exempt Exempt Exempt Exempt 17.5% 54,000 Yes 

Yugoslavia ? ? ? ? ? ? ? 17% ? ? 

Table 4: Value Added Tax - European Comparison  
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Notes to Table 4 
 
Where a tax rate and exempt appear in the same column it implies that in certain instances the supply will be exempt and others it will be 
taxable. 

 

 
 



8.5 Stamp Duty, Registration Duty, Property Transfer Tax 
Table 5 below shows the main taxes and rates of tax, that are incurred on the sale, 
transfer or registration of property. 
 
As can be seen from the table the tax burden on the transfer of property can be 
significant. It should be also noted that in addition to these taxes, VAT or its local 
equivalent may also be payable (see Table 4). 
 

Country Stamp Duty Registration Duty Transfer Tax 
    
Albania - - - 
Austria 1%  2%, 3% 
Armenia - - - 
Belgium BEF 6 � 300 5% , 12.5% - 
Belorussia    
Bulgaria - - 2% 
Croatia - 5% 5% 
Cyprus 1.5% - 2.0% 5% - 8% 3% - 8% 
Czech 
Republic 

- - 1% - 5% 

Denmark 1,400 DKK plus 
0.6% 

- 1.5% 

Estonia 0.2% - - 
Finland - - 4% 
France - 4.8% - 7.1% - 
Germany - - 3.5% 
Greece - - 9% 
Hungary 3% -  
Iceland - - - 
Ireland 3% - 9% - - 
Italy ITL 500 � 80,000 0.5% - 15% - 
Lithuania 0.3%  1.0%   
Latvia 0.5% - 3.0% - - 
Luxembourg LUF 75 - 400 6% - 
Macedonia - - - 
Malta - - - 
Moldova - - - 
Netherlands - - 6% 
Norway 2.5% - - 
Poland 2% - 5% - - 
Portugal 8% - 8%, 10% 
Romania - - 7% - 16% 
Russia -   
Slovakia - - 5% 
Slovenia -  2% 
Spain 0.5% - 4% 
Switzerland   1% - 2% 
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Country Stamp Duty Registration Duty Transfer Tax 
    
Sweden - - - 
Turkey 0.6% - - 
United 
Kingdom 

0.5% - - 

Yugoslavia - - - 

Table 5; Stamp Duty, Registration Duty, Transfer Tax � European Comparison 

8.6 Wealth Tax 
A number of countries within Europe impose a Wealth Tax on all the assets of 
citizens and in some cases on certain businesses either worldwide or restricted to 
within the country concerned.  
 
In these countries the effect of such a tax is a further annual tax on property assets in 
addition to any other annual property taxes that may be payable . Where a threshold is 
stated only wealth above this amount is taxed, in all other cases all wealth is taxed. 
 
Table 6 shows the basic details of the main Wealth Taxes in Europe. 
 

Country Wealth Tax % Threshold 
   
Austria Abolished 1/1/1994  
Finland 0.9% 1,1,000 FIM 
Iceland 1.2% 5,277,058  
Luxembourg 0.5%  
Norway 1.1%  
Spain 0.2% - 2.5%  
Switzerland 0.124% - 0.74% 

Corporate 0.2% - 
5.25%1 

 

Sweden 0.35% - 5.25%  

Table 6; Wealth Tax - European Comparison 

                                                 
1  The Wealth Tax applies equally to business and individuals 
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We submit this evidence under the terms of reference set out in the Committee’s press

release of the 13th November 2000, which stated that the Committee would seek evidence

“specifically on.... alternatives to the Council Tax, including ... land value tax” 1.

����������	�
��

Land Reform Scotland realises that the ‘paradigm shift’ required in appreciating the principles underlying land value taxation may be of such a nature that understanding is not always

straightforward or easy via the written word.  We find that dialogue is often the most effective medium for communication.  At the Committee’s request, Land Reform Scotland is willing

to present verbal evidence to the Inquiry:  this would be presented by Peter Gibb as principle witness, with Fred Harrison and Dr

Duncan Pickard as supporting witnesses (see cover for biographical details).

�	�������������
	��

Land Reform Scotland campaigns “for fundamental Social justice through radical land and

tax reforms” 2 .  The organisation is constituted as a not-for-profit company limited by

guarantee.  The company is managed by a board of directors and has a membership.  Land

Reform Scotland is a non-party political organisation and, and will support all endeavours

consistent with its constitutional ends.  The organisation is funded by grants from private

foundations, and from membership dues, donations and sales of publications.  Land Reform

Scotland participates in the Scottish Land Reform Convention.

                                                          
1 ‘Parliament Committee announces terms of reference for inquiry into local government Finance’  Committee

News Release  CLG 031/2000  Monday 13 November, 2000

2 Land Reform Scotland  Constitution  December 1998
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�+�+� Land value taxation is different from all other possible sources of public revenue.  It is not a

new and additional form of taxation:  rather, it is an alternative system of raising public

revenue.  Land value taxation has an economic and ethical underpinning that ‘traditional’

forms of taxation do not.

�+�+! Land value taxation seeks to recover wealth created by the community to fund the expenses

of the community:  traditional taxes, in the main, ignore the realm of common or publicly

created wealth (allowing it to be taken, largely, by powerful private interests) and seek

instead to appropriate private wealth, through direct and indirect taxation, and apply it for

public use.

����#�
���,��������������-#�
����	
�.	�/$�����

�+!+� Land value taxation is a policy which today is exciting considerable attention  - especially in

civil society -  globally, and now also in Scotland.  As part of its commitments under the Land

Reform Action Plan, the Scottish Executive is currently carrying out “a comprehensive

economic evaluation of the possible impact of moving to a land value taxation basis” 3 .

Research projects in the UK and abroad are also looking at the possible benefits of the

policy.

�+!+! The principles behind land value taxation have already been part recognised by the UK

government, and implemented  - albeit in a flawed form -  in its auction of the G3 mobile

phone radio spectrum.

�+!+' Around the world, interest in the benefits of the various manifestations of land value taxation

seems to be growing fast.  Interest within Scotland became evident as a result of the Scottish

Office’s land reform consultation exercise in 1998-9.  In the context of the government’s initial

consultation document4  failing to even mention the policy, 20% of non-landed citizens

responding, unilaterally expressed support for or interest in land value taxation5.  Land value

taxation is the subject of increasing interest among Scottish civil society.  In Edinburgh in the

summer, the Scottish Land Reform Convention is partnering two one-day conferences

covering the subject.

                                                          
3 Scottish Executive  <http://www.scotland.gov.uk/landreform/progress6.asp>

4 Scottish Office, Land Reform Policy Group, ‘Identifying the Problems’ February 1998.

5 Land Reform Scotland  ‘Responses to the Scottish Office Consultation Paper “Identifying the Problems” - A
Survey and Statistical Analysis’  10th September 1998
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�+!+% It is to be hoped that the Committee’s role, on behalf of the Parliament, will be to fully

investigate and consider the beneficial social, political and cultural impacts claimed for land

value taxation by its advocates, with a view to its introduction in Scotland.
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����	�	����	�����	��������	�

!+�+� Land value taxation (LVT) is an alternative way of paying for public expenditure.  Its principles

correct faulty analysis used to justify current taxation practices.  The introduction of land

value taxation as a replacement for current taxation would have wide and profound

economic, social and environmental benefits.

!+�+! Land value taxation is an annual charge on the rental value of the land alone, excluding the

value of buildings and other improvements.  It would be levied on all land parcels, rural and

urban, developed and undeveloped.  There would be no exemption for land held

deliberately idle or under-used. Valuation would be based on optimum permitted use within

planning and environmental constraints.

���	����	�����	��������	�

!+!+� Land is distinct from buildings and manufactured goods in that it is not man-made.  It is a

common resource to which we all have an equal claim as a birthright.  Recognition of this

equal claim cannot in practice be achieved by reallocation, nor should it, but it can be

achieved by fiscal means through LVT.

���	���	���	������	���	�	����	�

!+'+� Land values were traditionally recognised as being socially created.  However, an

examination of the land history of the last three centuries, reveals an ongoing process of

privatisation of previously-common resources, perpetrated by powerful private interests,

abusing the emerging democratic political structures of the day.  LVT corrects such socially

non-beneficial processes.  It is therefore, at the same time, both a radical land reform and

fiscal reform.

!+'+! Several post-war attempts have been made to capture (enhanced) land values for the

public purse.  These, however, were flawed as they relied on making a one-off charge at the

point of development.  Not only did this fail to produce a steady revenue stream, but it

caused stagnation in the property market as developers and landowners sat tight to avoid

payment.

�����	���	�	��	���	��	������	�

!+%+� Depending on the context and form of its implementation, LVT sometimes goes by other

names.  As a local tax, LVT is often known as Site Value Rating, Community Ground Rent, or

Community Resource Leases:  as a macro-economic policy it is often termed Natural
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Resource Leasing or Resource Licensing.  The Crown Commission’s leasing of the seabed to

fish farming operations is a flawed example of the former type:  the recent auction of the G3

mobile phone radio spectrum is a flawed example of the latter type.

!+%+! Forms of LVT can be seen in Australia, New Zealand, South Africa, Denmark and some states

of the US.  All current manifestations of the policy are flawed, in one way or the other.  Few

jurisdictions remain aware of the principles and reasoning underlying these historically

inherited fiscal systems.  Land value taxation’s position as the fundamental ‘green’ tax partly

explains increasing interest in its merits.

����	�	���	�������	���	���	����	�����	��������	�

!+0+� Land values are in fact a measure of public demand for one location over another, and are

generated by the public at large, not by individual titleholders.  They are therefore a natural

source of public revenue.  Surges in property prices, such as currently seen in Edinburgh, are

largely a site value phenomenon:  they have little to do with variations in the cost of building

or development per se.   The resulting values ought to be used to benefit the community as a

whole, not to go as a windfall into private pockets.

����	�����������	��� ����	����	���	���	�����������	��	!������	���	���	"#$	�

!+(+� A tax based on the value of buildings as well as the land inevitably penalises development

and the improvement of property;  but it rewards dereliction and dilapidation.   It

encourages the proliferation of idle and under-used sites within existing urban areas, and so

leads to pre-mature urban sprawl, and the expansion of costly public infrastructure to

accommodate it.

!+(+! UThe Uniform Business Rate is what it says it is:  it is a tax on business.  Why would an

enterprising society wish to tax enterprise, when there is a more equitable and efficient

alternative available ? (LVT)

!+(+' Accurate valuation of buildings cannot be achieved without a detailed on-site inspection of

individual properties.  The impracticality of such an exercise precludes it, undermining the

present tax.  The present banding system of the Council Tax system at best provides only a

rough compromise  - acknowledging huge disparities within each band and provoking bitter

disputes at the thresholds, which are certain to reignite at each revaluation.  Land valuations

can be made simply and accurately (in relative terms, that is, by comparing sites) from map-

based information.

���	����	���	���	�����������	��	�����	����%�	���	�
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!+�+� This, like national income tax, can only have a negative effect on the enterprise economy.

Income tax acts as a fine on enterprise and efficiency.   It is a tax on working.  It depresses

the labour and capital markets and penalises employment.   It fails to distinguish between

earned and unearned income.

!+�+! Assessment and collection are extremely cumbersome, and heavy reliance is placed on

individual honesty.   A culture of dishonesty and cheating is consequently encouraged.

Evasion and avoidance are rife, and the many loopholes are most readily exploited by the

rich, who can afford the necessary professional expertise.

&&&	��	��	�	�����	���	���	�

!+)+� Like VAT (or purchase tax), this would interpose itself between producer and consumer and

therefore would distort markets, causing price inflation and putting some goods beyond the

reach of the poorer members of society.  It would depress trade, and like income tax is

vulnerable to cheating as a matter of routine.

!+)+! The arbitrary application of VAT to certain goods is the source of public discontent and

exasperation.

����	���	���	�������	��	����	�����	��������	�

!+&+� LVT is being adopted as policy by disparate groups across the world:  it is a policy which can,

and does, reconcile traditional concepts of left and right.

!+&+! Within Scotland, there has been a historical base of popular support for LVT.  At present, only

the Scottish Green Party has LVT as party policy.  however, at the federal level, it is Liberal

Democratic Party policy  - although this is a historically inherited situation, the ongoing

existence of which is not commonly realised.  The Scottish Socialist Party  - while promoting its

‘Service Tax’ proposal for funding local government -   recognises that “a fairer tax system for

non-domestic users of Local authority services may be a land valuation or betterment tax.” 6

!+&+' In the modern context, the major parties in Scotland have not yet seriously examined this

policy.  Scottish New Labour, the Scottish National Party, and the Scottish LibDems have not

made any public pronouncements on their stance on LVT.  Of the four main parties in

Scotland, only the Conservative and Unionist Party has stated its position on LVT, coming out

                                                          
6 Danson & Whittam, Time for Redistribution of Income: the case for a Scottish Service Tax  -  ‘A research report
commissioned by the Scottish Socialist Party’  University of Paisley, 21 February 2000.
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explicitly against the policy:  the party’s manifesto for the first Scottish Parliamentary elections

stated that “We will oppose any attempts to introduce land value taxation” 7 .  However, this

position would seem to be based on the erroneous assumption that the tax would constitute

an additional burden to rural communities8

���
	����	
����	*	���������
��.��	���	���#�
��������	�.��	����	
�����������##����1

!+�"+� With supporters for the policy ranging historically and politically from Adam Smith, through

Tolstoy and Einstein, to Winston Churchill and Fidel Castro, it is set to be the universal and

green tax for our new century.

���	��'	���������	�

!+��+� The effect or all of the above alternative forms for financing local government would be to

penalise economic activity.  LVT would do the opposite.  It would stimulate optimum

permitted use of resources while leaving intact the product of industry and the wage packet.

!+��+! Assessment and collection would be much simpler and more reliable as land cannot be

hidden, disguised or moved  - therefore LVT cannot be evaded.  Much of the valuation work

could be done from maps without requiring entry to premises.

!+��+' The cost to the public purse of administering LVT would be considerably less than with

‘traditional’ forms of taxation.

                                                          
7 Scottish Conservative and Unionist Party  Scotland First  (Scottish Parliamentary Election Manifesto)  1999

8 This would not be so  - rural land is of relatively low value, and would attract a low tax assessment:  one of the
consequences of introducing LVT would be the gentle shifting of the local tax base away from marginal and fragile
communities who receive relatively little benefit from community services.
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summary of conclusions

'+�+� Land Reform Scotland advocates the replacement of the Council Tax and the Uniform

Business Rate by a property tax based on site values only; all land, including vacant and

agricultural land would be assessed for the tax, and the assessment would be on the

assumption that the land was at its optimum permitted use within the constraints of planning

regulations.

