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COST OF PROPOSALS

PROPOSAL ADDITIONAL COST IN 1991-92

Extension of
TR scheme

Excluding £50m-£100m
safety net/

LRV grant

receipts from

assumed charge

Increas CB £80m
earni ksregard

Differen B £30m—-£50m
taper

Change in tar £40m (CCB)
rate for £30m (HB)
capital in CCB

assessment )

Higher rate i f £400m
supplement
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ANNEX A

s 'his not considers improvements which could be made to

the transitional relief scheme. It recommends an extension of the

scheme for two years, with no withdrawal of relief in either 1991-92
and a change in the rules to allow people who will lose

creased relief. These proposals are discussed in

paragraph 15 below.

some of which co considered in addition to the changes proposed.

2. ’considers a number of other options for change,

BACKGROUND

3 Transitional relief was igMroduced to smogth the transition from
rates to the community charge. §Its main benefitiaries are people
living in lower ratepble value roperties who are at least £3 a week
worse off as a result of the c nge. It is based, for most people, on
a comparison between\a notional rates bill for & property in 1989-90
and either one or two\assumed community chargeg, depending on the
number of chargepayers \resident in the properfy on 1 April 1990.
Relief is paid if the assumed community chafge exceeds the notional
rates by more than £156 (£3 a

The assumed community charge in 1990-91 is arge which would
be set in a local authority’s area if the local au ies in that
area were spending in line with the assumptions made Government
in the RSG settlement. Any excess of the actual communij
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Relief covers only the excess of the assumed charge over rates plus

ril 19990,
ame charging authority.
1n 1990-91 may be entitled
following two years if he is still resident in the same
property. The cash amount of relief to which a person is entitled in
1990-91 is, however, reduced by £13 a year (25p a week) in each of the
after 1990-91, and disappears entirely in 1993-94.

on the same basis as other people). People in
e entitled to relief, provided they apply for
3 charge is more than £156. As
with rates-based relief, Yy excess of theNactual charge over the
assumed charge is met ix full by the chargepayer.

T The Department estimates tHat some 7% million people will benefit
from the transitional relief as originally formullated, of whom about
half a million are expected to feceive the specipl help for elderly
and disabled people. \ The cost of the scheme over the three years of
its intended life is expected to be £810m (£35¢/ million in 1990-91).

IMPROVING THE SCHEME

8. The following improvements to the scheme ha@n considered:

a. extending the period of the scheme (parag

.
’

S

SECRET




SECRET — NO COPIES TO BE TAKEN

b reducing the rate at which relief is withdrawn after year 1

(paragraph 10);

reducing the threshold from £156 to some lower amount

aragraph 16);

asing relief on the actual number of community charges
pa a property rather than a maximum of two (paragraph 17);

- 24 b he calculation on actual rather than assumed
communit es (or on an assumed charge greater than the one
used for th rent scheme) (paragraph 19);

g. allowing relief to continue when. a person moves (paragraph
22);

h. allowing people to®gualify after 1 April 1990 (paragraph
23);

e allowing relief igl domestic propertigs which do not have a
separate entry an the Valuation list (pa agraph 30).

) s relaunching the\scheme from scrdtch in 1991-92 (paragraph
32).

EXTENDING THE PERIOD OF THE SCHEME &

9. The scheme as announced is designed to cover th cial years

1990-91, 1991-92 and 1992-93. At the end of 1992-93 al jef of
whatever amount will be withdrawn in one go, which could u

in a
substantial increase in liability for some people. This co&e
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mitigated by extending the scheme for as long as is necessary in
individual cases to ensure that no individual ever faces a loss of
more than £13 a year (or whatever other reduction is
this could mean,

\umber
reduce the size ¢ the increase faced by those still in the scheme at
the end. If the scheme i continue in its present form there would
be some presentational advantage in announcing an extension, and few
administrative difficulties for charging authorities. It is therefore
reco d that the life of the scheme should be extended for two
years 1994-95).

REDUCING 10 E OF WITHDRAWAL
10. Any exten@x the life of the scheme could be accompanied by
th

a reduction in ate at which relief is withdrawn. Under the
current system relief, once s.regarded as a cash sum and is
withdrawn at £13 a year. ~This could be reduced to any level, but the
less the annual rate o withdrawal, the greater the cliff-edge for
those left in the schéme at thegend of the final year.

L There are a number of posSibilities for adjusting the rate of
withdrawal:

not reduci relief at all once it Had been awarded. This,
however (and its “ariant of indexing the relief every year to
maintain its real ue), would meap~that anyone left in the
scheme at the end i would face udden steep increase
in payments. For this reason this appro not recommended;

b. not withdrawing any relief at all in th e@nd (or second
and third) years of the scheme, with withdrawa eding over

the remainder of the extended period; 0
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cY, withdrawing relief (either in the last two or three -

only, or over the whole life of the scheme) at a lower

and third years
the remainder of the scheme.

should be adopted.

INCR@ DUE TO WITHDRAWAL OF SAFETY NET AND LRV GRANT

125 Ar nefiting from the safety net and/or low rateable value
grant (LR will lose £25 per adult or 25% of the receipt,
whichever is eater, in the years after 1990-91. This means that
residents of G h, for example, which currently receives £212 a
head from the safe t, will face an increase of £53 a year in their
bills over the next 4 years ecause of its withdrawal. 1In
addition, along with other Inner London bo oughs, withdrawal of ILEA
grant will give rise to/an increase.

35 These effects, /of course’ fJare a fundamental feature of the
safety net, LRV grant and ILEA frant; but they will give rise to
hardship, and their interactiomwith transitional relief will lead to
anomalies. People whd have failed to qualify foy relief in year 1

because their charge
afety net is withdrawn,

in years 2 and 3 anyone

who did not qualify in year 1.

14. Increases in the community charge which ca ttributed to the
Government’s rules rather than local authority dec are likely to
be particularly sensitive. For this reason there is deal to be
said for changing the rules to allow people who would d relief
if it were not for the safety net and LRV graht to quali ofMait in
future years as the safety net is withdrawn. It is therefo)
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recommended that this change should be made. The cost of this

recommendation would be about £150 million at most over the life of

the safety net.

1 5% Ministers may also wish to consider whether to make similar
arrangements for ILEA grant, which has separate arrangements for
with“drawal. This is different in character from both the safety net
and t low rateable value grant, since it is an allowance for
prev& igh spending. Ministers may feel, therefore, that there may
not be ch justification for providing protection against its
withdraw ough transitional relief. If protection were to be

given the ould be about £20 million.

REDUCING THE TQ}D

16,

it would

awarded, as well as ne

scope of the origina) scheme, d subsequent rebilling for both
groups. The gross dost of redy@cing the threshold to £2 a week (£104 a
year) with no other|changes wollld be £250 million, but savings in
benefit would reduce this to net cost of £170/million. The £3
figure, however, does not appear to have genergted many complaints,

and the change is not\ recommended.

BASING RELIEF ON THE ACTUAL_NUMBER OF CHARGES PAID

x7. When the transitional relief scheme was devised it was
intended to apply to ratepayers and their partn Practical

difficulties in this approach led to the current @, under which
relief is available to all chargepayers in properti h qualify,

whether they were formerly ratepayers or not. But the ins of the
scheme are still reflected in the fact that relief is ba »a
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comparison between rates and a maximum of two community charges,

irrespective of the number of chargepayers in the property.

lven rise

many complaints, however, and the number of households affected by it

is likely to be small. Again, therefore, a change is not recommended.
THE ASSUMED COMMUNITY CHARGE

e fact that the majority of community charges have been
set higher he assumed community charge which has done most to
undermine the ibility of transitional relief. 1In spite of the
fact that it wa& clear when the scheme was announced that
spending above thAumed charge would not qualify for relief, the
headline which has been rememk at "no one will pay more than

£3 a week extra".

