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Memorandu » the Secretary of State for the Environment

n May I explained why, if we are to
government spending, the present local
have a limited life. The political
orters, of intervention through the
upport grant is heavy and the scope
agt cuts 1is limited. Too many
ate capping is pitching us into
tiinner city authorities; there
egal defeat will undermine the
seven legal challenges - two

fior significant’ furthes S
authorities go out of grant
direct confrontation with ex
is a constant risk that a md
statutes. There have already
of which, fortunately not cru we lost - in 1985/86 and we
know of four more in the offing: ally, there are signs that
fewer and fewer people of quality ggtegrity are ready to come

forward as elected members, an serve as senior local
government officers. The combinati of all these factors
Jeopardises a number of our mainstre estic policies because
e rely on the positive co-operation £ Alocal government for

their effective implementation.

rrangements which
same time reform
g SPecification
| myself, fills
s in May and

jcation. The
@mrt.
. T ZQ
litical considerations

nance 1is ess :

3. i
The reform local government i
°°nStitutional andOfpolitica]? question. chal at;ﬂ;z?:
L Nsiderable powers enshrined in a series of St: lalcity" &
€lr independence; and an almost unst0ppabl? ipis s to makeyk
Pther people's money. The central question is how

mo
I® responsible.

2. I outlined in May a first sketch of a
Would deal with these problems and at the
the domestic rating system. The attached Se
Report, presented jointly by William Waldegrave( :
in that sketch. In the light of colleagues  C
fUrther work, it puts forward a revised sp
Paragraph references in this memorandum are
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One option would be increased central contro] ,
less

)

t wOu

onsibility of local authorities.

answer is to make local authorities more accoy
lectorate with a direct financial stake

re people - in our proposals 35 million inst
esent, and 18m after implementation of +
regyzew proposals should exert a genuine
llot box. This is a bottom up pressure
i We cannot, of courses

overall level of local government
the general urden on taxpayers. It as

encouraging to be able to report | EthatiaEEiEs

increase expenditure
reductions) under
greater than under
that the proposed
accountability and
legislative outcome
political propoganda a

million~a
Security
through t
enhances déng
interest in

therefore

present arrangements.
will be

hen received,

reinforced by

B ;
rgguld mean more central bureaucracy, local chOiceutathls
/ inution of pluralism which we have always supporteq, ]'._ ng ,

. any incoming government with objectives 14
b gnl‘\jhitc% wiéhed to force through policies in areasoiﬁii:itto
t] -
SE Ntable iy
1D thej,
1 of |3
he Social
pressure
5 and it
relinquish i
expenditure and
very

' e disincentive t,
(and the corresponding incentives to make

o@roposed new system should be significan
h

tly
I hope and expect
Qgial changes designed to enhance local

cr'acy
e interim Widdicombe Report on party

the final Widdicombe

the

Report on the internal p es of local government. As a quid
pPro quo central governmén® “snust be prepared to reduce its
detailed intervention in loggj\authority decisions. You can't

have one without the other. @

6. The alternative to ou
pressure through greater centr
councils are becoming more stri
independence; more effective in

and more adroit in passing all the
wrong on the

oach  dis

troigs

+
CO

EE Government. Prolo trench warfare betweeg
central and local government is an ap 3. prospect which woul
sap the political of Government.

and psychological rgies

There are better things to do.

7 Electoral considerations also point to change. The fate:
1lssue '»_11“ be a central one at the next electd . Wey scah t-ge
lntOv ﬁ‘ha“_ Just promising reform. We hat : sek out qu].td
peelfically the detall of ke oot system, h ; i1 ywork ann
how it will affect people. A major chax"lge a decided (1)1
for 1987 will. ba the payment of at least 20% of tes by @

18m householders :

Osed system to be 1 e faire
res e intrinsically

Present systen and reduce the number of losers to PO
e rortions.  There is little point N

of rates if it ;3 : W
1S going to cost us votes:
vantage that rates . "

the reform
Wlth the ag

are no :

househovlvde::ryln htlhgh and, if present trends contlma’:e's
ese : ‘ in o

B¥EY do in income tax a>eas will be paying more im

ity services, The rate base 18
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yet more top-down
This at a time when

n their demands for local
‘@9 the existing controls;
i

for everything that goes

: g jonshiP *
Rates bear little obvious relatlzo narro
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) out of date, but revaluation with rates
Ad of revenue as now could have politi

raising the same
cally devastating

: must identify and explain the unfairness of rates as
9é different households and different parts of the country.
.ze = how that local democracy cannot function with a gross
‘ i oba) between the few who pay local taxes and the many who
services. We want a new and better system based on

i%p

oY "trust the people".

Bihe pri Under our proposals all adults

i1 pay ogething, so the burden will be carried on more
B houlders. onetheless overall more households will gain than
Nose. @

0. Labour likely to stick by the present rating system

pecause it colLects a lot painlessly from business and because
' fewer people pay into the pool than draw from it. They could go
for rates bolstered by some form of local income tax. The
Liberals and the S re likely to go for a local income tgx
“since this increasHs ocal tax payers to 21 million and.lt
Preflects ability to They overlook the general unpopularity
‘of increasing income and the deterioration of the _wgrk
‘incentive it entails; eluctance of people to see sensitive
‘information divulged wn, . HallWhsitaf e 1w and, " the sheer
Sadministrative complexity perating LIT. We must ensure that
fthe drawbacks of LIT are wel derstood by the wider public.

1l. We must not, now, recoi om reform. To reform rates arexgé
fin doing so, create a new syst ich allows central governm

- isi is a
3 i erence o many local decisions 1s
ciasrabis poattiiN @?annot afford another five

fConsiderable political prize. andli;dits

years of running battles wit al go‘fiimgeont Shegact in
Supporters - in Parliament and the : —WV:-:l cannotpignore Vo
Slght of a better system at the end"o > tax. We cannot enter

Pressure to reform an unfair and unp ; t;
‘the next election at war with our own in locaitgozerzij‘.‘:;le
f.) e must be able to confremt GHUEEEEIEEEEIE iher 1=
Package of changes, to fight on our grodnd not L s

the background against which we present our revis

Reviseq proposals and their effects

i2

d:

3
a simplified needs grant supplemente <§§>
standard grant;
charge as a direct r

al London arrang
lts in the major u
to our O0rig

The First Specificétion Report last May

n-domestic rate;

a uniform national no .
capita

a flat-rate residents'
for rates.

1
Ié 3lso noted that a city grant anci SE::u
Uld be neegeq to produce acceptab ?fications
s We have made certain modi

rOposalS in the llght Of our further Work-
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Oon the non-domestic rate we propose a small o

. Peratijigp
<// ndment to our May proposals. We wquld give local authoritzl
etion to set a local non-domestic rate of up to 5 i cees
national non-domestic rate. nt

The new national rate woulg

b 5 per cent lower to reflect this. This will retain ty
1ik ween business and local authority. The CBI have argued
stro that the main legislation giving effect to this prOpg
shou ovide for a maximum rate of increase. We Propose tha:al
increagéd/should be indexed to our annual GDP deflator fOrECast
Colleag d“, ill want to consider whether we should soften - DA
transitiovgz the uniform rate by a marginal reduction in the

overall yYeldof the non-domestic rate (paragraphs 4.2 - 4.4),

14. On gran r proposals are unchanged in terms of the
operation‘of—%:ystem. Much work will of course need to be
done on the new\needs assessment system. But we have concluded
that the greater pressure on local authorities' expenditure which
our proposals will provide open up the possibility of further
disentangling centra vernment from the affairs of local
government without akgning the new disincentives to extrava-
gance. We propose t
calculated as a guaran
assigned revenue. The
VAT.

i s The attraction of this
Government to get out of the
arrangements every year, while
local authorities to blame cent%

their local tax bills. ConsisteN’4A+th the whole thrust of our
package, it would be clear to votere t increases in their
local tax bills were the responsibz %&f the authority and not
a result of central government's adjustirg the amount of standard
grant. In addition, an assigned reve i11 bring home to local
SaE et that it is they - in their ro national taxpayers -
who are paying for the revenue support t authority gets from
central government. In terms of presenti the package to local
Q?Vew}megt, the greater revenue stability from a guaranteed share
Of a national tax will be welcomed by the prudent authorities who

at it would enable central

of tinkering with the grant

g it much more difficult for
9vernment for increases in

2;§o:iiigﬁpsort§rs, and will do much to counter likely
o € centralisatio - te
(paragraphs 4.13 - 4,1¢) R of the non-dogf N
ey . Q
mgjor (Iﬂ:als on the residents' charge that we prop
whether ang:éideit the last meeting of E(LF) we weré/As)
domestic rates couid charge as a direct replacement O

be modifieqd to iron out some of

effect i
€cts which such a change would entail. We have consd

various modifications i.
L1
charge.

Be to retain i Sma. We conclude that the best appro
the residents

changes in loca
has other advan

This should help to moderate extrex®€
tages Sls when we move to the new syst?m"r
: rat}.}e ome local authority services clear 2 b
rE T than people. The retention of & P'gaf:c
relationship to ability to pay, would Z€
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CONFIDENTIAL] . «

to convert the flat-rate residents' charge into a local
tax. In OUE soundir}gs of Parliamentary colleagues, the
_pench Environment Committee, and the Party's local govern-
% supporters we have found a clear majority which favours a
;&A\ system of this sort.' The l?eport (paragraphs 4.17 - 4.20)
n e s a reasonably SL'rnple mixed system that limits local

4 ies' ability to raise revenue from domestic property and
he residence and property elements into a single "local

] The%visional results of the new package, illustrated in
' éeétion Ve e report, look encouraging. Our proposals on grant

and the n estic rate reduce average tax bills in 70% of
ating autho jes . Low spending, high rateable value_ areas in
Ehe south Eagty  West Midlands and East Anglia benefit at the
expense of hi spending, low rateable value areas in the North
l .nd high spending London authorities. Wl.th the local charge
replacing domestic rates, more households_ga_un from our proposals
than lose. These lts will be sensitive to the choice of

valuation base for e (property element. Sir}gle adult households
pay less than now arge households with 3 or more adults

ity of low income households have only

ay more. Since the !

gnz adult, our packagej average, he}ps low income households.