'+�+! Within a given taxation area, the rate of tax should be the same for land in all classes of use.

'+�+' The tax would be multi-part, with elements set by UK government, Scottish government and

the local authority. For that part of local government finance where service provision is to a

national standard and local authorities are, in effect, acting in the status of agencies on

behalf of central government, it is suggested that they should be fully funded from the

national element of the site value rate; examples include police and fire services, education

and social services.

'+�+% It would be desirable to revise valuation lists annually. In most cases this would not require

inspection of individual sites since much of the work would be amenable to statistical

adjustment. Provision should be made for major quinquennial revaluations, though

experience with annual reviews may show that these are unnecessary.

'+�+0 In passing, it should be said that Land Reform Scotland is of the view that the proposed

variation in income tax in Scotland is not a satisfactory means of providing a Scottish

Parliament with tax raising powers. Any tax raised by a Scottish Parliament should take the

form of a tax on Scottish land values. It is suggested that consideration be given to

empowering the Scottish Parliament to raise revenue from a uniform rate on land value in

Scotland against compensating reductions in personal income tax and other forms of

general taxation.
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an evaluation of the existing situation

2�������3���������	��

'+!+� Occupiers of commercial property are subject to the Uniform Business Rate (National Non

Domestic Rate). Assessments are intended to be based on the annual rental value of the

hereditament and the national rate is set annually. The total amount collected is distributed

to local authorities according to a complex formula. There is a statutory provision for a

quinquennial review, the next being due to take place in 1998. When assessments are

changed at the review, there is provision for transitional relief for those occupiers whose

valuations are revised upwards; this is paid for by a phased reduction of payments to

occupiers whose assessments fall. There are provisions for levying 50% of the full rate on

vacant properties. Vacant land is assessed at zero value and agricultural land and buildings

are exempt from the UBR.

������
��	*

'+'+� Occupiers of residential property are subject to the Council Tax, based on selling prices at

the time of the valuation in 1991. Properties are assigned to eight valuation bands ranging

from A (under £40,000) to H (over £320,000). The amount paid is set by local authorities

according to a prescribed formula; taking as reference two adults in an £80,000 house (Band

D), those in a £30,000 house (Band A) will pay two-thirds as much tax, and those in a Band H

house, twice as much. There is a 25% discount for single occupants and provisions for levying

the tax at 50% on vacant premises.

��	
�	����

'+%+� There are three main advantages to UBR and the Council Tax:  these are:-

• Administration is relatively easy.

• Ensuring compliance is straightforward; the taxes are difficult to evade or avoid.

• Because the taxes are tied to property, they can be localised and be applied to any

form of local government structure.

'+%+! There are many disadvantages to the UBR:  these include:-
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• Valuations involve the inspection of individual premises, as installed machinery and plant

are included in the valuation. In some uses, the UBR is close to being levied simply as a

turnover tax.

• Many appeals are generated when valuations are revised.

• There is a financial disincentive to improve and develop, as a modern building is assessed

at a higher value and subject to a higher tax than an old one.

• The tax "rewards" the owner of vacant or under developed land.

• Valuations are insufficiently frequent; UBR assessments made at the peak of the boom in

1988 remained in force throughout the subsequent recession. The consequences of this

are exacerbated by the transitional arrangements, which effectively prolong the use of

out-of-date assessments.

• The exemption of property in agricultural use distorts the land market, favouring

agriculture rather than other uses.

• The fact that all the revenue from the UBR is allocated to local authorities by central

government gives rise to high "gearing" of discretionary local authority expenditure, which

can only be varied by a disproportionately large increase in the Council Tax.

• Local authorities have no direct interest in promoting improvements which would lead to

an increase in commercial rental values in their area.

• The tax can be avoided because valuations are based on structures "as they stand" and

buildings can readily be, and sometimes are, rendered unusable for property tax

avoidance purposes, eg by "de-roofing" or "constructive vandalism".

'+%+' There are also several disadvantages to the Council Tax, and these include:-

• The tax is regressive in that an undue proportion of the overall burden is borne by

occupiers of lower-value properties.

• The tax is also regressive across local authorities, with the lowest rates in England in

Westminster, where some of the most expensive properties in England are situated.
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• The lack of provision for a revaluation means that values are diverging from the original

1991 assessments. This is true of whole areas, of property banding within areas, and of

individual properties within bands.

• Banding avoids valuation of individual properties, and leads to fortuitous advantages

and disadvantages for those with properties whose value is close to the step from one

band to the next. As a result, the initial valuation generated almost a million appeals and

it is likely that this would happen again if the values were revised.

• The tax generates insufficient income; £9.8 billion was collected in 1996, as against £30

billion if the domestic rates had continued and were still a similar proportion of revenue.

This shortfall has had to be made good by increases in other taxes, notably VAT.

'+%+% The relationship between the UBR and the Council Tax distorts the overall land market, since it

tends to favour residential use. This encourages the loss of commercial property, especially in

mixed-use neighbourhoods.

'+%+0 With the UBR assessments falling due for review and the Council Tax assessments becoming

out-of-date, reform is opportune.

'+%+( Tax reform is implicit in devolution and the establishment of the Scottish Parliament, and to a

lesser extent the northern Ireland, Welsh and London Assemblies.
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some options for reform of the existing system

�#�����

'+0+� The main options for local tax reforms currently being canvassed are:

• UBR to be set by local authorities instead of by central government.

• Council Tax to be based on selling prices, without banding and with no upper limit.

• Limited powers to vary income tax rates to be delegated to the Scottish Parliament.

• Limited powers to vary central government funding allocations which currently go to the

Scottish and Welsh Offices, with the likelihood of repercussions on local authority revenue-

raising requirements within Scotland and Wales.

	��	��	$��

'+(+� These reforms would have the following advantages compared to the present system:-

• Localisation of the UBR would reduce the present excessive "gearing".

• Local authorities would have an interest in promoting improvements which would lead to

an increase in commercial rental values in their area.

• Given a transition period, the tax would be capable of generating additional local

income, especially from higher value residential properties, and this would permit a

reduction in central government grants (or reallocation by devolved regional authorities).

• Removal of the upper limit and charging a fixed percentage of the valuation would

make the residential property tax less regressive than the present Council Tax.

• The residential property tax would tend to stabilise house prices.

���	����$����	��	��	$��

'+�+� The following disadvantages would remain:-

• Valuations still involve the inspection of individual premises.
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• The amount of work required for valuation would make it difficult to conduct valuations

with sufficient frequency.

• Improvements would still be penalised.

• Opportunities for revenue-raising are lost; the tax base would be smaller than it could

otherwise be since vacant, undeveloped, underdeveloped and agricultural land would

be undervalued or exempt.

• The tax would still "reward" the owner of vacant or under developed land.

• The tax would continue to be regressive across local authorities, unless an equalisation

scheme was established at the same time.

• Valuations (and revaluations) would generate large numbers of appeals.

• Capital values are more volatile than annual rental values and could change

substantially even during the period of several months which it would take to make the

assessments.

• The tax can still be avoided by "de-roofing" or "constructive vandalism".

• The exemption of property in agricultural use would continue to distort the land market,

favouring agriculture against than other uses.

• Any attempt by Edinburgh or Cardiff to retain centrally a greater proportion of funds

allocated by Whitehall would oblige local authorities in Scotland and Wales to impose

higher rates of Council Tax and Business Rate on their residents and businesses. This must

have at least a marginal effect on local economies.

• Unless residential and commercial tax rates were identical, or at least linked, local

authorities might be tempted to impose excessive burdens on business since this would

appear to have no direct consequences for voters.

• Unless tax rates in a given taxation area were identical for properties in all classes of use,

the relationship between the business and domestic rates would distort the overall land

market, since the tax would favour one use rather than another.

'+�+! Under certain current proposals, the Scottish Parliament will be funded by what would, in

effect, be a form of local income tax. This will have the following disadvantages:-
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• It will be necessary to maintain an accurate register of taxpayers’ addresses, and it will,

indeed, be necessary to establish a definition of what constitutes Scottish residence.

• Complications will arise when taxpayers live in one tax area and work in another. Income

tax is often deducted by employers, at source, through the PAYE system. Provisions will

have to be made for employers to identify the appropriate income tax rate for every

employee with a Scottish address, make deductions accordingly and ensure that the

Inland Revenue is correctly paid, whilst the latter will have to remit the correct amount to

the Scottish body. Not all these employers will be based in Scotland or administering their

pay-rolls from within Scotland. Whatever procedure is adopted, it is likely to be clumsy

and costly in relation to the sums involved.

• The tax in itself will not provide for direct contributions to local revenue from companies,

especially national organisations, nor for dividend interest.

• Experience with the Community Charge showed that there are problems in linking

taxation to place of residence. The total amount of tax payable could differ by as much

as £500 per year, depending on which side of the English/Scottish border the taxpayer

resides. This provides an incentive to avoid and this would give rise to problems of

ensuring compliance. In addition, therefore, to the problems that already arise in

connection with avoidance and evasion of income tax, the extra tax could be

vulnerable to avoidance through the use of "addresses of convenience", for example by

registration on whichever side of the border the rate of tax was lower.

• The decline of regular full-time employment and the introduction of self assessment have

imposed additional strains on the income tax system and its long-term future must be in

doubt.

• Differential tax rates within different parts of the United Kingdom would influence where

people chose to live and work, with consequent effects on regional economies. Property

values would eventually come to reflect these differential tax rates, and so a local

income tax would in effect act as a property tax at one remove. There is, for example,

already significant commuting from Berwick on Tweed to Edinburgh, and to Carlisle from

small towns and villages north of the border. Unless Scottish residents enjoy benefits not

available to residents in England, the difference in tax liabilities will eventually be

reflected in house prices on the two sides of the border.

• Because earnings per head in much of Scotland are relatively low, the yield will inevitably

be restricted.
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'+�+' Land Reform Scotland does not believe that such reforms are sufficient.  We therefore

propose that the UBR and Council Tax be replaced by a fee based on annual site rental

values - a form of land value taxation, and the this land value taxation system be adopted

for discretionary revenue raising by the Scottish Parliament.

practical advantages of site value assessment for property taxation

�����	*����	��������	��	��	$����������#�������������

'+)+� Site value assessment would preserve the main advantages of the existing Council Tax/UBR

system:-

• Administration is straightforward.

• The tax is difficult to evade or avoid.

• Because the tax is tied to property, it can be localised and applied to any form of local

government structure.

�����	*������������������	��	��	$����������#�������������

'+&+� Conversion to site-value assessment would overcome most of the disadvantages of both the

present arrangements and a possible conversion of Council Tax to selling prices.

• Valuations would no longer involve the inspection of individual premises as the buildings

themselves and installed machinery and plant are ignored in the valuation.

• Fewer appeals would be generated when valuations were revised.

• Improvements would not be penalised, as the replacement of an old building by a

modern structure would not affect the assessment.

• The owner of vacant or under-developed land would have an incentive to develop in

order to secure the revenue stream with which to pay the tax.

• With no need to inspect individual premises, valuations could be revised annually,

perhaps by statistical adjustment, with substantive valuation not less than quinquennially;

alternatively, rolling revaluation would be possible.
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• The inclusion of property in agricultural use would yield additional revenue and remove

distortions in the land market without adding to the cost of farm produce.

�����	*��������������

�4��$�	�������	
�	��	��	$������������#������������������������

'+�"+� The following advantages of localisation of the UBR and conversion of Council Tax to selling

prices would also apply to the annual site rental value assessment.

• Localisation of the commercial property tax would reduce the present excessive

"gearing", but provision would have to be made to prevent local authorities from raising it

differentially on land in different classes of use.

• Local authorities would have an interest in promoting improvements and the provision of

services and amenities which would lead to an increase in land values in their area.

• The tax treats holders of all classes of land fairly since it is applied equitably to all sites and

does not penalise those who develop efficiently and appropriately.

• The tax would be less regressive than the present Council Tax.

• The tax would tend to stabilise all property prices.

• Equalisation would still be operated, by giving central government the right to precept

and redistribute.

�����	*��������������

�4��$�	��	��	$������������#�����������������	����	��

'+��+� Further advantages of conversion of the property tax to site-value assessment are:-

• The tax base would be larger since vacant, derelict, under-developed and agricultural

land would be assessed and taxed at its full value.

• The tax would no longer "reward" the owner of vacant or under-developed land.

• Rental values are relatively stable, unlike capital values which are volatile.[1]
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• Tax rates in a given taxation area could (and should) be identical for properties in all

classes of use because the difference in use values would be already included in the

assessment.

• Land is permanent, and the tax could no longer be avoided by devices such as "de-

roofing"or "constructive vandalism"

• There is no possibility for avoidance or evasion, as land cannot be hidden, moved about

or relocated to a tax haven. The LVT cannot be avoided because the land is physically

tied to its location and if the duty is not paid, it can, in the last resort, be confiscated.
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the ethical basis of land value taxation

'+�!+� The taxation of land values has a sound basis in ethics because:-

• Land is a gift of nature and land values are the product of the natural advantages of the

land and the presence and activities of the community.

• Land value reflects all communal, social and natural benefits and advantages.

• Thus a tax on land values returns to the community the value that the community creates.
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practicality of site-value assessment

'+�'+� This system of property taxation is in use in Denmark, South Africa, some Australian states and

a number of towns in Pennsylvania. A 1989 report recommended its continuation in Brisbane,

which was accepted. It has also just been introduced in the Cape Town metropolitan area.

Copies of the summary of the 1989 Brisbane report are available from

<http://www.landvaluetax.org/fbrisbne.htm>

'+�'+! A land value survey was carried out on behalf of the Rating and Valuation Association in

Whitstable, Kent in 1963 by valuers Hector Wilks and Company, with the aim of determining

the practicability of assessment of land-value taxation or site-value rating. No particular

difficulties were encountered. Using the 1963 data as a starting point, the Whitstable

valuations were revised in 1973 in a follow-up study again conducted Wilks, this time for the

Land Institute; again, no particular difficulties arose, and the report commented on the

relative ease of the task, as compared with the present system of valuation.

'+�'+' The necessary valuation expertise is available within the surveying profession.

'+�'+% Land value taxation could be readily incorporated into the UK legislative framework by

modification of the existing UBR/Council Tax.
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transitional arrangements.

