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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Nicholas Ridley MP .
Secretary of State for the Environment \Q7VAQ\
Department of the Environment )
2 Marsham Street
London
SW1P 3EB

H-

30 November 1987

LOCAL GOVERNMENT FINANCE BILL: FEES AND CHARGES

I understand that the draft Bill (prepared for introduction
before Christmas) does not inelude the provision extending
local authorities' power to introduce fees and charges.

E(LF) decided in February that this primary legislation
should be sought. It is very disappointing and puzzling
to learn that it is not yet ready. I am even more concerned
to learn that there is a risk that it may not be possible
to introduce the necessary provisions during the passage
of the Bill. I am sure you will be concerned at this, not
least since greater use of fees and charges reduce the burden
on local taxpayers and reduce public expenditure. We estimate
that greater use of fees and charges could save around £50
- £100 million. I hope therefore that you can take the
necessary steps to ensure that E(LF)'s decision is implemented
as planned.

I am copying this letter to members of E(LF), First
Parliamentary Counsel and Sir Robert Armstrong.

/
JOHN MAJOR
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WELSH RATE SUPPORT GRANT SETTLEMENT 1988/89

Wil 038
Further to Xeith Davies' letter of 7 November I now understand that the
Department of the Environment propose to lay their Report and make a
statement next Monday 30 November.

In view of this I thought it would be helpful if I confirmed our recent
telephone conversations with your and the Chief Whip's office that we
intend to lay the Welsh Report in the week commencing 7 December (Tuesday 8
December would be our preference) with an oral statement on the same day.
The intention would then be to debate it during the following week if
possible.

I am copying this to Andv Bearpark and the Chief Press Secretary's office
at No 10, the Private Secretaries of E(LA) members, to Murdo Maclean and
Rhodri Walters in the Chief Whip's office, and to Trevor Woolley in Sir
Robert Armstrong's office.
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J D SHORTRIDGE

Steven Wood Esq
Private Secretary to the Rt Hon John Wakeham MP




STATEMENT BY SECRETARY OF STATE, MONDAY 30 NOVEMBER
RATE SUPPORT GRANT SETTLEMENT, ENGLAND, 1988/89

l. With permission Mr Speaker I should like to make a statement
about the Rate Support Grant Report for 1988/89 which I have

today laid before the House.

2. I announced to the House in July my proposals for the
aggregates of local authority‘expenditure and grant for 1988/89.
Subsequently, in October, I issued a_consultation paper to local
goverhment containing details of all my proposals for next year's
Rate Suﬁport Grant Settlement. The_main elements of these

proposals were

that local authority current expenditure provision should
be set at £27.538 billion, a 7% increase on the amount
provided for 1987/88 allowing non-rate capped authorities

to hold their spending broadly steady in real terms;

that there should once again be a margin between the total

of grant related expenditure and expenditure provision to
reflect my view that authorities continue to spend more

than they need:;

that Aggregate Exchequer Grant should be £13.775 billioq)a
cash increase of £750m or 53% on 1987/88, holding grént at

46.2% of relevant expenditure;
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that there should be no major changes in the mechanisms of
grant distribution and only limited changes to the

methodology for assessing needs;

and finally that there should be a safety net equivalent to
5p at ratepayer level to prevent certain year-on-year grant
losses and a cap of 10p at authority level to limit grant

gains,

3. 1 have received comments on my proposals from the Local

Authority Associations and about 175 local authorities. There has

been a widespread welcome for the stability proposed in the

mechanisms for distributing grant and the methodology for
calculating grant related expenditure. Inevitably, I did not
please everybody. There has been criticism of some aspects, in
particuiar the provision for eibenditure, and of the effect of

the proposals on certain authorities.

‘4, I have considered all the comments very carefully, and have
considered that my proposals struck the right balance, subject to
some minor chances of data. Accordingly I have laid the Report

today.

5. Within the existing Rate Support Grant System, I believe that
the settlement provides realistically for expenditure whilst
making clear that the Government is not prepared to underwrite

high spending and high wage increases. It includes a generous

E1:E1 Z28.°BE"TTCNOWD AdHLNIWEHITdHd 300 WOMS




cash increase in the taxpayers' contribution to the running of
local services. And as I have already indicated it maintains as
much stability as possible in this the penultimate year of the

present system.

6. 1In reaching my decisions I have had particularly in mind the
effect of my proposals for ratepayers. This settlement means that
rate bills need on average increase by no more than the rate of
inflation, but I must stress that there can be significant
variations around the average. Clearly the actual level of rates

will depend on the budgets of each individual local authority. I

hope however that authorities will take_advantage of the many

-

opportunitiés open to them to increase efficiency and make

savings so as to keep rates down.

7. 1 will be making a separate announcement on rate limits and
on the expenditure levels of those authorities which have sought

redetermination next month.
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From: THE PrRIVATE SECRETARY

Houme OFFice
QUEEN ANNE'S GATE
LONDON SWIH 9AT

27 Novémber 1987

)

RATE SUPPORT GRANT SETTLEMENT

1988/89 W
A\ ‘4

oy

THank you for letting us see the draft oral
Statemént your Secretary of State proposes to make
on Monday. We are content with the text.

Copies of this letter go to the recipients of
yours.

P J-C MA%ER

R U Young, Esq.,




10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 27 November 1987

RATE SUPPORT GRANT SETTLEMENT 1988/89

The Prime Minister has seen your
letter to me of 24 November to which was
attached a draft of the statement your
Secretary of State proposes to make on
Monday about the Rate Support Grant 1988/89
and is content, subject to the views of
colleagues.

I am copying this letter to the Private
Secretaries to members of E(LA), Murdo Maclean
and Rhodri Walters (Chief Whips' offices)
and to Trevor Woolley (Cabinet Office).

D. R. Norgrove

R Young Esq.,
Department of the Environment.
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PASSENGER TRANSPORT AUTHORITIES UNDER THE

NEW LOCAL GOVERNMENT FINANCE REGIME
l

P\
I have seen Nicholas Ridley's reply to you of 23 ovember
agreeing to change the status of PTAs from precepting to billing

authorities in the new local government finance legislation.

I am content with this provided the decision“can be presented
and argued in terms which do not raise difficulties for the joint
police and joint fire and civil defence authorities. 1In
particular, I would not wish to see you stress the need to improve
"accountability" in a way which might cast doubt on the degree of
accountability which exists for the police and the fire services.
I am sure you will understand that this is a sensitive area (for
the police service in particular).

I would prefer, therefore, that your case focussed on the need
to encourage district-based arrangements for transport, which no
doubt underlies Nicholas Ridley's points about secession. This is
not however a practicable proposition as far as the joint police
or joint fire and civil defence authorities are concerned.

I am copying this letter—to the Prime-Minister, Members of
E(LF), Sir Robert Armstrong and the Chief Whip.
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The Rt Hon Paul Channon, MP
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Treasury Chambers, Parliament Street, SWIP 3AG

R U Young Esg
Private Secretary to the (/Q{w )

Secretary of State for the Environment
Department of the Environment
2 Marsham Street
London
SW1P 3EB

-77 November 1987
;benv' 236%1h,

RATE SUPPORT GRANT SETTLEMENT 1988-89 .
WITH DN,

The Chief Secretary has seen the drafteipafément attached

to your 1letter to David Norgrove of November. As 1

warned you he has one comment.

The Chief Secretary is unhappy with the emphasis
given in paragraph 3 of your statement to the "maintenance
of the grant percentage". The Chief Secretary would wish
your Secretary of State to delete this, although he has
no objection to the other references to the grant
mechanisms. As you know from previous correspondence
between the Chief Secretary and your Secretary of State,
the Chief Secretary believes that emphasising the grant
percentage in this way is tantamount to telling local
authorities that the Government is indeed prepared to
underwrite the high wage increases that they cede to their
workforce - directly —contradicting the assertion in
paragraph 5 of your statement that the Government is not

prepared to underwrite high spending and high wage
increases.

Otherwise the Chief Secretary is content.
I am copying this to David Norgrove (No. 10), to
the Private Secretaries of E(LA) members, to Murdo MacLean

and Rhodri Walters in the Chief Whips' offices, and to
Trevor Woolley in Sir Robert Armstrong's office.

Yows,

(’/I'l«
//,/”

JILL RUTTER
Private Secretary




CONFIDENTIAL

Reference No E 0450

MR NORégg;E cc Mr Wilson

V

E(A): Major construction projects

v

On. 7 May-E(A) considered a paper by Mr Ridley on ways of reducing

delayglto major construction projects. The Prime Minister asked
him to return to the Committee 'with further proposals later in

the year in the light of urgent interdepartmental consideration'
of those he had made.

2. DOE now tell us that the interdepartmental consideration has
taken longer than they thought, and they do not expect to be able
to put proposals to E(A) before the end of 1987, as the Prime
Minister asked. If you agree, we shall accept this , and look for

a discussion in January. DOE have said they hope to be ready by
then.

G W MONGER

Cabinet Office
25 November 1987

CONFIDENTIAL
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2 MARSHAM STREET
LONDON SWI1P 3EB

01-212 3434

My ref:
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David Norgrove Esq

Private Secretary to
The Prime Minister
10 Downing Street
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RATE SUPPORT GRANT SETTLEMENT 1988/89 24$!".

I enclose a draft of the oral statement my Secretary of State
proposes to make on Monday 30 November. Lord Belstead will repeat
it in the Lords. -

The consultation paper included a proposal that the settlement
should be based on information up to a cut-off date. A number of
changes to the data on which the consultation paper was based
have come to light since the paper was issued and this
information is taken into account in the settlement. The only
change of any significance 1s to ColChester's transport GRE which
in turn affects the GREs of other Essex districts and Essex
County Council. As a result the county will get £0.72m less than
in the consultation paper - although it still receives about £15m
more than last year and £124m in total: the Essex shire districts
receive more grant. S

e
T

I should be grateful if any amendments or comments could reach me
by lunch on Friday 27 November.

I am copying this letter and attachment to the Private
Secretaries of E(LA) Members, to Murdo Maclean and Rhodri Walters
in the Chief Whips' offices, and to Trevor Woolley in Sir Robert
Armstrong's office.

R U YOUNG
Private Secretary




DRAFT STATEMENT

1. With permission Mr Speaker I should like to make a statement
about the Rate Support Grant Report for 1988/89 which I have

today laid before the House.

2. I announced to the House in July my proposals for the
aggregates of local authority expenditure and grant for 1988/89.
Subsequently, in October, I issued a consultation paper to local
government containing details of all my proposals for next year's
Rate Support Grant Settlement. The main elements of these

proposals were

that local authority current expenditure provision should
be set at £27.538 billion, a 7% increase on the amount
provided for 1987/88 allowing non-rate capped authorities

to hold their spending broadly steady in real terms;

that there should be a margin between the total of grant
related expenditure and expenditure provision to reflect my
view that authorities continue to spend more than they

need;

that Aggregate Exchequer Grant should be £13.775 billion a
cash increase of £750m or 53% on 1987/88, holding grant at

46.2% of relevant expenditure;




that there should be no major changes in the mechanisms of
grant distribution and only limited changes to the

methodology for assessing needs;

and finally that there should be a safety net equivalent to
5p at ratepayer level to prevent certain year-on-year grant
losses and a cap of 10p at authority level to limit grant

gains.

3. I have received comments on my proposals from the Local

Authority Associations and [120] local authorities. There has

been a widespread welcome for the maintenance of the grant
percentage, and the stability proposed in the mechanisms for
distributing grant and the methodology for calculating grant
related expenditure. Inevitably, I did not please everybody.
There has been criticism of some aspects, in particular the
provision for expenditure, and of the effect of the proposals on

certain authorities.

4., I have considered all the comments very carefully, and have
considered that my proposals struck the right balance, subject to
some minor changes of data. Accordingly I have laid the Report

today.

5. Within the existing Rate Support Grant System, I believe that
the settlement provides realistically for expenditure whilst

making clear that the Government is not prepared to underwrite




high spending and high wage increases. It includes a generous
cash increase in the taxpayers' contribution to the running of

local services. And as I have already indicated it maintains as

much stability as possible in this the penultimate year of the

present system.