18. We shall undoubtedl ’(\ criticism over the strong North -
AN

mean
' South shift implied in t Our proposals do

results. g
increases in local domesti bills in man3f{ }I;Iortlé;znpresené
But for the most part this Q reflection orcon?wensated .
system of resource equalisatio ove p

as\ grossly : : :
areas so that rate billSHlass @ low, despite htf;bffes:iﬂg
compared to assessed need. e spendlng/low ra

areas in the North will still haveg
than the national average. The ar
the largest increases in domestic
businessmen will derive the greatest
on the non-domestic rate.

i i higher
dexestic tax bllls_ no
a the North which do face
i pills are those where
fit from our proposals

e-
cial London arrang
h: city of London and

19.  We conclude (paragraph 2.9) that '
of a special city

Ments should not be needed except foOr &

that we may also be able to avoid t?’ehel;-sear ement would be
dfant. This is encouraging, because elte ne consider the
dfficult to justifys | We SIS cities in a
difficult and recalcitrant problems facjfgdies. @

“lder context than that of the finance StC

however,

] R
k- Despite this satisfactory Plct?re;ses and' L als. l
t0 be big changes for some busmyfeme will i enﬁlae
Carefully—designed transitional taksec advantage ef thi ) af:o
jootagraphs 6.1 - 6.43: HEHEEEEEEEEEE

1 the effects of the non-domes

roperty values.
Cushi

about the turi‘%

tic P
on the introduction of new domes

Ne

—<t steps

; n Paper :
ii We should aim to publish aedGiie indicate the malnf:rlezﬁit
Ofe Year. The Green Paper ngltnethere Boild ‘be ! scope

u

the package we prefer
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i;ﬁ«y\c‘"‘”’ detailed modifications. I am guits clear BAL
</ :d p

resent our proposals as entirely subject tg consultatiowe
“da¥ is a Green Paper, bepausg we must mount a major campaj g, g%
t ';&\ation and persuasion 1in order to. secure POsitiye .
eW fFead support. Many pressure groups will be very busy and y
WI@E/&ive to gather behind our prop.osals as .much SUpport ae
Zgzsigi};\\from independent and professional bodies who haye ng
;artyv,géligical axe to grind. We must allow at least sigx Monthe

for congulfQtions.
NV
22 I1f “We Keep to this timetable we can then announce g,

decisions : the end of 1986. Not all the matters discusseq
in the Sec d pecification Report can _be resolved at our
September me&rifg. But to meet this timetable we must agk
colleagues for%a elicam commitment on the general th.ru.st and
direction of our proposals to lncrease local accountability, We
will of course come back to E(LE) with furthe; work on certaip
aspects of the pack in particular the taxation arrangements,

23 I invite my € es:

(a) to endors e broad localist approach of the
policies;

(b) to agree the pf als for the national non-domestic
rate(paragraphs f 4.4);

(e) to agree the proposa
grant, subject to (\‘ er work on methods of needs

assessment (paragraght// 4.5 - 4.12) and the
implications of $i0g the grant total =5
assigned share of cent %venues (paragraph 4.

4.16); /

for needs grant and standard
NP

(d) £o indicate their views ‘on//the broad aCCePtE:;Lb]il7ltX
of the 1local charge prop s (paragraphs 2.
4.20);

(e)

. ey £ .a
to agree that we should  aim for publication O

Green Paper about the turn of Ethe @

Department of the Environment
2 Marsham Street

LONDON Sy
13 September 19g5
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INTRODUCTION

The package we

mponents :

a national non-d
yield pooled c
adult to all au

a radically ref

a fixed

standard

authoriE

& residents'

domestic rates.
S regime would
Same local t

Vice. por any

°le of tne extra c

\ Colleagues i
D the pPackage we
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there were sharp increases in local domestic ta
X

pills in certain low rateable value areas (e g

Accrington);

s the package tended to benefit the rich and those in
prosperous areas at the expense of the poor and
those in less prosperous areas;

E businessmen currently in low rated areas would face
significantly higher rate bills as a result of a

uniform national non-domestic rate.

fle were asked to undertake further work to establish how far

these problems could be reduced.

1.3 Section II of the Report, looks at a range of possible

Bvers to mitigate extreme effects in particular geographical

@eas of the proposed changes.

4 section III of the Report considers possible alternatives

ﬁrzeducing the overall weight placed on the residents' charge.

&Y include:

i te the
3 transferring the whole of the cost of education

Exchequer

grants to support local

increased use of specific

spending

tax Or other source of

introducing a local sales

locally variable revenueé

y tax

e t
retaining a modified PIOPer




CONFIDENTIAL

It assigning a share of

national ' taxation to
support local expenditure.

In the 1lght of the further work we have done we have
.ried our proposals in certaln key respects,
l

n to the new local tax.

particularly in
Our revised proposals are set out

¢ section V shows the results of our modified package and
I O ‘

tion VI looks at the transitional arrangements which may be
e

quired before we can move over fully to the new regime.
re

17 We were also asked to study further the arrangements .for
wllecting and administering the residents' charge. The detailed
tonclusions of that further study are reported in Annex 4. Arlmex
§ describes the progress on the review of controls on capital

Btpenditure.

i ich deal
1.8 The full list of Annexes to the main Report whi

ih nore detail with our proposals is:

Annex 1 Non Domestic Rates(Red)

Annex 2 Grant (Yellow)

Annex 3 An extended city grant (Yellow)
Annex 4 Local charge (Blue)

i (Green)
Annex 5 Helping those with lOW incomes

Annex ¢ Capital
Annex 7 Detailed results

ions
Annex g Rejected options
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MITIGATING EXTREME EFFECTS IN PARTICULAR G
RAPHICAL ARE
AS

" t. .
b this section looks at five possible ways of ol
ok of cur May packageyeusi TN modifying the

2l modifying needs assessments

b. changing the proposals on the non-domestic rat
e

c. introducing London arrangements

d. introducing a city grant

e. retaining an element of resources equalisation.

‘Ja. Needs assessment

2.2 The new grant regime will put much more weight on needs
a?sessment than the present regime. Local residents
fill bear the full weight of all spending above needs
@sessment, with no subsidy from the non-domestic ratepayer.

lhis } ) Sl s
his is potentially a very harsh regime for urban authorities.
assessments can

on them, and
level of

e m
ust therefore ensure that our needs

ear o
the extra weight  we are  putting

authority is  faces with an intolerable

d of assessing authorities'
n the present

in the inner

'-3 O ¢
Ur aim is to devise a new metho

;v:‘. "
, ding needs which is simpler to understand tha

8Yst
M but also picks up the extremes of needs
In producing

fi i This work could take several months.
vgul‘es for this report we have had to use two illustrative
WOY), -
h assumptions as proxies for these improved needs

‘f.
ESsments 5
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.. i ncreasin rant elated
. g9 the. nati onal Gra R
xpendit Y m 5 3
E p d U)lre (GRE) control total b 1 £1060 (
pe cent a i g i ‘
T nd sh ieal 1 i
a n T between most services

in P i
proportion to local authority budgets

148 ad i i
opting methodological changes to GREs whi
, would g
b be 1less harsh for the inner cities
i .
ese are already on the table for 1986/87)

fhis gives a general indication of what would happen if

levelop needs assessments which reflect the circumstances w:
fner city authorities in a way appropriate to the new gra::t
srocture, but in practice we shall be operating an altogether

iev (and i ;
{ different) needs assessment system under our new

fegime .

i Non-Domestic rates

¢ Dom i : :
estic taxpayers in high spending, high resource areas

il fa
ce larger local tax bills through our proposals to set a

fldtiona ] ;
e non-domestic rate at the national average, pool the
#0ceed . . i

s, and redistribute them t0O each authority per adult.

in low spending areas would also face

a result of this change.
the proceeds lie

Non- ;
domestic taxpayers

Poher tax bills as
POssin)
€ to cap iEhS non-domestic rate and let

It would Dbe

fca) )
: Y. That would help to moderate poth of these effects.

We have nevertheless rejected the option of capping the

n‘do y
Mestic rate and letting the yield lie locally:
present inequitable

in perpetuity the
dagesi

1t would freeze
n-domestic rate poun

Pattern of no




it would be inconsistent for 8 nationally-set ¢
. . = ax t
pe levied at varying rates across the co ;

: untr
long-term basis; y''on “a

- it would either give a huge bonus to authorities with
concentrations of non-domestic Property or require
a large-scale equalising grant to compensate for

differences in non-domestic rateable value

¢ oOnce we have improved our needs assessments, we believe
that it is Jjustifiable to make local domestic taxpayers bear all
of the cost of spending above assessed need.. Transitional
kasures (discussed later) are the right way to cushion
hisinessmen in low spending areas agairist the move to a national

oundage .
i City grant

4] We could reduce the residents' charge in high spending urban
eas by providing additional taxpayer money to support spending
#l those authorities.

“e We have looked further at the idea of a no-strings,

0-up" city grant. There may be some merit in this proposal as

BPrely transitional el RTINS ‘i

'derate their spending DehSyEE IR
Yaxes. But 'its only

ile protect

residents from excessive local

eflect the

the apjjj t methods to I
ilit ds assessmen {
: Yy of our nee our first

tlat " ities in full.
€ spendj the inner citie
pending needs of ds so as to

only if we

device.

iten - (o]
P is +o establish whether we can reform those meth

5 ‘ i ities.
better needs assessments for the imnes c1t. !
| "topping up

)
t0 do so will we neefl SlETHEENEEI_




1f it weks considered desirable op .policy grounds

i i we could
bon @ CLEE grant which would aim to secure major ch

' ici anges in
spending policies of urban authorities by involving

o - : S Central
qment directly 1in decisions

N Oon the management of main
borvices. Annex 3 sets out the case for going along this road
b the practical difficulties we would need to overcome.
that notwithstanding the potential

Our
Blev is attractions, an
overnment finance arrangements would be unlikely to succeed.

London arrangements

100 We could reduce average domestic tax bills in London
sinificantly by introducing special London arrangements which
flloved London authorities to keep some of the benefit of their
hich non-domestic rateable values. This would be consistent with
fist grant arrangements. But it is an arbitrary device, which
fuld be difficult to justify within the new regime. It should
e adopted only if the new needs assessments fail to cope with
ftremes of need in London. Special arrangements will however be
feeded for the City of London, to reflect the abnormal extent to

flich  the City's services are provided to non-domestic

P 18sources Equalisation

le value areas (eg Accrington) face

of the ending of the na
n account of their low ra

1
* Residents in low rateab tional

Nore - <
‘recsec tax bills because -

\ax 2,
Peyer compensation to them O

alues !

grant

resources equalisation
charge pased on popula

‘12 . :
‘ There could be no basis for a Bl

,fw ) 4
® Moved to a flat-rate residents




glues, we could moc
v continuing to
#epoundages pE ;
at vary out of all
he link between the a
ithority's Vspendi‘

axpayers.

 Recommendations
16 We propose tha

1 we rely

)

of needs

its yield

we keep
table,

we aband
Property
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poLICIES TO REDUCE THE OVERALL IMPACT OF THE

i1
: CHARGE ON HOUSEHOLDS

RESIDENTS'

J, There are two ways of reducing the overall impact of the

;esidentsl charge on households:

= increase the proportion of 1local authority spending
funded by the national taxpayer;

b. give local authorities a supplementary source of local

income.

3 Increasing national taxpayer funding of local services

3.2 The simplest way of reducing residents' charges across the
tuntry would be to increase the standard grant payable to all
fithorities. National taxes would be increased to compensate.
fauthorities' spending behaviour were unchanged, there would be
uniform cash reduction in the residents' charge in each

fithority.  But the biggest proportional cut would go to the

ithorities with the lowest residents' charges - which would

iready be substantially below the previous rate Dbills...sAnd

I’easing the dependence of local authorities on government

Fnts would run directly counter to our localist approach.