20. Taking the actvyal commu y charge as the basis of the
comparison in 1990-91 would co an extra £1.2 billion and would bring
over 10 million more people inflo the scope of relief: the total
number helped would|be 18 milMion, over half the chargepaying
population. It would, howeyer, be possible use a comparator at
any level between the\actual charge and the assSumed charge by defining
a percentage of any exc¢ess which the Governmént was prepared to see

covered by relief (eg 50% with correspomrflingly lower costs.

ek, Any change which applied to 1990-91 wou uire recalculation

of bills, which would be unwelcome to local aut A\ ®ies, and would

cause confusion for chargepayers. Full reasonabl s of rebilling
would have to be met by the Exchequer, and could am o £15-20

million. Q
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ALLOWING RELIEF TO CONTINUE WHEN A PERSON MOVES

approaches, but the simpl ( simply to allow an individual
who has been awarded relief to retain its cash value (perhaps in the
voucher) which can be used to reduce his community charge at
ress. In the year of the move the relief on the new charge
rtioned according to the number of days left in the
in future years the gross cash amount would be reduced

This would, in many cases, lead to mismatches
between relie Qactual charges, with people in the same area
:

receiving diffe Aounts of relief; but it would be easily
understood and pr&®¥ably popular.

QUALIFICATION AFTER 1 ABKIL 1990

23, One of the perdeived aglitrary features ©f the current scheme is
that a person who belcomes subfect to a community charge for the first
time after 1 April 1990, or w first meets the|criteria for extra
help after that date, is not @ntitled to relief This applies to
those who reach theit 18th bfrthday and to non<ratepayers who reach
pensionable age or begome disabled after 1 Ap

24.: These problems could.be addressed allowing anyone becoming

subject to a charge, or meeting s—criteria fogmextra help, after 1

April 1990, but during the lifetime of the sc@ to be entitled to

relief. Relief would be calculated as if the Qdual had been
y

eligible on 1 April, with relief in the current portioned, and

withdrawn in the normal way in following years. Q

5 A variation on this would be to confine the impro%:o

people reaching pensionable age or becoming disabled, whil ing
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nothing to help people becoming 18 after 1 April ("attainers"), on the

grounds that few of these would have been ratepayers. This would

’
however, highlight the anomaly that some non-ratepaying 18 year olds

o e gt AT af e o 1wy I s ANy thair 18+h hirthdav
va ‘ >ause thel L40CN Dlrcad

Y Ll

S -1 et s Ly JUAL T LY U L

attainers to qualify is that

ity with allowing
because relief is distributed equally among the chargepayers in a
household, an award of relief to a person qualifying after 1 April
mean a decrease in the relief entitlement of other
s in the property. Failure to reduce their relief would
hem an unfair advantage over other properties containing
b8 of chargepayers who all qualified before 1 April. For

this reason nge in the rules is not recommended for attainers.

o 5 This prob As not arise with people who reach pensionable
age or become dis ed, however, since the relief of the other
chargepayers in the property v E have been calculated to take
account of their presencg” vere to be made, therefore,
it would be better to donfine it to those who\reach pensionable age,

or become disabled, ring thegllifetime of the\scheme.

28 It should be Horne in minfl, however, that |the special
arrangements for elderly and dilsabled people are intended to protect
those who have not pteviously id rates. It would be odd to allow
people who become pensioners disabled some £ime after the
introduction of the community charge to benefit from these
arrangements,‘since they will have been paying the charge.
Nonetheless, there is a stark sT e ent between a
non-ratepayer who reached pensionable age on il 1990 and one
whose 60th or 65th birthday fell the following

approach which would smooth this rough edge would

non-ratepayer who is due to reach pensionable age

for a reduction in the year’s charge. The amount

based on the number of days in the financial year

applicant is of pensionable age.
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29% Such application in advance 18, "of course, not POssible in the

case of someone who becomes disabled during 1990-91, but the

disablement Criteria for transitional Lelliaf depand

CO0

ecial Drovision

SHELTERE
VALUATI

obtained by mu
average 1989-90 i ict. This has the
me people OCcupying Separate units of
I annot qualify for relief
a separate entiy on the valuation Yigk,
@S no no rateable value on which a
is affects, among other types of
Ly bases where he base itself
on the lisf; angd Some sheltered housing
where, again, all the y its are shd¥n in the 1list y der a single
aggregate valuation. ® resident
rates as part of their re L4
than £3 3 week; but they ca
value of the unit shown on the 00 big to qualify when

compared with two community chargea —MaAXimum cowator allowed

under the scheme) . Q

21 . This situation could be remedied by requiring the
authority either to Pay relief on an assumed rateable valu

Property, or by using as a comparator, in suych cases, the ac

number of community charges being paid, In view of the fact t t)y
of those suffering from this anomaly are elderly people living in
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sheltered accommodation who are debarred from both rates-re

v

relief and extra help (because they are ratepayers) it

} - Fhaa : = a} i h - T} 1 -
that a change on these lines should be made. The ~hange

g e e . . ¥ . e 3 o P £ o is & wryAa) s - =
consider whether they would relief extend as widely as

this; if not, we would need to be sure that the necessary requlations

could be sufficiently Closely defined to limit the relief to those

cases isters wished to help. Sheltered accommodation has a

stat
diffic

efinition in housing legislation, so this may not be too

A MORE RADI PROACH: RELAUNCHING THE SCHEME
323
would be to relau
water under the bridge. T
commitment that communi

than (say) £5 above rafes in 1989-90, provided

One way i »'the credibility of the scheme could be restored
i

t in 1991-92, effectively regarding 1990-91 as
new scheme™sould be announced with a
charge bills in 1991-92 would be no more

local authorities spent

at or below their targets.

Rar If such an approach were Bdopted it would e necessary to decide

how to deal with people who we
in 1989-

no longer resident in

where they paid rate
particular Gordian kno
of the hereditament in

34.
keeping their rating records

might have thought necessary.

authorities would wipe their

make an announcement as soon as a decision had been tak

that the necessary data were

The relaunch approach would necessitate

The quickest/ way to

for at least a year
Although it is unlik

rating records, it would

still available.

SECRET
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Some of the changes suggested above for the existing scheme

also be capable of being incorporated into a relaunched scheme.

are-"portable" relijief:

ients of ‘sheltered a macdacicn and similar prop
number of

Isi7s tk

B6k gross costs of such a relaunched scheme are estimated to be
in the n of £1.5 billion over the five year life of the scheme,
with a ¢ d of perhaps 8-9 million people initially.

CONCLUSION ‘0'
iA relief

37" The transit
formerly paid rates, and who e at least £3 a week from the

scheme is targeted at people who

change to the new system appears, from\2arly returns, that the
Department’s estimates/of the number of peopl® who would be helped by
it have proved to be Accurate, that about 20% of chargepayers have
had their bills reduged. Improvements to a scheame which is already
benefiting a large number of peogle would thereflore have considerable
presentational impact, and wouldfbe relatively straightforward to

introduce and to explain. It isfrecommended that Ministers should

announce an extension \of the schBme for at leakt two years, and a
freeze on withdrawal in ears two and three./ It is also recommended
that changes in the rules Should be made t6 allow people who will lose
from the withdrawal of safety ne grant rec ts to qualify for

transitional relief. @

38. Optional improvements which could be added to @h basic package
are:

portable relief; 6)
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~

C.

POWERS &
39. All t= (o

Jeés recommended in this Paper could be made using
existing power

S

Department of the Enviro

23 April 1990

)
%,
S
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CHARGE BENEFIT

1l This paper examines the changes which could be made to the
community charge benefit (CCB) system to enable some of its perceived
def cies to be remedied. It concludes that the Secretary of State
for Security should be asked to consider:

- Q ease in the earnings disregard to £10 for a single
pers £20 for a couple; or, if this cannot be done without
undesir ’mplications for other benefits;

- the introduction of _a erential taper to enable more people
to qualify for rebdtes without unduly increasing the benefits of

those already rgceiving them; and

- a change in/ the rate ‘at¥which capital \is assumed to generate
income to givye further h@p to people with savings.

BACKGROUND

Community charge\benefit is intended tg help people on low
incomes with their community charge bills? The benefit is

Social Security, and is paid, in most cases,

administered by charging authetities—on behalf ‘f the Department of
a

e form of a rebate,
aid in other ways.