6. In reaching my decisions I have had particularly in mind the
effect of my proposals for ratepayers. This settlement means that
rate bills need on average increase by no more than inflation,
but I must stress that there can be significant variations around
the average. Clearly the actual level of rates will depend on the
budgets of each individual local authority. I hope however that
authorities will take advantage of the settlement I have made and
of the many opportunities open to them to increase efficiency and

make savings so as to keep rates down.

7. I will be making a separate announcement on rate limits and
on the expenditure levels of those authorities which have sought

redetermination next month.
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2 MARSHAM STREET
LONDON SWI1P 3EB

01-212 3434

My ref:

Your ref:

The Rt Hon Paul Channon MP

Secretary of State

Department of Transport

2 Marsham Street

LONDON

SW1P 3EB 23 November 1987

ZSTAaAV EZLM\JZ

P?As UNDER THE NEW LOCAL GOVERNMENT REGIME
Thank you for your letter of 23 Octeber.

I accept your view that abolition of PTAs is not an immediate
option though we must retain that as a longer term objective.
are therefore left with your proposal to change the status of
PTAs from precepting to billing authorities.

I remain concerned that your proposed change will improve
accountability only if secession is perceived as a real option by
metropolitan districts. I can therefore agree to the change only
on the understanding that this point is highlighted and that
every encouragement is given to metropolitan districts to secede.
On that basis I am content for our officials to sort out the
necessary changes to the Local Government Finance Bill, which
will have to be introduced in Committee.

I am copying this letter to the Prime Minister, other members oI
E(LF) and Sir Robert Armstrong, and the Chief Whip.

o
A NMNAG——BANA

J
‘/N‘\ \L"v "’_Z.

fokd, o
NICHOLAS RIDLEY
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Viscount Whitelaw PC CH MC
Lord President of the Council
Privy Council Office

Whitehall
London (L((\N
SW1A 2AT N
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NEW BURDENS ON LOCAL GOVERNMENT

23 November 1987

Nicholas Ridley wrote to you on 19 Og¢tober with the latest list
of initiatives by central govéfnment that affect local
authorities. I note that once again we have continued to add
new burdens to local authorities over the last six months.

I very much support his view that we should continue the
new burdens procedures. I think we are all aware of the pressure
new policy initiatives can place upon local government
expenditure. Despite all our efforts, local authority spending
has risen by 10 per cent in real terms over the past two years.
Recent pay rises will keep the pressure up. Devolving
responsibilities to local government cannot help and may indeed
fuel increased spending.

We must accept that for the present our controls over local
government spending are very much less effective than our powers
over central government programmes. I therefore take the view
it is essential for departments to follow the agreed rules for
new burdens in full. In particular, we must stick to the
requirement that offsetting savings be identified on central
government programmes where the cost of a new burden on local
authorities exceeds £100,000.

I am copying this letter to the Prime Minister, members
of E(LA) and Sir Robert Armstrong.

JOHN MAJOR
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Chief Secretary

Grants from the European Community in respect of

Current Expenditure by Local Authorities

1. I was interested to see your letter of 3 November to
Nicholas Ridley about ERDF Article 15 applications.

2. When Labour Members of the European Parliament raised
this subject at Strasbourg on 27 October, Commissioner
Schmidhuber confirmed, and regretted that the UK was
still only making limited use of Article 15. There is
evidence that the Commission may in fact try to force the
issue by refusing to accept applications for Integrated
Operations unless they include Article 15 components.
Since we currently have four such applications
outstanding, worth in all nearly £700 million in terms of
ERDF and Social Fund grants, we would do well to conclude

our internal debate on Article 15 receipts very quickly.

3. I therefore welcome your latest proposal. I assume
that your cumulative £€5 million limit would apply only to
new receipts; and hope that Nicholas Ridley and others

will agree to settle the matter on that basis.

4. I am copying this minute to the Prime Minister,
Nicholas Ridley, David Young, Kenneth Clarke, Peter

Walker Malcolm Rifkind, Tom King, Norman Fowler and to

Sir Robert Armstrong.

\
-

Foreign and Commonwealth Offi
e g €€ (GEOFMFREY HOWE)

2
22 November 1987 RESTRICTED




QUEEN ANNE'S GATE LONDON SWIH 9AT

20 November 1987

/"/p/',t*,

LOCAL. GOVERNMENT BILL: HOMOSEXUALITY AMENDMERT
Thank you for sending me a copy of your minute of Lé/;ovember to the
Prime Minister.

I welcome the principle of the amendment and your proposals for
handling it.

It is of course already an offence for anyone, including a local
authoricty, to incite counsel or procure ancther person to -commit a
homosexual act prohibited by law (for example, with a person under 21). I
am anxious not to get drawn along the path of extending the criminal law to
proscribe the mere expression of opinion. Your proposals do not, of course,
call on the criminal law. It would help, however, if the arguments for the
amendment could be presented in terms of the proper limits of the functions
of local authorities and not in terms which would make it difficult . to
resist the creation of a general criminal offence.

With this point in mind, I should be grateful to be kept in touch
with developments, including sight of your redraft in due course.

I am copying this letter to the Prime Minister, members of H and L

Committees, the Minister for the Arts, Sir Robert Armstrong and First
Parliamentary Counsel.

The Rt Hon Nicholas Ridley MP.







010/4210

CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street «er\
London f&

SW1P 3EB

<0 November 1987

th» SéLﬂumijd} State,

"STOP" POWER FOR THE DISTRICT AUDITOR ‘/}Y\

y
I have seen a copy of your minute of uf November to the
Prime Minister setting out revised proposals for stopping
local authorities entering into creative financing deals.

I very much support the principle of preventing 1local
councils accumulating further spend-now, pay-later
commitments through creative financing. I recognise however
that further work in this area is needed to try and develop
self-regulation and statutory schemes - not least on the
definition, interpretation and statistical robustness of
the prudential ratios. As this work develops, we will
be better able both to determine whether the self-regulation
and statutory schemes are 1likely to be practicable, and
if so to Jjudge whether the statutory scheme might be
introduced at the outset. We should 1look again at the
respective merits of these options in E(LF) once the position
on prudential ratios and other aspects is clarified.

In the meantime, however, we face a hiatus - possibly
until the new capital control regime can come into effect
- with inadequate powers to prevent creative financing
deals in general. I appreciate that the flow of such deals
appears to have slowed down in recent months. But small
changes in the political balance on certain councils could
quickly renew their interest in creative financing.

beiieve that we must take action on specific types
of creative financing where we can. I understand we can
make it more difficult for 1local authorities to arrange
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some types of sale and leaseback deals if we bring property
leases of less than twenty years within the scope of the
existing capital control system. I hope you will therefore
agree to do so. We should look again at interest rate swaps
once the Haringey Court case has «clarified the legal
position. But whatever steps prove practicable to 1limit
particular types of deal, we also need to take a high profile
in public pronouncements in opposing further creative
financing. Moreover we should encourage the Audit Commission
to continue publicising the need for prudent financial
conduct by local councils, and to reinforce their
condemnation of spend-now pay-later deals, as financially
irresponsible.

In the meantime, the work on developing practical
schemes to promote prudent financial conduct needs to go
forward quickly; I would wish my officials to be involved
in this exercise.

I am copying this letter to the Prime Minister and
other members of E(LF) and to Sir Robert Armstrong.

j‘nus 9ﬂ<uu<%j,
ivkow,

Pe JOHN MAJOR
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

London V& C?v\f\ 3

SW1P 3EB

<0 November 1987

dea, Secreton St Stak,

DOE/LAl END-YEAR FLEXIBILITY

Thank you for your letter of 21-October proposing that
we should announce extra capital allocations for 1local
authorities for 1988-89, under the end-year flexibility
(EYF) rules, because of the likely underspend on the relevant
cash 1limit DOE/LAl in 1987-88. I have also considered

Kenneth Baker's and Paul Channon's letters supporting your
proposal.

The forecast underspend on DOE/LAl this year does
not arise from any shortfall in gross capital spending;
on the contrary, total expenditure is projected to exceed
gross provision. Rather the underspend stems from higher
capital receipts, a reflection of the success of our policies
in encouraging asset sales. In the circumstances, I am
reluctant to concede higher capital provision for 1local
authorities in 1988-89 than we agreed in the Survey and
announced earlier this month.

However I understand your Department's lawyers advise
that the wording of the relevant DOE circular 5/87 in effect
requires us to increase the amount available for allocation
the following year if we take the view in the autumn that
an underspend is likely. The implied lack of Ministerial
discretion is highly unsatisfactory; and in view of this

advice, we will need to consider the rules for EYF on this
cash limit further.
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But the immediate difficulty is that 1local authority
associations are now aware of the projected underspend
on DOE/LAl in 1987-88. I do not believe there is a case
on merits for going beyond the total gross provision for
LA capital announced in the Autumn Statement; but we clearly
need to take into consideration the risk identified by
your Department's lawyers of successful 1legal challenge

if we do not acknowledge that the EYF arrangements set
out in the circular will apply.

I am reluctantly driven to the conclusion that, on
balance, it is probably better to accept that the principle
of EYF will apply than to risk successful legal challenge.
But before confirming my agreement to this, I have two
particular concerns on which I would wish to be satisfied.
These relate to the maximum amount of extra allocations
under EYF, and the timing of their announcement.

In setting the amount we need to take into account
the small overspend on the cash limit in 1986-87. Paragraph
61 of Circular 5/87 recognises that where the size of the
breach is uncertain at the end of the year, the cash limit
penalty may be applied a year later. I therefore propose
that the £18.5 million overspend in 1986-87 should be netted
off the EYF figure for 1987-88. Also these extra allocations
will be a charge on the 1988-89 Reserve and effectively
an in-year change. The rule is therefore that each £1
allocation should score as £1 on provision and the cash
limit (not at the higher rates of allocations to provision
used in the Survey). Accordingly when the amount available
for allocations in 1988-89 under EYF is announced it should
be on the basis of a 1:1 ratio between cash limit provision
and allocations. At its maximum it would therefore mean
an additional amount for allocation of £123.2 million
(5 per cent of EYF 1987-88 equal to £141.7 million less
£18.5 million overspend in 1986-87).

We also need to consider the distribution of the revised
total of allocations to service blocks. In this context,
we need to keep in mind the need to make provision for
capital spending falling in 1988-89 to remedy storm damage.
Within this total, I therefore propose that you set aside
a sum sufficient to cover allocations needed for this
purpose. You and colleagues in departments will be best
placed to judge what this amount should be on the basis
that I will not be willing to agree any further allocation
subsequently. The remainder of the £123 million should
be distributed to departments in proportion to net provision.

Finally, on timing, you will appreciate that the
Chancellor and I are bound to be very concerned about any
announcement which implies a significant claim on the Reserve
in advance of publication of the Public Expenditure White
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'Paper, planned for mid-January. We must avoid the
embarrassment of being seen to raid our own Reserve before
the figures are published. I should be grateful therefore
if you would defer an announcement of the precise figures
for extra allocations and their distribution, until after
publication of the White Paper. You will in any case wish
to consider the second quarter figures and allocations
for storm damage before agreeing the final figures.

I very much hope you can meet my concerns about timing,
and that you and colleagues are content with what I propose
on the amount and distribution of extra allocations. If
so, I for my part would be prepared to accept that the
principle of EYF should apply to the expected underspend
this year, and that if necessary you should indicate this

publicly in responding to questions that may arise from
the first quarter figures.

I am copying this letter to Willie Whitelaw, other
members of E(LF) and Sir Robert Armstrong.

pp JOHN MAJOR

(A7P“m¢xiqy luu.CLJeF‘SZoﬂuxty
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 17 November 1987

i

LOCAL GOVERNMENT BILL: HOMOSEXUALITY AMENDMENT

The Prime Minister has seen your
Secretary of State's minute of 16 November
on the above subject. Subject to the
views of colleagues, she is content with
his proposal to accept the principle of
Jill Knight's amendment, and to redraft
a revised version as proposed.