; ! i the
I We looked at three CEHEHISEIESIISEN—_—

rough extra help from

(=3

’egate yield of the residents' charge th

fle 15 o
fational taxpayer:

ducation service to the

1. Transferring the cost of the €

Exchequer

\ be pursued:
we Consider that this optlon Should nOt p

cation
i i management control of edu ”
if there is no

a financial

then .  theret s

education;




We have
grante
believe

influenc

We have r

e
residents’'

¢ Our grounds

.eater length in




6 we have
SCusseg in May
froe . retaining
dngements,
iv, Retain‘inr
7
A Property
'tainly reduce

!
(3
i ddvantages:
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Py authorities woulg have a broager tax base

! : property is a rough Proxy for "ability to pay"

and including a Property charge alongside the

: (]
residents charge would reduce Pressure to

i i :
convert the flat-rate residents' charge into a

local income tax;

46 There are two decisioms which we would need to make if we

ecided to have a property charge:

- first: the valuation base for the property charge. We

do not believe that the property charge can be based

long-term on existing rateable values. So we need a
new valuation base. Our tentative preference is for
floorspace - it is simple, and does not require

subsequent revaluation. It is a reasonable, though
rough and ready, proxy for use of local authority
"property services". The alternatives are capital
values or a hybrid, like a points system. Annex 4

discusses these options in more detail.

3 second: the split between the property charge and the
This will be determined by central

1 affect the distribution of bills

residents' charge.

government. It wil .
We have exemplified a 30:70 split,

and "people"
everyone's
£151 (on

between households.
split between "property

based on the
split would reduce

services. Ssuch a
30%, from an average of

- re » ] e b .
sidents' charge by Alternatives are

our spending assumptions) to £105.

discussed in Annex 4.

bece
"endations

e the amount of
It goes directly

3 increas
We do not believe Wwe€ should 1n

CthuQr funding of local authority SPendlng.

A | WL s
St our loeel accountability approach

2



we do not

10

D O
yrces of local

r a tourist

pstantially modi
stem. our prel:

ise 30 per cenm

, pelieve that

kelihood of ou
 parliament and lc
essure to conwv



OUR PROPOSALS

1
tal

lerleaf compares e

opose

we are now
| of our propos

d regime.
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TABLE 1

HOW SERVICES ARE PAID FOR

£25.8 bn £25.8 bn

£0.7 bn STANDARD GRANT
. £4.0 bn
i
BLOCK GRANT 1
£8.1 bn
3 NEEDS GRANT
i £4.8 bn

SPECIFIC GRANTS
£2.6 bn

FEES AND CHARGES
FEES AND CHARGES £2.2 bn

p £2.2 bn

ED
NOW PROPOS
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TABLE 2
NUMBER OF NON-DOMESTIC RATEPAYERS
IN POUNDAGE BANDS
(1984-85 NATIONAL ESTIMATE)

':b:; _; P I Average

25

270
240 250 260

g0 190 200 210 220 230

50 160 170 1

1984-85 Non Domestic r3te §
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GRANT AND AVERAGE TAX BILLS FOR
SPENDING AT ASSESSED NEED

Authority C
Assessed Need
Authority B £580 per adult
; Assessed Need
Authority A £535 per adult
Assessed Need ,
£500 per aduilt

gal Charge
£120]

eds Grant

Ndard Grant

ition
~C mestic
)

adult for lowest needs Authority

' £460 assessed needs per

Um;
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THE EFFECT OF SPENDING VARIATIONS
ON AUTHORITY B’s LOCAL CHARGE

Local
 Charge

'Needs
. Grant

1

IStandard
, Grant

|
|
|
|
|
|
|
|

'National
'Non-
| ¢
 Domestic
Rate

|
|
|
|

T e e —
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! The Government cannot relinquish itg interest in the

Reral level of local authority expenditure and the demands which

overnment as a whol
Jocal 9 = Bkesl af  the taxpayer. Our

proposals, operating ‘'from the bottom up' through radically
inproved local accountability, will be both more effective in the
Bhort term, and far more durable in the longer term, in putting
gressure on local authorities than the 'top down' pressures of

the present block grant regime.

4,9 Table 5 overleaf compares what happens under our regime and
the 1986/87 Dblock grant regime if there is a £100 per adult
increase in local spending. Across the eountry, loeal tax bills
jould goup by £100 per adult under our regime, but by only £83
uder the present block grant regime. The increase in pressure
grises primarily because the cost of the extra spending cannot be

passed on to non-domestic ratepayers.

4,10 As a result there will be a greater discentive to marginal

increases in spending than now since they will reguire a higher

Ncrease in the local charge, and a greater incentive to savings
than now since the benefits accruing to electors through a lower

local charge will also be that much greater.

.11 Table 5 if anything understates the relative

Bifectiveness of our regime. It does not take account of the

fecycling of block grant losses as gains to other authorities

F'close ending"). That would make the contribution made by local

1 i than
}domestic taxpayers under the present grant regime lower
fion in the table.

there will be an extra

12 on top of this, under our proposals, '
the increase in the

Pirce of pressure on local spending from
Table 6 compares the numbers

resent regime. 17m
Ts will be acutely

P Mber of local domestic taxpayers.
aYi“@ local tax under our regime and the p

EOple eive rates bil
wh sently rec
© do not pre Y + our new proposals -

g : es unde
e : local tax ;
, ©f any increase in no one will receive a

n : iew
. | following the Social Security EOWLEN

8 | rebatel

16
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TABLE 5

SPENDING PRESSURE

ery Authority

ROPOSED REGIME
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TABLE 6

WIDENING THE TAX BasE

Adults liable
Adults for local
o liable charge
paying

for rates
full rates




CONFIDENTIAL

2 re effective
. i 1i8 il preéssure on spending through i
,aC:odntabl 1CHY will allow central government mproved lOCal
; to
and Tresource-sapping involvement i forswear the
in

e i lo .
irairs which has caused so much ill wil] cal authority

g llies in recen
st and opponents of the Government al g
alike. The

ao urther i i i
3 f st in extrlcating central Gove
rnment from

ywolvement in and blame for loc
al authorit ’

y taxation decisi
sions.

.14 We propose to do this by calculating standard grant

yaanteed share of a national tax - an assigned revenue L
se proposals which we originally put to the Commi.tteUnder
mvisaged that standard graﬁt would, as under the present s :te;e
éein aggregate amount set by central government. The arZumen;
i» favour of retaining sugh an arrangement is that it leaves
wriral Government with an across-the-board lever with which to

ifluence the aggregate of local authority expenditure. But:

= under our proposals the greater marginal pressures on

spending render this unnecessary: and

government to manipulate

3 the ability of central
ontinue

+ will enable local government to ¢

standard gran
me for local tax increases On central

to put the bla
government; this would run precisely counter to the
whole thrust of our g home to
that marginal spending

- are solely and

package which is to brin
local voters decisions -

reflected in their 1O

entirely the responsibil

cal tax bills
ity of the ljocal authority.

inimising central Government

e automaticity into
ue would

4,1: :
i Aside from the benefit of m
VO 0 .
lvement in local affairs and injecting som
an assigned reven

I‘eve
n
ue support for local government,

hay
e
the following important advantages:

nce the presentation of &

onsiderably enha
g the centralising of

it woulidie
counterbalancin

localist packageé:
the non-domestic rate€:

17 s
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4 it would make
i local taxpayers much more aware of th
true cCOS
of local services and the extent of .
demands authorities make on them i tOtal

5 the argum
guments about the regressiveness or otherwise of
the 1local tax arrangements can be set in the wid
er

context of the national taxation system

,16 The mailn candidates for an assigned revenue to replace
andard grant would be a share either of VAT or national income

:;x, We propose a share of VAT - a share of income tax would
evitably lead to calls for local government to be given
iscretion to vary the local rate of income tax. On present
tiqures, replacing standard grant with a share of VAT would be

quivalent to assigning a gquarter of the present VAT yield to

local government.

. Local chabge

new tax to replace

4,17 We maintain our view that we need a
"local charge",

rites; but we have decided that a combined
tmprising a property charge and a residents' charge is a better

0‘-' 3
Ption than a pure residents' charge.

418 The features of the localicharge would be:

. 2 flapis residents' charge, payable by all adults,

to raise 70 per cent of local revenué;

payable by householders, based on

b. a property charge.
30 per cent of loc

floorspace, to raise

al revenue.

for the local tax

would mean
households .
social security

Tah
le 7 cshows what this

.- .
bility of a sample of typical
-

For those receiving
review have been
its, the proposals in the

lnc
Orporated.
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l CONF' ST
need to rei LVl ]

¥ . inforce EHESE major ch
,nges which we presented to B anges with ¢t

., future meetings of E(LF)

bt
ihe

he other

in May,
Y We propose

r a tighter budgetary framework
authorities' j

. J J
y

way which dama i
ges their accountability to 1
ocal

voters;

-. increased fee
S and charges to incre
ase the

amount of mone
y local authorities raise to fi
nance

their servic
es from co
) nsumers who
choose to a
pay

mo i i y i p

services;

- annua i
) elections, to ensure that 1local councils

are
called . tol diaccountiiibyasitleirill el ectors ieach
e
year and reduce the scope for manipulation of

spending and tax increases in election years.

(apital controls

4,23 i
A further important outstanding issue is the future of

the C 1
apital control system, which has been discussed

Ntsid
e E(LF). The state of play so far is described in Annex 6.

reliance on bottom  up

current expenditure,

4,24 :
Consistent with our

essur ;
e to  contral revenue-financed

Oy
to control the net
rather than

Central

preference on capital would Dbe

Qx‘er
‘ern : 4 i vi iti
al borrowing of individual authorities

‘kheir i
expenditure.

that aspect of the
namely borrowing,

financed from

gross or net capital

QOVer
nment's primary interest would then be 1n

IOC‘
1 ; !
%+ authority capital expenditure - i o

PSBR. capital
same pressures
there are some

tion before we

E directly affects the
e
ue would be subject &

SPEHdin A
¢ 9 financed | £TOHEEEENEEN.
which need resolu

The five optio
ur specification
we shall

o e as current

However

10

0y able practical problems
1 f

inally opt for that approach.
we outlined in ©
for the moment .

ns for dealing
b,

. Report must
Qm.capltal which t Dback
» repor ac

°on the table i

8¢
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dtely later this Autumn with BeRERRR L
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_ average domestic tax L bills g o
e

‘ ! Northern
region and Yorkshire and  Humberside rise by
between one quarter and one third), reflecting
the combined effectof B L et i e

non-domestic rate ang the ending of resource
equalisation,

- average domestic ‘tax bille in London rise by

13% mainly as a result of high spending in Inner
London. :

- in the '  South iES et SRt Midlands average
tax bills would fall by up to a third.

The results for selected authorities are - illustrated more

fully in Table 8.

%8 In Sections II and III we discussed certain supplementary
levers to damp down the pattern of gains and losses.

lible 9 shows the effects of pulling these levers.

- Using the whole of VED and 1% VAT as assigned revenues

reduces average local ¥ay Hills) by £45  and £27

respectively.

