CONFIDENTIAL

2 MARSHAM STI
LONDON SWI1P 3

01-212 343¢

My ref:

'Your rof:
The Rt Hon John Wakeham MP
Lord President of the Council
Privy Council Office
whitehall
LONDON
SW1A 2AT

~

)
/ 2 /

h ‘\ / Y 5

| J . i e Y : [,
-\--’—— Kl ,\'; N / Vool 4
PARLIAMENTARY STATEMENT ON ADDIS, CAKEBREAD, AND LEASING

We discussed today the possibility of my making one statement
oeallng with all three of the topics on which I have recently
been in correspondence with uoll@agueo, ie Addis, banpuread and
Leasing. I too think it would be useful to cover all‘?“toplcs a
ofice and would like if possible to do this tomorrow. I "1 attach a

draft of the statement and would be grateful to know that you and
colleagues are content.

.—

It is important that, on the leQEEQQ_Lssue, regulations are laid
simultaneously with the statement being made. I am not yet
absolutely certain that that can be done tomorrow and my offi
will keep yours in toucii on the peint. In any case my officia
will be writing to local authorities at the time of the statem

as required by the Attorney-General.

7
should be grateful if you would give the necessary
to have the provisions in these cases drafted for the
overnment Finance Bill.

Copies of this letter go to the Prime Minister,
the Exchequer, the Lord Privy Seal, members of

Parliamentary bounsel and to Sir Robin Butler.
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(’ DRALFT STATEMENT FOR THE SECRETARY OF STATE
LOCAL GOVERNMENT FINANCE BILL

1. . MF Speaker. ] ' I should 'like to make
a : e will require amendments to
be introduced to the Local Government Finance Bill. They
concern the law of rating and arrangement for the control

of local authority capital expenditure in England and Wales.

Addis v Clement

2. It is central to the rating system that the value of

a
hereditament should reflect the physical condition of the
property and the"state of the locality" at -any particular time
but otherwise the basis for the valuation should be - the
property market conditions- 3as they were at the date of the last

revaluation.

the view has been that the
expression " of locality" related to its physical state
and its amenities. and that in order to make a case for a2 change
in rateable value appellants had to show that there had been

physical changes to the property or 1ts locality.

4. _ This viev wvas recently tested in the case of Addis ¥

Clement (VO) which turned on whether a factory on the borders of

the Lower Swansea Valley Enterprise Zone could rely on the
introduction of the EZ, to seek a reduction 1N rateable
value. The Court of Appeal upheld the
traditional view by holding that the establishment of an  Eé
was not a change affecting the state of the locality.

The House of Lords. however, took the opposite Vview.

S. Follcwing that judgement it appears that ratepayers may
obtain changes 1in rateable value to reflect changes in market
conditions since 1973. Many thousands of new proposals may
result. ln our view changes in economic circumstances should
be taken 1into account at the general revaluation 1in 1990, and

not pirecemeal between revaluations.




I therefore propose to bring forward amendments to the
Local Government Finance Byl so that. with effect from
midnight tonight, proposals to amend current rateable
values will be determined according to the law as it was
understood Z‘prlor to the decision in the Addis case.
This means that changes will be taken into account only 1in so
far as they relate to the physical state of the hereditament and

its localily. Changes in economic factors will be taken

into account in the 1990 and subsequent revaluations.

7. Proposals already made will be decided, where
_in the light of the law as decided by the House of Lords
Addis case.

Cakebread

8. The second issue affects the rating of water hereditaments.

Most such hereditaments are currently rated by statutory
formula. Others, particularly sewage treatment works, have,
however, always been treated as excluded from the
formula and rated conventionally. The Court of Appeal has now

held, in the case of Severn Trent Water Authority v

Cakebread (Vo) , that the Water Act of 1973 changed

the statutory definition of a water hereditament so that those

— e e ————————

kenéti&hfgrev1ously exc%gded from the formula are covered by 1i1it, even

though the formula did not make allowance for that. This
o —

decision would give a continuing windfall benefit Lo water

authorities. We have therefore decided to restore the law to the
position previously accepted for many Yyears, also with effect
from midnight tonight.

w0 ’
o These Lfec151ons will affect the revenue of the local
authorities concerned. Rateable values are of course
constantly changing as a result of appeals process and net

additions to the rateable stock. Ordinarily, and by

agreement with the local authority associations,£ changes 1n
t

rateable value during and after a year rare n reflected
in rate support grant for that vear or earlier ones.