I am copying this letter to the Private
Secretaries to members of H and L Committees,
the Minister for the Arts, the First Parliamentary
Counsel, and to Sir Robert Armstrong.

gy

(P. A. BEARPARK)

Robin Young, Esq.,
Department of the Environment.




Prime Minister
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LOCAL GOVERNMENT BILL: HOMOSEXUALITY AMENDMENT by ot by«
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You will remember that last session Jill Knight took up Lord
Halsbury's Bill to prevent local authorities promoting
homosexuality, but that the Opposition by a procedural device
prevented it making progress.

At Questions on 14 May you expressed regret at this, and hoped
that Jill would successfully bring the Bill back this Session.
She has now done so in the form of an amendment to the Local

—— —

Government Bill (a copy is attached).
———————————————————

The purpose of this minute is to seek your, and colleagues',

agreement to my proposed handling.

-

I should like to accept the principle of the amendment, but to
S—

take steps to remedy detailed drafting defects in the provisions.

Although we would have accepted the form of last Session's Bill

under the pressure at the end of a Parliament, the Bill (which is

reproduced in the amendment) had two major defects:

it could be read as unreasonably preventing local
authorities targeting any service on the homosexual
community: this could QSZE problems in relation to, for
example, AIDS; and

the enforcement provisions duplicate, in different words,

but with no real difference, the normal judicial review

procedure: this is confusing, and might cast doubt on the

effectiveness of that procedure elsewhere.

I would like, therefore, both to redraft the main provision to

————

achieve a more objective, better targeted test, that would stop

—_———

the abuses without preventing legitimate activities, and to drop




the special enforcement provisions. A preliminary discussion

between Michael Howard and Jill Knight has shown that she is

prepared to discuss _a redrafted clause along those lines, but

that she will want to examine it carefully before making any

commitment.

If we accept this ban on the promotion of homosexuality, we may
face pressure from the back-benches for a more radical response
to abuses of discretionary spending powers by local authorities.
I would propose to resist these, on the grounds that they are
different in kind from the moral question raised by
homosexuality; and that, raising questions of much greater scope,

they would tend to delay the current Local Government Bill.

I should therefore be grateful for agreement to accept the

principle of Jill Knight's amendment and to redraft a revised
s

version to meet the points in paragraph 4 above. We would make it

clear that this revised version is not likely to be available

until the House of Lords.

I am sending a copy of this minute to members of H and L

Committees, to the Minister for the Arts, to First Parliamentary

Counsel, and to Sir Robert Armstrong.

N R
\\Q November 1987




Standing Committee A:  Sth November 1987

Local Government Bill, continued

Prohibi%ion on promoting homosexuality by teaching or by publishing material

Dame Jill Knight
Mr Barry Field
Mr Irvine Patrick
Mrs Teresa Gorman
Mr David Evans
Mr David Shaw

Mr Robert Hughes

To move the following clause: : NC xh

'The following section shall be inserted after section 2 of the Local
Government Act 1986 (prohibition of political publicity).

" Prohibition 2A. - (1) A local authority shall not -
on promoting
homosexuality (a) promote homosexuality or publish material for the
by teaching promotion of homosexuality;
or by '
publishing (b) promote the teaching in any maintained school of the
material acceptability of homosexuality as a pretended family
relationship by the publication of such material or
otherwise;

(c) give financial or other assistance to any person for
-either of the purpcses referred to in paragraphs (a)
and (b) above.

(2) A breach of the prohibition referred to in subsection

(1) above shall be justifiable in the civil courts in which
interim relief may be granted on such terms asg may be adjudged
to be just and expedient.

(3) Without derogation from the right of any person
having a sufficient interest to institute proceedings referred
to in subsection (2) above, any parent, guardian or other
person having custody of, or access to, any pupil in attendance

at any such school shall be entitled to institute such
proceedings.

(4) A local authority which in the opinion of the
court has given appropriate instructions and taken reasonableé
steps to ensure compliance with the provisions of subsection
(1) above may not be held to be in breach of the prohibition
under subsection (2) above if such instructions have been

disregarded and such steps have been ineffective to secure ..
compliance.''."',
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CONFIDENTIAL

< C mads T

10 DOWNING STREET

LONDON SWIA 2AA
10 November 1987

From the Private Secretary

Yoo M,

A NEW PLANNING TOTAL

The Prime Minister this morning held a meeting to
discuss proposals for a redefinition of the public
expenditure planning total. There were present the Lord
President, the Chancellor of the Exchequer, the Secretary
of State for the Environment, the Chief Secretary and
Mr Richard Wilson, Cabinet Office.

The Chancellor of the Exchequer said that the present
planning total included local authority expenditure even

though this was not within the control of central
government. The public expenditure control system would be
better and clearer if the planning total were to include
grant paid by central government to local authorities rather
than local authority expenditure itself. The change could
be made in 1990, together with the proposed reforms of local
authority finance. Total local authority expenditure would
remain within General Government Expenditure which formed
the numeraire for public spending as a proportion of GDP,
the main figure on which the Government judged the success
or failure of its public expenditure policies. The
advantages of the change should not be exaggerated. But
presentation would be improved and there would also be a
modest but worthwhile improvement in public expenditure
control.

The Lord President and the Secretary of State for the
Environment warmly welcomed the Chancellor's proposal.
Mr Ridley noted that three aspects would require further
consideration: the treatment of local authority capital
expenditure, whether expenditure financed by the national
non-domestic rate should be inside or outside the planning
total, and the handling of other spending departments which
under the new system would be unable to make (spurious)
claims about the -mount of money being provided for
particular loca “hority services. The Chancellor said
his instinct was t expenditure financed by the national
non-domestic r7+e should be within the planning total.

CONFIDENTIAL
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The Prime Minister expressed her support for the
principle of the change but was concerned that to make an
early announcement would signal to the local authorities a
weakening of determination to maintain control of
expenditure in the period before the community charge was
introduced. Mr Ridley suggested that the most vulnerable
time would be the year 1989-90. The Rate Support Grant
settlement for that year would need to be fairly tight.

After further discussion it was agreed that the
Chancellor of the Exchequer should circulate a note on the
latest timetable for consultation and decision which would
allow the change of definition to be made in April 1990.
Consultations within Government should also not take place
until the last possible moment.

I am copying this letter to Mike Eland (Lord
President's Office), Jill Rutter (Chief Secretary's Office)
Robin Young (Department of the Environment) and Trevor
Woolley (Cabinet Office).

I,

S 2 )

David Norgrove

A.C.S. Allan, Esq..,
HM Treasury.
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Prime Minister 4%V j

e \‘(8‘1(‘?0 R 3
E(LF): "STOP" POWER FOR THE DISTRICT AUDITOR ByELJ

’ ' | lo{u.
E(LF) on~3 November raised a number of points about my proposal
for a reserve power to impose prudential ratios. My more limited

proposal to enable the District Auditor to act pre-emptively
against unlawful or improper conduct, instead of having to wait
until after the event, was agreed in correspondence in the

summer.

We agreed last week that the development of prudential ratios
should be as swift as possible. The two constraints are that
rules to self-regulation have to be developed through full public
discussions; and that workable ratios will have to be based on
the approved accounting practice introduced into the local
authorities this year. The first full set of improved accounts
become available in Autumn 1988. April 1989 is therefore the

—— oy

earliest practicable date to have prudential ratios in effect.

——— ——

I suggest therefore that we postpone legislation on that until

the 1989/90 session. The reserve power that I proposed could

still be effective during the 1989/90 financial year if we
legislated for it then rather than in the current Local
Government Bill. That timetable would allow us to see more

clearly the emerging detail of the prudential ratios next Spring.
I suggest we take the paper that I promised for E(LF) at that

time.

If we legislate in the next session, the relation between

prudential ratios and our capital controls will also be evident.

The new capital controls will be designed as far aéPBossible to
remove the advantages of creative accounting. However these are
annual controls and will not in themselves be a complete

guarantee of prudent financial behaviour by authorities.
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The prudential ratios will therefore reinforce them by acting to
prevent individual authorities accumulating spend-now, pay-later

commitments.

In the meantime I believe it is important not to miss the

opportunity of legislating in the Local Government Bill on the

more limited proposal to enable the District Auditg;’to_ggg’

pre-emptively against unlawful or improper conduct. I am

B

therefore initiating a short period of pubiiéwgéhsultatfgn on
this aspect alone with a view to introducing provisions into the

Local Government Bill at Commons Report.

Copies of this minute go to the other members of E(LF) and to Sir

Robert Armstrong.

o

‘f November 1987
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PRIME MINISTER

A NEW PLANNING TOTAL

The Chancellor, supported by Mr. Ridley, proposes that the

public expenditure planning total should now include the grant

. : Ve
which central Government gives to local authorities rather

than local authority expenditure itself. Local authority

expenditure would of course still remain part of general

Government expenditure, which is the definition operated by
the CSO. (This forms the numeraire in the figures for public
expenditure as a proportion of GDP.) Thus in a sense local
authority expenditure would be treated statistically rather in

A
the way debt interest is now. But in contrast to debt

interest there would be pressares for lower local authority
expenditure from the community charge and capping. (The

Chancellor has accepted that the new system should only come

into effect in April 1990, with the community charge.)
e i T i e -

The change would have a number of advantages:

(i) the planning total would then comprise only those

R —

elements for which central Government is directly

Nr—— .
responsible;

it would bring out more clearly the amount of money
o e e e

which Government gives to local authorities;

it would be clearer to the local electorate who was

responsible for increases in local taxation;

it would help stop grant being determined by previous

e eee——

years' overspending.

The change would also have attractions for local Government.

Grants would be planned for three years ahead, not just one as
B T G o g

at present, and local authorities would therefore have a

better basis on which to plan their finances.

\_/’_—\“\\ﬁ—.
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Spending Ministers would probably not welcome such a change,
B mur-w—— i g Ty~

because it would show for example just how little money is

within the gift of the DES. But from the overall Government

point of view that would probably be no bad thing, and it
would also cut out the annual shadow-boxing where Ministers
argue about the allocation of expenditure to local authority
services, which matters only presentationally, because the
actual distribution of expenditure is largely determined by

the local authorities not central government.

The main point on which you will want to satisfy yourself is

that the change can be made without giving a signal that the

Government is less concerned now about controlling local

authority expenditure. On balance it seems to me that the
e i —y
merits of the change, combined with the pressure which will be

exerted by the community charge, make this risk bearable.

The main difficulty to my mind is that an announcement at the

time of the Public Expenditure White Paper in January could

lead to higher spending in the two years before the community

charge comes into operation: 1local politicians and officials

will not take the threat of the community charge as serjogusly

as its reality. I suggest that the announcement should be

e ———————————

made in January 1989 rather than in January 1988. The

— i .
Treasury cannot complain that this would allow too short a

time for consultation since their original proposal was for

announcement in January 1988 with the change coming into

effect in April 1989. No discussions with other colleagues

should be held until Autumn next year, to reduce the risk of

——

leaks.

em———

Any suggestion that the change will be welcomed by local

authorities because it would signal less interference by

central Government should be treated with suspicion: less
interference too often tends to mean higher expenditure in
cases like these. )

W. T
D. R. Norgrove
9 November 1987

PMMAKF
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The Rt Hon Peter Walker MBE MP

3 November 1987

4l et A

LOCAL GOVERNMENT BILL (COMPETITION)

M4
\

-~ \

I refer to your letter of 15-OCtober to John Major about issuing a
consultation paper in England on the de minimis threshold below which work
would be exempt from competition and your proposals for phasing.

I am content with the approach you propose to adopt and I intend to issue a
similar consultation paper in Wales at about the same time.

I am copying this to the Prime Minister, Willie Whitelaw, John Wakeham,
Kenneth Baker, John Moore, Paul Channon, Douglas Hurd, Norman Fowler, David
Young, Malcolm Rifkind and to Sir Robert Armstrong.

The Rt Hon Nicholas Ridley MP
Secretary of State for the Environment
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

London

SW1P 3EB

l é 3 November 1987
Fe '
( ) Qv’ ﬂ’c 7

GRANTS FROM THE EUROPEAN COMMUNITY IN RESPECT
OF CURRENT EXPENDITURE BY LOCAL AUTHORITIES

16

,. V!