: . i 5%
- Special London arrangements (in this casé, i

i i was
°f Inner London's rateable value into a pool which
£ per adult to Inner

educe domestic local tax

£38, at the expense of''a

then distributed at a flat rate
London's authorities only) would
bills per adult in Inner London Dby

£2 increase ‘in the reStIGEREHEISE—
set . -at 5% of selected

case : ;
uce average domestic loca

- City grant (ESISSSEE.

would red

auE A '
horitics ! EE orities concerned by between

tax bills per adult in the auEn
£20 and £60;

2.3 lllIIIIIIIIIIII
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TABLE S

#FECT OF REVISED LGFS PROPOSALS ON AREAS

Cost Per Adult Eff
ect On Cost Per Adult Of Revised LGFS Package
Now Chequers Revi i
e h e\r’::?: Revised 5% local Per adult Total
P! '9 GREs non-domestic  local tax  change from
assumption rates bill ow
Col 2 Col 3 Col 4 Col 5 Col 8 Col 7 Col 8
LONDON HIGH SPEND
£303.28 £590.55 £379.13 £ 7585
£386.76 £634.95 £514.54 £127.78
£321.28 £637.33 £506.98  £185.70
£319.77 £408.53 £36751 £ 47.74
LONDON/MET GAINERS (27)

. W
£140.14 £ 8960  -£ 711  -f 604 Sp i dgg ¢ £ 75.81 -£ 64.33
£206.23 £169.77 . @ -— ;‘ -£15.19 £ 409  £15048  -f 55.75
£473.20 £42001  -£111.56  -£1061 -£62.83 £235.02  -£238.18
£174.58 £151.03 -f 2463  -f 247 £ 3.44 £127.36  -£ 47.22

o £ 29.11
£102.36 £137.99 B i;i;ﬂ £ 57.00
£190.11 £27030  -£ 352 e o5 £ 6
£161.46 £278.66 -£50.23 "52  £28905 | £ 7492
£194.13 £27926  -£15.10 ks —
_SHIRE GAINERS (227)
: ~£100.70
-£ 1.34 £ 94.76 £100
£195.46 £ 89.88 T 3 3 6'§; ‘ £ 2.41 £126.37 -f£ 1433
£140.70 £124.51 = Sl % 1‘75 T £ 140 £119.23 -£ 65.07
£184.30 £106.08 © 1 = £11.44 Fi4 | f10a85 U -£ 2247
£127.32 £105.16 5 - 8.05 ‘e £129.14  -f 80.93
£210.07 £121.20 % = G4 :
SHIRE LOSERS (69) :

b, ~ . f 343  f£14223 £ 53.74
£ 88.49 £13357 ° ¢ .7 £ 376  £126.26 ¢ if'gz
£ 8335 £11288 = &F& £ 377 £131.51 £ s
£ 90.25 £ 125.44 = £ 363  £15265 £ 63.
£ 89.30 £14747 . & '8

AUTHORITIES
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TABLE 9

EFFECT OF SUPPLEMENTARY LEVERS

Effect On Local Tax Bill Per Adult ———8 ——

ge VED gsed 1% VAT used Special 5% Local Charge
ill as assigned as assigned London city with resource
jult revenue revenue arrangements grant equalisation
1 Col 2 Col 3 Col 4 Col 5 Col 6
LONDON HIGH SPENDING (20)
)13 -£45.06 -£27.72 . -£3822 -£53.65 £15.77
454 -£45.06 -£27.72 & —£38.22 -£56.71 £18.17
6.98 -£45.06 -£27.72 -£38.22 -£56.15 £15.32
A 751 -£45.06 -£27.72 £ 2.09 -£44.73 £10.76

A e 0 SN S N Y T A,

LONDON/ MET GAINERS (2

METROPOLITAN I.OSERS (22)
* O S 3
1 c131.47 _£45.06 £21.72 £,200 Gy £2310 gge 2t
0124711 _£45.06 £2772 0 ) £ 209 -£32.73 e
I ’ ! JEE 909 | -£2360 —£109
a5 —£45.06 _£27.72 i e
‘ 9.05 _£45.06 _£27.72 £ 2.09 - -£27.

4228
26.26
31.51
52.65

-£45.06
-£45.06
-£45.06
-£45.06

AMPLE AUTHORITIES

SHIRE GAINERS 227

SHIRE LOSERS (69)

8.74
8.74
8.74
8.74

mMmMmm

-£12.03
L £12.59
£ 9.72
-£ 9.89
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- Resources equalisation (if
we had a pro
perty element

pased oOn present rateable values and used a i
ump  sum

resources grant to compensate for differences
in

assessed need) would
reduce local tax bills by uwlDlitio (£15

rateable value for spending at
in low rateable

value areas, and increase average local tax bills by up to
£20 in high rateable value areas.

;.0 We concluded that we should rule out the use of an
issigned revenue and resources egualisation to damp down gains
and losses. City grant and London arrangement would be

ised only if there were major problems with needs assessments.

b, Effects on households

5,10 In showing the effects of our proposals on
individual households, we have assumed implementation of both
the Social Security review and personal taxation proposals

tirrently in the pipeline. We have used purely
illustrative sets of policy assumptions. The objective

" this report is to isolate the effects of our local

and so we have built ' -the social

.
llnance  proposals,
the net

curity and income tax policy assumptions into
X bills and net income under both the present regime and our

PToposed regime.
B.1] Table 10 shows the effects of our proposals on

ouseholds by region. The results are sho
tax bills for

wn in terms of net
households both in
compared to present

e health warning in

fanges  ip weekly local

{'s income,

and as percentages of net
fite bille, They are therefore subject to th

Rragraph 5,32,

e are as follows:

i
12 The main features to emerge from the ShE

holds (59%) in
More households gain than lose. 10.5m house
(41%) lose.

England gain, while 7.3m
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TABLE 10

LGFS REVISED PACKAGE (LOCAL CHARGE)
(MBER OF GAINERS AND LOSERS: HOUSEHOLDS

Yorks &  East East  Greater South South  West
England England Northern Humbs Midlands Anglia London

North

East Western Midlands Western
millions % % % % % % % %

% %
AWEE
b (o} 0 0 - - : | - = - 0
3488 4 2 UM R TR N S S
1.6 9 D S 6 T 1 e T
53 30 o 5o LSS G E AR S 38

73 .4t 8 73, 45, 22 60 13 34 16 49

69 39 13 a8 42  Ge L 2¢' 4 48 8 2B
29 16 PRI IR A TR R S RN
6 - & @ v 1 UGN T e 2
1 pVHSELE L A R
£ 105 59 j1aiiiizz 657 L7810 et 67 08 (i 8"
TAGE
0 /W s TUTL, T ST Binaere. T g
. S e
W 0 1 0 v 0 4
e 3; N
A L, 13
16 49
s ,a a1 er 13 SRS ol b
Ry o7 45
0 68 32 1
g7 49 18 2: 55 s 12 :
1.5 ? (1) 5 1 1 1 2 1 o %
2 . -
— 66. 83 51

ers 10.4 59 .A 19




There are more large gainers than large losers 2
. . 6m

nouseholds (20%) have reductions in their local tax bill
il

of more than £2 per week, while 2.0m households (11%) face
increases of more than £2 per week.

_ 1.7m households (10%) have reductions in their local tax
pills of more than 2% of their net income; 900,000 (5%)

nave increases of more than 2 per cent of net income

For most households, the changes are relatively small.
For 12.2m households (69%), local tax bills change by less
than £2 per week.

13 Table 11 overleaf brings out clearly the strong regional

pattern to the resultes

- Over three guarters of households in East Anglia, the West
lilands and the South East (excluding London) gain. This
prticularly reflects the benefit of pooling the non-domestic

nite for these low spending areas as well as the effect of ending

lmestic resources equalisation.

Over +two thirds of households in the North and

lrkshire  and  Humberside -  high spending/low  resource

eas - lose for the same reasons.

ite the
605 of households 1in Greater London lose, despit

equalisation, because of high

fding of resources
ending by Inner London authorities.

25







T e )

 _oholds in low
pus e rateable . value properties in i
where tax n hi
increases resultlng from the gh spending
lmpact of four

- J S or rant a

a;eaS !

L ncrease in &
» ax liability arising from the s t
witch to the

Panl charge. he lar

e . T gest gains, are for single adult

hou i

“%seholds in ' hig rateable value properties in 1 l

S . ow spending

jyeas, who gain both from our proposals on grant and the nati
ational

o domestic rate and from the switch to the local char
ge.

(15 Compared wi i i
P th having a pure residents' charge to replace

jmestic T
i ates, the effects.of our proposals are as follows:

- The
re are fewer large gains and losses

?nly 2% of households nationally would have
increases in net local tax bills of more than £5 per
week compared with 4% under the pure residents’
charge, and only 3% of households nationally would
have reductions of more than £5 per week, compared
with 6% with a pure residents' charge. This occurs

because retaining a property charge and cutting the
the gains to single adult
charge in
(i3 ior

residents' charge reduces
households.: The |HIGWETIIESHE IS residents'

our proposals also reduces the losses to large

more adult) households.

terms of numbers of
Retaining a
and losses

Regional Variations = in
are accentuated.

gains
area. Single adult

gainers and losers ~—
element reduces the

property
between households within an

Multi- adult households lose

households gain 1ess.
ecome more important

less. So the shiftSubDEEHWSSS region b
the household pattern. Because the South

most households gain

from the change in tax

in determining
region gains.
o offset any 1oss

rse applies im E
charge, more hous

East as a
sufficiently t

base. The conve

he North. compared with
eholds gain under

a pure residents’

26
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our proposals in East Anglia

West Mi
south East, dlands and the

an
d more householders lose in the North

and Yorkshire and Humbersigde, For example th
' e

) : ¥ South East who
gain 1s 1ncreased from 82% under the pure residents'

charge to 87% wunder the proposed

proportion of households in the

local charge

' . in the Northern
Region who lose is increased from 72% to 81%

while the proportion of households

¢ our figures have assumed existing rental based property
sues. A different valuation base would be likely to change

e distribution between households.

Colleagues have been concerned that the new tax regime
it be more regressive than domestic rates. Table 12 shows
4e effects on households across the income bands if we move
tom domestic rates to our new local charge. The results
hgest that, on average, low income households woul_d pay a
w:ller proportion of net income in local taxes under the
posed  local charge than  under domestic rates. The main

son for this is that the majority (more than 60%) of low
one adult. At the other

high income are also
e they tend to have

lcome  households contain only
fireme households with  very

‘mificantly better off. This is becaus

“h rateable value properties and Dbenefit from the switch
h income households

P the local charge, even though many hig

This point is discussed

[0 have 3 or | more | adULESs

"¢ fully in Annex 7.

0, x
Implications for Scotland

sting rating system and the issues

1ternative are similar 1n
i revaluation in

The problems of the exi
be faced in introGAEENEENSEI
js year's genera

koot
“land.  The reaction to th : 4
ustration of t

- .
| land has provided a vivid ill
le 1,

Present system.

e shortcomings of

27 e
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TABLE 12

(T LOCAL TAX AS A PROPORTION OF IN
(average for income band) ;e

DR

{ k,
L] .
0-300 300-350 350-400 400-500 500+

200-250 25

50-75 75-100 100-150 150-200

Weekly Income (pounds)
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19 The main presentation of this report is in Engli
/ y nglish te
it work has been done to illustrate the effect o
;stem of financi S Pmrallel
syst cing local government within S
, res SnggeStNEREE i ey o
- average local tax bills per adult i
= 3 n
otiand would show rather less extreme variation than in
moland. All but a handful of Scottish areas would have bills in
qe range £75-£175 per adult (1984-85) with an average of £147
me most important exception is Glasgow District where high
sending in relation to current needs assessment produces a bill
£ £193 per adult.
520 Water supply and sewerage are a local government service in
iorland, not a nationalised industry ome, so direct comparison
i:r English figures is difficult, but the payment for a similar
«: of services in 1984-85 may have been some £10-£15 per adult

lwer in Scotland.