3 The maximum rebate available is 80% of the ac arge. Those

deducted from the bill at source, though it ¢

who qualify for 80% rebates are all those in receipt ome support
and all those whose net weekly income exceeds the "appl amount"
for income support by less than a specified "disregard" ( ally £5
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for a single person and £10 for a couple; but £15 in certain special
cases). A list of applicable amounts and disregards for various

typical cases is at Appendix A.

every additional £1 of net weekly income,. T'n = n wh net
weekly income exceeds the threshold by £10 will be entitled to benefit
of the maximum minus £1.50. Benefit Ceases altogether at the income
level where these 15p deductions reduce entitlement to less than 50p a
week f.. of less than 50p a week is not paid).

od of reducing benefit entitlement as income rises is
called the . The rate of reduction (15p in the pound, or 15%)
is known as ope" of the taper; and the amount in cash by which
net weekly inc exceed the threshold before benefit entitlement
ceases altogether 4 own as the "length" of the taper. This latter
is determined solely by the am - the community charge. The
higher the community charg aper and, consequently,
the greater the level
given set of circumstances can qualify for benefit. At Appendix B is
a table showing the points at w h benefit entiltlement ceases for a

a single claim. The
arge liability, and is

based on their joint relources.

as income. The first £3,000 of capital is ign Capital of
between £3,000 and £16,000 is assumed to generat come of £1 a
week for every £250 or part thereof above £3,000.

than £16,000 disqualifies an individual or a couple

& In determining entitlement;—aeecoUnt is ta(ke@f capital as well
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PERCEIVED WEAKNESSES OF THE SYSTEM

outside benefit entitlement face community charge bills

represent a significant proportion of their net weekly income. A
single person under 25 with the average community charge bill of £363
would have to pay the full community charge with a net weekly income
of £ (which is equivalent to a gross income of about £98 a week).
The c ould account for 10.3% of their net income. A single

person a Qer 25 in the same area would run out of benefit
entitlemen a net weekly income of £75.53 (about £110 gross), of
which the chdr uld account for 9.2%.

9. Until recentl re was also criticism of the capital limits,
which excluded from benefit ipnd+

over £8,000. The criticis

couples had the same cagital limit as single geople. The announcement
in the budget that the limit wa being increased to £16,000 overcame
this to some extent. / But ther as since been qriticism of the
decision to leave the lower lim at £3,000 and the assumed (or
"tariff") income derived from pital at £1 a wepk per £250. The
present tariff means \that the #Fssumed income frgm capital could be
deemed to represent an annual return of 16.9% 3t the maximum holding
of capital (though as 1\ttle as 1.6% at the other end of the scale - a

10. It is also possible to present the assumed
representing an annual return of 20.8% if the simp
a week per £250 of capital is used. Either way, the

return on amounts of capital of more than about'£6,000

optimistic. DSS arque that the system does not try to re
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ensuring that those with capital are encouraged to draw on it to a
reasonable degree by reducing their benefit entitlement. But, again,

this argument is too sophisticated to present convincingly.

a. increase the applicable amounts;
O&ncrease the earnings disregards;
c. %se the slope of the taper;

ar: alt ’lower limit for the capital disregard or

otherwise r the implied rate of return on capital.

INCREASING THE APPLICABLE AMOUNTS

125 This is almost gertainly not an option. \The applicable amounts
represent the Government’s vieyfof what an individual in a particular
set of circumstances/ needs to l§ve on. They ard based on income
support rates which lare the baghis of the whole gf the social security
system. They underlie all thefincome related bgnefits (including
housing benefit and iRcome support). Increasi g them for one benefit
only would seriously undermine the credibili of the whole system.

Increasing them for all Pepefits would be

INCREASING THE EARNINGS DISREGARD

A This would bring into the system those with 1 ings just
above the income support threshold, but would also bene verybody
who is currently receiving a rebate of less than the max “’Gs who

is in work. It would not benefit pensioners, who are not e ed to
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have any earnings disregarded. The disregards are the same as for
other income related benefits, and it may, therefore, be difficult to
make this c 1ge in respect of CCB alone, but it would certainly be
to CCB. Doubling the
cple could result

~ 1 - A g i = £ =1 1
~ouples and 75p for single

chargepayers would be brought into
benefit entitlement. If, however, the disregards cannot be increased
independently of those for other benefits, then a change in the taper
such agids described in paragraph 16 below could bring about a very
simil& il b,
ALTERING PE OF THE TAPER
¥4 A reduct the slope of the taper would have two effects:

a. an incr&in the benefit entitlement of those already on
the taper;

an increase in the number of people receiving benefit.

It would not necessarily have Y impact on othet income-related
benefits. The CCB tdper in Scqtland last year w3ds different from the
rates rebate taper in| England;fand the taper is different from that
which applies to housing benefit for rent.

1S5. One feature of a sttaightforward alteration of the slope of the
taper is that most of the e a benefit eoduld go to people who are
already receiving substantial help rather than me currently
receiving little or no help. This could, howev addressed by the

introduction of a differential taper. Up to a ce

deduction would remain at 15p per pound; above that

deduction could be less. There are a variety of possi roaches;
but if we were to take the case of a couple with two chi

in an area where the community charge is £363 (£13.92 a wee

couple), and posit a taper deduction of 15p for the first £40 of
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excess income and 10p thereafter (while retaining the 50p minimum

payment) the results would be as shown in the table below.

£9.60 (68.9%) £9.60 (68.9%)
£8.10 (58.2%) £8.10 (55.9%)
£6.60 (47. £6.60 .4%)
.10 (36. £5.10 .6%)
(28. £4.10 «5%)

£15. £3.10

.10

* beginning of taper
@ end of old taper

$ end of new taper

16, The result of the change is to leave unaffected the rebate
entitlement of all those couples~wj =ekly income of up to

£140, to give increased rebates to those with net income of
between £140 and £170, and to bring into the rebate those with
net weekly income of between £170 and £186. The inecr the
numbers benefiting in this case is the same as would ha brought

about by an increase in the earnings disregard of nearly s
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CAPITAL DISREGARD

than
£t untou ( enabling it to be claimed that
more cosmetic than

gain from it.

18°, Th e two further changes which could be made to the capital
limits:

dou lower capital limit to £6,000; or

b. leave th % limit at £3,000, but alter the tariff.

Column 3 of the table at Appendi e effect the first of
these would have in terms of fhe implied annual

capital. It will be seen fhat these are more realistic than those
assumed under the current system, t still rather ‘optimistic at the
top end. |

19. Column 4 of the same table shbws the effect of changing the

per £250 to £1 a week pef £400 in terms of
implied annual rates of re urn. It will be seen tHat the profile is
rather different from that column 3, and that/the results at the
top end of the range are more realistic either” than those under the
current arrangements or those obtained by doubling capital limits.
This option is also cheaper than simply doubling t@ ital limits.
We would expect it to cost about £40 million on comm
benefit, and about £30 million in housing benefit.

on family credit and income support would be negligible.
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CONCLUSION

arnings discegard a couple and
£10 for a single person; or, as an alternative if this is felt

to have undesirable implications for other benefits;

- introduction of a differential taper to extend rebates
fur the income scale without bringing excessive
uncov improvements to the position of those who already

receive icant protection; and

- a change i Xte at which capital is assumed to generate

income from £1 250 to £1 per £400.

Department of the Environy

23 April 1990

)
R,
H
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Appendix A to Annex B

COMMUNITY CHARGE BENEFIT: APPLICABLE AMOUNTS AND EARNINGS DISREGARDS

Single
under 25

Singl
over

Couple
no childr

Couple
2 children
under 11 £99.65

Single
pensioner £48.50

Pensioner
couple £75.55

*The threshold is the level of i ¢ at which community
charge benefit beging to reduc
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Appendix B to Annex B

NET INCOME AT WHICH ENTITLEMENT TO COMMUNITY CHARGE BENEFIT CEASES

.69 £76:15
.91 £80.97
.14 £86.08
£188.37 £91.19

£198.60

The figures are based 91 benefit level which were announced
by the Secretary of Sfate fo#jsSocial Security on 25 October 1989.