'+�%+� The initial rate of tax should be fixed so that the median taxpayer is paying much the same as

at present. Because vacant and agricultural land would be included in the assessments, the

extended tax base means that the total yield would be more than under the present system.

If thought desirable, transitional arrangements might be considered, but it should be

remembered that for the most part, the "losers" will be those who have held land out of use or

who have poorly developed properties that have not been using the advantages of the site

to full effect.

'+�%+! The ‘poor-widow-alone-in-the-big-empty-house’ syndrome would be resolved by the use of a

mechanism where by election and agreement payment of the tax would not be billed:  the

amounts accruing annually would be capitalised and the resultant accumulated debt

collected on death from the estate.

'+�%+' Single occupancy relief encourages under-occupation and is vulnerable to avoidance and

evasion. To the extent that pensions and benefits are index-linked, this should largely

compensate for any possible increase in the property tax burden on the retired:  otherwise

see above.

'+�%+% In general, a property tax based on site value assessment would impose less of a burden on

single occupants than a tax based on selling prices because properties in single occupation

tend to be flats and small houses in which the land value is a smaller proportion of the total

property value than is the case with large residencies suitable for families.

'+�%+0 There will be a continuing need to keep under review which local services are paid for from

local taxation and which from central government taxation and by direct charging. The

following comment in the summary of the Brisbane report on local taxation (referred to in

3.13.1) is relevant:-

'+�%+( ``The Committee concluded that - as a basic principle - in seeking to recover the cost of the

works and services it provided, a revenue-raising authority should - as far as possible - charge

the beneficiaries of such works and services to the extent that such works and services and

their beneficiaries could be distinguished and were identifiable. Where works and services

were not, or could not be, separately identified and specifically charged for, their cost should

be recovered by a basic general charge which should nevertheless conform, as far as

possible, with the benefit principle.

'+�%+� `In respect of “merit goods” , the Committee adopted the view that charges should be

related primarily to the value of the service or benefit provided (rather than to some
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arbitrarily determined level of cost-recovery); while in the case of any local government

works or services which were effectively "market goods", it took the view that local

government should adopt a realistic pricing policy and be entitled to earn surpluses (which

could be applied to the cross-subsidisation of public and merit goods).’’

'+�%+) Valuations should be not less than quinquennial, but an objective of the reform should be

annual revaluation, with substantive revaluation at quinquennial intervals.

'+�%+& In order to gain experience and establish the system, it may be felt that the site value

taxation should be introduced initially within a selected area as a pilot scheme, following a

local valuation survey; this is discussed in Appendix C.
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proposed legislation

'+�0+� The form of site-value taxation which we advocate is substantially the same as was put

forward in the London Rating (Site Values) Bill 1938. If passed by Parliament, the Bill would

have introduced this fiscal measure in the administrative County of London. In the event, it

fell on a procedural technicality.
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further implications of a change to site value assessment

'+�(+� The yield is predictable, and buoyant in the long term, because, in general, land values tend

to rise faster than the rate of inflation.

'+�(+! Site value assessment would recoup increases in land value due to public decisions of various

kinds, such as infrastructure investment, planning policies, planning gain, and enhancements

to land value resulting from special arrangements and subsidies, such as the Common

Agricultural Policy and the former Enterprise Zones. It would also provide a compensatory

mechanism where land values are adversely affected, for example, due to motorway or

airport noise or as a result of planning restrictions. This is of particular relevance in relation to

local authority activities, because planning decisions and the provision of facilities such as

traffic management schemes can all have an influence on land values. With an LVT system in

operation, the wider costs and benefits of such schemes would be transparent.

'+�(+' The tax would be fair because land values in their entirety are due to the community. Land

values can rise (and fall) for a variety of reasons, essentially of a political nature:

improvements in amenities or transport facilities, agricultural price support, regional grants, a

general increase in prosperity, or straightforward speculation. Planning consent releases a

latent value.

'+�(+% The tax is in accord with the ‘‘benefit principle’’. A tax based on land values is a payment for

the advantages accruing to a site, and falls only upon values which can be enjoyed or

realised.

'+�(+0 A tax on site values would also resolve automatically many arguments about who should pay

for major public works. With site value assessment, it would be the beneficiary who would

pay, and the amount payable would be determined not by meticulous and dubious

calculations, but by the market-determined and ascertainable changes in the values of the

beneficiaries’ land.

'+�(+( Valuations would reflect the advantages and restrictions of Conservation Area/AONB/ SSSI

status, and the pressure to develop or farm intensively within those areas would be reduced

due to the more efficient use of urban land.

'+�(+� In most towns, there are extensive areas of ‘‘inner city decay’’. These are kept in their present

condition partly because the landowners have little incentive to improve them rather than

hold the land out of use for speculative reasons. There is at present no effective financial

penalty for holding land out of use or grossly under-using it. Thus, despite the acres of derelict

sites within our cities, there are still pressures to turn the countryside over to development.
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'+�(+) Inner-city dereliction goes hand-in-hand with high costs for infrastructure services, which must

be extended away from the centre. This presents further difficulties in siting schools, libraries,

hospitals and the like, and gives rise to attendant travel problems and costs. If site value

taxation were applied, owners of vacant and under-used property would immediately come

under financial pressure either to develop the derelict inner-city areas themselves, or to

dispose of it to somebody else who would do so.

'+�(+& The tax would be of benefit to small businesses in town centres, which are generally asked for

higher rents on the expiry of their leases. The lessee often cannot afford the new rent, and

closes the business. Even if the landlord cannot immediately find a tenant willing to pay the

revised rent, the business rate currently payable on vacant premises is insufficient to provide

an effective incentive to bring them promptly into use again. Thus we find businesses driven

to extinction whilst the premises they previously occupied stand speculatively empty. With

LVT, owners could not afford the risk of having their property vacant due to the need to raise

the cash flow from which to pay the tax. Far from killing off small businesses, it would remove

the inbuilt bias against them.

'+�(+�" Site value taxation would, as a side effect, resolve the issues of betterment and planning

gain, by providing a simple and effective means for collection. In this, it would at last provide

planning policies with the necessary financial force - the lack of which has frustrated the

planning process since 1947.
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conclusions

'+��+� With the UBR assessments under review and the Council Tax assessments becoming out-of-

date, reform is opportune. Tax reform is also implicit in government reorganisations such as

devolution.

'+��+! Land Reform Scotland advocates the replacement of the Council Tax and the Uniform

Business Rate by a property tax based on site values only; all land, including vacant and

agricultural land would be assessed for the tax, and the assessment would be on the

assumption that the land was at its optimum permitted use within the constraints of planning

regulations and other limitations.

'+��+' Within a given taxation area, the rate of tax should be the same for land in all classes of use.

'+��+% It would be desirable to revise valuation lists annually, although in most cases this would not

require inspection of individual sites since much of the work would be amenable to statistical

adjustment. Provision should be made for major quinquennial revaluations but experience

with annual review may show that these are unnecessary.

'+��+0 The tax would be multi-part, with elements set by central government, the local authority and

any other tier of government which may be established under devolution proposals.

'+��+( For those services which are provided by local authorities acting as agencies of central

government, it is suggested that these should be fully funded from the nationally determined

element of the site value rate; examples include police and fire services, education and

social services.

'+��+� Conversion of the UBR and the Council Tax to a site-value based assessment would eliminate

all of the disadvantages of both the existing system and of the principal alternative,

conversion of the Council Tax to assessment on selling prices.

'+��+) The site-value tax would also be an appropriate base for the funding of any authorities

established under legislation for devolution, since it would be free of the problems of

avoidance and enforcing compliance which would arise if these new bodies are funded by

local variations in the rate of income tax.

'+��+& Although the main reasons for the replacement of existing taxes by land value taxation are

fiscal and economic, its introduction would also remedy the long standing and unresolved

question of compensation and betterment as it relates to the planning system. LVT should be

seen as an essential component of a satisfactory and effective planning system.
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APPENDIX A

definition of land value taxation

5��+� LVT is a tax on the annual rental value of land. The valuation is the current annual market

rental value of the land alone, disregarding buildings and other improvements.

'+%+� Each unit of land is assessed at its unimproved site value, with all surrounding land taken as

being in its existing condition.

'+%+� All land, including vacant and agricultural land is subject to the tax, and the valuation is on

the basis of optimum use within whatever permissions and constraints apply.

'+%+� In practice, LVT would operate in much the same way as the present national non-domestic

rate, with the difference that no land would be exempt and buildings and other

improvements would in effect be de-rated.
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APPENDIX B

definition of land value

3��+� The following definition of land value is that given in Section 3 of London Rating (Site Values)

Bill, 1939

The annual site value of a land unit shall be the annual rent which the land comprising the

land unit might be expected to realise if demised with vacant possession at the valuation

date in the open market by a willing lessor upon a perpetually renewable tenure upon the

assumptions that at that date -

(a) there were not upon or in that land unit -

 (i) any buildings erections or works except roads; and

        (ii) anything growing except grass heather gorse sedge or other natural growth;

 (b) the annual rent had been computed without taking into account the value of any tillages or

manures or any improvements for which any sum would by law or custom be payable to an

outgoing tenant of a holding;

(c) the land unit were free from any incumbrances except such of the following incumbrances

as would be binding upon a purchaser -

easements; rights of common; customary rights; public rights; liability to repair highways by

reason of tenure; liability to repair the chancel of any church; liability in respect of the repair

or maintenance of embankments or sea or river walls; liability to pay any drainage rate under

any statute; restrictions upon user which have become operative imposed by or in

pursuance of any Act or by any agreement not being a lease.

        "works" does not include any works of excavation or filling done for the purpose of bringing

the configuration of the soil to its actual configuration;

        "road" does not include any road which the occupier alone of the land concerned is entitled

to use.
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APPENDIX C

some practical aspects of land value taxation implementation

���+� Information on site-only valuations may be obtained from abroad, where systems of land

value taxation or site value rating are in operation. In this way, legislation and procedures

can be studied and valuation rolls and maps examined. The development of information

technology, in particular, geographical information systems (GIS) and digitised mapping

would obviously be of particular relevance for the implementation of land value taxation.

���+! In Britain, land valuations were made under the heavily flawed provisions of the Finance

(1909–10) Act, 1910, but the records were never published. After repeal of the provisions by

section 57 of the Finance Act, 1920, the valuations were preserved in the offices of the Inland

Revenue. When the London Rating (Site Values) Bill was presented in 1939, some lessons had

been learned from earlier legislative attempts. Clearly, considerable up-dating would be

required in any new proposal, but the 1939 Bill sponsored by the London County Council still

provides a useful starting point.
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APPENDIX D

some thoughts on the difficulties of the Committee’s appointed task

6��+� Public finance is a policy area in which it is all too easy to loose sight of the wood because of

the trees.  Unfortunately, it is also the habit of many of those experts who would guide us

through the wood, to direct attention onto the individual trees, and their branches and twigs

of policy detail  - to the detriment of our understanding of the broad policy environment that

surrounds us.

6��+! This state of affairs has for some time  caused problems internationally within public finance

systems.  It should be clear that without a proper understanding and analysis of the territory

we hope to enter, we are lost:  and, of course, as the public finance expert David Mills said

recently, “no matter how rarified the subsequent refinement of thought, nothing will make

sense which ignores or confuses this analysis” .9

6��+' It would seem from the various documents setting out ‘terms of reference’ for the present

Parliamentary Inquiry, that, perhaps, there has been a diminution of the rank of the inquiry.

The initial statement from the committee’s convener stated that the Inquiry must constitute a

“comprehensive and independent review”  of local government finance.  The committee

must not shy away from this satisfactory specification:  a study that seeks simply to propose

limited tinkerings to the existing revenue system will not do.  The ‘new democracy’ and ‘new

politics’ of Scotland will, sooner rather than later, require more.  It would be an unsavoury

waste of public resources for the parliament to shortly find itself having to revisit this area of

policy.

                                                          
9 Practical Politics    Issue 106, Land Value Taxation Campaign, May 2001
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COUNCILLORS’ CODE
SECTION 1: INTRODUCTION TO THE CODE OF CONDUCT

1.1 The Scottish public has a high expectation of councillors and the way in which
they should conduct themselves in undertaking their duties in the Council.
You must meet those expectations by ensuring that your conduct is above
reproach.

1.2 The Ethical Standards in Public Life etc (Scotland) Act 2000 provides for the
introduction of new codes of conduct for local authority councillors and
members of relevant public bodies; imposes on Councils and relevant public
bodies a duty to help their members to comply with the relevant code; and
establishes a Standards Commission for Scotland to oversee the new
framework and deal with alleged breaches of the codes.  The Act requires the
issue of a Code of Conduct for councillors – this Code - which has been
prepared by COSLA at the invitation of Scottish Ministers and is approved by
the Scottish Parliament.

• This Code applies to every member of a local authority in Scotland.  As
a councillor, it is your responsibility to make sure that you are familiar with,
and that your actions comply with, its provisions.

 
i. This Code reflects the legal framework of Scottish Councils at the date of

the           Code’s publication.  Councillors and employees should interpret it
in the context of their individual council’s decision making structure.

Guidance on the Code of Conduct

1.4   Councillors hold public office under the law and must observe the rules of
conduct stemming from the law, this Code and any guidance from the
Standards Commission and the rules, standing orders and regulations of the
Council.  It is your personal responsibility to comply with these and review
regularly, and at least annually, your personal circumstances with this in mind,
particularly when your circumstances change.  You must not at any time
advocate or encourage any action contrary to the Code of Conduct.

1.5   The sections of the Code which follow have been developed in line with the key
principles listed in Section 2 and provide additional information on how the
principles should be interpreted and applied in practice. No written information
can provide for all circumstances and if you are uncertain about how the rules
apply, you should seek advice from senior Council employees. You may also
choose to consult your own legal advisers and, on detailed financial and
commercial matters, to seek advice from other relevant professionals.

Enforcement

1.6    Part 2 of the Ethical Standards in Public Life etc (Scotland) Act sets out the
provisions for dealing with alleged breaches of the Code and for the sanctions
that will be applied if the Standards Commission for Scotland finds that there
has been a breach of the Code.  In respect of councillors, those sanctions are
set out in Annex A.
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COUNCILLORS’ CODE
SECTION 2: KEY PRINCIPLES OF THE CODE OF CONDUCT

2.1 The general principles upon which this Code of Conduct is based are:

Duty

You have a duty to uphold the law and act in accordance with the law and the
public trust placed in you.  You have a duty to act in the interests of the
Council as a whole and all the communities served by it and a duty to be
accessible to all the people of the area for which you have been elected to
serve, and to represent their interests conscientiously.