.21 Oon the non-domestic side the move to a uniform rate

ouindage would produce significant turbulence, but perhaps rather

less than in England Dbecause there have
A suitable transition

been two full

rvaluations in Scotland since 1973.

%riod would still be necessary. The

n-domestic rates is significantly higher in Scotland and
ther in relation to any move towards

general level of
this

i1l need to be looked at fur

i uniform nationally set non-domestic poundage.

d, T S ’
+ Implications for Wales

1ling local government

arrangements for contro
grant in wales have

: e

“¢¢  The current
“penditure and distributing rate support
expenditure is broa

s far from perfec
n use in England.
system are

dly under control.

Work

tked relatively well:
N

“ertheless, the system 1

+ and has the same
The issues toO be

Inhe :
rent weaknesses as that 1
D : o common to Dboth
amined in considering anyERES

Coun +
nt

ries.
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23 The proposals outlined in this Teport can be operated i

' P e in
i d as '

les modifie n-ecessary to reflect Welsh circumstances. The
 fluence of the main components of the proposed arrangements ha

’ s

.n assessed and the results suggest that, as in Scotland, the
;S:roduction of a pure residents' charge would produce a far
,rower range of local tax burden on the individual than in
.cland; the highest charge per adult would be around £145 and

e lowest about £70.

(24 The impact of incorporating a property tax element within a
wcal charge 1s inotiias significant in Wales, at the individual
ocal authority level, as in England but the broad direction of

mange at the household level is similar in both countries.

:25 Given the relatively compact range of existing non domestic
mindages in Wales the introduction of a uniform rate for this
wctor would result in a smaller shift than elsewhere in the
ritern of taxation between areas. Consequently only a

tlatively short transitional period should be necessary.

29
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vil. CONCLUSIONS

‘ In the light of the work we have done since the last meeting
o E(LF) we have modified our original proposals. The reforms we

now advocate are:

4 a uniform national non-domestic rate, with a small,
discretionary element, to be introduced at the same
time as the new non-domestic rateable values. The
proceeds of the national rate to be pooled and

redistributed on a per adult basis;

ii. a radically simplified grant structure, based on an

improved method of assessing spending need;

iii. replacing domestic rates with a local charge comprising
a residents' charge, paid by all adults, to raise 70
per cent of local revenue and a property charge; on a

new valuation basis to raise 30 per cent.

1.2 This package offers the prospect of |a ' stable @nd
self-regulating system of local government finance, in which
tentral government will be able to extricate itself from detailed

intervention in individual local authority spending decislons.

The panoply of central controls we have had to develop will be

replaced by more effective local pressures.

JEPARTMENT OF THE ENVIRONMENT
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ANNEX 1

IC RATES

K-DOMEST

INTRODUCTION

5 he main R t £ u t uxr t f
| epOI sets O O proposa to se a uni orm non-
1es C rate Wit rocee centr I I n
R ll p (@] dS pOO ed e a y a d redi Stributed
Y adu he to ll Ii t u rt l C l uth 1t
ndl1tdE . i g h =
e akl n t e power tO set the no i
e i n dOmesth
: ; I rate
rom lOCal authorltles Wlll plaCe the full burden Of
cn\.ing any i i p i g p y
increase W 1nas endln on local dOIIleS ti c taxpayers

sines i
s ratepayers will no longer be subject to volatile

ements 1in the business rate. At E(LF) some concern was
ressed at the size of the gains and losses for non-domestic
epayérs and local tax payers entailed in moving to a uniform
e with proceeds pooled centrally. This Annex discusses

ernati i
ative approaches and the mechanics of working a uniform

-domestic rate.

ALTERNATIVE APPROACHES

Setting//laiiate designed to yield the same as the present

l i : .
yield of the non-domestic rate will mean that non-domestic

e . . . 3 B
payers in all ‘authorities with rates above the national

sction in) thelr irate pounda
average face an

rage will enjoy a red ge and in all

pelow the national
we have looked a

horities with iEaEes
t alternative

& g .

ease in their rate poundage.
ves set out in paragrap
and losers from

S of achieving the objecti h 1, while

iding the problems posed b
domestic rate poundage.

v Ehe gainers

ti ;
lng a national nons=

non-domestic rate poundages

but would mean a progr
h would

present

A freeze ORI
essive

1d : !
d avoid any gainers OF losers,
n-domestic rate whic

To avoid a
ould

l in the realifvilce of the no
rce of income.

€ to be made up through another sou

n domestic taxes, the loss of revenue W

e A . Y
Jressive increase 1

€ to be made up throu

gh an increase in another business tax.




. 5 ] . i
on 'dOmes allo /3 ie lO:allY WOuld deal wi th tl .s ¥

tie :
maintain the 1link between

Which would‘
Moreover i,

. ! , "wither o
the vine" and in that period the unfairness and burden £
OL the

rates. A new business tax, such as a payroll tax
’

and ratepayers

authorities.

and their local

L Birtas i
1t would be unsatisfactory because the enormous

directly tax would be equally undesirable,

would take a long time for the yield of £6.5 bn to gifferences 1n non-domestic rateable values between authoriti
orities

fould create a great disparity in'local tax rates, with very low

present spread of rate poundages would be perpetuated. ye dotmt‘ gomestic tax rates in authorities with the highest concentration
see a freeze as an acceptable option. bf non-domestic rateable value. (Camden could substantially

increase its spending and still not need to charge local
1.4. ‘Capping existing non-domestic rate poundages (i esidents anything for their services). Therefore a complicated

allowing them to rise by no more than a specified percentage eacy eSOV CES equalisation scheme would be required, which would have

year) but still pooling the proceeds would be less disruptive to e V¢7Y similar impact on local authority finances as pooling the

nondomestic ratepayers than setting a uniform rate: non-domesti. fvi¢l¢ ©f the non-domestic rate.

rates would not need to increase in low spending areas. And the

permanent protection from excessive rate increases for a i ’- We do however suggest one modification to the basic

roposal. If the entire yield of the national non-domestic rate
is pooled centrally there will be no link at all between the
ratepayer and the

We believe it is desirable that business should have

businesses would be clear and tangible bonus for them. But it

=i . :
would freeze in perpetuity the present wide range of non-domestic

poundages - the Newcastle businessman would, local

usiness services provided by the

at the end of the

century, still be paying twice as much as the Croydon businessman
because of :

ouncil.,
question the quality and quantity of the

We also believe it is desirable for local

Newcastle's spending policies in the year beforefcrc standing to

capping was introduced. ervices provided.

In the long- term we do not believe it

would be acceptable to levy a national tax at widely different uthorities to have an incentive to encourage development.

rates across | Ehe country. therefore concluded that

capping historic poundages cannot be justified as a long-terl
option.

We have el
ption of allowing local authorities to

fit of 5 per cent of the proceeds of

.8. We considered an O

etain automatically the bene

he national non-domestic rate. But the advantages of Ehis in

= - : : : : i uld be
L5 We believe that the problems of gains and losses for nom erms of retaining a link with their business ratepayers wo

o 1 authorities would
domestic ratepayers cot HRIEEG s

o : ever 7 the fact tha
arising from the introductionic ely attenuated by

rate ris tackled by suitable transitioml

These are discussed in paragraphs 1.30 and 1.31.

5 : - would be no
non-domestic best ave no discretion about the amount raised and there
-

arrangements. ocus for business consultation.

rities should be given

1.6. The proposal 9. We therefore propose that local autho

in the main Report is that the income fron

the i ] :
uniform non-domestic rate should be pooled centrally s

redistrij ; i
stributed as a fixeqd amount per adult to each authorltho
reduce the noted

. size ©f the residents' charge. As ' wae
ireVlOQSlY' this ' proposal . produces: daie large increases |
domeSt%c tax bills in those authorities which have high nwi

omestlc‘ kateable ' values, or high poundages, oOf ESEES The
alternative approach of i rate ar

capping the non-domestic

n-domestic rate, of up

he power to raise a discretionary local no :
In the first year

e nationally set poundage .

the national poundage wou

6 &
> per cent: ofEl .
et to yield
& the uniform rate, ' 1d be s y
a

Per cent less in real terms than the nation
5 illustrative numbers t

local authorities covering

1 average of the

his would mean a

fevious year, . On 1986

atiOnal poundage of l70p. In total,
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a particular area would then have discretion to charge a locay
rate up to 8%p. This amount would be split between tiers o
authority in the same proportion as the split of grant entitie.
ment . Each authority would be able to levy some or all OF ‘itg

share of the 8%p.

1.10. Most high spending authorities would tend to lewy the 53

maximum rate. But some low spending authorities, where business

could face the largest poundage increases on the setting of »

uniform rate, may choose to levy less than ‘the SmcSimams

thus

reducing the number of non-domestic ratepayers losing from the

setting of a uniform rate. No non-domestic ratepayer would pay
more under this proposal than under the simple proposal to set

the national rate at the national average.

1.11. We propose to reduce the local charge payable in the City

by a variation in these arrangements. This 1is discussed
further in Annex 2.

(@ HOW THE NATIONAL NON-DOMESTIC RATE WOULD WORK

1.12. The features of our proposed scheme are:

(a) the proceeds of the national non-domestic rate would
be hypothecated to local authority spending,  thesnois
domestic rate would become an "assigned revenue":

(b) the poundage would be statutorily indexed to the GDP
deflator forecast published in the Chancellor's AUEUMS
Statement. ‘

(c) the proceeds would be collected by local authoritiss o
the basis of an assessment by central government @i Ehe
product of the national poundage and rateable values
frozen at a suitable point before the start gk th°
financial year.

(a) there would be regular revaluations - ©OF possibly a
process of rolling revaluation.

13 .

These features are discussed in turn below.

i) Hypothecation
) HypOEhE

1.14.

we have assumed that the non-domestic rate Dbecomes an

assi?‘ned revenue hypothecated to the support of local authority

expenditure. The alternative would be simply to make the non-

jomestic rate part of general tax revenues, with the rate set in

e Budget. In which case, to make up for the loss of revenue to

jocal authorities, standard grant,

also paid on a per adult
pasis, would need to be increased by the yield of the non-

jomestic rate, from £4.0bn to £10.5bn.

1.15. The removal of local authority discretion over the business

rare will be seen as a centralising move. To go further and to
remove the link between non-domestic rates and local authority
spending entirely would exacerbate this. Local authorities would
tind it difficult to accept being tax collection agents. Indeed,
i the non-domestic rate simply became part of general taxation,
ve believe that it would be necessary to place_ responsibility for
a task for which they are not

1 addition

cwllection with the Inland Revenue,
equipped at present and which would entail a substantia

to civil service manpower.