Thank you for your letter of .7 "%ptember in reply to mine of
10 August. I am also grateful for Peter Walker's letter of
27 August, Norman Fowler's of 11 September, Kenneth Clarke's
of 17 September, Tom King's of 18 September and Ian Lang's

of 30 September.

I remain of the view that neither the scale nor the
character of receipts under Article 15 of the ERDF regulation
is such as to justify, in principle, their exemption from the
Government's agreed policy of ensuring, as far as possible,
that receipts from the Community budget dc not increase domestic
public expenditure.

I do, however, recognise that there may be a transitional
problem in identifying the savings that are required fully
to offset the additional 1local authority spending which the
Article 15 receipts finance. Although this is far from being
a unique problem as regards either EC-related or purely domestic
public expenditure,I am conscious that the continuing uncertainty
over our treatment of these receipts is beginning to create
difficulties for ERDF applications involving quite large amounts
of money.
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In these circumstances, I am prepared to make a suggestion
with the aim of facilitating early resolution of the issue
without undermining our policy on Community receipts. The
suggestion is that we disregard Article 15 receipts until the
end of 1988-89 - subject to a cumulative upper 1limit of
£5 million - on the understanding that the normal additionality
rules would apply in subsequent vyears. That is to say,
Departments would be expected to identify savings within their
own programmes to offset these receipts unless they could
convince the Treasury and colleagues collectively to the contrary
in the annual survey procedure.

I wvery much hope that you and other colleagues whose
programmes are affected by Article 15 receipts will agree to
proceed on this basis. Our officials could discuss the detailed
arrangements.

I am copying this letter to the Prime Minister, David Young,
Kenneth Clarke, Peter Walker, Malcolm Rifkind, Tom King,
Norman Fowler, Geoffrey Howe and to Sir Robert Armstrong.

TS
.
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment

Department of the Environment
2 Marsham Street @jyﬂ/\Jﬁ\ 4
London (\&

SW1P 3EB

V ﬂ}l LL 2 November 1987
W/ ’

LOCAL AUTHORITY CAPITAL SPENDING

”~

Your letter of 28 {gefgger sets out proposals for issuing
extra allocations his year to help offset the emerging
underspend on DoE/LAl.

You suggest £75 million allocations be distributed
pro rata to net provision and that the storm costs be
considered separately. I understand this approach is
acceptable to Kenneth Baker whose letter I have seen,
Paul Channon and John Moore. On that basis, I am prepared
to accept your proposals.

I am copying this letter to the Prime Minister, members

of E(LA) and Sir Robert Armstrong.
lé;::/
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PRIME MINISTER

A "STOP" POWER FOR THE DISTRICT AUDITOR

[Letters of 6 and 29 October from Mr Ridley and of 12 October
from the Chief Secretary]

DECISIONS

The Environment Secretary wants the Government to table a

Government amendment to the Local Government Bill which would give

him a new power to impose prudential requirements on local

authorities. The Audit Commission is currently trying to develop

~§ucﬁ a system in the form of prudential ratios which would limit an

authority's borrowing in the light, presumably, of its revenues and

assets (although the details of what they envisage seem unclear).

Mr Ridley hopes that local authorities will accept such a regime

voluntarily, but he wants a power in reserve to.zapose i il s

necessary. s
_—
BACKGROUND

2 Ministers agreed in correspondence in July that the Local

Government Bill should include new provisions to give the auditor

pre-emptive powers to stop unlawful spending by local authofzzies,

o
in addition to the auditor's existing power to act after the event.

But Mr Ridley's colleagues reserved judgement on a second proposal

to impose a new prudential regime on local authorities: the

underlying concept at that time was to require local authorities to
balance the interests of present and future rate or community
charge payers when they undertook borrowing or other financial
liabilities. Doubts were expressed about whether such a system

would be workable in practical or legal terms.

B s \_\\J
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MAIN ISSUES

35 Mr Ridley's new proposal has much the same aim, but is

entirely different in form. It appears to avoid the difficulties

of interpretation and eﬁE%rcement associated_;;;g his earlier
proposal, but it is far from precise. All that the note attached
to his letter of 6 October says on the actual technical substance
is that the limits of financial prudence defined under the

s L ——
regulations would be likely to be in terms of ratios between

Tinancial commitments and the means to meet them; but that the

proposed power would not prevent other possibilities. This seems
; ; “"—-—\ . ? . ;
sensible so far as it goes, but it appears that prudential ratios

for local authorities are still only a broad concept, and much

work is required to make them a reality. T

4. The main issue therefore is whether it is wise to take the
power which Mr Ridley proposes in the Local Government Bill in view

of the work which remains to be done. You may wish to explore

where the Audit Commission have got to. Mr Ridley's latest letter

of 29 October mentions that the Commission is setting up a new

joint working party with the local authorities. You might find it

helpful to know how long the work of this working party is likely

to take, and what are its chances of success.
e

—

5. Mr Ridley is likely to argue that it is worth taking a power
now to show that the Government means business. He points out that
) . . . S

legislation might in itself persuade authorities to agree to a
voluntary regime. On the other hand the power would presumably be
broad and unspecific which might raise suspicions in Parliament and
elsewhere about the Government's intentions; and the power might
turn out not to do what was wanted. The choice appears to be

between taking the power as Mr Ridley proposes, or deferring any

legislation in the hope that local authorities will accept

prudential ratios voluntarily or ?ﬁggjiif they do not, a suitable

slot could be found in a futu?g_fégislative programme to deal

e e te——
—
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with the problem in an authorltative manner. You will want to

decide whether Mr Ridley's arguments are strong enough to justify

legislation in the present Session.

VIEWS OF OTHER MINISTERS

6. The Chief Secretary, Treasury is likely to suggest that the

benefits of Mr Ridley's proposal depend entirely on the success of
the Audit Commission in developing workable prudential ratios. He
will probably press the Environment Secretary to do everything he
can to push this work forward quickly. He may nevertheless agree
that it would be helpful to take a reserve power at the earliest

opportunity. The Secretary of State for Wales will be concerned

that any powers can be operated separately for Wales if necessary.

HANDLING

Vi You will want to ask the Environment Secretary to speak to his

proposal. The Chief Secretary, Treasury and the Secretary of State

for Wales will want to comment. You may also want to ask the

Business Managers whether the amendments which Mr Ridley would have

to introduce would measurably affect the Parliamentary handling of

the Local Government Bill.

R T J WILSON
Cabinet Office
30 October 1987
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2 MARSHAM STREET
LONDON SWI1P 3EB

01.212 3434

My ref:
Your ref:
The Rt Hon John Major MP
Chief Secretary
HM Treasury
Parliament Street
LONDON

SW1P 3AG 29 october 1987

dews Crief Secnten,

A "STOP" POWER FOR THE DISTRICT AUDITOR . -~

3 o o0\ 1 = BN z ¢
My letter of 12 O ober proposed a reserve power to reinforce the
Audit Commission” initiative for self-regulation on local
authority financial prudence. This is linked to the main (Part I)

"Stop" power proposals, which it is already agreed should be
included in the Local Government Bill.

Your reply of 12 October acknowledged the time pressures, noted

the discussions between officials that have now ‘taken place, and
asked for a discussion with colleagues. We are meeting in E(LF)

next Tuesday, and taking this item on the basis of our exchange

of letters. Our officials have exchanged further details.

The Audit Commission have now approached the local authority
associations for a joint working party on their self-regulatory
proposals. It is important that I back this initiative with
consultation on my "Stop" power and reserve power proposals. I
hope that you and other colleagues will agree next Tuesday that I
may press ahead with public consultation, and with drafting
clauses for the reserve power. At best, there will only be five

weeks available if we are to be ready for report stage of the
Local Government Bill in mid-December.

I am copying this letter to the Prime Minister, the Lord
President, other members of E(LF) and to Sir Robert Armstrong.

Qonnes Nc% ;
%‘:J(;fNICHOLAS RIDLEYJ.
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2 MARSHAM STREET
LONDON SW1P 2EB
01-212 34234

The Rt Hon John Major MP
Chief Secretary

HM Treasury

Parliament Street

LONDON

SW1P 3AG

LOCAL AUTHORITY CAPITAL SPENDING, 1987/88

Thank you for your letter of 23 October. I am disappointed that
you feel able to offer only £75m additional allocations for all
services, when the underspend on the cash limit is expected to be
some ten lecs as large. My proposals were framed to meet just
the criteria you suggest: to be worthwhile in themselves, to

to cost-effective expenditure in the current flnanc1al year

to avoid pressure on spending in later years.

0

am ceonscious, however, that time
ost-effective spending we must make
r the sake of an agraomenu, I hop that you will be pr
increase your suggestion of £75m for all services by the
of extra allocations that will be required to fulfil the
Government 's undertaking in respect of damage caused by th
recent storm. Clearly, we should not issue allocations ex
where the expenditure is (a) unavoidable (b) of a capital
and (c¢) not capable of being met from cther sources. Much
authorities' immediate expenditure on the storm will be re
rather than capital expenditure and will receive support ur
the "Bellwin" scheme; and to the extent that they have prJd
insured their property, the insurance pf'”ﬂntq will mee
without any need for additional Paaitz‘ locatlonb an\
bocrrowing. However, we all accept
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On the distribution of the £75m allocations between services, I
would reluct ant‘y be prepared to accept a basis of allocation pro
rata to net provision, although this disadvantages the services

for which I am responsible by comparison with others. I would
propose to use the share which would otherwise fall to the Cther
Services block for the benefit of Housing, giving it a total of
£44,.7m, as compared with £18.9m for Transport, £9.4m for
Education and £2.0m for Personal Social Services.

I hope that, for the sake of an early agreement, you and other
colleagues concerned will be able to agree to this proposal. If
so, I shall make an early announcement, simultaneously with the
release to local authorities of the forecast for the year's
underspending based on expenditure in the first quarter. My
officials will consult yoursabout the precise details.




Separately, your letter crossed with mine of 21 October on
end-year flexibility. I shall await a further reply from you on
this issue.

I am copying this letter as before to the Prime Minister, Members
of E(LA) and Sir Robert Armstrong.
Ty
/
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ELIZABETH HOUSE
YORK ROAD
LONDON SE1 7PH
01-934 9000

The Rt Hon John Major MP
Chief Secretary

HM Treasury

Parliament Street

LONDON

SWI1P 3AG

2F October 1987

LYy (N

DOE/LAl1 CASH LIMIT: END YEAR FLEXIBILITY

Nicholas Ridley's letter to you of 21 October proposed that the
end-year flexibility (EYF) arrangement which is part and parcel
of the local authority capital controls should operate in respect
of the expected underspend of the 1987-88 cash limit. Your
letter of 23 October appeared to cast doubt on the appropriate-
ness of this.

I strongly support the arguments Nicholas puts forward for
implementing EYF - although I cannot agree with his suggestion
for distributing the extra allocations. We could not defend the
abandonment of EYF when we have every reason to suppose that the
cash limit is heading for a large underspend, having confirmed
the arrangements as recently as March this year with specific
reference to 1987-88.

As to the distribution of allocations between services if, as I
hope, you agree to retain EYF, it 1is essential that education
should benefit. There is no defensible basis for omitting
education from the prospective additional allocations, since as
you are aware the attribution of provision between services is
out of line with the realities. What is more, education receipts
have been coming in at a substantially higher level than was
forecast, with the result that the "overspend" on education which
is an automatic consequence of the maldistribution of provision
is in fact forecast to be lower in 1987-88 than the figure we




anticipated for the current year and which we took into account
in our PES discussions. If there are to be additional alloca-
tions, the basis for their distribution needs to be agreed among
us.