Selflessness

You have a duty to take decisions solely in terms of the public interest. You
must not act in order to gain financial or other material benefit for yourself,
family or friends.

Integrity

You must not place yourself under any financial or other obligation to any
individual or organisation that might reasonably be thought to influence you in
the performance of your duties.

Objectivity

You must make decisions solely on merit when carrying out public business
including making appointments, awarding contracts or recommending
individuals for rewards and benefits.

Accountability and Stewardship

You are accountable for your decisions and actions to the public.  You have a
duty to consider issues on their merits, taking account of the views of others,
and you must ensure that the Council uses its resources prudently and in
accordance with the law.

Openness

You have a duty to be as open as possible about your decisions and actions,
giving reasons for your decisions and restricting information only when the
wider public interest clearly demands.

Honesty

You have a duty to act honestly. You must declare any private interests
relating to your public duties and take steps to resolve any conflicts arising in
a way that protects the public interest.
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COUNCILLORS’ CODE
Leadership

You have a duty to promote and support these principles by leadership and
example, and to maintain and strengthen the public’s trust and confidence in
the integrity of the Council and its councillors in conducting public business.

Respect

You must respect all other councillors and all Council employees and the role
they play, treating them with courtesy at all times.

2.2 You should apply the principles of this Code to your informal dealings with the
Council’s employees, party political groups and others no less scrupulously
than at formal meetings of the Council and its committees and sub-
committees.
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COUNCILLORS’ CODE
SECTION 3: GENERAL CONDUCT

Section 3.1:

The principles of good conduct in this section must be observed in all situations
where you act as a Councillor, including representing the Council on official
business.

Relationship with Council employees (including those employed by contractors
providing services to the Council)

3.1.1 You must respect all Council employees and the role they play, and treat
them with courtesy at all times.  It is expected that employees will show the
same consideration in return.

3.1.2 Whilst both you and Council employees are servants of the public, you have
separate responsibilities: you are responsible to the electorate but the
employee is responsible to the Council as his or her employer.  You must also
respect the different roles that you and an employee play.  Your role is to
determine policy and to participate in decisions on matters placed before you,
not to engage in direct operational management of the Council’s services; that
is the responsibility of the Council’s employees.  It is also the responsibility of
the Chief Executive and senior employees to help ensure that the policies of
the Council are implemented.

3.1.3 You must follow the Protocol for Relations between Councillors and
Employees attached at Annex B.  A breach of the Protocol will be considered
as a breach of this Code.

Allowances

3.1.4 You must comply with the rules for the payment to councillors of
remuneration, allowances and expenses.

Gifts and hospitality

3.1.5 You must never ask for gifts or hospitality.

3.1.6 You are personally responsible for all decisions connected with the
acceptance of gifts or hospitality offered to you and for avoiding the risk of
damage to public confidence in your Council and in local government.  As a
general guide, it is usually appropriate to refuse offers except:-

(a) isolated gifts of a trivial character or inexpensive seasonal gifts such as
a calendar or diary or other simple items of office equipment of modest
value; or

(b) normal hospitality associated with your duties and which would
reasonably be regarded as appropriate.
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(c) Civic Gifts received on behalf of the Council.
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3.1.7 You must not accept any offer by way of gift or hospitality which could give
rise to a reasonable suspicion of influence on your part to show favour or
disadvantage to any individual or organisation.  You should also consider
whether there may be any reasonable perception that any gift received by
your spouse or cohabitee or by any company in which you have a controlling
interest, or by a partnership of which you are a partner, can or would influence
your judgement.  The term “gift” includes benefits such as relief from
indebtedness, loan concessions, or provision of services at a cost below that
generally charged to members of the public.

3.1.8 You must not accept any offer of a gift or hospitality from any individual or
organisation who is an applicant awaiting a decision from the Council or who
is seeking to do business or to continue to do business with the Council.  If
you are making a visit to inspect equipment, vehicles, land or property, then
as a general rule you should ensure that the Council pays for the cost of these
visits.

3.1.9 You must only accept offers to attend social or sporting events where these
are clearly part of the life of the community or where the Council would be
expected to be represented.

3.1.10 You must not accept repeated hospitality from the same source.

i. If it is the practice of the Council to seek sponsorship for some of its activities
or events, you must ensure that your involvement with the sponsors is limited
to the event in question and does not damage public confidence in the
relationship between the Council and the sponsors.

 
ii. You must record with the appropriate officer the details of any gifts or

hospitality received.  This record will be available for public inspection.

Section 3.2: Conduct in the Chamber or in Committee

3.2.1 You must respect the Chair, your colleagues, Council employees and any
members of the public present within the Chamber during Council or
Committee meetings or other formal proceedings of the Council.  You must
comply with rulings from the Chair in the conduct of the business of the
Council.

Section 3.3: Confidentiality Requirements

3.3.1 Council proceedings and printed material are generally open to the general
public. This should be the basis on which you normally work, but there may be
times when you will be required to treat discussions, documents or other
information relating to the Council in a confidential manner, in which cases
you must observe such requirements for confidentiality.
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3.3.2 You will often receive information of a private nature which is not yet public or
which perhaps would not be intended to be public. There are provisions in
legislation on the categories of confidential and exempt information and you
must always respect and comply with the requirement to keep such
information private.  Legislation gives you certain rights to obtain information
not otherwise available to the public and you are entitled to exercise these
rights where the information is necessary to carry out Council duties.  Such
information is, however, for your individual use as a Councillor and must not
be disclosed or in anyway used for personal or party political advantage or in
such a way as to discredit the Council.  This will also apply in instances where
you hold the personal view that such information should be publicly available.

Section 3.4: Use of Council facilities

3.4.1 The Council will normally provide facilities to assist councillors in carrying out
their duties as councillors or as holders of a particular office within the
Council.  This may involve access to secretarial assistance, stationery and
equipment such as telephones, fax machines and computers.  Such facilities
must only be used in carrying out Council duties and must never be used for
party political or campaigning activities.  Where the Council recognises party
political groups, assistance to such groups is appropriate in relation to Council
matters but must not extend to political parties more generally and you should
be aware of and ensure the Council complies with the statutory rules
governing local authority publicity.

Section 3.5: Appointments to partner organisations

3.5.1 You may be appointed or nominated by the Council as a member of another
body or organisation.  If so you will be bound by the rules of conduct of these
organisations and your responsibility for any actions taken by you as a
member of such an organisation will be to the organisation in question.  You
must also continue to observe the rules of this Code in carrying out the duties
of that body.

3.5.2 If you become a director of a company as a nominee of the Council you will
assume personal responsibilities under the Companies Acts.  It is possible
that a conflict of interest may arise for you as between the company and the
Council.  In such cases it is your responsibility to take advice on your
responsibilities to the Council and to the company.  This will include questions
of declarations of interest.

Section 3.6: Dealings with the Council

3.6.1 You will inevitably have dealings on a personal level with the Council of which
you are a member – for example as a Council taxpayer, ratepayer, tenant,
recipient of a Council service or applicant for a licence or consent granted by
the Council.  You must not seek preferential treatment for yourself, your
family, friends, colleagues or employees because of your position as a
councillor or as a member of a body to which you are appointed by the
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Council and you must avoid any action which could lead members of the
public to believe that preferential treatment is being sought.
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Section 3.7: Responsibilities to the Council as a member of the public

3.7.1 The law makes specific provision that if a councillor is in two months’ arrears
with payment of Council tax that councillor may not participate in certain
decisions concerning Council tax issues, in order to preserve public
confidence that councillors are taking decisions in the general public interest.
Similar considerations should apply in other forms of dealings between you
and the Council where indebtedness may arise.  Whilst you are a member of
the community, you are also a representative of that community and of the
Council to which you are elected. As there is potential for public perception of
abuse of position and poor leadership, you must seek to avoid being in debt to
the Council.

i. If you owe a debt to the Council, for example, in relation to rent due for a
council house or commercial premises where the Council is the landlord,
you must put in place at the earliest opportunity arrangements for
repayment.  You must avoid being in a situation which might lead the public
to believe that preferential treatment is being sought.  You must not
participate in any decision which may create suspicion of a conflict of
interest.   For example, where you are in arrears of rent for a council house,
you must not participate in decisions affecting the levels of rent to be paid by
council house tenants.
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The following paragraphs set out the categories of interests, financial and otherwise, which
you have to register.  These are  "Registerable Interests", and you must ensure that they are
registered, when you are elected and whenever your circumstances change.

Regulations made by Scottish Ministers describe the detail and timescale for registering
interests. It is your personal responsibility to comply with these regulations and you should
review regularly and at least once a year your personal circumstances.  Annex C contains key
definitions and explanatory notes to help you decide what is required when registering your
interests under any particular category. The interests which require to be registered are those
set out in the following paragraphs and relate to you.  It is not necessary to register the
interests of your spouse, or cohabitee.

4.1  Category One : Remuneration

     (a)  You have a registerable interest where you receive remuneration
          by virtue of being:-

          employed;
          self-employed;
          the holder of an office;
          a director of an undertaking;
          a partner in a firm;  or
          undertaking a trade, profession or vocation, or any other work.

     (b)  You do not have a registerable interest simply because you are a councillor

     (c)  If a position is not remunerated it does not need to be registered under this category.  
However, unremunerated directorships may need to be registered under category two 
"Related Undertakings".

     (d) If you receive any allowances in relation to membership of any organisation the fact 
that you receive such an allowance must be registered.

     (e) When registering employment, you must give the name of the employer, the nature of 
its business and the nature of the post held in the organisation.

     (f) When registering self-employment, you must provide the name and give details of the 
nature of the business.  When registering an interest in a partnership, you must give 
the name of the partnership and the nature of its business.

(g)  Where you otherwise undertake a trade, profession or vocation, or any other work, the
detail to be given is the nature of the work and its regularity.  For example, if you 
write for a newspaper, you must give the name of the publication and the frequency

         of articles for which you are paid.

(h) When registering a directorship, it is necessary to provide the registered name of the 
undertaking in which the directorship is held and detail the nature of its business.
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     (i)  Registration of a pension is not required as this falls outside the scope of the category.

4.2  Category Two : Related Undertakings

(a) You must register any directorships held which are themselves not
remunerated but where the company (or other undertaking) in question is a
subsidiary of, or a parent of, a company (or other undertaking) in which you
hold a remunerated directorship

(b) You must register the name of the subsidiary or parent company or other
undertaking and the nature of its business, and its relationship to the company
or other undertaking in which you are a director and from which you receive
remuneration.

(c) The situations to which the above paragraphs apply are as follows:

• you are a director of a board of an undertaking and receive
remuneration - declared under Category 1 - and

 

• you are a director of a parent or subsidiary undertaking but do not
receive remuneration in that capacity.

4.3  Category Three : Contracts

     (a)    You have a registerable interest where you (or a firm in which you are a partner, or
an undertaking in which you are a director or in which you have shares of a value as
described in paragraph 5.6 below) have made a contract with the Council of which
you are a member:

          (i)  under which goods or services are to be provided, or works
               are to be executed;  and

          (ii) which has not been fully discharged.

     (b)   You must register a description of the contract, including its duration, but excluding
the consideration.

4.4  Category Four : Election Expenses

     You must register a statement of any assistance towards elections expenses received
within the last twelve months.

4.5  Category Five : Houses, Land and Buildings

     (a) You have a registerable interest where you own or have any other right or interest in 
houses, land and buildings, such as being an owner or a tenant, including council 
tenant.
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     (b) You are required to give the address of the property, or otherwise give a description 

sufficient to identify it.



LG/01/33/6

COUNCILLORS’ CODE

4.6  Category Six : Interest in Shares and Securities

     You have a registerable interest where you have an interest in shares comprised in the
share   capital of a company or other body and the nominal value of the shares is:-

12. greater than 1% of the issued share capital of the company or other body;  or

     (ii) greater than £25,000.

4.7  Category Seven : Non-financial Interests

    Councillors may also have significant non-financial interests and it is equally important
that relevant interests such as membership or holding office in public bodies, companies,
clubs, societies and organisations such as trades unions and voluntary organisations, are
registered and described.  In this context, non-financial interests are those which
members of the public might reasonably think could influence your actions, speeches or
votes in the Council.
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SECTION  5  :  DECLARATION  OF  INTERESTS

1. Section 5.1 : Introduction

5.1.1 The key principles of the Code, especially those which specify integrity, honesty and
openness are given further practical effect by the requirement for you to declare
interests at meetings which you attend.   The rules on declaration of interest, along
with the rules which require registration of interests, are intended to produce
transparency in regard to interests which might influence, or be thought to influence,
your actions as a Councillor.

5.1.2 It is your responsibility to make decisions about whether you have to declare
an interest or make a judgement as to whether a declared interest prevents
you from taking part in any discussions or voting.   You are in the best position
to assess your personal circumstances and to judge how these circumstances
affect your role as a Councillor in regard to a particular matter.   You can of
course seek advice from appropriate Council officers or from other sources
which may be available to you.   In making decisions for which you are
personally responsible you are advised to err on the side of caution.

5.1.3 You may feel able to state truthfully that an interest would not influence your
role as a Councillor in discussion or decision-making.   You must, however,
keep in mind that the test is whether a member of the public, acting
reasonably, would think that a particular interest could influence your role as a
Councillor.

5.1.4 Much of the content of the rules set out in this section of the Code refers to
Council or Committee meetings.   The principles relating to declaration of
interests are not confined to such meetings.   You must apply these principles
no less scrupulously in your dealings with Council officers, at meetings with
other Councillors, including party group meetings, meetings of Joint Boards
and Joint Committees and any other meeting, formal or informal, where you
are representing your Council.
1.1 

1.2 Section 5.2 : Interests Which Require Declaration

5.2.1 Interests which require to be declared may be financial or non-financial.   They may
or may not cover interests which are registerable in terms of this Code.   Most of the
interests to be declared will be your personal interests but, on occasion, you will
have to consider whether the interests of other persons require you to make a
declaration.   The paragraphs which follow deal with (a) your financial interests, (b)
your non-financial interests and (c) the interests, financial and non-financial, of other
persons.

1.3 
1.4 Your Financial Interests

5.2.2 Any financial interest which is registerable under any of the categories
prescribed in Section 4 of this Code must be declared.
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5.2.3 The financial interests which you may have to declare are not confined to
those which are registerable.   You may, for example, in the course of
employment or self-employment, be engaged in providing professional advice
to a person whose interests are a component of a matter to be dealt with by a
Council Committee.