Net income in the cade of thefmarried couple with two children is not
equivalent to net earnings. or the purposes of|community charge
benefit net income includes th child benefit anpd family credit. Net
earnings will therefogre be ld¥er than the figure shown.
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Appendix C to ANNEX B

::>~\ ANNUAL RATE OF RETUI IMPLIED BY TARIFF INCOME AT DIFFERENT LEVELS OF CAPITAL

Implied rate of return Implied rate of return

(lower limit £6,000)
3

Capital Implied rate of return
(deduction of €1 per £400)

(current arrangements)
4

D

e yeenk L b T

tariff deduction

€4,000 3 tariff deduction > o
€£5,000 ¢ tariff deduction . 9@
£6,000 tariff deductiop

£7,000

£8,000

£9,000

€£10,000

£11,000

£12,000

£13,000

£14,000

2
L
%
P74
F—
w
o)
O
*—
)
e
a
O
(3]
o
2
|
F—
(4]
e
QO
w
7

£€15,000

€16,000
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ANNEX C

THE STANDARD COMMUNITY CHARGE

BACKGROUND

2 Thg, standard community charge was originally intended to reflect
the £ at the owners of unoccupied domestic property benefited
from lo rvices, and ought, therefore to make some contribution
towards t ost. It was aimed particularly at those who had second
homes. The ation, however, makes no reference to second homes:
the charge is on domestic property which is not used as a sole
or main residen is, of course, goes rather wider than second
homes, and a numbeécases have been identified where it could be

argued that the charge has gon han nay have been intended.

3% The amount of the gtandard charge is linked to the level of an
authority’s personal community arge by the application of one of
five multipliers (0, 4 1, 1% and) 2). This means\ that the charge can
range from nothing atf all to twi#ice the personal ¢ommunity charge. The
maximum of twice the |personal cllarge was chosen gince that was the
amount a charging authority might expect to be gble to raise from an

average occupied domestic property.
- Cases which have been~identified as omalies include:

a. elderly people who have subdivided jYohouse into self
contained units for rent, but who no longe any part of the
property. They live in one of the units the s. Because
the Act defines each self contained unit as se domestic
premises, an elderly person living in his or her operty
can be liable not only for the personal community c& but
also for a standard community charge on each of the oéunits;
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flats over business premises which have no access except
premises and which are the subject of covenants

2xcept

ko retirement homes purcha i people who are required,
condition of their employment, to live at their place of work
(typically teachers at boarding schools, the clergy and licensed

se managers);

ture students who own their own homes. Their student
titles them to an 80% reduction in their personal
harge; but the special residence rule which applies
ems them to be solely or mainly resident in the
area wher live while attending the course, even during the
vacation. TAmeans that a student can be liable to a standard
charge on his house even is, in fact, occupying it as

his sole or main regidence;

e. prisoners,/who are empt from the Rersonal charge on the
grounds that they have ng@ vote and no means to pay the charge,
but who are liable for standard charge dn their home, if it is
unoccupied durling their gsentence.

charge must be zero. After this local

ities may levy the

grant of probate or lette dministras' on during which the

charge at any rate up to the maximum;

4. The solution to some of these problems (though ly not (a))
is already in the hands of local authorities, who have etion both
in setting the level of the charge and in defining the Aof

property which will be subject to it. Authorities in Engl ere
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under no direct pressure to set any particular level of standard
community charge, since the RSG settlement made no assumptions about

revenue from that source. Authorities, however, cannot now make any

whether the

.

authorities to make any changes at all after 1990; but if this is the

case it is the result of a drafting error which will have to be put

right.

o In ad to the flexibility available to authorities in
setting class a multipliers the Secretary of State has a power to
define maximum liers for certain classes of property. This
power must, howeve exercised before 1 January if the classes so
specified are to ha ct in the following financial year.

Certain classes have b specified, but they do not cover the

situations listed in paragraph 3

6. The Department will be/collecting detailed ihformation of the way
in which local authoritieg have im mented the stapdard charge; but
this will not be available for a morth or so. In the meantime

anecdotal evidence suggests a wide gariety of approaghes in different

DOE Ministers have said recently that they wiYl be monitoring the
use made by local authorities of their discretiow’ in 1990-91 with a

view to considering whether further central gscription of classes is

8. Ministers have already announced publicly that they wi

considering whether changes are necessary in 1991-92. Any c )
earlier than this would need primary legislation. This will be@¥eeded

necessary in 1991-92 (press notice at—Appendix A)

SCOPE FOR ACTION
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in any event if the possible legal difficulty mentioned in paragraph

4 above proves to be real; but the effect of making in-year changes to

community charge classes and multipliers would involve local

authorities : lculation of cha 1

- - 111 3 z A3
harges, rebilling and refundin

a wider e ect

b It is recommended, therefore, that Ministers adhere to the plans

announ by Mr Hunt on 21 March, and reserve any package of
impr ts to the standard charge for 1991-92.

Department of the Envi

23 April 1990

)
%,
S
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&DAVID HUNT SXPRESSES CONCERN QVER STANDARD COMMUNITY

& CHARGE LEVELS
ity i s increasing evidence ta show that local authaori-
ties are n &ing’ enough use of the discretion that they have

been given lower levels of Standard Community Charge ino

cases of need, T4 Hunt, Local Government Minister said today.

Mr Hunt said that local authorilies were zlready required
not ta levy a stéAndard charge for at least 12 months for
properties which gre: empty” czause someone\ has maved aut i order
ta take care of gomeone: liging elsewheres O because somecne has
moved elsewhere in order tqQ¥ be- cared for.

He had alsy pravided that propertieg vacant because of the
death of the owner\shall not give rise To /& standard charge until
at least three months after probate or Aetters af administratiorr
nave: heenr obtained. giverr local authorities

discretion to extend theser periods for as @ as they wisit.

M- Hunt is concerned that some: Lacal i ties have nat
vet made: sutficient use af these pawer-. He: be monitor: ag
this carefully over thes next few manths tx se
needed for 199%1L/92Z.

ap e

> MARSHAM STREET - LONDON: SWIP* 3EB - TEEEPHONE: O1-276 300C
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answer to a& written lamentary Questicns from James

Vb e 2 3

communicy

have prescribed that na standard charge will be

e classes of property listed in table one below. We

have also ibed that for the classes of property listed in

table two be e standard community charge multiplier may nat

exceed one. provisions will ensure that in an important

number of cases ei tatal or partial relief is guaranteed. In

or up ta three maonths o

it is for sale);
property is vacant be
ta 12 months where

moved elsewhere either ta carel for another persorr ar ta be cared
for by another persqrr.

"Charging authorities may alsa set/ different standard
community charge multipliers for classes off property specified by
reference ta one ar ma s listed in table three
below. This for instance allows authoritie e discretiorr ta
extend the pericds of total relief applyi any class af
property prescribed hy the- Secretary af State, e discretiorm
ta take accaunt af special circumstances, £ ple: where
prapertiess gives riser tr thes standard charger hecaus: awner is -
required to live elsewhere imxr tied accommodatiorr as- aditiore
af his or her employment. My Department hass givers ? tx
local authorities orr the scaope and exercise af the dis o=k

B,
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"n >
B

understand that many authorities have already made good

use Otf these provisions. However, I am concerned that

1l Se -
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TABLE 1 : TYPES OF PROPERTY FOR WHICHE THE GOVERNMENT
SPECIFIED A MAXIMUM STANDARD CHARGE QF Q

"Newly built unoccupied and unfurnished property
jobay rtv which is being structurally altered, including proper<y
&

il ect of which less than six months have elapsed since the

day Gch the works were complete.

less than

occupied.

has been sty for less than 1Z months

necause the owner /is living in a hosiital or residential care

"Property which hf@s become vacant O death and imx respect
of which either probatg) or letters of aqr inistrationr has beemnx
cbtained or less than three months have glapsed since grant of

probate or lettens of administration.
rohibj.ted; by law.
"Empty vicarages pending the arri the new incumbent.
"E’ropertiesﬁ which have beenr empty fo . tharr IZ monthss

hecause the owner has gone tao ber cared for I ones”ss homer

the carer has left their owmnr home empty ta care eone else.

e - P
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TYPES OF PROPERTY FOR WHICH THE GOVERNMENT

A MAXIMUM MULTIPLIER OF L
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T

CIFYING STANDAROD COMMUNITY CH

AT -

period for which progerties have been unoccupied.

circumstances, ather than financial circumstances, at

h
perso Gject to standard charge's.

S
g acity imr whichr persons are subject ta standard

charges. ’

"Wwhether propertj +thin &a class prescribed by the
Secretary of State.

"The pertads i oted properties have
previously been occupied.

"The periods for whicit properties would have Dbeen
unoccupied if or some periods of occypation were treated as

pericds during which the properties were unaccupied.

comprised in & deceased's

estate, the period which has elapsed sinc grant of probate ar

%
%

af letters of administratiomn was made-..
o
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NQTES TG EDITOE

T
0 P

I

ame Y
Regulations 1989.