I am copying this letter to the Prime Minister, Willie Whitelaw
and members of E(LA) and to Sir Robert Armstrong.

e el
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l
E(LF)(87)(41): FUTURE OF LOCAL AUTHORITY CAPITAL CONTRPLS

v

I thought it might be helpful if I set out my comments en thig papep in writipg
in advance of Tuyeaday's meeting, I

I am somewhat unhappy that we are discussing the capital control system in
isolation from new proposals on housing finance when, after all, housing and in
particular housing receipts is the most significant single component in the local
government capital package. Certainly by the time any consultation paper is
issued to local government I think we need to be in a position to describe at
least in general terms the linkages between the proposed capital contxdl system and
changes to housing finance. ) '

That apart I am content for Nicholas Ridley to work up these proposals and to draft
a consultation paper. Clearly though there are a number of points which will need
to be explored more fully during that process; fagge the following as amongst
the more important: * - : : :

Papar para 4; ] am not sure that local authorities' judgementsy on community
charge levels will pecessarily lead to the level of capital expenditupe
which we want. I wouyld prefer a more direct control on revenue contributions
to capital expenditupe;

Paper para 11; I would prefer to continue to issue approvals on the basis
of service blocks ie "housing" and "non housing" in the case of Wales as
well as being able to link specific elements with specific projects. I am
therefore happier with the description at para 5 of the annex than with the
rather ambivalent phrasing on para 11 of the main paper;

- : /o'o

-

The Rt Hon Viscount Whitelaw CH MC
The Lord President of the Council
Privy Council Office

68 Whitehall

LONDON




Annex para 20; The treatment of receipts will have to be looked at carefully,
There must be some incentive to authorities to raise receipts, there may be
a case for taking only a proportion of their receipts capacity ipto account
when making borrowing approvals, or fop allowing a 100% addition to theip
approval level. As at present I woyld need to have the pawer tp set
different proportions in Waleg; . : ¥ pdia e L

Annex para 26; I do not think that, politically, we can simply wipe out
existing accumulated receipts which do not happen to be backed by cash. Local
authorities, rightly or wrongly, would simply represent this as a seizure

by central Government of theip money .

Annex para 27; It seems to me that repair and maintenance should continue to
be treated as capital expenditure, The 'wider cqnsenta' would need to be
exercisable separately in Wales,

I am copying thig letter to other members of E(LF) and to Sir Robert Armstrong.
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PRIME MINISTER

FUTURE OF LOCAL AUTHORITY CAPITAL CONTROLS
[E(LF)(87)41]

DECISIONS

E(LF) needs to agree on a new system for controlling local

authority capital expenditure in Engiand>éhd Wales, to take effect

in 7990/91 at the same time as the introduction of the community
charge. Mr Ridley wishes to initiate consultations on the new
system before the end of this year, with a view to preparing a Bill

R

for introduction in November 1988. At this first meeting you will
probably want to have a "Seconanheading" debate on the general
nature of the new system. In paftfcular, Mr Ridley seeks agreement

to four basic proposition -

A5 That the new system should operate through controls on

borrowing for capital purposes rather than on capital

é%penaziure as at present.

ii. That the new system should be designed as far as possible

to prevent creative accounting by local authorities using

devices such as sale and lease back schemes.

iii. That the use of capital receipts should be controlled so

——

that authorities with receipts can undertake some additional
spending, but not to the extent where it threatens the

Government's ability to target resources.

iv. That the new system should include requirements about

debt redemption, partly to mop up capital receipts, and partly

———————— e

to prevent creative accounting.

Depending on the outcome of your discussion, you will either wish

to ask Mr Ridley to develop his proposals further in the form of a

consultation paper, or to bring forward revised proposals.




BACKGROUND

2% The present system of capital controls was introduced in the
Local Government, Planning and Land Act 1980 and has been in force

since 1981/82. It sets a limit on the capital expenditure which

each authofziy can undertake each year. The limit comprises
capital allocations issued by Government plus various additions, of
which the most important is a prescribed proportion of capital
receipts from sales of assets. (There is also a secondary control

—

over bbrrowing for capital purposes). The system was designed to

—

control aggregate capital expenditure net of receipts against the
Government's public expenditure plans. But in practice it has
failed to do this: in some years there have been large overspends
against the national cash limit, while in other years there have
been equally large underspends. The system has also been subject
to a large volume of criticism, both from local authorities and
from bodies like the Audit Commission and the National Audit
Office.

3 The Government therefore instituted a review of the system in
phoid

1984 in consultation with the local authority associations. After

further work within Government, two possible new systems were set
1

out in the Green Paper "Paying for Local Government" -

n (5% A system based on External Borrowing Limits (EBLs) for

local authorities, similar to the EFLs which apply to nationa-
lised industries. However the Green Paper acknowledged that

there were sgvere practical problems with a regime of this

sort, and that it might not iIn any case be suitable for

controlling local authority expenditure.

—

ii. A system based on control of gross capital expenditure,

whether finance from borrowing, capital receipts or contribu-

—_——— i

tions from the revenue account. The Green Paper made it clear

that this was the Government's favoured approach at that time.




Most respondents to the Green Paper took the view that the EBL
approach was unworkable, and Ministers accepted this. But there

S s
was also considerable opposition to the second option of control

over gross capital expenditure.

4. Nevertheless in July 1986 Mr Ridley sought agreement from
E(LA) to legislate in the 1986/87 Session for a new system based on
control of gross capital expenditure. He hoped to secure the
necessary le&islation before‘?\géril 1987, so that the new system
could be introduced in 1987/88. His haste was due in part to
problems in setting capital allocations for 1987/88 within the
constraints of the public expenditure provision and commitments
made to local authorities by his predecessors. But after E(F)
discussions in both July and September 1986 the Government decided
that it was neither practical nor desirable to attempt to legislate
for a completely new system on this timetable. Mr Ridley therefore
announced in October that the Government would not proceed with
reform in the last Parliament, but would work towards introducing a
new system alongside the community charge in 1990/91.

MR RIDLEY'S PROPOSALS

Be The system which Mr Ridley now recommends is a substantial

departure from the earlier proposals. 1Its key features are -

3y The main control would be on borrowing for capital

expenditure rather than on expenditure itself. One conse-

e ——

quence is that local authorities would have the discretion to

incur extra capital expenditure if they could finance it from

=
revenue sources - but the new community charge regime would of

e —

course be a constraint on the amount of the expenditure which
could be financed in this way.
ii. Authorities would be able to undertake some additional

capital expenditure where they had capital receipts. The use

of réééfpts would still have to be controlled, but the rules

would be different from those of the present system.

S ———




Mr Ridley's proposal is that authorities should be able to

spend 50 per cent of reeelpts, either in the year they were

e —
received or 1in any subsequent year.

iii. Common creative accounting devices like sale and lease

back would be treated as capital borrowing under the new

system, which should remove their attraction for local

»M
authorities. Similarly leasing transactions and capital
Pl
“expenditure by local authority companies would fall within the

conErols.

iv. Local authorities would be required to make a standard

level of provision for debt redemption. The aim would be to

prevent the use of debt reschedullng as a creative accounting

device on the revenue side.

6. The treatment of housing capital expendlture is one key issue

which is not properly addressed in the paper. Mr Ridley earlier

proposed to establish Unified Housing Accounts (UHAs) which would

subsume housing capital spending, and take it out of the capital
controls system. I understand that he is now considering
substantially different proposals, although he still envisages that
housing capital would be outside the general control system.

—

Nevertheless, all the figures for receipts in his paper appeaf? to

include housing. This is a crucial point because the high level of

housing capital receipts (arising from the right to buy) has played

a large part in the problems of the present system. You may want

to ask him to clarify the position on housing, and to bring forward
—

proposals in that area as soon as poSsible. It is difficult to see

how he could possibly issue a comsultation paper on capital

controls without also making proposals about housing capital.

MATIN ISSUES

7o You will want to consider the implications of Mr Ridley's

proposals in a number of key areas -




i For the control of economic aggregates such as public

exbenditure and the Public Sector Borrowimng Requirement

(PSBR) .

ii. For the targetting of resources.

iii. For their likely reception by your supporters in local

governnment.

Control of Public Expenditure and the PSBR

8. There are no less than three economic aggregates which the
Government might want to influence through the capital controls

system -

T The Local Authority Borrowing Requirement (LABR) which is

a component of the PSBR.

ii. Net capital expenditure by local authorities, which is

what scores in the Govérnment's public expenditure (PE) plans.

iii. Gross capital expenditure by local authorities, which is

what scores for the national accounts.

—

The present capital control system was designed to deliver net
capital expenditure in line with PE plans, but has generally failed
to do so. The Green Paper proposals aimed principally at the
control of gross capital expenditure. In contrast Mr Ridley's new
proposals are designed primarily to control the LABR. I understand
that Treasury Ministers will be briefed to support Mr Ridley's
proposals on this score - the Treasury take the view that the LABR
is the most important of the three aggregates to control, given its

influence on the financial markets. Your reaction will depend in

part on whether you share this view.
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93 Even with the system outlined by Mr Ridley, there will be very
little chance of delivering a particular figure for the LABR in a
particular year. That is effecti¥ely ruled out by the level of
local authority capital receipts and the freedom which authorities
will retain over their use. Nevertheless the treatment of receipts
proposed by Mr Ridley has some substantial advantages over that in

the present system -

- The restriction on the proportion of capital receipts

——
which local authorities can use to justify additional spending
will apply both to the year in which the receipt accrues and
to éiz_EEEEEE_Xear. This will correct the flaw in the present
system (the "cascade") which limits authorities to using 20 or
30 per cent of a receipt in the year it occurs, but allows

them to use the whole of the remainder in future years.

ii. Capital receipts which are not backed by cash - eg
because the money has been used to redeem debt or for another
purpose - will not be available to justify additional

spending.

iii. These two features will result in a dramatic fall in the

amount of spending power resulting from past capital receipts.

Under the present system there is an overhang of some £8
billion of receipts which authorities could use to justify
additional spending. Under the new system that part which is
not backed by cash - over a third of the total - will no
longer be available. Furthermore authorities will be limited
to additional spending equal to only 50 per cent of the
remaining receipts. The overhang will therefore be reduced

immediately to between £2 billion and £3 billion.

iyl e ———
The new system will therefore result in an immediate cut in the

overhang of spending power from past receipts. The overhang is

likely to be further reduced in subsequent years as the new system
obliges authorities to use up the spending power of their receipts.

The proposed system therefore promises improved control of the LABR

/fw:WfT;
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in later years. But you will need to weigh these advantages

against the implications for the reception of the new system by

local authorities (see below).

Targetting of Resources

10. The system proposed by Mr Ridley also offers better targetting

of the available resources on local authorities with real needs.

. . S —
Under the present system Ministers cannot take account of the

availability of capital receipts to individual authorities when
they make capital allocations. Under the new system they will be
able to take account of capital receipts in setting borrowing
approvals. They could for example give higher borrowing alloca-
tions to inner city authorities who have comparatively small
receipts, and smaller allocations to rural authorities which have
large receipts, eg from council housing. But such targetting could
also have disadvantagss. First, it may lead to opposition among
those authorities who are effectlvely requlredAto use up their
spending power from past and present receipts before they get

borrow1ng allocations. Second, it further reduces the incentive to
generate—eapital receipts: although an authority will in theory be
allowed to use 50 per cent of receipts to justify additional
spending, if it knows that the additional spending power will be
taken into account in its borrowing allocation for the next year,
the incentive will effectively be removed. To counter this, Mr

Ridley may propose that only half of the addltlonal spending power

accruing from new receipts should be taken into account in
borrowing limits. But of course this will blunt the extent to

which resources can be targetted. You may wish to probe Mr Ridley

about the trade off between targetting of resources and incentives

to generate receipts.

Likely Reaction of Local Authorities

11. Mr Ridley's proposed system has some substantial advantages

for authorities -—




ks It is based on control of borrowing for capital purposes,

,_—
which is the system which the local authority associations

have argued for in the past.

ii. It allows authorities additional spending power to the
extent that they can afford to finance it out of revenue
spending. This is an important new flexibility, although it
will be restricted by the constraints of the community charge

regime.

iii. It appears to allow a more generous use of capital
receipts, up to 50 per cent compared to the limits of 20 and

30 per cent which apply at present.

But against this there are also substantial disadvantages for

authorities -

iv. Much of the spending power resulting from the present
overhang of receipts will be extinguished as noted above. New
receipts will generate no more than the 50 per cent spending
power, removing the cascade effect which applies to present

receipts in subsequent years.