[ii) statutory Indexation

with Dbusiness representatives who

discussed . ;
e form of statutory indexation

1.16. We have

have told us that they feel som

1 increase in the
Y & statitem ceiling on the year-on year. Hne ; i ToE
bus;ness rate which could only B g R0 yc.vernment
: re
le§islation wouldiile 18 safeguard against a futu: °]

X A
, —domestic rate.
llcreasing business taxation through the non ' R
incr ;
tiling would place a maximum on the annual A
A : e every
Pould sti1]1 necessitatelE Ministerial decision

5 domestic rate. statutory indexation
e e

iner in the no ol
. decisions and increase the automat y

%uld remove the need for

e | : . e system.
the local author ity REEEE
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1.17. There is a choice of inflation measures to be used ang
n |

a

; The |
It is88 Publisheq
and well understood index and has the benefit, comparegq o
(4

choice of whether the link should be historic or fOrecast

use of the historic RPI is well precedented.

say,
But the 'RPI IS a basket

of consumer goods, not a measure of business, or local aUthority
{/

the GDP deflator of not being revised.

costs. The GDP deflator is likely to be' a better indicator of
those. A historic rate would look out 'ofildate by the following
March, if inflation were trending sharply. For that reason we

provisionally suggest that the link be made to the GDP deflator

forecast published in the Autumn Statement.

(iii) Collection
1.18. Local authorities' contributions to the national non-
domestic rate pool would be equal to the national poundage

multiplied by their rateable value frozen at an appropriate date

in the previeus financial year. The rateable value would be

adjusted to reflect fully statutory reliefs for empty properties

ete.

of ' the  locadlly ‘wvariabile poundage. Local

continue to collect the non-domestic rate. To avoid unnecessary

movement of funds, contributions to the national pool would be

deducted from authorities' entitlement to grant and their sharé

of the national pool.

by the authority.

1.19. Phis will give  ioeal incentive t0

authorities every
maximise the collection of non-domestic rates. Every pound not

collected would ultimately fall onto the local charge.

1.20. This method of collection will mean that authorities will

retain the benefit of any increase in rateable value aftéer the
date on which rateable values are frozen e

s them

For most aUEHGE
their deenes
: ey

give

contribution.

some leeway in meeting
But it may be unreasonable to expect an RN
to i i

meet its assessed contribution to the non-domestic rate PQOII

7 : : n
it suffers a sharp decline in rateable value after the date 9

The cost of discretionary reliefs would have to be met out

authorities would

Net payments only would then be made to or .

oo 2 effectlive rateable values are frozen n euch

C

ratively rare - Clrcumstances, the authority's contribution

;o tne non-domestic rate pool would have to be reassessed

(iv) Revaluation

1.21. Ministers have already agreed that there should be a non-
gomestic revaluation not earlier than 1989. A revaluation will
pe essential if the new uniform poundage is to be levied on a
We believe that the two changes - the revaluation
setting of a uniform rate - should be introduced at the
That

domestic revaluatiom,

same time. That is also the view of the CBI and the ABCC.
requires an early announcement of a non-
with a view to the introduction of new rateable values in April

19965

effects of a non-domestic revaluation - on the rental

used in previous revaluations - will be to produce

izl shifts between both classes of property and regions.

It some cases this will be partly offset by the move to a uniform
non-domestic rate; in other cases the losses Or gains from the
revaluation will be reinforced by the move to a national

set to maintain real yield of the non-domestic

one by the Inland Revenue

1.23 We have two sample studies, .
i -domestic properties

feluation Office, covering all types of non : o

| i iff, and a sur

in & sample of 19 English towns and cardiff,

rating Surveyors, based on

Herring a leading firm of
S Son and Daw, gical differences, both

towns. Despite some methodolo

Surveys show the following results:

rom the revaluation

(a) Gainers f

st industrial and warehouse proper-
mo

with the grea

test gains toO the
ties,

largest and oldest properties



most offices | S s . b
poorer iron.

shipbuilding yar |  ; i i : s

(b) Losers from the revaluation -

= retail = ‘sector
shops in central

markets

very modern fac
units
best o0il refine

omplex :
comp &5 Basingstoke
hotels, boarding o £
Birmingham
premises. Brighton

Bristol

1.24 The setting of a uniform non—domesft Baraier
shifts between low rate poundages areas an Coventry
areas. Table 1. shows the Valuation Offi Croydon
effects of a revaluation only, and a reva ot

setting the non-domestic rate at | the 1ags

Leeds
The effects are shown first as a percentag}e Leicester
& percentage of rent and rates combined. Liverpool
assume that all authorities make ful 1l s e

fanchester
5 per cent local rate,

Newcastle
Northampton
Norwich
Oxforg
Plymouth
Re&ding
Sheffielq

weStminster,




l

1.25 We have looked at the likely impact on the pro
: ; ] er
Viewed nationally, increases in the retail sector : ty Market
. shoulgd
decreases for most other property groups. The lar .lead to
(over 100 per cent in - : —2T9est increa
some cases) in rate bills a Seg
: re :
central shops and offices in the South and! West SSms for pripe
i e Valuati
Oon

0ffice and 'Herrin
g and Son and Daw both i
point out th
at these

their

rentg

sorts of properties have low rate bills in relati
ren#s and tend to be held! on a | leasehcild basislon'to
subject to gquinquennial review. Taking account of e
the ﬁmx}mué increase 1in occupancy costs faced o:e::vés we%L
;:iblnec with setting a national non-domestic rate is :j;atum
I cent. i r
S incr:z::: éf pfopertles which are 1likely to face ti:
Ao in bills are escalating and ‘the Valuation
g 1s that the rate increases will be relatively

IodeSt_ W}le“ set bESlde rent INnecreases ax)(i Wlll be a581mllated in

rent reviews.

1526 e Pl i
ggest gailners are industrial properties and war
e

houses in the N
R North, where rate bills are currently very high
e to rents. : :
the setti : They will gain both from the revaluation and
t1ing BE .
the national rate at the national average In

many cases th i

IR fIese properties are owner-occupied and they will
enefit ;

from the cut in rate bill. Over time the reduced

rates liabilit :
A y will be reflected in an increa ; h il
alue of the property se in the capita

L2 “wWe il
’ noneth
eless, need transitional arrangements toJ

Safety—net
non-domest j
1c ratepayers against increases in rate

bills arising f
r
9 om both the changes. These are discliEEE pelov.

1.28. The busi
iness . :
Organisations have represented to us that they

would hope to
seel a .
commitment to regular revaluations as part

ok any ‘refor
med regqgi
gime for non-domestic ra e With compleu

divorce of
the domesti
A 1lc and non-domestic t here win
need to 1link ax systems, theé
ilar

0s€

a non-d : n
Omestic revaluation to @& sim

upheaval on tt
1 do
mestic tax side. We would thereftis prop

that a commi

Ltment £
the © regular revaluatj ; ¢ of
package. ions be an integral Patf
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g The CBI hawv
W € suggested a more radical option
= @ continual

qating of the non-domestie rateable wval
ue

up“

base through a

_11ing revaluation®

ol g On s They have promised a paper setti

‘heir proposalsh j i L

- prop We see no objection in principle to such

cheme . Buti " isin i ity

b ce 1t would mean periodic actual valuation
s

compined with indexation of the rateable value base i

petween revaluations, the crucial question is whether aln y?ars
index can be found. The prelimihary Valuation Office iii:lb%e
that it would ‘bellidiEErctiFEiEtolEEind o i nde X that woul: :s
squfficiently |'sensitivelte movements to reduce the disru tioe
caused by a general revaluation. To index the base topsom:
general standard of inflation would however be an alternative

b . ;
to increasing the poundage between years.

TRANSITION

1.30 On the basis of 1984-5 poundages and rateable values the

package will mean ‘a substantial number of small losers and a

smaller number of large gainers. But in practice, these

changes are 1likely i toliibe overshadowed by
. as we have suggested - Dnew
s the move

larger changes

arising from the revaluation if

e introduced at the same time a
1f we are to gain

for'! 'these
el that

lateable wvalues ar
to a uniform national non-domestic poundage.
from the Dbusiness community
phase in the net effects s
sudden sharp

Jeneral acceptance
thanges, we shall need to
are protected against
it would be difficult fo
require the

Indiv !
ndividual businesses
r them

which

lncreases in rate bills,
This will probably

+
t

O absort | infiicrec e a.
non-domestic

Setting of a percentage Tamit on | dncreascs in
Tate bills, with the costs Of such relief paid for either by a

n rate bills or by an overall

C G : . . 3 .
Orfresponding limit on reductions 1
rate poundage.

fdJustment to the uniform non-domestic
horities to the national pool would need to
ses from this statutory
e

e .
ontributions by aut
b )

© adjusted  tolFerlEEENE revenue 1Os
phased out over

nnounce the detail
ing well in advan

uce uncertainty @

Fely : er of years.
€lief, which would be a numb y
&ot. the transitional

Woy .
Uld be importanENEECEE :
ce of the introduction

ary.

‘rangments and their phas

i g give the propert
the new system, t© red nd g property

mh
ket time to adjusts
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1.31 It would also be possible to  shiftEEe balance betye,
gainers and losers by reducing the aggregate yield of d nm:
domestic rate. This approach has been advocated by the CBI, The
following table, shows, on the basis of the 1984-5 Poundages ang
rateable values used in the exemplifications, the changes ip the
non-domestic rate poundage and revenue yield which would e
required to ensure more gainers than losers from the move tg 5

uniform non-domestic rate.

(No. of hereditaments in thousands:

1984-5 notional poundages)

National poundage Gainers Losers Cost of lost
Yield (£m)

L7870 461.8 1,304.0 0

170.0 881.0 884.8 300

160.0 1,314 .9 450.9 700

150.0 15,7452 2056 1100

140.0 15 765..'8 0 1500

1.32 setting the national rate at 170p would ensure a rough
balance between gainers and losers so long as authorities choose

not to levy the locally variable rate. But in practice many}

authorities will levy the maximum rate, so if we want to ensure @

preponderance of gainers over losers we would need to reduce the

maximum poundage (national and local) to 160p at a cost of £700m

in lost revenue.

VLT
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ANNEX 2

GRANT

INTRODUCTION

This annex describes the main features of our proposed new

-an

grant arrangements, in the light of the discussions with other
depar tments. It covers thellstructure wof: the grant system,
inciuding the possible role of assigned revenues and the proposal

py DES for an education needs element; our proposals for a new
y prop

approach to assessing authorities' expenditure needs for the
diistribution of grant;anditheNttiEtreNrolleNofNcpecitie grantss

B. THE PRESENT GRANTSSYSTEM

2.2 The present grant system consists oft atblock ‘grantiand &
domestic rate reliéf grant. The former compensates authorities

for differences in their assessed expenditure needs (GRE's) and

i.fferences in their rateable resources, thus enabling them to

finance comparable levels of service for the same rate in the £.