HomQ O

a1 |

~ g 01y

additionr local authorities may specify different multipliers

ferent classes of property. This must be done by

to one or more of & number of factors set out in:

11 of the Local Gaovernment Finance Act 1988 (inserted

5 ta the Local Government and Housing AcCT 1989,

he Standard Community Charge (Multipliers) Order

partment has given advice tQg authorities o the

scope: and their discretion. In particular this allaws for

special pro +ta be made ta extend the periods of total

relief which- escribed by the Secretary of State or ta take

account of a on's circumstances, other than financial

circumstances, ch as whether he or she is obliged ta lLive

elsewhere as & conditiop This might include
teachers and people whg

Hlic Enquitges: :
(Ask for Publfc Enquiries Uiy
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ANNEX D
INFLUENCING EXPENDITURE

Introduction

15 In ’91 local authorities have budgeted to raise about

£3bn more income than the Government's view of the amount

e o — .
to provide an appropriate level of service. They have increased

— e

the amount of revenue they raise by about 17% between years

(allowing for changes in function) and are planning to spend

about 14%% more than in 1989/90 339 authorities out of 419 have
e S—,

— e — —
recepts or demands which are above their standard spendlng

The
ﬂ—' ————:‘
is £363 rather than £278 consistent with the
view of the appropriate level of spending for
1990/91.

2. This note C) ders a scheme designed to allow the Government
to increase grant suppor ithout I eaking into highex‘ipendlng
and at the same tmgitem of incentives and
expenditure llmlta?'t({on progii within which spending

by individual loc

with their SSAs ver a S5 gear period. At\ the end of those 5
—

authorifies may be brought broadly into line

yYyears iT might 1 ave a ma
SSA.

could spend abov

level. But in the

of spending freedom
gradually tightened.

3. This paper considers a framework which Wd:

- set target level of precept or demand ch individual
6 ramework of

e
authority. This is needed for the subsequ
e ——

incentives and, possibly, capping but  is u y to do
anything on its own to influence spending. The t would
initially be based on their spending in 1990/ & its
relationship to SSA for 1991/92. For low spending authorities
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the target would be set at SSA. For high spending authorities

the target would start below 1990/91 spending adjusted for
-l
growth and be tightened from year to year so that it converged

on SSA over perhaps five vyears. The paper notes some

difficulties of fitting parishes into this system;

—_— -

- offer incentive payments for authorities which spent below,

at above their targ=t. These incentive payments would

be designed to reduce charges in their area and would be shown
on the charge bill as resulting from a particular authority's
achievements. The incentive payment for reaching target might
50 per adult split between tiers. Thiscould'cost up. to
£2bn if authorities met their targets but might be

by a transfer from AEF;

- the work of targets and incentives would be strength-
ened by ed capping powers for authorities which exceed
target or These would include the ability to keep

authorities within the of capping for several years

until their expenditu

In this notsg the amework is
expenditure targets for indgvidual authorityes. An alternative
would be to set target charges for each area.| But this would not
bear directly on|the spendfng of each indiyidual authority. In
most shire areas\ charges re the result [of spending by two
authorities and thyee authdrities in the mgtropolitan areas and
London. In a systepm which set target clfarges it would not be
clear which authdrity was responsible fgof overshooting the target
and savings by one tier cou et by spending increases for

the other.

The targets o

D' The framework developed on this annex needs

set of targets which would form the basis of an ince
and might be interwoven into the criteria for cappin
levels of caps. But targets on their own can be expected to
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o g

have little or no effect on the level of local authority spending
in aggregate or by individual authorities. Experience with SSAs
and t—-ﬁ:; year's expenditure assumptions shows that indicative
figures for appropriate levels of spending have little influence
on the levels which authorities choose. So targets would simply

achievable by individual local authori-

reducticn in spending towards SSA and

incentive scheme. They have no wvalue cn

ed on budgeted spending in 1990/91. This is because there

\ts to the spending reductions which authorities can make
to year, arising from their statutory and contractual
It is not possible for all authorities to simply
reduce th ending to, say, 5% above SSA in one year.

e The use = nditure, rather than precepts or demands, is
—

suggested for he first year of the system because some

authorities [including 11l have made drawings from

balances in 1990/91 hich they will unable to repeat in

1991:/92% For some/ the dp#wings are so \large that any other
approach would ma targets Junachievable. This is particularly

important as the [scheme enjgisaged here would base targets for
1992/93 and later| years on fghe targets set r 1991/92. So any
underestimate of \spending Jor individual apthorities made for
1991/92 would also\carry through into later pears. Conversely to
base on precepts oX demands the targets /for those authorities
which have made explNcit contributions to balances would give

those authorities over- ts for 1991/92 and later

years. 0

8. Although targets would be based on 19 spending the

comparison for incentive purposes would be be target and

precepts or demands - the amount of income each au raises.
S N ———————

Authorities would continue to be free to use bala and in
particular to use them to achieve their target. Thi »d be
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consistent with the whole operation of the Community Charge

system which, unlike the old block grant systeh, contains no

’ S

definition of expenditure for individual authog;piesfv

In general terms the 1991/92 target for an authority spending

T par Zirne 3 1" .
bowe 2 as:

expenditure; lus

an allowance for year to year growth; less

———— N

a reduction to move target spending towards SSA.
"'_4_____4

R

later years there would be a similar calculation except

the basis of the target for the current year would be

the previous year. The reductions at (c) would be
based on t &tionship of previous years' target to SSA.

1 iy There arA number of possible ways of setting targets
within this broad frame sqke different approaches to
issues 1like changes An local authorxy functions, changes in
expenditure due to Aemographic change and\ differential increases
in costs for diffefent serglices (eg police pay awards larger than

average local government paf settlements.)

12 One possible comprehghsive approach tqgq targets for 1991/92

for those above S§A would Pe:

(a) base targef{ on 1990/91 budgefed expenditure net of

specific grants (fo

after capping):; &

(b) increase for all authorities by on percentage

calculated as the aggregate percentage n Ease between

1990/91 budgets and 1991/92 SSAs;
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o
(c) adjust by the percentage ( or amount per head) by which
each authority's 1991/92 SSA is above or below its 1990/91 SSA
rescaled on a common percentage basis to the 1991/92 total of
SSAs. This siﬁéfg'EEECEEEQEE‘wouIE be designed to encapsulate
all the differential effects on costs mentioned at para-
graph 10. Changes in SSAs take account of changes in the
balance of expenditure between services, the effect of
demographic change and the <ffect of new functions affecting

particular types of authority:;

(d) reduce the resulting figure by £2 per adult for each £10

—

& adult that the result of the calculation at (c) exceeded

991/92 SSA, as the first stage of convergence on SSA over
a year period. This abproach effectively assumes that
the g@ger an authority's spending is above SSA, the greater
its ¢ vy to reduce spending.

13 A var&of (d) would be to reduce the target more

steeply where igure was more than £100 an adult above SSA.
Thus the target might be

above SSA at (c)
rather than £40

14. Any such system is rather complex. simpler system
would be to set the 1991/92 target a fixed am perhaps 5% or

LR
£50 per head - above SSA. But this would take

starting position and would be likely to imply un

on year reductions in expenditure for some autho
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system at paragraph 12 would produce achievable targets which
moved over several years towards SSA so that after 4 vyears
targets would be close to SSA for everyone.

15. The authority's target for 1992/93 would be calculated as:

(a) its 1991/32 target adjusted as at 1ll(b) and (c)
inflation and differential changes in cost, although for
authorities capped in 1991/92 their cap might replace their

target in this calculation (see para 42);

reduced by £2.50 per adult for each £10 per adult that
rget at (a) was above SSA - the scale of this adjustment

crease from year to year in order to converge on SSA

{c) pos further adjusted to slightly relax the target
for those a »ties which achieved their 1991/92 target.

oY It is important at targets f£0O 1992/93 and later years
should be based on edrlier targets. If \they were based on the
previous years' spe'diné’;;;_—;zthorities wuld have an incentive
to spend up in ong¢ year inWPgrder to get a higher target in the
next year. 7

framework then th

17. The system of
above SSA.

18. The main argument for the second approach,

each authority a target of at least its'SSA, i the SsSA
represents the cost of providing the standard level rvice
which the Government thinks appropriate for the year in éion.
To set targets below this level would imply that the Government
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intended those authorities to provide a standard of service below

that which it generally thought appropriate. This would probably
be a persuasive argument should an authority challenge 1its
target. In the past, the setting of targets below GRE has been
one of the issues which has lead to the greatest controversy and
setting them below SSA in this new system could be expected to
generate an exceptional degree of opposition amongst the

Government's supporters.