5.2.4 You do not have a financial interest which you have to declare as a Council
tax payer or ratepayer or, in respect of any issue relating to the terms of
services which are offered to the public generally, as a recipient or non-
recipient of those services.   Similarly, you do not have a financial interest in
relation to any consideration of Councillors’ allowances or services provided
by the Council to Councillors to assist them in carrying out their duties.

1.5 Your Non-Financial Interests

5.2.5 If you have registered a non-financial interest under Category Seven of
Section 4 you have recognised that it is a significant non-financial interest.
There is therefore a very strong presumption that this interest will be the
subject of declaration in any context where there is any link between a matter
which requires your attention as a Councillor and the registered interest.

5.2.6 As a Councillor you will serve on other bodies as a result of express
nomination or appointment by your Council or otherwise by virtue of being a
Councillor.   Your membership of statutory Joint Boards or Joint Committees
which are composed exclusively of Councillors does not raise any issue of
declaration of interest in regard to Council business.   In relation to service on
the boards and management committees of limited liability companies, public
bodies, societies and other organisations, you must decide, in the particular
circumstances surrounding any matter, whether to declare a non-financial
interest.   Only if you believe that, in the particular circumstances, the nature
of the interest is irrelevant or without significance should it not be declared.
You must always remember the public interest points towards transparency
and, in particular, a possible divergence of interest between the Council and
another body.   Keep particularly in mind the advice in paragraph 3.5.2 of this
Code about your legal responsibilities to any limited liability company of which
you are a director.

5.2.7 You will also have other private and personal interests and may serve, or be
associated with, bodies, societies and organisations as a result of your private
and personal interests and not because of your role as a Councillor.   In the
context of any particular matter you will have to decide whether to declare a
non-financial interest.   You should declare an interest unless you believe that,
in the particular circumstances, the interest is irrelevant or without
significance.   In reaching a view you should consider whether your interest
(whether taking the form of association or the holding of office) would be seen
by a member of the public acting reasonably in a different light because it is
the interest of a person who is a Councillor as opposed to the interest of an
ordinary member of the public.
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1.6 The Interests of Other Persons

5.2.8 The Code requires only your financial interests to be registered.   You may,
however, have to consider whether you should declare an interest in regard to the
financial interests of your spouse or cohabitee which are known to you.   You may
have to give similar consideration to any known non-financial interest of a spouse or
cohabitee.   You have to ask yourself whether a member of the public acting
reasonably would regard these interests as effectively the same as your interests in
the sense of potential effect on your responsibilities as a Councillor.

5.2.9 The interests known to you, both financial and non-financial, of relatives and
close friends may have to be declared.   This Code does not attempt the task
of defining “relative” or “friend”.   Not only is such a task one fraught with
difficulty but is also unlikely that such definitions would reflect the intention of
this part of the Code.   The key principle is the need for transparency in regard
to any interest which might (regardless of the precise description of
relationship) be objectively regarded by a member of the public, acting
reasonably, as potentially affecting your responsibilities as a Councillor.

1.7 Section 5.3 : Making a Declaration

5.3.1 You must consider at the earliest stage possible whether you have an interest
to declare in relation to any matter which is to be considered.   You should
consider whether agendas for meetings raise any issue of declaration of
interest.   Your declaration of interest must be made as soon as practicable at
a meeting where that interest arises.   If you do identify the need for a
declaration of interest only when a particular matter is being discussed you
must declare the interest as soon as you realise it is necessary.

5.3.2 The oral statement of declaration of interest should identify the item or items
of business to which it relates.   The statement should begin with the words “I
declare an interest”.   The statement must be sufficiently informative to enable
those at the meeting to understand the nature of your interest but need not
give a detailed description of the interest.

1.8 Section 5.4 : Effect of Declaration

5.4.1 Declaring a financial interest has the effect of prohibiting any participation in
discussion and voting.   You should leave the meeting room until discussion of
the item of business is concluded.

5.4.2 A declaration of a non-financial interest involves a further exercise of
judgement on your part.   You must consider the relationship between the
interest which has been declared and the particular matter to be considered
and relevant individual circumstances surrounding the particular matter.
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5.4.3 In the final analysis the conclusive test is whether, in the particular
circumstances of the item of business, and knowing all the relevant facts, a
member of the public acting reasonably would consider that you might be
influenced by the interest in your role as a Councillor and that it would
therefore be wrong to take part in any discussion or decision-making.   If you
are not confident about the application of this objective yardstick, you should
play no part in discussion and should leave the meeting room until discussion
of the particular item is concluded.   If you, in conscience, believe that your
continued presence would not fall foul of this objective test, then declaring an
interest will not preclude your involvement in discussion or voting.

1.9 Section 5.5 : Frequent Declarations of Interest

5.5.1 Public confidence in a local authority is damaged by perception that a
Council’s decisions are substantially influenced by factors other than the
public interest.   If you would have to declare interests frequently at meetings
of a particular committee or in respect of any role which you are asked to
discharge as a Councillor, you should not accept a role or appointment with
that attendant consequence.   Similarly, if any Council appointment or
nomination to another body would give rise to objective concern because of
your existing personal involvements or affiliations, you should not accept the
appointment or nomination.

1.10 Section 5.6 : Dispensations

5.6.1 In some very limited circumstances dispensations may be granted by the
Standards Commission in relation to the existence of financial and non-
financial interests which in terms of this Code would otherwise prohibit
participation in discussion and voting.

5.6.2 Applications for dispensations will be considered by the Standards
Commission which will be able to entertain requests for dispensations which
will apply generally to a class or description of Councillors who are all affected
by a particular category of interest.   In situations where general or category
dispensations are not granted by the Standards Commission, applications for
particular dispensations should be made as soon as possible in advance of
any meetings where dispensation is sought.   You should take no part in
consideration of the matter in question unless and until the application for
dispensation is granted.
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Section 6.1: Introduction

6.1.1 In order for the Council to fulfil its commitment to being open, accessible, and
responsive to the needs of the public, it needs to encourage appropriate
participation by organisations and individuals in the decision-making process.
Clearly however, the desire to involve the public and other interest groups in
the decision-making process must take account of the need to ensure
transparency and probity in the way in which the Council conducts its
business.

6.1.2 You will need to be able to consider evidence and arguments advanced by a
wide range of organisations and individuals in order to perform your duties
effectively.  Some of these organisations and individuals will make their views
known directly to individual councillors or Council committees.  The rules and
standards in this Code set out how you should conduct yourself in your
contacts with those who seek to influence you.

6.1.3 You may be lobbied by a wide range of people including individuals,
organisations, companies and developers.  As a general rule, it is an essential
element of the democratic system that any individual should be able to lobby
the Council or a councillor.  However, particular considerations apply when
you are dealing with applications under regulatory powers such as planning
and with matters of a quasi-judicial nature such as the determination of certain
licence applications.

6.1.4 Political group meetings should not be used to decide how councillors should
vote on such applications, or on individual staffing matters such as the
appointment or discipline of employees.  It is a breach of this Code to comply
with political group decisions on such matters where these differ from your
own views.
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SECTION 7: TAKING DECISIONS ON INDIVIDUAL APPLICATIONS

7.1 On questions which councillors have to decide on individual applications you
may have to take account of different points of view.  However the legal
responsibility for decisions will always be your own..

Section 7.2:  Dealing with planning applications

7.2.1 As a councillor you may have to deal with planning applications.  You may become
involved in local cases as a ward representative, or you may be more actively
involved in decision making as a member of a committee or at meetings of the
Council which deal with planning applications.  If so, it is your duty to ensure that
development decisions are properly taken and that parties involved in the
development process are dealt with fairly.

7.2.2 To reduce the risk of planning decisions being legally challenged, in your dealings
with planning applications you must not only avoid impropriety, but must at all times
avoid any occasion for suspicion and any appearance of improper conduct.

7.2.3 If you have substantial property or other interests which would prevent you from
voting on a regular basis you should not sit on a committee which deals with planning
applications.

7.2.4 You must not act on behalf of, or as an agent for, an applicant for planning permission
with the council other than in the course of your professional role which you have
registered.

7.2.5 When making a planning application for your own property, you must not take any
further part in the development control process following submission of the planning
application.

7.2.6 You must never seek to pressure planning officers to provide a particular
recommendation on any planning application, planning agreement or taking
enforcement action.

7.2.7 You should not organise support or opposition, lobby other councillors or act as an
advocate to promote a particular recommendation on a planning application, on a
planning agreement or on taking enforcement action.

7.2.8 It is possible that you may receive representations from interested parties in relation to
planning applications.  If you are a member of the committee which deals with
planning applications, or if you are to attend a meeting of the Council to consider
planning applications, and you wish to respond to lobbying by constituents or others
by openly advocating a particular course of action prior to the meeting, you must
declare an interest and not take part in any consideration of the application in question
and you must leave the meeting room until consideration of the matter is concluded.
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7.2.9 If you propose to take part in the consideration of planning applications at a meeting
of a committee or of the Council, you must not give grounds to doubt your
impartiality.  You must not make public statements about a pending application, to
ensure that you are not seen to be prejudging a decision which will be made at the
meeting where all the information required to take a decision will be available.  You
must not indicate or imply your support or opposition to a proposal, or declare your
voting intention, before the meeting.  Anyone who may be seeking to influence you
must be advised that you will not formulate an opinion on a particular proposal until
all available information is to hand and has been duly considered at the relevant
meeting.

7.2.10 If you have an interest, whether financial, non financial, or personal, in the outcome of
a decision on a planning application, or a planning agreement, or on taking
enforcement action, you must declare that interest and refrain from taking part in the
consideration of the application.
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ANNEX  A

SANCTIONS APPLIED BY STANDARDS COMMISSION FOR BREACH OF
THE CODE

(a) Censuring the councillor;
 
(b) Suspending, for a period not exceeding one year, the councillor’s

entitlement to attend one or more but not all of the following:

i)  all meetings of the Council;

ii) all meetings of one or more committees or sub-committees of
the council;

iii) all meetings of any other body on which that councillor is a
representative or nominee of the council;

(a) Suspension, for a period not exceeding one year, of the councillor’s
entitlement to attend all meetings of the council, and of any committee or
sub-committee of the council; and of any other body on which the
councillor is a representative or nominee of the council;

 

(b) Disqualifying the councillor, for a period not exceeding five years, from
being or being nominated for election as, or from being elected as, a
councillor.

A period of suspension under (b) or (c) above which would continue until or
beyond an ordinary election will come to an end at the beginning of the day on
which that election is held.

Disqualification of a councillor has the effect of vacating that councillor’s office
and extends to the councillor’s membership of any committee or sub-committee of
the council, any joint committee, joint board or other body on which the
councillor is a representative or nominee of the council.

Where a councillor is a also a member of a devolved public body (as defined in the
Ethical Standards in Public Life etc (Scotland) Act 2000), other than as a
representative or nominee of the council, or is the Water Industry Commissioner, the
Commission may also remove or disqualify that person in respect of that
membership.  Full details of the sanctions are set out in Section 19 of the Act.
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ANNEX B

2. A PROTOCOL FOR RELATIONS BETWEEN COUNCILLORS AND
EMPLOYEES
3. IN SCOTTISH COUNCILS

3.1 Principles

1. This protocol sets out the way in which Councils and employees of Councils
should behave towards one another.  It does not cover all the variety of
circumstances which can arise, but the approach which it adopts will serve as
a guide to dealing with other issues as they come up.

2. Councillors and employees should work in an atmosphere of mutual trust and respect,
with neither party seeking to take unfair advantage of their position.

Scope

3. The commonest contacts are between Councillors and senior employees at Chief
Executive, Director or Head of Service level, and this protocol is very largely about
those contacts.  There are also many contacts between Councillors and other
employees in their daily business, and the principles of this protocol also apply to
them.  The particular position of employees who provide direct support services for
Councillors is dealt with separately at paragraph 21.

3.1.1 Members’ and Employees’ roles

4. Within a Council Councillors have a number of different roles, all of which call
for separate consideration.  Some councillors are chairs of committees, most
belong to political groups, and all have a local constituency to represent.

5. Legally, employees are employed by the Council and are accountable to it.
Ultimately they serve the Council as a whole and not any particular political
group, combination of groups or any individual member.  Nonetheless,
political groups exist in most Councils and employees may properly be called
upon to assist the deliberations of political groups and also to help individual
members in their different roles.  Chief executives and senior officers have
ultimate responsibility to ensure that the Council’s responsibilities are
implemented.

3.1.2 Office Bearers

6. It is clearly important that there should be a close professional working relationship
between the chair of a committee and the director and other senior employees of any
service which reports to that committee.  However, such relationships should never be
allowed to become so close, or appear to be so close, as to bring into question
employees’ ability to deal impartially with other councillors, and the ability of chairs
to deal impartially with other employees.
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7. The chair of a committee will often be consulted on the preparation of

agendas and reports.  Employees will always be fully responsible for the
contents of any report submitted in their name and have the right to submit
reports to members on their areas of professional competence.  While
employees will wish to listen to the views of convenors, they must retain final
responsibility for the content of reports.

8. Committee chairs are recognised as the legitimate elected spokesperson on
their committees’ areas of responsibility. Where authority is delegated to
employees they will often wish to consult chairs of committees about the
action which they propose to take but the responsibility for the final decision
remains with the employee who is accountable for it.  Chairs should bear this
in mind when discussing proposed action with employees.

9. Committee chairs will have many dealings with employees.  Those employees
should always seek to assist a committee chair but it must be remembered
that they are ultimately responsible to the Head of the Service.

3.1.3 Political Groups

12. Most Councils operate through a system of groups of councillors, many of them
based on political affiliation.  All employees must, in their dealings with political
groups and individual members, treat them in a fair and even-handed manner.
Employees must at all times maintain political neutrality.

11. The support provided by employees can take many forms, ranging from the meeting
with the chair and vice chair before a committee meeting to a presentation to a full
party group meeting.  Whilst in practice such support is likely to be in most demand
from whichever party group is for the time being in control of the Council, it should
be available to all party groups.  The advice given by employees to different party
groups should be consistent.