In acdition to this egualisation function, block grant also

o all authorities as across-

frovides a common £ amount per head t ,
Domesti1c

local government expenditure.

tle-board support for ’
nal subsidy to all domestic

fate relief grant provides an additio ' .
; j i ion in domestic rate
latepayers in the form of a uniform reduct

; : :
Poundages {currently 18%p in England and Wales)

STRUCTURE OF THE NEW GRANT SYSTEM

’ ( in May we recommended
3  1n our Specification Report to E(LF) 1in May

B Neur s i just:
¢ lew grant system comprising g

grant; and

L. a lump sum equalising needs

alil a standard grant .
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With non-domestic rates set nationally, there will pe no n
eeq .

even with a locally set domestic property Shicie s

for
) : ; a
mechanism to give a cash discount to domestic taxpayers

2.4

This remains our preferred approach |eve it . e
) oy

recommend, we retain a residual property charge.

The Oﬂly
change we envisage is that the standard grant should take th
e

form of an assigned revenue.
Needs Crant

25 The principle of compensating authorities for differences

in their expenditure needs (as assessed by a formula) has been an

important feature of the rate support grant sy EeREEEOEN-ny

years, and well before the introduction of SbIlGEEEcHEEI-. We

propose that this principle should be retained: if it were not,

tax rates in needy areas would have to be far higher to finance

the necessary level of services than they would in more affluent

areas. DBut we also believe that equalisation of spending needs

can be operated much more simply and transparently than it has

been 1n the past.

2.6 Under our proposals, the area with the lowest assessed

needs per adult in the country would receive no needs grant; all

other areas would receive an amount of grant equal to the

difference between their assessed needs per adult and those of
the authority with the .

grant ie

lowest assessed needs per adult.
Pasidason s il local
non-metropolitan counties and districts, metropolitan districts

London joint boards,

1A .
would be tiers of gOVernment’

PBroRGEs, the ILEA and the Metropolitat

The effect of paying needs grant in this way would D€
to require the same level of ougho*
the

Police.

local charge per adult thr

level of assessed

country to finance expenditure at the

expenditure needs.

CONFIDENTIAL

- Under the

7,7 grant allocations
determlned not only by reference to authorities'

present system,

have been

o : ' assessed needs
pt also (because of ‘the way in which resources are equalised) by

eference to their actual expenditure in the year This has led

o frequent adjustments of grant allocations during the year
: !
enditure estimates are changed.

as
exp Needs assessments have also
peen subject to mid-year adjustments, which have been a further

cause of fluctuatilonsSEEETETE Together these factors have
created instability and complexity in the grant/expenditure/tax
relationship, thereby increasing uncertainty for local author-

ities, giving confusing signals to ratepayers, and weakening

local accountability.

. 8 Under the new system, we would therefore propose that grant
allocations should be determined as a lump sum before the start
of the year on the basis of the needs assessment formula alone
they should not be affected in any way by what author-
We also propose that mid-year adjustments
in the most

ana that
lties actually spend.
should not be made except
data

0 needs assessments

errors); wherever

they should be

(eg serious

Possible, if adjustments are considered essential,

exceptional circumstances

Tade to the assessments for the following year.

‘tandard Grant

rward @ in. May envisaged that the

ar the total amount of grant

29  The proposals we put f£fO

Government would decide every Yye

available to government

support local

grant would be the first
ould be distributed as a
tion to all authorities,

Which
ALET) should Be
“benditure. The needs equalisation

account. The residue W

“®ll on this
- a
*landard amount per adult head of popul

be
niform reduction intithe amount needed to

the X
*Ieby producing a u in the same

.
/MSEd through the loca
\bbt

e country,

th
charge across
5 : which the block grant

y obscure) way in

at present completel
e the needs grant.

Lik

: the standard grant
rox
°Vides such support.

-nment .
foulq be paid to all tiers of Logalygavers



2.10 In addition, though not part of thelNgrei Systen
' the

national non-domestic rate pool would be distributeg Lo AT
authorities on the same basis as standard grant - ije e Commoy
amount per adult head of population'! otz I authorities, thug
further reducing by a common amount across the country the amoynt

needed to be raised through the local charge.

Assigned Revenues

2.11 In the course of our further development work since May, we
have concluded that the increased pressure on local authority
spending which the new system will automatically provide gives us
the opportunity to make a further significant shift away from a
centralist approach. We propose that the standard grant should

be calculated as a guaranteed share of a naticonciNEEEERENEE—

assigned revenue.

2.12 The advantages of this would be:

T it would increase the

automaticity of the grant
system and give authorities a guaranteed income which
was independent of government decisions. This could
be presentationally important as part of a localist
package, particularly when we are nationalising the
non-domestic rate;

local

it . it would make it difficultsNton

authorities to blame central Government £for changes

much more

in their local tax bills:

sl I it would help make local taxpayers much more awareOf

e

Ehe  truelicost of loeal services, if part of

, e

national tax they pay was clearly earmarked for th
sSupport of local expenditure;

di e of

the argument about the regressiveness O otherwis

. del
Local tax arrangements could Dbe in the i

context of the national taxation system.

set

AL TEr PR (i
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.13 This proposal would entai] no  increase in nati 1
, | ona

axationi AassSigNiNGENENNBEChOEEIoE NG national " tax e i
: oca

gmerﬂment would be simply a way of financing the standard

grant.

A

;.14 As to which tax might be assigned to local government
I

we

pelieve VAT looks the most promising candidate. On the basis of

the current average yield, either 25% of the total yield or 4
percentage points should be sufficient to finance standard grant

of i4bn* .
D. NEW GRANT SYSTEM IN OPERATION

2.15 The individual authority under the new system will receive

'non-local" income of three types: the lump sum needs grant (the
amount of which will vary according to its assessed needs); the
assigned revenue/standard grant (which will be the same amount
per adult for éll authorities) and the national non-domestic rate
pool (also the same amount per adult for all authorities). [This
will leave authorities with the same local charge per adult to

ralse in order to finance their own assessed needs.

local sources of income are fixed at the
the full effect

2..6 Because all non-
start of the year and do not vary subsequently,
n authority's spending from its assessed

in the level of its local charge.

of any variationsiiinise
Need are reflected BENEOEEY

if an authority spends £25 per adult below its

ocal charge by £25; conversely
the local

For example,

issessed need it can reduce its 1
its assessed need,

if it spends £25 per adult above

Charge must rise by £25.

" yields of VAT. We have assumed

. "England only
There are no g g0 percent of the UK

that the Englisk (yielciSEsatEEs

uired
ar as this is an undere the req

stimate,

yield. insof

percentages will be lower.



arrangement, accountability isg

Under this

2.17 . | ' : consideray,
enhanced: the relationship between expenditure and local taxat'y
is very clear and the full cost of expenditure aboye asmm:%
need is borne by residents, who also reap the full benefit ofaed
expenditure reductions below the level of assessed neegq, y

Ei- NEELS ASSESSMENT

2:18 with the reform of the

proposed to E(LF)

Together grant structure
1

I we
in May the development of a new method of

assessing the expenditure needs of 1local authorities

; : Our
starting point was the complexity and incomprehensibility of the

current GRE methodology and doubts as to whether the present

system adequately reflects extremes of local need 'inNsomne inner

city areas.

10 = - 2 -
2.19 1In devising a new method of needs assessment, reconciling

the objective of greater simplicity with greater sensitivity to

extremes of complex local needs will not be easy. It Ta'sial task

which will take some time and at this stage we cannot be certain

.F 1 b
of the results. However, we believe that a basis for starting

development work exists.

2.20 The present GRE system tries to do too much. It

purports to measure for a large number of widely differing

aut o i i : ;
horities variations in the cost of providing every single

local o1
e

authorit i .
Y service, from "core" services such 2

educ i i :
ation, police, fire and road maintenance TR

cemeteri i
les, crematoria, school crossing patrols and allotments:

Man IRE
lfany of the GREs for these services however are not

We thereforé

ninor

erformi ' 1 £
P orming any significant redistributive

propose that we concentrate our efforts  on | LiTEEEE u
Yhererer possible simplifying the needs assessments g e
coré services and consigning the rest to a2 | SlicEs "othe!
se%v1ces“ block which would be allocated according to @ simpl®
§01mgla - Pprobably per head of population. This would !
fpelceent with | the  fresden of local author it S set

Priorities between services

/

“comel

CONFIDENTIAL
51 For uthe

)21 Services our starting point is likely to be

- . ;
(he number O clients or units towards which the servi i
ceiis

sirected; such as school children or road miles
Y )

- which would
pe multiplie Y &an-iavierdge ‘uniticest eof provision to give the

gssessed need for the service. However, as with the present

some account will probably need to be taken of factors

outside the control of local authorities which cause the cost of

sy S tem,

Wonding the service (eg sparsity or density of population) to

yary between areas. The intention would be to use only a small
nmpber of cost indicators and to make any cost compensation more
Capital expenditure would continue to be included in

the method

expllcit.

the needs assessments; used would have to be

compatible with the new system of capital expenditure control.
social

like education

falling on local authorities will also

P22 services, and personal

services,

For some

the demands

the 1level of social deprivation 1in the area. For

in inner cities, a higher proportion of school pupils

special educational help because of their

retlect
example,
wvill be in need' of
deprived backgrounds. Any system of needs assessment which aims
sensitive to the extremes of local need must take some
The present system of GREs uses a number Of
have been developed for
y to develop one

o all the main

to Dbe
gccount of | thifss

composite indicators of deprivation which

services. Our aim would be to tr

Particular
composite multiple deprivation indicator to apply t
ht consist of say half a dozen f£
poor housing, members of

ould

§ . tors (€
This Jmtg Foe =

People with low incomes,
minorities, single par
"social need" componen

services.
unemployment,
ent families) which together ¢
t+ of all the core services and
it a

ethnic

feflect the

social services.

also the entire demand for personal :
ed it would considerably

Satisfactory indicator could be develop |
Llla isance” 1t could

1 I form
Slmplify the overall needs assessment )
ce unit numbers; a

client group OT servi

then : ’
consist simply of
Yother services" a few cost

block;
Per capita component for the

QCtOrs; and a multipie deprivation indicator.
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2.23 [This approach dees | ] “   : . |

implications:

there would no longer be "self-c
of expenditure need for individ
are at present. We do not regard
but some departments responsible f
government services may have re
have  to.. consider B thow it a
assessments between tiers, and t
compiling a multiple deprivat
require, a combination: | of Kue :
analysis and most importantly Ffv
to decide what components should «
weight they should be given. we7
creatifg aiblackeboxt | sbhe resul

not be explained;

the multiple deprivation indicat

powerful redistributive force

assessment and grant, thus maki

role of Ministerial judgements :

determining the balance of the ‘g

towards the shire areas. This 'is
able if we are to devise a é
sensitive to extremes of localys
system where the full |

indeed.