V. Taking account of the spending power associated with
receipts when making borrowing allocations will oblige many
authorities to use up their receipts. Those who see
allocations transferred to authorities without receipts,
either because they have been unable or unwilling to generate
them, may resent the fact. (However it should be noted that

there is no question of transferring the revenue benefits of

receipts - authorities which have generated receipts will
benefit either from the interest they generate or from

avoiding interest on new borrowing).

vi. The proposals on leasing,capital spending by local
authority companies, and debt redemption will remove a lot of

flexibility they currently enjoy over capital financing.
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You may want to ask Mr Ridley how he thinks that different groups

of local authorities will react to his proposals.

Overall Assessment

12. Overall Mr Ridley's proposals do look like a substantial
improvement on the present system and even on the package
considered by E(LA) last year. They offer a better chance of
controlling the LABR, particularly once the overhang of capital
receipts is reduced. They will provide better targetting of the
available resources on authorities with real need to undertake
borrowing for capital expenditure. They will clamp down on a
number of common creative accounting devises. And they do appear
to strike a reasonable balance between the Government's need to
control the aggregates and the desire of the local authorities for
flexibility, particularly over the use of capital receipts. But

you will want to form your own view about the balance of advantages

and disadvantages, taking into account in particular the political

implications.

VIEWS OF OTHER MINISTERS

13. I understand that the Chancellor of the Exchequer is likely to

support Mr Ridley's proposals, both from the point of view of

controlling economic aggregates (as noted above), and in terms of

their impact on local authorities. Service Ministers are also

likely to be in favour of Mr Ridley's proposals, subject to concern
about a number of matters of detail which will need to be dealt

with in further work. 1In particular, the Education Secretary and

other Ministers will be keen to retain individual allocations of
some sort for their own services. The Home Secretary will also
. RTINS S : . :
need to consider how he wishes to deal with capital spending on the
g
police, magistrates and probation services, which are handled

outside the general capital controls system at present. The

Secretary of State for Wales will not be at the meeting, but is

expected to write beforehand supporting the general thrust of Mr




Ridley's proposals, but expressing concern about the absence of

proposals on the control of housing capital expenditure.

HANDLING

44. You will want to ask the Environment Secretary to introduce

his paper. The Chancellor of the Exchequer will want to comment

general terms. Service Ministers will wish to speak about the

implications for their responsibilities.

R T J WILSON
Cabinet Office

13 October 1987
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Nicholas Ridley MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

London

SW1P 3EB

2> October 1987
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LOCAL AUTHORITY CAPITAL SPENDING 1987-88

NIk CORUEST IF KEQUIASL
You wrote to me on ﬁ/gctober proposing that housing
allocations be increased in response to the emerging
underspend on local authority capital spending in England.
Paul Channon's and Kenneth Baker's letters of 8 October

and 16 October also bid for further allocations for their
programmes.

Gross local authority capital spending in England
is still expected to be £370 million higher this year
than allowed for in the 1987 Public Expenditure White
Paper. The emerging underspend is entirely due to receipts
being more than £1 billion higher than forecast. A
substantial proportion of those receipts reflects sale
and leaseback deals and a switch from public to private
financing of council house sales.

Experience of previous attempts to stimulate spending
in-year has been very unsatisfactory. The last time we
issued extra allocations to reduce a prospective underspend
was in 1983-84. 1In the event an overspend of £415 million
emerged. I do not want to risk repeating that episode.
Since 1983-84 there has been further overspending in 1984-85
(£1,072 million), 1985-86 (£996 million) and 1986-87
(£18 million). It proved impossible to take offsetting
in-year action to avert these overspends and no cash limit
penalties we.e¢ subseguently imposed.
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In view of this history and the nature of the receipts
causing the wunderspend you will appreciate that I am
reluctant to take steps that would increase gross spending
even further. Issuing substantial further allocations
this year would be harmful for two reasons. First, there
is a danger that the allocations would to a significant
degree be used instead of spending power from receipts,
so increasing the cascade of accumulated receipts carried
forward into future vyears. This could 1lead to renewed
overspending next year. Secondly, it would be interpreted
as a signal that we were relaxing our control of 1local
authority capital spending.

In reacting to an emerging underspend this year which
is due to higher receipts we need to take account of the
fact that receipts not spent this year are not lost, but
generate spending power in later vyears. Although, for
any given level of provision in 1988-89, higher accumulated
receipts are offset by lower allocations, the outcome
of the Survey has been that, overall, allocations will
be higher than in 1987-88, thereby in effect allowing
higher spending power of accumulated receipts to Dbe
reflected in full in gross provision. In these
circumstances, there would be a double benefit if higher
receipts this year produced more gross spending this year
and next.

Thus I do not accept that there is any presumption
that a shortfall resulting from higher receipts should
be offset. Nevertheless, I am prepared to look at proposals
on their merits provided we can be sure that the money
will be spent this year and provided it will reduce pressure
for spending in later years. On this basis, I am prepared
to consider a package of up to £75 million for all the
services -combined. If you and colleagues agree I suggest
we ask officials to recommend how such a package might
be constructed.

If immediate capital expenditure is needed to make
good the damage caused by last week's storm, that could
be one of the uses to which the £75 million is put.

I could not however go beyond that; and in particular,
bearing in mind the absence of cash limit penalties for
recent overspends, I do not believe it would be appropriate
to allow the prospective underspend to be carried into
future years through end-year flexibility.

I am copying this letter to the Prime Minister, members

of E(LA) and Sir Robert Armstrong.
l;;;;

JOHN MAJOR
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 3EB

01-212 3434

The Rt Hon Nicholas Ridley MP
Secretary of State for the Environment
Department of the‘Environment

2 Marsham Street
LONDON
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PTAs UNDER THE NEW LOCAL GOVERNMENT i?CIME
a

Thank you for your letter of September attaching a note
by officials on the treatment of Passenger Transport Authorit-
ies under the new Local Government Finance regime.

I agree that the case for changing the status of PTAs from
precepting to billing authorities hinges on accountability.
My own view is that the need for metropolitan district councils
to consider the contribution to PTA expenditure as an integral
part of their budgets must lead them to think more responsibly
about whether the decisions being made by PTAs are the right
ones for their electorates. That can only improve the
accountability which the district councillors who form the
PTA will bear to their community chargepayers.

The difference as I see it between the PTAs and the police
and fire joint boards is that, since bus deregulation, we
see secession by district councils as a real option which
we would like to encourage. If Wirral for example believes
that bus service provision for their residents is more
expensive than can reasonably be afforded by community charge-
payers, then the district ought to be allowed to make its
own decisions.

I am not claiming that the change would resolve the intractable
public transport GRE problems. But they would no longer
have such a high profile if they were incorporated in the
other services GRE to produce the Met districts total spending
needs. Public transport spending only constitutes about
% of total local authority spending in Met areas so they
are not going to be very significant for districts even
if they have to remain as a separate GRE. But when that
spending is the sole responsibility of a separate authority

CONFIDENTIAL
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accountable for its spending in relation to GRE, the difficult-
ies are brought into much greater relief, as has been only too
clear in the past two years of precept control. It would
therefore put at greater risk the accountability we are seeking.

I am anxious to promote the secession option with all
metropolitan districts, and a change from precepting to billing
would be a suitable opportunity. As the officials' note
indicates, secession is possible under existing legislation,
though districts have shown 1little interest so far. It is
possible under the legislation. to secede in respect of bus
services but not rail services, so I do not see the present role
of the PTAs in supporting local rail services as an insuperable
difficulty. An Order enabling partial secession could be much
simpler if it did not have to include complex provisions for
differential precepting.

Grant arrangements for dealing with secession would also be
simplified. If PTAs remain precepting authorities, a seceding
district council would have to be allotted a separate GRE for
the public transport functions it took over. These would
probably mnot include Section 20 support to BR, and would
probably be limited to bus services. To accommodate secession
we would therefore need to have separate GRE formulae in the new
block grant system for bus services, Section 20 and other
services' support. This would run completely counter to our aim
of simplifying GREs. The change I am suggesting would avoid
this difficulty as all the public transport element of the GREs,
however simplified, would go to the districts whether or not
they seceded.

I agree with you that my arguments lead to the question whether
there is a real need for the PTAs in the longer term. Indeed it
may well be that the effect of my proposals will be that in some
areas PTAs will 'wither away'. But I believe it would be
premature to announce any intention of wholesale abolition as
yet. Legislation would be very complex as it would have to deal
with transfer of powers and assets from PTEs as well as PTAs.
It would also have to deal with the bus companies owned by PTAs
(I am currently giving further thought to their future), and
with tunnels, ferries and the Tyne & Wear Metro as well as BR
services.

Abolition would also be very controversial, particularly because
it could be presented by our opponents as a means of breaking up
country-wide concessionary fare schemes outside London. It
would also be thought that we were seeking to diminish the
prospects of new light rail schemes currently under
consideration. I do not therefore agree that abolition is a
practicable alternative to a billing mechanism within the new
local government finance regime. It would be much easier to
explain, particularly to our supporters, that we were offering
districts freedom of choice in deciding whether or not to assume
responsibility for their own transport decisions.

CONFIDENTIAL
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I hope that in the 1light of these arguments you can now
agree that the Local Government Finance Bill should include
provisions to change the financial relationship between
PTAs and metropolitan districts from precepting to billing.

I am copying this letter to the Prime Minister, other members
of E(LF) and to Sir Robert Armstrong.

PAUL CHANNON

CONFIDENTIAL
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DEPARTMENT OF TRADE AND INDU‘S(TRY

1-19 VICTORIA STREET

LONDON SWIH O0ET
Telephone (Direct dialling) 01-215)
GTN  215)

(Switchboard) 01-215 7877

From the Parliamentary Under Secretary of State
for Corporate and Consumer Affairs

The Hon Francis Maude MP

The Rt Hon Nicholas Ridley MP
Secretary of State for the Environment
2 Marsham Street

LONDON

SW1P 3EB

7( October 1987
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LOCAL GOVERNMENT BILL (COMPETITION)

You copied to David Young, who is abroad at present, your letter of
.15 October to John Major.

I am content with the proposals in your draft consultative document
on implementation of the Bill, and with your intention to issue it
to coincide with the resumption of the Committee on the Bill. It
is clearly desirable to set as low a de minimis threshold as is
realistic, to ensure that the maximum amount of work is made
subject to competition. The proposals for phasing in the
competition requirements should ensure that neither authorities nor
contractors are overburdened, whilst preserving even-handedness.

Your proposals would entail implementing the legislation on the
same timetable for the inner cities as for other authorities. This
seems right, for the reasons you give, on grounds of
even-handedness, and because one could not be sure that any attempt
to favour the inner cities would necessarily achieve the desired
result. However, this does anticipate collective discussion of the
Urban Policy Review, and you will no doubt be taking account of any
further points which emerge from this, as well as from the
reactions to the consultative document on this point.

JOS5BZ2




I am copying this letter to the Prime Minister, Willie Whitelaw,
John Wakeham, Kenneth Baker, John Moore, Paul Channon, Douglas
Hurd, Norman Fowler, John Major, Malcolm Rifkind and Peter Walker,

and to Sir Robert Armstrong.

/l
s

FRANCIS MAUDE

JO5BZZ
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MINISTER FOR HOME AFFAIRS AND THE ENVIRONMENT

SCOTTISH OFFICE
WHITEHALL, LONDON SWIA 2AU

The Rt Hon Nicholas Ridley MP

Secretary of State for the Environment

Department of the Environment

2 Marsham Street

LONDON

SW1P 3EB 2/ October 1987
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LOCAL GOVERNMENT BILL (COMPETITION)

I refer to your letter of 15 ()¢tobér to John Major enclosing a draft
consultation paper on implem:ntation in England which you hope to
issue before Committee resumes on 22 October. I am replying on
behalf of Malcolm Rifkind, wha is currently abroad.

We support your proposals for implementing the competition provisions
in the Bill and have in mind a separate consultation paper for Scotland
setting out proposals for phasing-in competition broadly along the lines
proposed for the English authorities. We also plan to propose a
"de minimis" threshold of £100,000.