12. Certain matters must, however, be clearly understood by all those participating in this
type of process,  councillors and employees alike.  In particular:

 

• Council rules about groups’ access to employees, e.g. all requests being
approved by the Chief Executive, must be followed

• employee support in these circumstances must not extend beyond providing
information and advice in relation to matters of Council business.  The
observance of this distinction will be assisted if employees are not expected to
be present at meetings or parts of meetings, when matters of party business
are to be discussed

• party group meetings, whilst they form part of the preliminaries to Council
decision-making, are not empowered to make decisions on behalf of the
Council.  Conclusions reached at such meetings do not therefore rank as
Council decisions and it is essential that they are not interpreted or acted
upon as such

• where employees provide information and advice to a party group meeting in
relation to a matter of Council business, this cannot act as a substitute for
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providing all necessary information and advice to the relevant committee or
sub-committee when the matter in question is considered

• political groups need to recognise that information and advice given by
employees should be used to enhance discussion and debate at Council and
committee meetings.  If such information is used for political advantage, for
example media briefings beforehand, then the process could become
devalued and place employees in a difficult position in giving information and
advice

• the chair of a political group meeting attended by employees has a
responsibility for ensuring that those attending are clear on the status of the
meeting and the basis on which employees are attending

13. Special care needs to be exercised whenever employees are involved in providing
information and advice to a meeting of a political group which includes persons who
are not members of the Council.  Such persons will not be bound by the Codes of
conduct for councillors and employees (in particular, the provisions concerning the
declaration of interests and confidentiality) and for this and other reasons employees
may not be able to provide the same level of information and advice as they would to
a members only meeting.

14. Any discussion with a political group or Councillor must be treated with strict
confidentiality by the employees concerned and should not be accessible to
any other political group.  It is acknowledged however, that factual information
upon which any advice is based will, if requested, be available to all political
groups.

15. Should any difficulty or uncertainty arise in the area of employee advice to
party groups, this shall be raised with the Chief Executive who should discuss
the matter with the group leader.

Local Representative

16. All councillors represent part of the area of the Council.  Within each Council’s
rules about consultation and Councillor involvement, employees must treat all
Councillors fairly and openly in their role as local representatives.  When
performing their local representative role, councillors will be seen by the public
as representing the Council and should act in accordance with the principles
of the Code of Conduct for Councillors and this protocol.

Communications

17. Communications between an individual Councillor and an employee should
normally not be copied by the officer to any other Councillor.  Where it is
necessary to copy the communications to another member, this should be
made clear to the original Councillor at the time.

Appointments

18. Where councillors are involved in the appointments of employees they must
act fairly and openly and judge candidates solely on merit.
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Social Relationships

19. The relationship between councillors and employees depends upon trust and
this will be enhanced by the development of positive, friendly relationships.
Councillors and employees will often be thrown together in social situations
within the community and they have a responsibility to project a positive
image of the Council.  Nonetheless, close personal familiarity between
individual employees and councillors can damage the relationship of mutual
respect and the belief that employees give objective and professional advice
and commitment to the Council.  Councillors and employees should,
therefore, be cautious in developing close personal friendships while they
have an official relationship.

Public Comment

20. Councillors should not raise matters relating to the conduct or capability of
employees in public.  Employees must accord to councillors the respect and
courtesy due to them in their various roles.  There are provisions in the Code
of Conduct for Employees about speaking in public and employees should
observe them.

Employees supporting Councillors

21. Where Councils arrange for employees to support members directly in
carrying out their duties, particular considerations apply.  Such employees are
normally involved in administrative and practical support of councillors.  While
such staff may operate to the requirements of individual councillors in their
daily business, it must be remembered that the employees are accountable to
their line managers and any issues about conflicting priorities, conduct or
performance must be referred to those managers.
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ANNEX  C

DEFINITIONS

1. “Remuneration” includes any salary, wage, share of profits, fee, expenses,
other monetary benefit or benefit in kind. This would include, for example, the
provision of a company car or travelling expenses by an employer.

2. “Undertaking” means:
a) a body corporate or partnership; or b) an unincorporated association
carrying on a trade or business, with or without a view to a profit.

3. “Related Undertaking” is a parent or subsidiary company of a principle
undertaking of which you are also a director. You will receive remuneration for
the principle undertaking though you will not receive remuneration as director
of the related undertaking.

4. “Parent Undertaking” is an undertaking in relation to another undertaking, a
subsidiary undertaking, if a) it holds a majority of the voting rights in the
undertaking; or b) it is a member of the undertaking and has the right to
appoint or remove a majority of its board of directors; or c) it has the right to
exercise a dominant influence over the undertaking (i) by virtue of provisions
contained in the undertaking’s memorandum or articles or (ii) by virtue of a
control contract; or d) it is a councillor of the undertaking and controls alone,
pursuant to an agreement with other shareholders or councillors, a majority of
the voting rights in the undertaking.

5. “election expenses” means expenses incurred, whether before, during or
after the election, on account of or in respect of the conduct or management
of the election.

6. “a person” means a single individual or legal person and includes a group of
companies;

7. “group of companies” has the same meaning as “group” in section 262(1) of
the Companies Act 1985. A “group”, within s262(1) of the Companies Act
1985, means a parent undertaking and its subsidiary undertakings.

8. “Any person” includes individuals, incorporated and unincorporated bodies, trade
unions, charities and voluntary organisations.

9. “Spouse” does not include a former spouse or a spouse who is living
separately and apart from you.

10. “Cohabitee” includes a person, whether of the opposite sex or not, who is
living with you in a relationship similar to that of husband and wife.
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11. “Chair” includes Committee Convener or any person discharging similar

functions under alternative decision making structures.
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SECTION 1: INTRODUCTION TO THE CODE OF CONDUCT

1.1 The Scottish public has a high expectation of those who serve on the boards
of public bodies and the way in which they should conduct themselves in undertaking
their duties for the public body.  You must meet those expectations by ensuring that
your conduct is above reproach.

1.2 The Ethical Standards in Public Life etc (Scotland) Act 2000 provides for new
Codes of Conduct for local authority councillors and members of relevant public
bodies; imposes on councils and relevant public bodies a duty to help their members
to comply with the relevant code; and establishes a Standards Commission for
Scotland to oversee the new framework and deal with alleged breaches of the
codes.

1.3 As a member of a public body, it is your responsibility to make sure that you
are familiar with, and that your actions comply with, the provisions of this Code of
Conduct.

Guidance on the Code of Conduct

1.4 You must observe the rules of conduct contained in this Code.  It is your
personal responsibility to comply with these and review regularly, and at least
annually, your personal circumstances with this in mind, particularly when your
circumstances change.  You must not at any time advocate or encourage any action
contrary to the Code of Conduct.

1.5 The Code has been developed in line with the key principles listed in Section
2 and provides additional information on how the principles should be interpreted
and applied in practice.  The Standards Commission may also issue guidance. No
Code can provide for all circumstances and if you are uncertain about how the rules
apply, you should seek advice from the public body. You may also choose to consult
your own legal advisers and, on detailed financial and commercial matters, seek
advice from other relevant professionals.

Enforcement

1.6 Part 2 of the Ethical Standards in Public Life etc (Scotland) Act 2000 sets out
the provisions for dealing with alleged breaches of this Code of Conduct and the
sanctions that shall be applied if the Standards Commission finds that there has
been a breach of the Code. Those sanctions are outlined in Annex A.
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SECTION 2: KEY PRINCIPLES OF THE CODE OF CONDUCT

2.1 The general principles upon which this Model Code of Conduct are based are:

Public Service

You have a duty to act in the interests of the public body of which you are a
member and in accordance with the core tasks of that body.

Selflessness

You have a duty to take decisions solely in terms of public interest.  You must
not act in order to gain financial or other material benefit for yourself, family or
friends.

Integrity

You must not place yourself under any financial, or other, obligation to any
individual or organisation that might reasonably be thought to influence you in
the performance of your duties.

Objectivity

You must make decisions solely on merit when carrying out public business.

Accountability and Stewardship

You are accountable for your decisions and actions to the public.  You have a
duty to consider issues on their merits, taking account of the views of others
and must ensure that the public body uses its resources prudently and in
accordance with the law.

Openness

You have a duty to be as open as possible about your decisions and actions,
giving reasons for your decisions and restricting information only when the
wider public interest clearly demands.

Honesty

You have a duty to act honestly. You must declare any private interests
relating to your public duties and take steps to resolve any conflicts arising in
a way that protects the public interest.

Leadership

You have a duty to promote and support these principles by leadership and
example, to maintain and strengthen the public’s trust and confidence in the
integrity of the public body and its members in conducting public business.
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Respect

You must respect fellow members of your public body and employees of the
body and the role they play, treating them with courtesy at all times.

2.2 You should apply the principles of this code to your dealings with fellow
members of the public body and its employees.
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SECTION 3: GENERAL CONDUCT

Relationship with Employees of the Public Body

3.1 You will treat any staff employed by the body with courtesy and respect.  It is
expected that employees will show you the same consideration in return.

Allowances

3.2 You must comply with any rules of the public body regarding remuneration,
allowances and expenses.

Gifts and Hospitality

3.3 You must never canvass or seek gifts or hospitality.

3.4 You are responsible for your decisions connected with the offer or acceptance
of gifts or hospitality and for avoiding the risk of damage to public confidence in your
public body.  As a general guide, it is usually appropriate to refuse offers except :-

(a) isolated gifts of a trivial character or inexpensive seasonal gifts such as
a calendar or diary, or other simple items of office equipment of modest
value;

(b) normal hospitality associated with your duties and which would
reasonably be regarded as inappropriate to refuse; or

(c) gifts received on behalf of the public body.

3.5 You must not accept any offer by way of gift or hospitality which could give
rise to a reasonable suspicion of influence on your part to show favour, or
disadvantage, to any individual or organisation. You should also consider whether
there may be any reasonable perception that any gift received by your spouse or
cohabitee or by any company in which you have a controlling interest, or by a
partnership of which you are a partner, can or would influence your judgement. The
term “gift” includes benefits such as relief from indebtedness, loan concessions, or
provision of services at a cost below that generally charged to members of the
public.

3.6 You must not accept repeated hospitality from the same source. You must
record details of any gifts and hospitality received and the record must be made
available for public inspection.

3.7 You must not accept any offer of a gift or hospitality from any individual or
organisation which stands to gain or benefit from a decision your body may be
involved in determining, or who is seeking to do business with your organisation, and
which a person might reasonably consider could have a bearing on your judgement.
If you are making a visit to inspect equipment, vehicles, land or property, then as a
general rule you should ensure that your body pays for the costs of these visits.
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Confidentiality Requirements

3.8 There may be times when you will be required to treat discussions,
documents or other information relating to the work of the body in a confidential
manner.  You will often receive information of a private nature which is not yet public,
or which perhaps would not be intended to be public.  There are provisions in
legislation on the categories of confidential and exempt information and you must
always respect and comply with the requirement to keep such information private.

3.9 It is unacceptable to disclose any information to which you have privileged
access, for example derived from a confidential document, either orally or in writing.
In the case of other documents and information, you are requested to exercise your
judgement as to what should or should not be made available to outside bodies or
individuals.  In any event, such information should never be used for the purpose of
personal or financial gain, or used in such as way as to bring the public body into
disrepute.

Use of Public Body Facilities

3.10 Members of public bodies must not misuse facilities, equipment, stationary,
telephony and services, or use them for party political or campaigning activities. Use
of such equipment and services etc must be in accordance with the public body’s
policy and rules on their usage.

Appointment to Partner Organisations

3.11 You may be appointed, or nominated by your public body, as a member of
another body or organisation.  If so, you are bound by the rules of conduct of these
organisations and should observe the rules of this Code in carrying out the duties of
that body.

3.12 Members who become directors of companies as nominees of their public
body will assume personal responsibilities under the Companies Acts.  It is possible
that conflicts of interest can arise for such members between the company and the
public body.  It is your responsibility to take advice on your responsibilities to the
public body and to the company.  This will include questions of declarations of
interest.
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 SECTION 4: REGISTRATION OF INTERESTS

4.1 The following paragraphs set out the kinds of interests, financial and
otherwise which you have to register. These are called “Registerable Interests”. You
must at all times ensure that these interests are registered, when you are appointed
and whenever your circumstances change in such a way as to require change or an
addition to your entry in the body’s Register.

4.2 This Code sets out the categories of interests which you must register. Annex
B contains key definitions to help you decide what is required when registering your
interests under any particular category. These categories are listed below with
explanatory notes designed to help you decide what is required when registering
your interests under any particular category.

Category One: Remuneration

4.3 You have a Registerable Interest where you receive remuneration by virtue of
being:

• employed;
• self-employed;
• the holder of an office;
• a director of an undertaking;
• a partner in a firm; or
• undertaking a trade, profession or vocation or any other work.

4.4 In relation to 4.3 above, the amount of remuneration does not require to be
registered and remuneration received as a Member does not have to be registered.

4.5 If a position is not remunerated it does not need to be registered under this
category.  However, unremunerated directorships may need to be registered under
the category two, “Related Undertakings”.

4.6 If you receive any allowances in relation to membership of any organisation,
the fact that you receive such an allowance must be registered.

4.7 When registering employment, you must give the name of the employer, the
nature of its business, and the nature of the post held in the organisation.

4.8 When registering self-employment, you must provide the name and give
details of the nature of the business.  When registering an interest in a partnership,
you must give the name of the partnership and the nature of its business.

4.9 Where you undertake a trade, profession or vocation, or any other work, the
detail to be given is the nature of the work and its regularity.  For example, if you
write for a newspaper, you must give the name of the publication, the frequency of
articles for which you are paid.

4.10 When registering a directorship, it is necessary to provide the registered name
of the undertaking in which the directorship is held and the nature of its business.



LG/01/33/7

CODE MEMBERS’ MODEL

4.11  Registration of a pension is not required as this falls outside the scope of the
category.

Category Two: Related Undertakings

4.12 You must register any directorships held which are themselves not remunerated but
where the company (or other undertaking) in question is a subsidiary of, or a parent of, a
company (or other undertaking) in which you hold a remunerated directorship.

4.13 You must register the name of the subsidiary or parent company or other undertaking
and the nature of its business, and its relationship to the company or other undertaking in
which you are a director and from which you receive remuneration.

4.14 The situations to which the above paragraphs apply are as follows:

• you are a director of a board of an undertaking and receive
remuneration - declared under Category 1 - and

• you are a director of a parent or subsidiary undertaking but do not
receive remuneration in that capacity.

Category Three: Contracts

4.15 You have a registerable interest where you (or a firm in which you are a partner, or an
undertaking in which you are a director or in which you have shares of a value as described in
paragraph 4.6 below) have made a contract with the public body of which you are a member:

(i) under which goods or services are to be provided, or works are to be
executed;  and

(ii) which has not been fully discharged.