105 The counter arguments are practical. Firstly a level of
expenditure below SSA does not necessarily imply a lower standard
of wvice. The calculations of the cost of a common standard of
se implicitly assume that all authorities have a similar
leve ficiency. Some authorities may spend below their SSA
because provide their services more efficiently and it might
not be red right that targets should encourage these
authorities ovide services less efficiently or to increase
their service e existing level of efficiency. It is clear
that a number Of previously low spending authorities chose to
spend up to, or even abe¥e, SSA thisNyear because their SSA was
to be shown on the cg i Issuing targets might

give similar incentAves.

20. Secondly allowing autiprities to move their spending up to
SSA pushes up the aggrega of spending achHievable in any year
(assuming authorities spenq up to target). The extent to which
this gives headroom for spending depends ve¢ry much on how close
SSAs in aggregate WYre to local authority spending plans. In
1990/91 few majof autRorities have budgéted to spend below SSA.
If all of those below : to SSA it would add about
£115m to spending overall. But on th ttlement spending
assumptions (which might be taken as a prox 990/91 targets)
SSAs in those authorities which were assumed nd below SSA

‘9@)

were £1bn above the spending assumption.
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21. The question of whether targets should be below SSA will be
particularly acute in 1991/92. A considerable number of
authorities which are budgeting to spend above SSA in 1990/91
would have targets below 1991/92 SSA on the basis described in
paragraph 11 if 1991/92 SSAs are increased in recognition of

actual 1990/91 aggregate spending. This would imply that these

e — SuS—— . ' ~~
authorities were expected to move from spending above SSA to
below SSA, a situation which would give rise to presentational
difficulties. On balance it seems more appropriate not to set

any targets below SSA.

ome examples of how this scheme of targets might work in

are at Appendix A. The various parameters of the scheme

here are purely illustrative, taking as their objective

SA within 5 years. The reductions in targets have

ribed and illustrated in terms of £ per adult

adjustment would alternatively be possible to make

percentage a *n'ts so that a target might be reduced by 0.2%

for every 1% at spending was above SSA. But per adult

adjustments are more co stent wit he community charge system

where £1 per adult extra spending f£|lls as £1 extra on the
community charge.

23. One rather t:chnical, b none-the-less\important, consider-
ation in this ig the treatfent of parish precepts. SSAs for
district councils| are suffigdent to cover alll relevant services
provided in their\ area. B4t in some parfs of some districts
those services may \be provided by parish gbuncils not districts.
The target for the\ district must imitially include parish
spending because the spending with SSA when
constructing the target must do so. Targ might then be set
for parish councils which assume the same ntage change in
spending as the average for the district. um of parish
targets would then be deducted from the distril target. We
have never attempted to include parishes in ei target or
grant systems in the past, but unless we do so now ending
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districts which do not have parishes will claim that they are
being less fairly treated than those that do (because the level

of service could be higher in districts with parishes whose

spending was unrestricted).

Incentives

24, Cn their own targets would prowvide signals to local

authorities indicating the level of precept or demand which the

Government thought appropriate for them. Used only in this way,

targets could be expected to have virtually no effect on spending

The 1990/91 assumed charges for transitional relief

assumed spending figures which underlay them were widely

vernment targets, but there is 1little evidence that

d local authority spending plans. To influence

e targets would therefore have to be reinforced by

mechanisms encouraged authorities to spend at or close to
their level.

25 The incentives cou through the grant system
but it would be imporXant to set them ud in such a way that the
benefit of extra grént led go reduced comgunity charges (rather
than for instance/ going the balances of the authority).

There are three pgssible rouffes for paying g

(i) through the basic venue Support Grant (RSG) distribu-

tion:

(1ii) as a specid grant like the 6w rateable value areas
grant;

(iii) as a grant to pay for redu 1lls, 1like the
transitional relief grant.

Q

2.0% Paying the grant through RSG would have dis ges. It
would relate basic grant to expenditure in a way the new
system was meant to avoid. It would be better to ]? the
fundamental logic of the RSG system unchanged and preSent the
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incentive system clearly as an 'add on'. This would leave in
place the top part of the community charge bill which shows
comparisons of spending with SSAs and the comparison of the full
community charge for the area with the Community Charge for
Standard Spending (CCSS - £278 in 1990/91).

ZTes Paying the incentive grant to the collection fund as =ither

special grant or a grant similar to that for transitional relief

would avoid distortions in the RSG system. It would be better

than paying special grant directly to individual authorities as

the grant could be shown clearly on the community charge bill as

a tion in the charge. It would thus be less likely to leak

nces or spending. This would also have the advantage

tra grant could be shown clearly as resulting from

Asions by a particular authority. So if a district

w its target then a special grant could be shown

.. District has spent at target' or if paid

relief lines as 'Reduction in your charge

because .... District has __s at target'. This sort of

distinction would not bhe RSG as there is a single

payment into the co)flection fund in respect of spending by all
authorities in the /farea.

28. The mechanism for calculating the grant| might be to provide

an incentive payment of perigpps £50 per adulk if all authorities
in an area spent)\at their garget. The bagic incentive amount
would have to be sRlit between tiers. A bagic £50 might be split
£10 for the distrigts and £40 for the /county in shire areas
(broadly in line with\S8SA shares). In 0Other areas, it might be
split as £40 for metropolXl icts and London boroughs and
£5 each for police and fire authorities. i split would be
needed so that some incentive payment cou made in areas
where one authority achieved its target but t er was above
target. If overspending by one authority were to offset
underspending by another authority in the same a cancel

>
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out the incentive payment, then there would be no incentive for
the underspending authority to achieve its target because
chargepayers in the area could not benefit from LES

underspending.

29. The incentive payment might be increased for those
authorities which spent below their target perhaps by 20p for
each £l per head up to £50 that the authority spent below target.
If the £50 limit applied separately to each tier this would give
a maximum extra payment of £20 in shire areas, although few
districts are 1likely to be able to spend £50 an adult below
ta It is important to have some incentive payment at target
oth there 1is no reason for an authority to achieve its
targe ut if that payment is withdrawn entirely once the
target sed, then there is no incentive for those authori-

t be able to come close to target, but not quite

achieve it. * incentive payment might also be made where
authorities spent above, b = 36 the target. The incentive
payment might be withdp@wn at £10 for wach £10 per adult that an
authority spent aboye its target. Thus\ no area could have an
incentive payment ¥f its authfrities spent fore than £50 an adult
above target.

30. The size of fthe incenti payment is a matter for judgement.
If every authority achieved gts target then/ the maximum cost of
incentive payments\ of £50 an adult would /e about £1.8bn. IE£
every authority spernXt £50 an adult below ¥ts target then the cost

nearer to £400m as it would

ties to spend more than about £10 per

average. These are very lafge costs and w
worthwhile depends partly on how they were fin

the reduction in spending brought about by auth
their targets. If in aggregate authorities were p
increase in spending before targets then their sp
increase by £3.6bn between 1990/91 and 1991/92.

in aggregate 5% above 1990/91 budgets then the saving in spending
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if they were achieved would be £1.8bn. This would mean that the
planning total had increased by £1.8bn but GGE would have fallen
by a similar amount. Charges would be about £100 lower, falling
from say £450 to £350 on average, because LA self financed
expenditure would fall by both the £1.8bn reduction in GGE and

extra . grant. The table below shows amounts of

expenditure savings for various levels of

Incentive Expenditure Average

grant saving charge

Aut@'ties spend: (£bn) (£bn)
At té‘asiiﬁ. : .
£50 an ads&low target )

£25 an adult warget

£10 below target
£10 above target
£25 above target

31. A cost of £1\8bn in grgnt might be congidered to be a high
price to pay for \this re@iction in GGE. On the other hand
average charges would be £100 lower than gxpected. If part of
any extra AEF for 199192 were put into jficentive payments rather
than RSG, then the redu efiding could potentially be
achieved at no cost in extra grant. In this there would be a
£1.8bn reduction in GGE because of the tives, but no
reduction in the planning total. Average char 1d only fall
by £50 from an anticipated £350 to £300. But th
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3 2% An incentive of less than £50, split between tiers in the

— —
way described would probably be too small to have much effect on

spending - especially for district councils which might nogméglnk

igfaorth holding back spending for a reduction in charge of less

than £10. A £50 inceﬁ?f?gﬂiayment is about a 14%”515&6&5t”bn't5é

390 /91 charge of, £363. Each £10 r adult reduction in
0 narg £ ac \\~¥ipe ult uc

the size of incentive would save up to £350m. g

—— e ——\

384 It is not possible to estimate what the effect of these

targets and incentives might be for spending in 1991/92. That

depends to a large extent on the overall level of the settlement

st pressures on local government and the achievability of

On the whole the framework described here might reduce

at most £1bn from the level which would otherwise be

a cost of a little less than £1bn in grant. But it

would be of putting in extra AEF which would be less likely
to leak int

34. One matter for further ideration would be the treatment
of parishes in the incefitive system. Paragraph 21 outlined the
general problem of parishes. For the ihcentive system it would
probably be necegsary tog add together )\ district and parish
spending before wgrking ou ncentive payments which would all be
attributed to the districy. But this wquld leave open the

are no mechanisms \for payi grant directly/to parishes.