A copy of this letter goes to the Prime Minister, Willie Whitelaw,
John Wakeham, Kenneth Baker, John Moore, Paul Channon,

Douglas Hurd, Norman Fowler, David Young and Peter Walker and to
Sir Robert Armstrong.

s
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JAMES DOUGLAS-HAMILTON
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PRIME MINISTER 19 October 1987

LOCAL GOVERNMENT BILL (COMPETITION)

Nicholas Ridley proposes to issue a consultation paper on
the implementation of the competition provision in the
current Local Government Bill. This would set out a
timetable for local authorities to seek competitive tenders

for the six services initially to be covered.

This legislation will have a major impact on local authority
costs. For example, the Chief Executive of Kirklees Council
told me that the going rate for cleaners in the private
sector in West Yorkshire is about £1.60 to £1.70 an hour

compared with around £2.50 for local authority staff.

Method of Implementation

Local authorities would be divided into six groups, with a
roughly comparable geographical spread. The first group
would have to seek tenders for refuse collection and street
cleansing within six months, in the next six months for
building cleaning and so on until within three years all
services covered would have to be contracted out. The other
groups would have to follow the same timetable but taking

the services in a different order.

Effect of Proposal

Wandsworth's experience suggests that contracting out works
best with contracts containing detailed and specific
performance criteria and proper monitoring. This approach

takes time to organise properly.




The proposed procedure would ensure that key local authority
staff (eg finance departments) could give full attention to
each service and improve procedures as the timetable
progresses. It would also ensure that contractors in any
one industry would only need to deal with authorities in one
group at a time. We agree that it is sensible to give
contractors and local authorities advance notice of this

timetable.

Conclusion

We support Mr Ridley's proposal to issue a consultation
document on implementing the contracting out procedures in

the current Local Government Bill.

Peter Sbreddo, .

PETER STREDDER
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Lord President of the Council
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As is customary, I am attaching the latest lists of central
government initiatives, having financial and manpower implications
for local government, which has been notified to my Department
during the last six months. The first list contains details of
proposals which are likely to result in increases in demands on
local government and the second list identifies measures which are
expected to lead to some reduction.

This first list shows a slight decrease over that for the
preceding period (26 compared with 28). However some major policy
initiatives, often with potentially substantial implications for
local government, are now coming on stream. It is important that
the local government implications of these major new items should
be considered from the outset, at the formative stage when these
new initiatives are being planned. I have therefore asked my
officials to contact their colleagues in Departments sponsoring
some major items of legislation to confirm that local government
resource costs are considered from the outset, that their totality
of these is assessed and that acceptable consultations are
arranged with the local authority associations.

I am a little dissappointed that we have logged only 2 proposals
leading to savings for local government, compared with 4 and 8 in
the two preceding periods. I hope that colleagues will carefully
investigate the scope for reducing burdens on local authorities
and hence on local taxpayers particularly where their new
initiatives are likely to impose additional demands.

L4
The new burdens procedure continues to be a useful means of
monitoring and where appropriate influencing, the impact of new
policy initiatives on local government. I propose to continue with
the procedure while placing particular emphasis on some of the
major new initiatives with implications for local authorities. My
officials appreciate the continued co-operation and help which

Thiz 18 100% recyslad pascer




they have received from their colleagues in other Government
Departments and I am confident that this co-operation - which has
helped produce a system which is effective without being
unnecessarily irritating - will continue.

I am copying this to the Prime Minister, members of E(LA) and Sir

Robert Armstrong.
T:%WA/VG>'~—QAAA~
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NICHOLAS RIDLEY
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POSSI‘E EXPENDITURE AND MANPOWER IMPLICATIONS

‘A. POTENTIAL INCREASES

PROPOSAL ORIGINATING FINANCIAL & CURRENT STATUS
DEPARTMENT MANPOWER WHERE KNOWN
IMPLICATIONS AND OVERALL
COMMENTS

Use of waste DOE/DTp De minimis ; Issued 7/8/87
material for road longer term
£1l1l¢ circular resource savings

expected

Control of Pollution De minimis Effective from
(Anti Fouling Paints & May 1987
Treatments) Regulations

1987.

Redundant hospital De minimis A Circular issueq
sites in green belts : on 29/4/87
planning guidelines. -

Countryside Policy.Re- ; Not. yet guantified Government
view Panel report response not

ishe

Draft response to Not quantified
Environment Committee
report an Historic Build-
ings and Ancient Monuments
adopted.

Disposal of colliery De minimis; Circalar:issu
spoil: assessment of longer term 27/7/87
alternative colliery savings expected.

spoil disposal options.

Control of transfer of Not yet quanti- Introduced bv
" local authority mortgages fied; will only Section 7 of
arise if an LA the Local
chooses to Government
transfer mort- Act 1986.
gages to the
private sector.

Requirement for consent Not yet quanti- Introduced
for local authority fied; likely retrospect-
assistance toc privately to be small ively by the
- let housing. Local Govern-
ment Bill.

Circular on chilad ' Expected to be
abuse de minimis




+ PROPOSAL

The National Curricu-
Ium.

Access to pupil
records.

Bogus Degrees

" Transfer of poly-
technics and colleges
from local authority
conteols

Grant maintained schools

Opting out of ILEA

Financial delegation
to schools

Open enrolment

Financial delegation,
reform of governing
bodies and new legal
basis for NAFE.

Police capital build-
ings: additional form
on annual circular.

ORIGINATING
DEPARTMENT

FINANCIAL &
MANPOWER
IMPLICATIONS

CURRENT
WHERE KNOWN
AND OVERALL
COMMENTS

To be quantified;
consultations in
progress. Add-
itionality not
accepted.

Education

Not yet quantified;
expected to be small.

Less than £50,000
in the first year
reducing to a few
thousand pounds
after 2 years.

Reduction in local Education
authority expendi-

ture provision and

AEG; to be quanti-

fied but about £800M

Reduction in local Education
authority expendi-
ture provisicn and
AEG; extent depen-
dent on numbers of
schools gaining GM
statuss’ Consulta-
tions in progress.

Financially neutral; Education
consultations in

progress.

To be quantified; Education
consultations and
consultants' studyin

progress.

To be quantified: Education
consultations in

progress.

To be quantified:; Education
consultations in

progress.

De minimis

STATU



PROPO&.L ORIGINATING FINANCIAL & CURRENT STATUS
DEPARTMENT MANPOWER WHERE KNOWN
IMPLICATIONS AND OVERALL
COMMENTS

Protection of Animals De minimis Private Member
(Amendment) Bill Bill.

Review of the effect- Not yet quantified
iveness of parking
enforcement.

Visual /stancards for £40,000-£60,000;
the Fire Service : long-term savings
new ophthalmological of :£2M p.a.antici-
examingations pated.

Stott report on level Not yet quantified LAAs consult
crossing safety.

Safety standards of Not yet quantified New regu
small boats ; new proposed.
enforcement role

for TSOs

"Look after ¥ c : . De minimis

campaign

1591 Census : DHSS/OPCS Expected to be
questionnaire to de minimis.
LAs




B. [@FREASES

- PROPOSAL ORIGINATING

DEPARTMENT

Use Classes
Order and accom-
panying circular.

Development involv- DOE
ing agricultural 1land.

FINANCIAL &
MANPOWER
IMPLICATIONS

Modest reduction in
administrative costs
and manpower require-
ments.

Minor savings as need-

to consult MAFF is
reduced.

CURRENT STATUS
WHERE KNOWN AND
AND OVERAL
COMMENTS

Effective from
1/6/87.

ol

Circnlar :iss
cn 8/5/87.
vised consul
tion requiren
to be in new GO
early in 1988.
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ps2/44R CONFIDENTIAL

Treasury Chambers, Parliament Street, SWI1P 3AG
01-270 3000

PRIME MINISTER
A NEW PLANNING TOTAL
As we agreed, I have put to Nig&_gigley the proposals for modifying

the public expenditure planning total so as to distinguish between

the central government's grants to 1local authorities and the

expenditure they finance themselves. He welcomes the approach as

being both consistent with and a reinforcement of the changes we

. P e el v
are making to local government finance. I enclose a copy of our

correspondence.

He does, however, urge that the change should be made in 1990
rather than 1989. This would mean that it coincided with the

B s

introduction of the community charge in England and Wales. Lz

changes are also made to the regime for controlling local authority

capital spending it would be possible to takgiaccount of this in
the new planning total from the start rather than having to make a
change in the second vyear. Having reflected further on this, I

accept the force of his arguments. I propose, therefore, that we

indicate our intentions puBlicly in next vyear's debate on the

Public Expenditure White Paper, produce a paper for the Treasury

and Civil Service Committee in the autumn, and that the 1989 Survey

x ﬁ
and RSG negotiations be the first on the new basis.

I would now like to put the proposals to colleagues and, provided

there is no unexpected difficulty, set in hand work by officials.

I should be grateful to know whether you are content that I should
do so.

I am copying this minute to Nick Ridley.

16 October 1987
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A NEW PLANNING TOTAL FOR PUBLIC EXPENDITURE

Thank you for your letter of 21 September proposing a revised
structure for the public expenditure planning total.

I very much welcome the approach you propose and agree that we
should take the opportunity offered by the introduction of the
new local government finance system to make a clear distinction
in our planning between what is centrally and what is locally
determined expenditure. Local government should welcome the
settffig of grant levels 3 years ahead and this should help us
presentationally with the transitional arrangements. However, we
will not find it an easy task to balance the need to give
appropriate signals about restraint and to set realistic totals
which we do not have to change significantly each year. In the
new system we will be breaking the direct link between spending
and grant, but will nevertheless have to bear in mind the
consequences for local taxation of the grant totals we fix.

On timing, whilst I agree that the present system is
unsatisfactory, I am sure the logical time to make a change is
1990. This would co-incide with the introduction of the community
charge and the new capital control system. Until 1990 I am bound
by the requirements of the Local Government Planning and Land Act
1980 to set Aggregate Exchequer Grant in relation to local
government's relevant expenditure for the year in question. A
three year plan for grant would cut across this. I would,
however, favour announcing the proposed change in the 1988 White
Paper.

Before then, and subject of course to colleagues' agreement in
principle, our officials need to do a good deal of further work
on presenting the change and on its details. I agree with you
that the precise treatment of capital expenditure must await
development of the new control system, but we need to agree a
broad line. We also need to consider how to treat specific grants
both capital, (including on loan charges), and revenue and the
interaction of these with Revenue Support Grant. Finally, as a
matter internal to Government, we will need to decide how to
handle the local authority element of the annual public
expenditure round. I suggest that our officials should meet to
take these matters forward.

\;V\uxﬁbv\

This is 100% racycled paper NICHOLAS RIDLEY d/\Wtkkd
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A NEW PLANNING TOTAL FOR PUBLIC EXPENDITURE W (Je/Lkl»m M,(‘E—)(d

From time to time there have been suggestions that we
should restructure the public expenditure planning total
so that it includes the grant central government pays
to local authorities and excludes the expenditure local
authorities finance from their own resources, rather than
as at present including all local authority spending.
This suggestion was made again at the July Cabinet meeting
on public expenditure, and as I indicated it is a subject
to which I have been giving some thought.

The danger we have faced hitherto in making such a change
is that it would inevitably be interpreted as a weakening
on the Government's determination to restrain “tHE™gYowth
of 1local authority  spending. However, the introduction
of the community charge and the national non-domestic
rate provide an obvious opportunity to re-examine the

present definition of the planning total and its
relationship with our objectives for public spending.

The attached paper discusses the case for making the change
in that context. This would not imply any change in our
underlying objective of reducing general government
expenditure (which will continue to include 1local as well
as central government spending) as a proportion of GDP.
And inclusion of forward plans for grant in the planning
total will help us break away from the framework in which
we are always reacting to whatever level of spending local
authorities decide upon.




CONFIDENTIAL

Before seeking the Prime Minister's agreement to putting
these ideas to colleagues I would welcome your reactions.
In particular, we need to consider how to organise the
setting of plans for grant for three years rather than
one; and the treatment of local authority capital spending.
The paper assumes that the latter is within the planning
total because the level of local authority capital spending
is set by Government, and the aggregate used 1is their
net spending because that is how the limit is defined.
If we were to adopt a different basis for controlling
their capital spending (eg by acting on borrowing) we
would clearly need to think how that should be handled.