4.16 You must register a description of the contract, including its duration, but excluding
the consideration.

Category Four: Houses, Land and Buildings

4.17 You have a registerable interest where you own or have any other right or interest in
houses, land and buildings, which may be significant to, of relevance to, or bear upon, the
work and operation of the body to which you are appointed.

4.18 The test to be applied when considering appropriateness of registration is to ask
whether a member of the public acting reasonably might consider any interests in houses,
land and buildings could potentially affect your responsibilities to the organisation to which
you are appointed and to the public, or could influence your actions, speeches or decision-
making. If in doubt, you may consult with the Standards Commission.

Category Five: Shares and Securities
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4.19 You have a registerable interest where you have an interest in shares which constitute
a holding in a company or organisation which may be significant to, of relevance to, or bear
upon, the work and operation of the body to which you are appointed. You are not required to
register the value of such interests.

4.20 The test to be applied when considering appropriateness of registration is to ask
whether a member of the public acting reasonably might consider any interests in shares and
securities could potentially affect your responsibilities to the organisation to which you are
appointed and to the public, or could influence your actions, speeches or decision-making.
If in doubt, you may consult with the Standards Commission.

Category Six: Non-financial Interests

4.21 You may also have a registerable interest if you have non-financial interests which
may be significant to, of relevance to, or bear upon, the work and operation of the body to
which you are appointed. It is important that relevant interests such as membership or holding
office in other public bodies, clubs, societies and organisations such as trades unions and
voluntary organisations, are registered and described.

4.22 The test to be applied when considering appropriateness of registration is to ask
whether a member of the public acting reasonably might consider any non-financial interest
could potentially affect your responsibilities to the organisation to which you are appointed
and to the public, or could influence your actions, speeches or decision-making. If in doubt,
you may consult with the Standards Commission.
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SECTION 5: DECLARATION OF INTERESTS

Introduction

5.1 The key principles of the Code, especially those in relation to integrity,
honesty and openness, are given further practical effect by the requirement for you
to declare certain interests in proceedings of the public body. Together with the rules
on registration of interests, this ensures transparency of your interests which might
influence, or be thought to influence, your actions.

5.2 Public bodies inevitably have dealings with a wide variety of organisations and
individuals and this Code indicates the circumstances in which a business or
personal interest must be declared.  Public confidence in the public body and its
members depends on it being clearly understood that decisions are taken in the
public interest and not for any other reason.

5.3 In considering whether to make a declaration in any proceedings, you must
consider not only whether you will be influenced but whether anybody else would
think that you might be influenced by the interest. You must keep in mind that the
test is whether a member of the public, acting reasonably, might think that a
particular interest could influence you.

5.4 If you feel that, in the context of the matter being considered, your
involvement is neither capable of being viewed as more significant than that of an
ordinary member of the public, nor likely to be perceived by the public as wrong, you
may continue to attend the meeting and participate in both discussion and voting.
The relevant interest must however be declared.  It is your responsibility to judge
whether an interest is sufficiently relevant to particular proceedings to require a
declaration and you are advised to err on the side of caution.  You may also seek
advice from the Standards Commission.

Interests Which Require Declaration

5.5 Interests which require to be declared may be financial or non-financial.   They may
or may not be interests which are registerable under this Code.   Most of the interests to be
declared will be your personal interests but, on occasion, you will have to consider whether
the interests of other persons require you to make a declaration.

Shares and Securities

5.6 Any financial interest which is registerable must be declared. You may have to
declare interests in shares and securities, over and above those registerable under
Category 5 of Section 4 of this Code. You may, for example, in the course of
employment or self-employment, be engaged in providing professional advice to a
person whose interests are a component of a matter to be dealt with by a board.

5.7 You have a declarable interest where an interest becomes of direct relevance
to a matter before the body on which you serve and you have shares comprised in
the share capital of a company or other body and the nominal value of the shares is:



LG/01/33/7

CODE MEMBERS’ MODEL
(i) greater than 1% of the issued share capital of the company or other

body; or

(ii) greater than £25,000.

5.8 You are required to declare the name of the company only, not the size or
nature of the holding.

Houses, Land and Buildings

5.9 Any interest in houses, land and buildings which is registerable under
Category 4 of Section 4 of this Code must be declared, as well as any similar
interests which arise as a result of specific discussions or operations of the public
body.

Non-Financial Interests

5.10 If you have a registered non-financial interest under Category Six of Section 4
of this Code you have recognised that it is significant. There is therefore a very
strong presumption that this interest will be declared where there is any link between
a matter which requires your attention as a member of a public body and the
registered interest. Non-financial interests include membership or holding office in
other public bodies, clubs, societies, trade unions and organisations including
voluntary organisations. They become declarable if and when members of the public
might reasonably think they could influence your actions, speeches or votes in the
decisions of the public body.

5.11 You may serve on other bodies as a result of express nomination or
appointment by your public body or otherwise by virtue of being a member of a
public body. You must always remember the public interest points towards
transparency particular where there is a possible divergence of interest between
different public authorities.

5.12 You will also have other private and personal interests and may serve, or be
associated with, bodies, societies and organisations as a result of your private and
personal interests and not because of your role as a member of a public body.   In
the context of any particular matter you will have to decide whether to declare a non-
financial interest.   You should declare an interest unless you believe that, in the
particular circumstances, the interest is irrelevant or without significance. In reaching
a view you should consider whether the interest (whether taking the form of
association or the holding of office) would be seen by a member of the public acting
reasonably in a different light because it is the interest of a person who is a Member
as opposed to the interest of an ordinary member of the public.

Interests of Other Persons

5.13 The Code requires only your interests to be registered. You may, however, have to
consider whether you should declare an interest in regard to the financial interests of your
spouse or cohabitee which are known to you. You may have to give similar consideration to
any known non-financial interest of a spouse or cohabitee. You have to ask yourself whether
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a member of the public acting reasonably would regard these interests as effectively the same
as your interests in the sense of potential effect on your responsibilities as a member of a
public body.

5.14 The interests known to you, both financial and non-financial, of relatives and
close friends may have to be declared.   This Code does not attempt the task of
defining “relative” or “friend”. The key principle is the need for transparency in regard
to any interest which might (regardless of the precise description of relationship) be
objectively regarded by a member of the public, acting reasonably, as potentially
affecting your responsibilities as a member of a public body.

Making a Declaration

5.15 You must consider at the earliest stage possible whether you have an
interest to declare in relation to any matter which is to be considered. You should
consider whether agendas for meetings raise any issue of declaration of interest.
Your declaration of interest must be made as soon as practicable at a meeting where
that interest arises. If you do identify the need for a declaration of interest only when
a particular matter is being discussed you must declare the interest as soon as you
realise it is necessary.

5.16 The oral statement of declaration of interest should identify the item or items
of business to which it relates. The statement should begin with the words “I declare
an interest”. The statement must be sufficiently informative to enable those at the
meeting to understand the nature of your interest but need not give a detailed
description of the interest.

Effect of Declaration

5.17 Declaring a financial interest has the effect of prohibiting any participation in
discussion and voting. A declaration of a non-financial interest involves a further
exercise of judgement on your part. You must consider the relationship between the
interests which have been declared and the particular matter to be considered and
relevant individual circumstances surrounding the particular matter.

5.18 In the final analysis the conclusive test is whether, in the particular
circumstances of the item of business, and knowing all the relevant facts, a member
of the public acting reasonably would consider that you might be influenced by the
interest in your role as a member of a public body and that it would therefore be
wrong to take part in any discussion or decision-making. If you, in conscience,
believe that your continued presence would not fall foul of this objective test, then
declaring an interest will not preclude your involvement in discussion or voting. If you
are not confident about the application of this objective yardstick, you must play no
part in discussion and must leave the meeting room until discussion of the particular
item is concluded.

Dispensations

5.19 In very limited circumstances dispensations can be granted by the Standards
Commission in relation to the existence of financial and non-financial interests which
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would otherwise prohibit you from taking part and voting on matters coming before
your public body and its committees. Applications for dispensations will be
considered by the Standards Commission and should be made as soon as possible
in order to allow proper consideration of the application in advance of meetings
where dispensation is sought. You should not take part in the consideration of the
matter in question until the application has been granted.
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SECTION 6: LOBBYING AND ACCESS TO MEMBERS OF PUBLIC BODIES

Introduction

6.1 In order for the public body to fulfil its commitment to being open and
accessible, it needs to encourage participation by organisations and individuals in
the decision-making process.  Clearly however, the desire to involve the public and
other interest groups in the decision-making process must take account of the need
to ensure transparency and probity in the way in which the public body conducts its
business.

6.2 You will need to be able to consider evidence and arguments advanced by a
wide range of organisations and individuals in order to perform your duties
effectively.  Some of these organisations and individuals will make their views known
directly to individual members.  The rules in this Code set out how you should
conduct yourself in your contacts with those who would seek to influence you.  They
are designed to encourage proper interaction between members of public bodies,
those they represent and interest groups.

Rules and Guidance

6.3 You must not, in relation to contact with any person or organisation who
lobbies, do anything which contravenes this Code of Conduct or any other relevant
rule of the public body or any statutory provision.

6.4 You must not, in relation to contact with any person or organisation who
lobbies, act in any way which could bring discredit upon the public body.

6.5 The public must be assured that no person or organisation will gain better
access to, or treatment by, you as a result of employing a company or individual to
lobby on a fee basis on their behalf.  You must not, therefore, offer or accord any
preferential access or treatment to those lobbying on a fee basis on behalf of clients
compared with that which you accord any other person or organisation who lobbies
or approaches you.  Nor should those lobbying on a fee basis on behalf of clients be
given to understand that preferential access or treatment, compared to that accorded
to any other person or organisation, might be forthcoming from another member of
the public body.

6.6 Before taking any action as a result of being lobbied, you should seek to
satisfy  yourself about the identity of the person or organisation who is lobbying and
the motive for lobbying.  You may choose to act in response to a person or
organisation lobbying on a fee basis on behalf of clients but it is important that you
know the basis on which you are being lobbied in order to ensure that any action
taken in connection with the lobbyist complies with the standards set out in this
Code.

6.7 You should not accept any paid work

(a)  which would involve you lobbying on behalf of any person or organisation
or any clients of a person or organisation.
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(a)  to provide services as a strategist, adviser or consultant, for example,
advising on how to influence the public body and its members.  This does not
prohibit you from being remunerated for activity which may arise because of,
or relate to, membership of the public body, such as journalism or
broadcasting, or involvement in representative or presentational work, such as
participation in delegations, conferences or other events.

6.8 If you have concerns about the approach or methods used by any person or
organisation in their contacts with you, you must seek the guidance of the public
body.



ANNEX A

SANCTIONS AVAILABLE TO THE STANDARDS COMMISSION FOR
BREACH OF THE CODE

(a) censure – the Commission may reprimand the member but otherwise
take no action against them;

(b) suspension - of the member for a maximum period of one year from
attending one or more, but not all, of the following:

i) all meetings of the public body;

ii) all meetings of one or more committees or sub-committees of the
public body;

iii)all meetings of any other public body on which that member is a
representative or nominee of the public body of which they are a
member.

(c) suspension - for a period not exceeding one year, of the member’s
entitlement to attend all of the meetings referred to in (b) above.

(d) disqualification - removing the member from membership of that
public body for a period of no more than 5 years.

Where a member has been suspended, the Standards Commission may direct
that any remuneration or allowance received from membership of that public
body be reduced, or not paid.

Where the Standards Commission disqualifies a member of a public body, it may
go on to impose the following further sanctions:

 (a) where the member of a public body is also a councillor, the Standards
Commission may disqualify that member (for a period of no more than 5
years) from being nominated for election as, or from being elected, a
councillor.  Disqualification of a councillor has the effect of disqualifying
that member from their public body and terminating membership of any
committee, sub-committee, joint committee, joint board or any other body
on which that member sits as a representative of their local authority.

(b) direct that the member be removed from membership, and disqualified in
respect of membership, of any other devolved public body (provided the
members’ code applicable to that body is then in force) and may disqualify
that person from office as the Water Industry Commissioner.

Full details of the sanctions are set out in Section 19 of the Act.



ANNEX B

DEFINITIONS

1. “Remuneration” includes any salary, wage, share of profits, fee, expenses,
other monetary benefit or benefit in kind. This would include, for example, the
provision of a company car or travelling expenses by an employer.

2. “Undertaking” means:

a) a body corporate or partnership; or

b) an unincorporated association carrying on a trade or business, with or
without a view to a profit.

3. “Related Undertaking” is a parent or subsidiary company of a principle undertaking
of which you are also a director. You will receive remuneration for the principle undertaking
though you will not receive remuneration as director of the related undertaking.

4. “Parent Undertaking” is an undertaking in relation to another undertaking, a
subsidiary undertaking, if a) it holds a majority of the voting rights in the undertaking;
or b) it is a member of the undertaking and has the right to appoint or remove a
majority of its board of directors; or c) it has the right to exercise a dominant
influence over the undertaking (i) by virtue of provisions contained in the
undertaking’s memorandum or articles or (ii) by virtue of a control contract; or d) it is
a councillor of the undertaking and controls alone, pursuant to an agreement with
other shareholders or councillors, a majority of the voting rights in the undertaking.

5. “Group of companies” has the same meaning as “group” in section 262(1) of
the Companies Act 1985.  A “group”, within s262(1) of the Companies Act 1985,
means a parent undertaking and its subsidiary undertakings.

6. “Public body” means a devolved public body listed in Schedule 3 of the Ethical
Standards in Public Life etc (Scotland) Act 2000.

7. “A person” means a single individual or legal person and includes a group of
companies;

8. “Any person” includes individuals, incorporated and unincorporated bodies,
trade unions, charities and voluntary organisations.

9. “Spouse” does not include a former spouse or a spouse who is living
separately and apart from you.

10 “Cohabitee” includes a person, whether of the opposite sex or not, who is
living with you in  a relationship similar to that of husband and wife.

11. “Chair” includes Board Convener or any person discharging similar functions
under alternative decision making structures.
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Subordinate Legislation Committee

43rd Report, 2001

Subordinate Legislation

The Committee reports to the Parliament as follows—

1. The Committee met on 27th November and 4th December 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
and the code of conduct at Annexe B.