Exceptionally there 1s provision 1in section 67 of the Local
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swvernment Planning and Land Act 1980 for authorities

compensated if they suffer a reduction of more than 2%% of
S

rateable value 1n any Yyear. It is not yet clear whether as
result of these decisions any authority ‘will lose rateable

excess of that level -and, ~therefore, whether the

existing arrangements will be triggered. -While 1 am prepared to

value in

listen to representations on this, 1 cannot give any
e A

commitment extend the existing arrangementa § for
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compensation. I 1ntend by' maklng my proposals "etrosorculve

A# today gé limit the losses which might otherwise arise.
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Local authority capital expenditure

10 Thirdly, I have to inform the House that, once again, a
minority of local authorities are employing artificial devices to
igg;gﬁcapital expenditure and to undertake borrowing over and
above the levels permitted to them under the existing capital

control system.

11. Only a minority of authorities are involved. But the sums
involved are large. Individual deals can represent fu;;}éﬁ
expenditure of several hundred million pounds. If all options
granted under agreements recently entered into are taken up, the
equivalent of several billion pounds of capital expenditure may
be incurred. No Government could ignore evasion of its
expenditure controls or this scale.

) for B A number of diffegggs devices are being used. They fall

—

into two classes.

135 First, there are schemes under which loccal authorities are
acquiring capital assets on terms which are outside the letter of
~ -~ .
existing capital controls, dPor instance by the taking of medium
7

term leases or by barter.

14. Secondly, there are schemes under which local authorities
are raising money by lease-and-leasebacks or sale and leasebacks
of their operational assets. This is borrowing in fact though it

may not/ be ,borrowing in law. {--I—Wis--«-awpartiE:G'ITa*:fﬁcause——for
P HD , $
LHLe ¢

—_—

-concern-because ‘money is being borrowed by disposal of capital
r"‘«

assets in order to finance deficits on revenue accounti

15%. Amendments have been made to the Prescribed Expenditure
Regulations. These will take effect from midnight tonight. But
the amending regulations will be temporary in the £irst instance.
My Department will' consult local gevernment and other interaeste

parties about whether any changes or clarification are required
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before the amendments are made permanent. 1 have adopted this

procedure to avoid any repetition of the events of 1986-87, when

p—

consultation preceded a change in the regulations and when nearly

£2bn of dgels were rushed through in the interim.

16. The main changes made by the regulations are that acquisi-
tion of a leasehold interest in 1and with a term of more than 3
years will score as prescribed expenditure. The present limit is
20 years. And, regardless of term, prescribed expenditure will
be scored on acquisition of a lease of property in which the
authority hold 2a superior interest oT which has during the
previous 5 years been the subject of a development agreement to

which the authority were a party.

17. Some authorities may as a result of the new regulations
incur prescribed expenditure as & result of the exercise of
options provided for in agreements already entered into. I and
my rt hon Friend will consider issuing additional capital
allocations where we 3are satisfied that the agreements were not
entered into for the purpose of evading capital expenditure

controls.

18. Subject to t+he approval of Parliament tO the necessary PIro-
visions, I propose to supplement the changes to the regulations
with certain changes +o the primary legislation. These changes

are as follows:-

19. To clarify +hat, when a local authority acquire land oOn
terms other than freehold for cash, the amount of prescribed ex-
penditure scored is the value of the interest acquired on the
assumption that it was acquired freehold and for cash. That

the intention of the 1980 Ret.
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20. To provide that where a local authority acquire property, or
where works are carried out on property which the authority own,
and valuable consideration for the acquisition‘or the works is
given but not in money, then prescribed expenditure will be
scored.

21. To clarify that, where a local authority acquire an interest
in or right over land and the interest or right does not confer a
right of occupation, nil prescribed expenditure is only scored if

the interest is neither a freehold nor a leasehold.

22 In addition, I intend to widen the statutory definition of
prescribed expenditure to include the acquisition of share or
loan capital in a body corporate and expenditure incurred in the
discharge of obligations under a guarantee or indemnity relating

to borrowing by a person other than the local authority.

Conclusion

L33 All the legislative changes which I have outlined will be

included in the Local Government Finance Bill. They will,

Fei b —‘/( i .e’-‘ﬁ:'.. » 5 L
however, be rét;bsbectlve to midnight tonight.