On timing, the paper suggests that the change could be
made either in 1989, or in 1990 to coincide with the
introduction of the community charge and the national
non-domestic rate. A 1990 start would allow a new basis
of control of capital spending/borrowing to be incorporated.
But there are also arguments for pressing ahead and
introducing the change in 1989. The present system 1is

unsatisfactory and the sooner we can get away from it
the better; and of course Scotland will move to the
community charge in 1989.

If we are to keep open the option of *he earlier timetable
we need to press ahead quickly. [ would welcome your
views on both the proposal itself and the timing of its
introduction.
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A NEW PLANNING TOTAL

One of the characteristics of the way the Government in this

country plans its expenditure is that it includes the spending

of both central and local government in its planning total. Very

few other industrial countries do this. For federal states such
as Germany, the US or Canada this would be inappropriate; but
even in other unitary states such as France or the Netherlands,

the government makes plans only for central government expenditure.

2% There are understandable reasons why the Government makes
and legislates for policies which may be implemented by either
central or local government. Responsibility for education, roads
and law and order 1is shared between the two. It is helpful in
planning policy to draw together all the expenditure, irrespective

of the level at which it is incurred.

e The Government also has policies for the burden of taxation,
and rates and the community charge are just as much taxes as
VAT. Finally, the Government has policies for the role and scope
for the public sector as against the private sector and its share

of national output.

4, While drawing all public sector spending together, either
in aggregate or for individual departmental programmes, has a
number of advantages, it also has disadvantages. Our present
procedures lump together expenditure for which government has
differing degrees of responsiblity and thus blur the status of
the various aggregates. If the planning total is exceeded, for
example, it is not immediately clear whether responsibility for

this lies with central or with local government.

B, A further disadvantage is that by counting the total
expenditure of local authorities in the planning total,
insufficient attention 1is paid to the grants which central
government provide to local authorities (because they are transfers
between parts of the public sector they do not count in the
consolidated spending of the two sectors). Yet grant is extremely
important - it is a major influence on what local authorities
spend and it represents money which central government has to

raise in taxes.
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- TR The "Paying for Local Government" reforms provide both an

opportunity and a justification for rethinking our system. One
of the objectives is to increase local accountability, ie to
make it clear to 1local electorates when 1local spending rises
whose responsibility this is, so that they can draw the appropriate

conclusions. The present arrangements do not do this.

T We see advantage in restructuring our planning of public

spending on the following lines:

There would be no change to our underlying objectives
for public spending in terms of general government expenditure

(ie central plus local spending) as a proportion of GDP.

2 i (O But within general government expenditure the planning
total would become the sum of central government's own
expenditure, the grants it provides to local authorities,
the permitted level of local authority capital spending
and the external finance of public corporations, plus a

reserve.

iii. The current expenditure which local authorities finance
for themselves through the rates, and in future from the
community charge, would be outside the planning total but
still within GGE as debt interest is now. The attached

table shows how the accounts would look.

The new planning total would have a number of advantages:

ie It would comprise those elements for which central
government 1is directly responsible and it would exclude

that spending which local authorities decide for themselves.

L o It would contain the grants paid to local authorities.
These would have to be planned for 3 years ahead and not
just one as at present. This would not only give local
authorities a better basis on which to plan their finances,
but would make it clearer to the local electorate who was
responsible for increases in local taxation. It would also
create a baseline against which next year's discussion about
grant would take place. It would help stop grant being

determined by previous years' overspending.
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9. There 1is one danger in adopting such a system. It conld
be interpreted as a decision by central government to give up
its attempt to influence 1locally financed spending and to cut
the local authorities free. This can be avoided if the change

is made in the proper context. The new Bill will:
increase central control over non-domestic rates;

: Ty increase pressures of accountability through the

community charge.

To make the change in the context of these reforms will make
it clear that the Government is still concerned about local
authority spending. Continuing to express our objective in the
MTFS in terms of general government expenditure (ie central and
local) will also make it clear that the Government is still
concerned about the level of taxation and borrowing for the whole

public sector.

10. The change could be introduced either in 1989 or 1990. Under
the former it would be introduced in the 1988 Survey so that
the 1988 Autumn Statement/1989 White Paper set out planning totals
on the new basis. Announcing three-years' plans for grant in
the autumn of 1988 would give local authorities a basis on which
to plan for the transition to community charge from April 1990.The
latter would, however, coincide with introduction of the community
charge and the national non-domestic rate and would also allow
the new planning total to reflect whatever is decided on control

of capital spending/borrowing.

11. If, following discussions with departments, we were to go
ahead we could, on either timetable, announce our intentions
in the January 1988 White Paper (though this itself would still
be on the o0ld basis). We are also planning to bring out more
clearly the role of the different tiers of government in our
presentation of the expenditure plans in this vyear's Autumn
Statement and 1988 White Paper. This is a worthwhile improvement
in its own right but it would also provide a helpful stepping

stone to a larger change on the lines above.

H M TREASURY
September 1987
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A NEW PLANNING TOTAL AND GGE

£ billion

1985-86 1986-87 1987-88

Central Govt's own expenditure 99 106. i

Central Govt grants to local
authorities

Local authority capital
expenditure*

Nationalised industries' EFLs
Other public corporations
Privatisation proceeds

Reserve

NEW PLANNING TOTAL

Other local authority expenditure
(including debt interest)

Central Govt debt interest

Accounting adjustments

GGE . 164.4 LS 2

* Subject to decisions about the form of 1local authority
capital control.
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LOCAL GOVERVMp\T BILL (COMPETITION)

Part I of the Local Government Bill currently before Parliament

provides, as you know, for compulsory competition for a range of
local authority activities. Many of the operational details are

left to be set out in secondary legislaticn.

Two of the most important ones - # speed with which ccmpetiti
is phased in, and the level of any "« min'th" threshold below
which work would bp exempt, from com the Qu‘*ject ot
constant queries from all interes i

helping them to understand the Bi

authorities prepare themselves fo. its impleme: tion, I propo
issuing a consultation paper setti 1t d ' roposals on
both topics at an early date - i { ssi Committee
resumes on 22 October.
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As you will see from the attached draft we propose implementa n
in either five or six phases at six-monthly intervals (depend

on how many of the listed activities different groups of
authorities are responsible for) and a de minimis level at the
very low figure of £100,000-worth of expenditure per annum. This
will expose the maximum amount of work to the test of the market
as quickly as we believe contractors and local authorities can
cope with it.

Under this scheme inner city authorities will have to implement
the legislation as quickly as all other authorities. One of the
recommendations of the E(UP) urban policy review was that "the
phasing in of the competition requirements should favour inner
cities". It is unrealistic to expect inefficient inner city
authorities to be able to cope with a faster timetable than I am
proposing generally. And I do not want to delay implementation
elsewhere in the hope that contractors will then be more
enthusiastic in bidding for contracts from inner city authorities,
many of whom will be doing all they can to discourage competition.




The paper covers England only. The Bill permits different
regulations to be made for different countries, and both Malcolm
Rifkind and Peter Walker will wish to consider whether they too
wish to consult quickly. I think that would be desirable, to avoid
any difficulties in Committee, but I don't think it would cause
problems if their papers were to issue a short time after mine.

I do not envisage any major complaints that issuing the
consulitation paper now pre-empts Parliament's consideration of the
Bill, because it is local authorities as much as contractors who
are pressing us for early information on implementation. But to
deal with this aspect the paper emphasises that the proposals are
subject to that process, and I will emphasise this when I send the
paper to Jack Cunningham and other Bill Committee Members.

I would be grateful for colleagues' comments on these points and
on the draft itself, if possible by 20 October. I am sending
copies of this letter to the Prime Minister, Willie Whitelaw, John
Wakeham, Kenneth Baker, John Moore, Paul Channon, Douglas Hurd,
Norman Fowler, and David Young, as well as to Malcolm Rifkind and
Peter Walker, and to Sir Robert Armstrong.

AN~

~J

a
NICHOLAS RIDLEY




DRAFT CONSULTATION PAPER

COMPETITION IN THE PROVISION OF LOCAL AUTHORITY SERVICES
IMPLEMENTATION AND EXEMPTIONS

INTRODUCTION

{7 This consultation paper seeks views. on the Government's
proposals regarding the exercise in England of two of the powers
which will be provided by Part I of the Local Government Bill
provided it is enacted in its present form. Clause 2(8) together
with clause 15(2) and (5) allows the Secretary of State to set a "de
minimis" level of activity below which work carried out by defined
authorities is exempt from competition. Clause 6(3) together with
clause 15(3) and (6) provides for the Secretary of State to phase in
the duty to compete, with the limitation that the regulations shall
not apply to work to be carried out before 1 April 1989.

Although the ill

+
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2 S
believes it ' £ O
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powers now so as both to inform
help authorities how

provisions assuming it does be ) course
guaranﬁee that the proposals below will not be
following Parliament's consideration of the Bill, and in

of comments on this consultation paper and the

sultation paper on leisure management which was issued

DE MINIMIS LEVELS

€ s A wide variety of views was expressed in response to the
consultation paper of February 1985 on the guestion of de minimis
levels, both as regards the level and the form of the relevant
threshold. Socme respondents felt that thresholds should apply to
authorities' defined activities as a whole rather than to each
activity individually. This would almos: inevitably imply that some
individual activities carried out on a fairly large scale would be
exempt simply because individual authorities carried out their other

activities on a 5 3 ale, It is based essentially on the
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premise that small authorities should be exempt, which is not one

which the Government would in principle accept. Small authorities
are in general just as capable of benefitting from competition as
are large authorities,

4, As regards the level, there were those respondents who advocated
amounts of expenditure which (whether expressed directly as
expenditure or in manpower terms) equated to what would otherwise be
regarded as quite substantial businesses. Clearly a de minimis
level must be set at a low level of expenditure if it is not to

cease to have any rationale.

D The Government's view, following careful consideration of the
views put forward, 1is that there is no good case for exempting
activities currently costing more than £100,000 a year in terms of
gross expenditure, and that there is no compelling case for setting

different levels for different activities.

6. |Such a level could be expressed directly in expenditure terms or

in terms of the manpower equivalent, as with the existing DLO
regime. A manpower threshold has certain attractions but in the
case of at least some of the defined activities it could be
difficult to use this approach with any certainty that the numbers

set would in fact equate to the desired expenditure threshold.

8 The Government therefore proposes that the threshold should be
expressed directly in expenditure terms. In other words defined
authorities would be exempt from competition for any one defined
activity if the amount they spent on the direct carrying out of the
activity - including all relevant overhead costs - was less than
£100,000 a vyear. "Client" costs such as specifying and ordering
work, and any other costs which would have to be incurred whether
the work was carried out by direct employees or by contractors,

would of course not be included in the calculation.

8. Since the competitive tendering process takes some time,
authorities will need to know whether they are exempt in any
financial year well before the start of that year. The Government
therefore proposes that an authority should be exempt in any year if
its estimated gross expenditure in carrying out the activity in the

previous year is less than £100,000. Framing the exemption in this




.«Jay should not give rise to significant problems, because autho-

rities will have set their budgets and rates before they need to
work out whether they will be required to expose any activity to

competition.

PHASING IN OF COMPETITION

9. Responses to the earlier consultation paper were broadly united
in the view that it would be necessary to introduce competition over
a period of a few years so as to allow both authorities to cope with
the work of specifying and contractors to cope with the work of

tendering.

EO, Any viable phasing scheme will clearly, therefore, have to
avoid either requiring any one group of authorities to seek tenders
for all activities at any one time, or requiring any one activity to

1
be the subject of tenders by all authorities at any one time.

Tl Some of the responses argued that the Government wa shou
phase in competition by progressively increasing the proportion
work which must be competed for. For example, authorities would
required to expose a third of their school rmeals operation to
competition in year oné; a further third in year 2; and the final
third in year 3. This would mean that authorities would be ab<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>