2. The report is also addressed to the following committees as the lead
committees for the instruments and codes of conduct specified:

Health and Community Care SSI 2001/425
SSI 2001/430

Local Government SE 2001/50
SE 2001/51
SSI 2001/431
SSI 2001/446

Education, Culture and Sport SSI 2001/424
Rural Development SSI 2001/429
Transport and the Environment SSI 2001/433
Justice 2 SSI 2001/438

SSI 2001/439
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Instruments subject to approval

The Food Protection (Emergency Prohibitions) (Amnesic Shellfish
Poisoning) (West Coast) (No.13) (Scotland) Order 2001, (SSI 2001/425)

Code of conduct subject to approval

Standards in Public Life Code of Conduct: Councillors’ Code,
(SE/2001/50)

Instruments subject to annulment

The Local Government (Exemption from Competition) (Scotland)
Amendment Order 2001, (SSI 2001/431)

The Smoke Control Areas (Authorised Fuels) (Scotland) Regulations
2001, (SSI 2001/433)

The Committee notes, with approval, that the Executive has chosen to consolidate
the Regulations in making the above instrument.

Act of Sederunt (Fees of Solicitors in the Sheriff Court) (Amendment)
2001, (SSI 2001/438)

Act of Sederunt (Fees of Sheriff Officers) 2001, (SSI 2001/439)

The Local Government Act 1988 (Competition) (Scotland) Amendment
(No.2) Regulations 2001, (SSI 2001/446)

Instruments not subject to Parliamentary control

The Food Protection (Emergency Prohibitions) (Amnesic Shellfish
Poisoning) (West Coast) (No.2) (Scotland) Partial Revocation Order 2001,
(SSI 2001/434)

The Food Protection (Emergency Prohibitions) (Amnesic Shellfish
Poisoning) (West Coast) (Scotland) Order 2001 Revocation Order 2001,
(SSI 2001/442)

The Food Protection (Emergency Prohibitions) (Paralytic Shellfish
Poisoning) (East Coast) (No.2) (Scotland) Revocation Order 2001, (SSI
2001/443)

The Food Protection (Emergency Prohibitions) (Amnesic Shellfish
Poisoning) (West Coast) (No.3) (Scotland) Revocation Order 2001, (SSI
2001/444)
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Instruments not laid before the Parliament

Act of Sederunt (Fees of Messengers-At-Arms) 2001, (SSI 2001/440)

Act of Sederunt (Rules of the Court of Session Amendment No.5) (Fees
of Solicitors) 2001, (SSI 2001/441)
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Code of conduct subject to approval

Standards in Public Life Code of Conduct: Members’ Model Code, (SE
2001/51)

1. The enabling power in section 2(6) of the Ethical Standards in Public Life etc.
(Scotland) Act 2000 states that the Model Code can make a distinction between
those parts of the Code that are mandatory for the purposes of sections 3(5) and
25(5) and those that are optional.  Bearing in mind this section the Committee asked
the Executive to indicate how much of the Code is mandatory and why the Code is
silent on that point.

2. In its reply, reproduced at Appendix A, the Executive states that it has chosen
not to distinguish provisions that are mandatory and provisions that are optional in
the Model Code.  In the Executive’s view, in the absence of any statement in the
Code to the contrary, none of the provisions in the Model Code are mandatory.

3. The Executive considers that, given the wide range of devolved public bodies
that will be required to prepare a draft Code in terms of section 3 of the Ethical
Standards in Public Life etc. (Scotland) Act 2000, it would be inappropriate to identify
mandatory provisions in the Model Code that must apply, or optional provisions that
may apply, to all such bodies.

4. While it is anticipated that many of the provisions in the Model Code should
apply to all devolved public bodies, the Executive considers that making such
provisions mandatory would make the process of developing an appropriate Code
for each devolved public body too inflexible.  Instead, each devolved public body
should be allowed to determine, in the first instance, which parts of the Model Code
should be included in its draft Code.  In that way, each devolved public body has the
opportunity to prepare a Code that it considers best suits its circumstances.

5. Ministers will, however, be able to ensure that each Code makes appropriate
provision by virtue of the powers contained in section 3(6) of the Act.

6. In the committee’s view, it may be that, as the position is left open, it is to be
presumed that the Code is discretionary, but this is by no means certain given the
wording of the parent Act.  Certainly if it is intended, as appears to be the case, that
all of the provisions in the Model Code are to be discretionary, then it would have
been clearer had the Code so stated.  This is the more so as the Parliament’s Local
Government Committee was concerned, during Stage 2 of the Bill that is now the
parent Act, that as far as possible the various codes for local authorities and other
bodies should be the same across the board.
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7. The Committee therefore draws the attention of the Parliament and lead
committee to the Model Code on the grounds of an unexpectedly limited use of
the power in respect of the failure to make clear that all the provisions of the
Code are discretionary.
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STANDARDS IN PUBLIC LIFE CODE OF CONDUCT: MEMBERS’ MODEL CODE
(SE 2001/51)

1. On 27th November 2001 the Committee asked the Executive for an
explanation of the following matter.

2. The Committee notes that the enabling power in section 2(6) of the Ethical
Standards in Public Life etc. (Scotland) Act 2000 states that the Model Code can
make a distinction between those parts of the Code that are mandatory for the
purposes of sections 3(5) and 25(5) and those that are optional.  Bearing in mind this
section the Committee requests the Executive to indicate how much of the Code is
mandatory and why the Code is silent on that point.

The Scottish Executive responds as follows—

3. The Executive has chosen not to distinguish provisions that are mandatory
and provisions that are optional in the Model Code.  The Executive is of the view
that, in the absence of any statement in the Code to the contrary, none of the
provisions in the Model Code are mandatory.

4. The Executive considers that, given the wide range of devolved public bodies
that will be required to prepare a draft Code in terms of section 3 of the Ethical
Standards in Public Life etc. (Scotland) Act 2000, it would be inappropriate to identify
mandatory provisions in the Model Code that must apply, or optional provisions that
may apply, to all such bodies. While it is anticipated that many of the provisions in
the Model Code should apply to all devolved public bodies the Executive considers
that making such provisions mandatory would make the process of developing an
appropriate Code for each devolved public body too inflexible.  Instead each
devolved public body should be allowed to determine, in the first instance, which
parts of the Model Code should be included in its draft Code.  In that way each
devolved public body has the opportunity to prepare a Code that it considers best
suits its circumstances.

5. Ministers will, however, be able to ensure that each Code makes appropriate
provision by virtue of the powers contained in section 3(6) of the Act.

For: Scottish Executive Corporate Services

29 November 2001
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LOCAL GOVERNMENT COMMITTEE

BRIEFING PAPER

Standards in Public Life Code of Conduct –

Councillors Code and Members’ Model Code

1. Purpose of this Paper

The paper considers the codes of conduct for councillors and members of public
bodies as required by the Ethical Standards in Public Life etc. (Scotland) Act 2000.
The codes are considered within the context of the issues raised by the Committee
in response to the Executive’s consultation on the draft codes in March 2001.  The
parliamentary procedures for dealing with the codes are also outlined.

2. Parliamentary Procedure

The orders are subject to affirmative resolution procedure, as outlined in Standing
Orders Rule 10.6. This allows for a debate of up to 90 minutes in committee on a
motion lodged by the Minister, to the effect that the Committee recommends to the
Parliament that the order be approved. If the motion is agreed to, a motion to the
effect that the Parliament approves the order will subsequently be lodged.

Members may wish to note that during the debate it is not appropriate to put
questions to the Minister. However, the practice in the Local Government Committee
has been for the Convener to allow a period prior to the debate when general
questions of clarification may be put either to the minister or relevant officials. Once
the formal debate has begun officials are not allowed to take any further part.

3. Background

The codes of conduct are a key element of the new ethical framework introduced by
the Ethical Standards in Public Life etc (Scotland) Act 2000.  The Act requires
Ministers to issue a code of conduct for councillors, known as the "councillors' code"
and issue a model code, to be known as the "members' model code" for members of
relevant devolved public bodies (as listed in schedule 3 of the Act). COSLA
developed the draft code for councillors and the Scottish Executive drafted the code
for members of public bodies.

The codes must be laid before and approved by the Scottish Parliament.  On
approval of the members’ model code each devolved public body, as listed in

Agenda item 3

Local Government
Committee

11 December 2001
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schedule 3, will be required to draw up a "draft members’ code" taking into account
the members’ model code. The public bodies must submit the codes to Scottish
Ministers for approval.  The Standards Commission will be responsible for enforcing
the Codes.  It is anticipated that the codes will come into effect in summer 2002.

4. Content of Codes

Both codes set out the key principles and rules governing the conduct of councillors
and members of public bodies and the registration and declaration of interests. The
principles on which the codes are based are duty (to uphold law ‘councillors code’),
public service duty (model members’ code), selflessness, integrity, objectivity,
accountability and stewardship, openness, honesty, leadership and respect.

Both codes also contain sections on general conduct; registration of interests;
declaration of interests and lobbying and access to councillors and members of
public bodies.  The ‘councillors code’ also contains a section on taking decisions on
individual planning applications.

5. Issues Raised by the Committee during Consultation

A broad theme running through the Committee’s consideration of the policy on
ethical standards in public life was to ensure consistency of approach across the
public sector.  The Executive states in a note accompanying the codes that

While recognising the desirability for maintaining a consistent approach in the Codes both the
Executive and COSLA recognise that the different circumstances of Councillors and members
of public bodies justifies some variance between the Codes.1

The Committee considered the draft codes of conduct at meetings on the 20 and 27
March 2001.  The Committee’s consultation response is attached at Annex A.  The
main issues raised by the Committee are listed below in italics and then discussed in
the context of the revised codes.

Codes should apply to Members of any body operating in the public sector and
spending public money (for example Local Enterprise Companies (LECs).

The position regarding the inclusion of LEC board members is set out in paragraphs
9 and ten of the Executive Note issued with the codes.  The Executive states:

As a result of the review of the Enterprise Network, LECs are in the process of changing their
status so as to become wholly owned subsidiaries of Scottish Enterprise (SEn) and Highlands
and Islands Enterprise whilst retaining company status.  SEn and HIE have agreed that they
will apply the Code to the LECs through their operating contracts.  SEn or HIE will impose
uniform standards throughout the network and will have the authority to appoint or dismiss
LEC members.  SEn and HIE will also be able to seek advice from the Chief Investigating
Officer to the Standards Commission in the event of a complaint about a LEC member,
although the Commission would not be able to impose any sanctions as such. [paras. 9-10]

                                           
1 Scottish Executive Note – Codes of Conduct. November 2001 para. 5
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Within the context of broadening public bodies membership, it is sufficient for an
individual to declare a pecuniary interest in another body without requirement to
disclose amount of income received by the individual.

The member’s code has been changed from the draft so that Members do not need
to register the amount of remuneration from employment but will have to register the
source of income (for example, name of employer. See Section 4 Category 1 of the
Members’ Code).

Consistency between codes in dealing with the interests of spouses/co-habitees

The Executive Note states that sections on the declaration of interests of spouses,
co-habitees, families and friends have been changed in both codes and what is now
required is that known relevant financial and non financial interests must be
disclosed.  Councillors and member of public bodies must apply the following test in
considering disclosure.

• Whether a member of the public acting reasonably would regard these interests as
effectively the same as your interests in the sense of the potential effect on your
responsibilities and

• Whether any interest might ‘be objectively regarded by a member of the public, acting
reasonably, as potentially affecting your responsibilities’ [see section 5 of both codes]

Need for Clarification of the Definition Non-Financial Interests

There has been a slight change to the description of non-financial lists in the
councillors’ code.  The illustrative lists of organisations which an individual may be a
member of or holds office, now includes public bodies and companies.

Further detail required in Councillors’ Code on the ‘miscellaneous’ category of
registerable interests

There are no longer any references to a ‘miscellanous’ category in Section 4 of the
Councillors’ Code on registration of interests.

Councillors should not be required to register the expenses received from the
council, as there are mechanisms for this information to be collated and made public.

The Councillors’ Code does not state that council expenses have to be registered,
section 4 para 4.1 of the Code states

4.1(b) You do not have a registerable interest simply because you are a councillor.

6. Subordinate Legislation Committee Report

In the Subordinate Legislation committee’s consideration of the Members' Model
Code2 they noted that:

The enabling power in section 2(6) of the Ethical Standards in Public Life etc. (Scotland) Act
2000 states that the Model Code can make a distinction between those parts of the Code that
are mandatory for the purposes of sections 3(5) and 25(5) and those that are optional [para1].

                                           
2 SP Paper 467 43rd Report of Subordinate Legislation 2001
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The Committee asked the Executive to indicate how much of the Code is mandatory
and why the Code does not state this explicitly.  The Executive stated it had chosen
not to distinguish provisions that are mandatory and provisions that are optional in
the Model Code and therefore none of the provisions in the Model Code are
mandatory. The Executive’s rationale for this decision was summarised in the
Committee’s report:

Given the wide range of devolved public bodies that will be required to prepare a draft Code
in terms of section 3 of the Ethical Standards in Public Life etc. (Scotland) Act 2000, it would
be inappropriate to identify mandatory provisions in the Model Code that must apply, or
optional provisions that may apply, to all such bodies.   While it is anticipated that many of the
provisions in the Model Code should apply to all devolved public bodies, the Executive
considers that making such provisions mandatory would make the process of developing an
appropriate Code for each devolved public body too inflexible. Instead, each devolved public
body should be allowed to determine, in the first instance, which parts of the Model Code
should be included in its draft Code. In that way, each devolved public body has the
opportunity to prepare a Code that it considers best suits its circumstances.  Ministers will,
however, be able to ensure that each Code makes appropriate provision by virtue of the
powers contained in section 3(6) of the Act. [paras 3-5]

The Committee then stated its view:

Certainly if it is intended, as appears to be the case, that all of the provisions in the Model
Code are to be discretionary, then it would have been clearer had the Code so stated. This is
the more so as the Parliament’s Local Government Committee was concerned, during Stage
2 of the Bill that is now the parent Act, that as far as possible the various codes for local
authorities and other bodies should be the same across the board.  The Committee
therefore draws the attention of the Parliament and lead committee to the Model Code
on the grounds of an unexpectedly limited use of the power in respect of the failure to
make clear that all the provisions of the Code are discretionary. [paras 6-7]

7. Enforcing the Codes

The Standards Commission will be responsible for enforcing and investigating
alleged breaches of the Codes.  As yet the Executive has not announced the
membership of the Commission and the appointment of the Chief Investigating
Officer, however this is expected in the next few weeks.  It is anticipated that the
codes will come into effect in summer 2002.

Morag Brown
Senior Research Specialist

Eugene Windsor
Clerk to the Committee
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