35. This framework wo ourage local authorities
to try to find new accosnfii devices which enabled them to
achieve targets without affecting spendiw or to manipulate

1d have to be
carefully designed to limit the scope for c accounting.
But it is unlikely that it could be ruled ou it
targets 1in later years were based 1argeély on t

incentive payments. The incentive syst

previous year then the scope for creative account
less than under some previoﬁs systems. Payment of incCe
the basis of precepts or demands, rather than expenditure,
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eliminates the opportunity to manipulate expenditure between
budget and outturn, or between years. It also avoids the
recalculation of entitlements as the year progresses. Provided
that targets are set to converge on SSA in a systematic way,
accountancy devizces which worked for only one year would make

. T Sy < ~ L} > i s - - 3 i \ -
Wik N ’ A 3 - -~

Expenditure Limitation

36mhis section describes a system of capping which would be

e R TRl
in ated with the target and incentive system. 2 s i -

p——

simi some respects to the scheme described in the Secretary
R
of Statig vering minute. It would leave him discretion to set

the crite der which authorities came into capping in any one

year; to c er to SSA; and to continue to cap authorities

over a run O But it also draws on the targets which
would underly an incentive for the setting of caps and
possibly for setting t selection crl

37. The framework/describe o far would \set a target for each

| cm————

notifiable authorjty and p de an incentiwe for authorities to

————
come close to thgt target, i the form of reduced charges. But

local authorities would reta the freedom tp set their precepts
and demands at ahy level whgch they chose. For high spending
authorities, meeting targets would effectigely involve expendi-

ture reductions in\successive years. though some of those

reductions might come i ste, the majority of the

expenditure reductions wou come from a reduction in the

services provided by those authorities. uthorities would

may well choose to carry on with existing levels rather

than securing reductions in charges for their nts and some

»

may even choose to continue to increase spending.
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38. In either circumstance the Government might want powers to
limit the expenditure of the worst offenders. There are already
capping powers which have been used to cap the ‘spending of 21
authorities in 1990/91. These should yield savings of about
£230m i venu raised by the capped authorities.

powers nav=

capping can bring expenditure

margin over SSA 1is needed).

authorities with budgets above £15m which means that some large

overspenders in percentage or £ per adult terms are exempted from

capping. They are also limited to capping authorities in year,

ingle ye€ar. =

They effe consider a widening of powers to allow capping
nearer to O make selection and caps consistent with the
framework of and incentives discussed above and to allow
a programme of "expenditure 1

set out for authoritie selected < capping. The powers
envisaged are for exemplary' cappind\ and allow Ministers
discretion over the/selectio riteria from\year to year in order
to limit the number of a rities selectfed to a manageable
ievel. ‘

40. Within the fyramework of ftargets and ingentives, in any one
year each authorityx would effffctively have long term target for
expenditure (its SSA) and a specific targef for the current/next
financial year which WwQuld converge in _4uccessive years to SSA.
Each authority would have : above the target for the
current year within which it would be elig for an incentive
payment. At the core of the capping proce ribed below is
an assumption that the current year target for

considered an achievable level of expenditure b authority

taking account of its previous years' spending et) and

changes in circumstances. It could therefore be use
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to which an authority's expenditure could be limited.
legislation would need to be drafted to make targets secure in

this context.

In any firancial year tw di authorities

A LR ek S e~ 'R v 1 Y o1} w ~ 9
socred. I'ne st Up Wi n hcse expendi-

ry e —_

ure plans brcught them into in year pping. The
second might be those which had ! I Df in the previous year.
The relationship between the criteria and caps for these two

groups would have to be carefully handled.

or in-year capping, the Secretary of State could announce

after budgets had been set (ie as this year) or he could

is in advance of the budgeting round. The latter

commit him to capping however many authorities then

there would be the danger of many authorities

budgeting elow the selection criteria. 1t s - 1ot
recommended ht set his criteria either in terms of a

particular level of spending adult above SSA or in terms of

Thus he
might decide to cgp all aut ities in a clags spending more than
£60 per adult abope SSA and re than £20 penx adult above target.

43. Having selegted authogdties he would fthen, as at present,
have to decide on\caps. One approach might be to make the cap
automatic once selegted so that caps werg, for instance, always
set at tafget (which\is by definitiog an achievable level of
spending) or at some margd =~ target. It would be very
difficult to set a cap below target eve the targets were
presented as the minimum achievable 1 f expenditure
reduction in the year. Anything lower than t ould be more
susceptible to successful challenge. But the ight be set
above target if for instance the target was (in example)
less than £60 above SSA. In that case the cap mig

above SSA.
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44 . This element of automatic setting of caps would greatly
simplify the present administrative process where budgets have to
be examined in detail in order to set the level of the cap. But
any such capping scheme would need to retain a power of
derogaticn soO h relax a cap if the authority could
make a <2132 that th ‘ ould not be achieved (during a 28
day per:1od before ! -3 D¢ SR « Efy capping process

would remain highly intensiv 2 i Vi us w killed resources

® 4

during that period.

45. In successive years the targets would move closer to SSA so
th@iteria for capping would also become tighter.

portant feature of capping within this framework is

were set at or close to targets, capped authorities

would be t within the range of incentive payments, despite
the incent?® ving had no effect. But this would probably
have presenta¥i advantages. The capping process would not

of the capped authority on a £

47.

financial year

previously. So, [for instarge,

be possible to| set 199§/93 for those

authorities that\ had be i For these

authorities, targey

income uprated for SA (see paragraphs 11

and 12) ; h the same scale as all
limit would be set equal to

the authority's target unless that target within some pre-

specified range above SSA - perhaps £50 an or 5% in which

case the authority would cease to be capped i Once, although

g

it could again become subject to in-year cappin

48. Automatically capping those authorities whi been
capped the previous year would be a way of introducing -year
capping. An authority would know from year to year that as long
as its target was above the threshold level, its expenditure

would continue to be limited. This approach would also allow
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capping for pre-selected authorities to take place on a more
relaxed timetable. They could put a case to the Secretary of
State in the course of one financial year as to why their cap in
the next year should not be based on the general principles of
their expenditure limits would be set in advance

criftiss would' not® face

with in-year capping.

49. It is assumed here that different criteria for capping might
be set for different classes of authority. Thus shire counties,
metropolitan districts and London boroughs might be capped if
ent more than £60 per adult above SSA but shire districts

minor authorities if they spent more than £20 per adult
Authorities could be subject to capping whatever

their a level of spending (ie the £15m threshold would be
dropped) even those below this threshold can have a large
effect on c but there might be an expenditure threshold of
perhaps £90 an (the average SSA for shire districts) below
which no authority could be This would effectively leave
out of capping those aurfiorities whose™expenditure decisions have

relatively little efffct on charges.

50. This is very much a fjgeneral description of a basis for
capping to fit [in with e general targets and incentives
framework. there|are many ints at which djifficult legislation
would be needed [iAn particulfar SSAs at preseht have no statutory
basis but if cappi were to work to a level much closer to SSA,

robust legislation oR SSAs might be needed

Department of the Environment

23 April 1990

DOC733LB
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EXAMPLES - SHIRE COUNTIES

1990/91

ntial SSA change (£m)
uprated by 5% (£m)
projection (f+g)(£m)

pend (£ per adult)
Reduction in target due
overspend (£m)
Target (£m)
% increase on 2990/91 sgknding
% increase on/1990/91 cept

Relevant popylation
Notes (e) SSA uprated by approx 17.5%.
(k) Target redused by £2 per £10 dp to £100 above SSA,

then £4 per £103%

Although authority A is projected to o d SSA, it has

a larger than average target increase be its SSA has

increased more quickly than average. Alth thority C

overspent in 1990/91, the projected increase
1991/92 makes it an underspender for the targe

calculations.

DOC734LB
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Appendix A

EXAMPLES - LONDON BOROUGHS

1990 /91

(a)
Demand (£m)
(c) Spending (£m)

Overspend (£m)

)
tial SSA change (£m)
rated by 5% (£m)

Expend rojection (f+g) (£m)
Projecte pend (£m)
Projected overspend (£
Reduction in targef due to over-
spend (£ per addlt)
Target (£m)
% increase on 1990/91 nding
% increase ih 1990/91 dggand

Relevant popglation ('00m)

Notes (e) SSA uprated by approx 17.5.

(k) Target reduced b 2—F 10 up to £100 above SSA,
then £4 per £10. &

Although authority B is projected to over less than
authority A, it has a smaller target increa éits SSA

N

increases less than average.

DOC734LB

SECRET




SECRET — NO COPIES TO BE TAKEN / 7&’\ —

ANNEX E

2t Information on local authority manpower is available from two

sources:

he quarterly statistics which local authorities have a
y duty to publish; and

b Q'nt staffing Watch (JSW) (formerly the Joint Manpower
wWatch).

2 The JSW is a group comprising the local authority associations
and the Department, serviged by the Loca Authority Conditions of
Service Advisory Board ALACSAB). It collects statistics on local
authority manpower on/a quart ly basis and pyblishes summary
information. The stAtistics affe gathered from local authorities on a
voluntary basis as gn indicat of trends in logal authority
expenditure.

4. There are problems in using the JSW statiftics to provide

anything more than a general indication of t

a. the survey collects numbers of sta owing full-time and
part-time separately. "Part time" mean e working less
than 30 hours a week, and "full-time" mea ne working more
than that amount. This does not give a prec

labour inputs or allow meaningful comparisons

between authorities. At the overall class and level the
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numbers are converted using general factors to full time
equivalents to allow broad comparisons to be made;

because the survey is voluntary not all authorities submit

Failure to make a return is more likely to

CH probably because of fears that the Department may use the
information to introduce manpower controls, one authority
(Southwark) does not allow LACSAR to pass any information from
th ey to the Department; and the Association of County
Coun as vetoed the provision to the Department of anything
other e totals for each county.

RECENT TRENDS IN LOCAL AUTHORITY

S Using the statistics wHKich halre been converted to full time
equivalents it is possible to idengify an overall reduction in local
authority staff since 1978. Appen@ix B shows this g aphically. 1t
will be seen that in the early 198@8s there was a sharp fall, which has
now halted, and to some extent revBrsed.

It is not possible to\draw geheral conclusiong about the
performance and efficiency of loca government oyerall from looking
at changes in staffing figures™in isolation, b€cause local authority
functions do not remain constant from y®ar to year. example of
this is shown in the graph at Appendix A, which sho@ number of
full time equivalents in post for each December from 1989.

The graph shows an absolute drop in manpower in the year December
1988 to 1989. But this is due only to the fact that in th
polytechnics were moved out of the local authority sector.

change is ignored the graph shows an underlying increase in th
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figures in that year (shown by the dotted line). Additional
functions, such as the implementation of the community charge, will
result in increases in staff which also need to be adjusted out in
looking at year to ysar trends. Comparisons cannot be made i the
ase of individual authoritic OPPOS to the aggregate across
authorities, because full time ents are not available, and
there is the added complication that changes in staff numbers over
time may reflect local recruitment conditions more than deliberate

planning decisions.

One would beW®j to take a snapshot of the numbers of local
authority staff particular point in time and to specify a
percentage decre be achieved by authorities. This would,
however, be a diffi path to follow. Every authority would have a
manpower total at the point
of this crude approach
which had already made serious
ich had a great\many vacancies. An
t a number of sefvices, for example,
et based on a simple percentage
reduction than an autHority whicl contracted out yery little and
employed a lot of staff. An aut ority which had /low manpower because
of abnormally high vacarcies (in teaching, for example) could find its
position made even more difficult. Studies in/1987 showed that the
national average vacancy rate was 10% (16.2% in London).

8. No suitable snapshot is currently availabl ich such an
exercise could be based. Providing one would enta etailed survey
of local government manpower, the rules for which wo

carefully devised (so as to provide, for example, an a

method of arriving at full time equivalents). This woul

detailed discussions and consultations with the local auth
associations.
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9. Great care would also be needed in selecting the point at which
the initial snapshot is taken. Local authority staffing is affected
by seasonal factors (supply teachers, for example, will not be on the
books during tne s holiday while authorities in resort ar=as

will have e: taf in post from EZaster, which could give a high
count for some authorities in the second quarter (calendar year).

following the initial snapshot it would be necessary to establish

monitoring procedures. This might require more than simply looking at
local authorities’ performance at a particular point in time.

Seaso y will affect the count at different times of the year; and

there be scope for manipulation of the system by authorities,

by, for e, careful timing of taking on and discarding casuals.

10. It is therefore, that any system of manpower targets
would have to ored closely to individual authorities’
circumstances, taki into account not just numbers of staff in post,
but also vacancies on its complement, its seasonal staffing pattern,
in contracting out services, local
recruitment difficultieg, pattern of ecruitment and so on. It
would also be necessa to arrive at some sort of judgment of the
number of staff apprgpriate togcarry out the local authority’s
functions in the light of its "Bolicy on contracting out and other

factors.

il. Such an exercise would resemble community charge capping, where,
in order to limit expenditure it is necessary/to carry out a detailed
examination of the authority’s books in ord€r to work out a suitable
cap. Nor would it simply beg efercise. Targets would have
to be changed from year to year to take accou changes in
functions (community care and food safety arew t examples). The
resource implications for the Department would b

particularly if, as would appear to be necessary, authorities
were given an opportunity to make representations an derogations

p

on the grounds of their particular circumstances.
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12. In any event, control on staff numbers would not necessarily
have a corresponding effect on expenditure, since a smaller number of
highly paid staff would not necessarily be any cheaper or efficient
number of staff on lower salaries. Without direct
for example, limi
reducing stat
numbers would result in u ¢ . And the need to meet manpower
targets could provide incentives to local authorities to adopt methods
of service provision which are not the most efficient, simply in order

to get the numbers down (contracting out a service which could be

bettewavided in-house, for example).

3. b also the danger that general staffing limits could be
used by lo thorities to make cuts in politically sensitive areas.
There is evi that capped authorities are at present encouraging
talk of teache ndancies to put capping in a bad light. I1f part
of the Governmen ?rategy for expenditure limitation were aimed
directly at staff Humbers, authorities would be able to claim that
that they were being denied ity to make equivalent savings
through (say) increased £€fficiency because the Government was
insisting on staff cuts. On e other hand, separate staffing targets
for individual local /authorityfservices would require the Government
to make, and to justify, judgm@nts about the relative value of local
authority services (jas betweenflaw & order and education, for

example).
CONCLUSION

12. Attempts to limit locCs i pending by controlling staff
m local authorities
followed by very detailed analysis of the pos f each individual
authority and careful monitoring, with conseque
implications for the Department. There is no guar that simply
reducing numbers will have a comparable effect on ex ture, and
there is scope for authorities to make highly publicis £f
reductions in sensitive areas to put the Government in a %ight.
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It is recommended, therefore, that action aimed at limiting local

authority expenditure should not be tied to this or any other

particular route, but should leave the method by which reductions are

achieved to authorities themselves.

Depar f the Environment

o
‘9@)

23 April 1
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0
Lud
=
e
“
e
C
O
2
)
®)
L e
§

1980

" Adjusted

Unadijusted

T T T T T T T N I
1979 1980 1981 1982 1983 19]84 1985 1986 1987 1988 19aq

NMYL 39 Ol S3IdOD ON — 13493S