e therefore
othel depatis

sbove -

POSSIBLE

An educatic

tucation autl

for what is
bould g
licies and
Mucation ex
“erall plock
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2.26 While we see the force um
ce of thesedas t &P resources equalisat
en rom tj t
g ts f 7,29 A resermncy : :
€ ation rests on th
€ assumpti
tion

point of DES, we have serious reservationsicE Viey-
implications. Education is the largest Out their wigeJl et domestic rateable values represent
st com - et ®
authority expenditure and if a correspondi ponent of loca) raxable capacity both within and bet easonable measure of
nain s ween are b s
g share of the needc il it 12° been seen as right in principl B T e R
iple to equalise
resources so

grant ere pI —empted for eauc tl’ ‘l( ee I ¥ 1R I
w (= d a on S m t ta y common rat
’ ik l X rea
S ke y that that pa ers ' a areas pay a ate pO g a
a ( her

number of other Departments would want to L
services for which they are responsible kifi;:;:;épendln? On the g 2" rate bill) for a given level of expenditure . >
needs grant distributed on the basis of needs ing their "oyp» achieved by paying a deficiency grant to areas with £O :hls %s
their own services. The needs assessment aSSess'ments forfl] (2teable resources at the expense of apparently wealthy omestic
services would assume an increasingly normativesr for individus) ] iovever. the variations in rate bills from one area t:r T
ole and we woulq W wnich result from equal poundages far exceed variatiZZOth?r

S in

move towards a de fact ~egi
o regime of specifi
P ¢ grants, under whichfll ;cople's income. Indeed, equalisation th h
roug thesigrant

a=]

authorities would h im3
ave limited freedom
_ to determin ioriti
s g e i € prioritiesfllsystem actually accentuates di i
. y ifferences in rate bill
3 : s between
areas. For this reason, even if the method of assessing rateable
227 1 1 1 . - ’ ' .
R T e lue were to remain unchanged, we believe that rate poundage
ot i . ch of increasin equalisati
acomimtabilicy viien lics ot e bR 3 g Jua ion through the grant system should be abandoned.
would be fiercel i "
¥ preststed Shyvilleoc
al 230
government . At local 2.30 The same arguments against resource equalisation would

authority level
1t would encour ]
age : : !
ge service chief. officers tojirrly a fortiori if there were a switch to capital values as the

believe the :
Yoahiadia i riight « to 3
a 1N 3
more than a given share) of the i en share (or gquite probably i ‘iluation base. Capital-based rateable values would continue to
ocal authority's budget, which Bl cxacgerate  influences)sinisability dEolipay betWweentiareas; perhaps
values.

‘the +existing rental based rateable

were to be based upon floor space,
rather

in turn would di;
discourage :
g Cross-service assessment of priorhjes even more i

and reduce tt
1e chance of :
a sensj :
nsible allocation of resources which @ iovever, if rateable values

wlll address local needs i

gighesiemn i) endorselih:h:r;nost cost effective way. 'We ﬁm arguments against resource equalisation Dbecome

Sl it b :x?i?l for 'a segarate educatlél ?Mferent. The retention of a property element in the proposed

el bk B il 2.37)p cific grants is addressed 1f %mal charge is designed partly to moderate changes in the
: istribution of the domestic tax purden within areas, and partly

al authority services are provided to

lise floor space per ad
level of leealicharge =
service

o o .
recognise that some loc
ult between

i

(ii) Resources equalisation
Prog
Operty. Any attempt to edua

an unequal
for a standard level of

e difficult to justify in
r space 1is primarily a
erty related services

£ relative taxable

dreg 3
£€3as would result 1n

e :
of tb ®Xpressed as a cost per adult
which it would Db

2.28 Reso i
sl Hteesisequalisation . ds. fhermoet ae 2 L
eént grant syst o :
ST i '
we were simply to set the non-domestit ‘foss the country
I

rate nationallsy :
Yy redistrib : :
uting the yield on a simplelpet BRUCN torns of the mewiie e CREIINSEEE— floo

Nea :
®asure of the relative consumption of P
wot &l measure O

basis, and
7 to il
charge (leaving efiace rateable value wholly B residents
a aut 17t i : .
horities with the same taXSBUCEESRESE“J ' hin an area 1t

per head of
adult popul .
pulation) there would be no case £0% ° W “sources between areas.

re e '
sources equalisation grant
the new systen :

ommend:

However if, as we now rec
the

involves retain:
taining a property tax elements

- case for r ered
: esourc i
€S equalisation needs to b
e consid §
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2.31 On balance therefore we conclude that even with a reta;
dlneq

not provide a
b €qualijge

property element we should grant to

resources.

(iii) London arrangements

2.32 Under the present system, there are arrangements which

allow London to keep some of the benefit from its high rateable
resources and so enable domestic rate bills throughout London tq
be lower than they would otherwise be. There is no justification
of principle for such arrangements under the new system. We do
not theretfore favour retaining special London arrangements except
as a last resort method of limiting the burden on local taxpayers
lafy,
thought to be deficient.

in London for some reason, London's needs assessments were

2.33 Although we see no general case for London arrangements, we
do envisage that special treatment will be needed for the City of
London, which is unique both in its electoral system and in the
faet wtliat of

It would be unfair on the City's small

almost all its services are provided for non-

domestic ratepayers.

number of residents to have to shoulder a massively increased

burden; and unrealistic to assume that any general system Of

needs assessment will De able

' to take account of the City's
unigue position.

2.34

power

We are already proposing that authorities should have the
to raise a discretionary non-domestie rate of up to 5% of
the nationaliy The City

set poundage (split between tiers).

would have its share of this 5% In addition we propose that @
further 5% ; :

er 5% of domestic rate income should be available
the solely for t the
han

non-

City .
itsilownisnuger This would mean tha

national non-domestic rate in the City would be 5% lower &

elsewhere.

] SPECIF1IC GRANTS
.35 In the Main Report we reject an increase in specific grants

of i
the of the residents' charge.
rensive use of specific grants would run counter to the system

a way reducing size

.. seek based on local accountability and choice. We recognise
!

qwever, that a case can be made out for specific grants to

promote central government initiatives and priorities. The
secretary of State for Education and Science believes that he
ceds a general power to make specific grants for reasons of this
type, in areas where experience has shown that policies cannot

ccherwise be delivered.

1.36 It is far from clear that the existing pattern of specific
It appears to follow no
Many of the grants
£1, am)

grants can be justifiedSinStheseNtermss

wisistent set of principles or objectives.
£200,000;
ectives which have long

(ie smallholdings: clean air:

ire very small
id some derive from previous policy obj
The justification for some

well apply to

since been achieved or else modified.
of the others is either unclear or could equally

ireas where there are no specific grants.

.37 We therefore propose that there should be a proper review
: a

o the role of  SpecilE IERICEEIESIENE_— system and that :
pes ©

rawn up for deciding what ty

“herent set of principles be d i
e supported by spec1f1c' gr

should in future b

ants.
Spenditure
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In our May 5pecificatio%

special city Grant to t

) separate, though not mu

needs assessment

to qgiwme
intervention in th
authorities provide

services.

€nes of local need. In thes:
Inhypothecated 'top . aip s |
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" City authorities. The
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Nt
Otherwise have to impose
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It would replace a significant proportion of the lump SUm neeg
8

grant the inner cities would otherwise receive,

rather thap
merely supplement it.

B. THE CASE FOR AN INTERVENTIONIST CITY GRANT

3.4 The justification for a large scale city grant of this king

would be that, both because of the scale of their needs and

because of the heavy reliance of their populatilcniues social

benefits, the proportion of local authority expenditure in the

inner cities met by the Exchequer is always likely to be so high
that financing decisions should not be treated as a purely local
issue. Furthermore there is

a national interest in avoiding

intolerably high local tax bills for residents in these areas,

which in turn would provoke further emigration and even greater
difficulties in revenue raising.

205 In such circumstances it could be argued that substantial

taxpayer support for local spending should be matched by a degree

of central intervention in local spending policies to ensure that

the money was used productively. Central government would become

expressly 'accountable' for the use of funds it provided.

3.6 Allied with Widdicombe institutional reforms a large scalé

City grant could provide the lever to change the balance of power

in the inner cities and start to overcome the enb il problemsOf

poor management and social 1t would  préviae 2t

opportunity for the Government to tackle directly che PrOblemS-of
securing  the of main

services in

decline.

efficient
the

and cost-effective

cities which some at
authorities have conspicuously failed to achieve.

delivery

inner {éustmoy the

37

complicate

This approach would also avoig the need |deliPEEREEEE=

needs assessment with the

methodologies to cope

. y .
present peaks of need evident in inner city areas.

CONFIDENTIAL

FICATION OF
., SPECI AN INTERVENTIONIST CITY GRANT

;8 On the "interventionist" model of a city grant, the new

sant would have to have two characteristics in particular:

i. it would have to be large in order to give the
Government effective leverage over local authority
services; ! iweliconldbe Hitalking. of  a eity -grant

additional to normal grant entitlement meeting up to

20% of authorities' budgets;

Government would have to be able to attach

to the e.g. the

rationalisation or reorganisation of a service; a

sl the

strings grant on offer,

reduction in the number of employees; Or a more

vigorous charging policy.

3.9 Between 10 and 15 authorities would be selected. Central

tovernment would then negotiate with the selected authorities.

i how much additionai expenditure was needed over and

; ; o
above assessed needs to improve maln programmes;

ontribution to such

st the size of the city grant ¢

expenditure;

th.e (@) a]lge p cy p actlce OIganlsatlon Whlch the

es would be expected to ma

iii. ke in return for
authoriti

the extra money.

mmit them-
orities concerned agreed to cO

etailed work prog
4 effective

3 ;
pd Provided ‘the Adeg ramme to substantive

Sel d ilee
ves by means of a sess oflocal | servic

‘brovements in the efficiency an ould release substantive
Eie W
Provi g tral governmen : i e
ion, then\cen Ao madn’ | ‘progd
xisting
Xt e : ce. bothisse :
*tra resources @ to FanER IE an authority refused this

cts.

ey : .
*Pendituyre and new Pproje



o

offer, then they would have to rely on needs grant
!

. . ; Standarg
grant, +their alloecatioen of the nationalised non-domestijc
Tate,

and a substantially higher than otherwise local charge

3.11 There would have to be follow-up arrangements to see th
at

the pre-conditions were met, and sanctions in the

eévent of
failure to meet them.

D. DISADVANTAGES

3.12

directly ‘counter +t6 our

It would no doubt be argued Ethat Fehis

proposal runs
approach and proof that we
about local accountability.

The counter argument would be that the City grant approach was
needed

Ylecalist

did not believe our own rhetoric

only in a few authorities which would, under any

local government finance system, require huge injections of

central funds. To hand over funds with no strings attached, in

the name of "localism" would not enhance accountability, but blur
ety

3k i i
3 If we did decide to opt for large scale intervention we
would need to overcome the following formidable practical
difficulties:

1) How would we decide which authorities to select?

The urban programme selection procedure might help

here: but there would be ample scope for argument

about "borderline" authorities who felt the need
asssessment formula did not adequately reflect their
needs;

Vi i .

st would Whitehall civil servants be competent E

involve themselves in the details of "the running
opérations of local authorities and the selection of

programmes to attract grant aid? will Whitehall i

CORFIDENTIAL

know - or be perceived to know - enough about local

problems to challenge

successfully councillors'

authorititively and

judgements on the needs of
their areas?

S - is there any guarantee that authorities concerned
will accept the offer and thereby forgo the
opportunity to martyr themselves in the name of
"local democratic freedoms"?

Vs how realistic is it to suppose that we could effect a

transformation in the policies and performance of the

authorities? There are fundamental irreconcilable

differences of policy Dbetween left-wing Labour

authorities and the Government on ée.g. subsidies to

the housing revenue account. And even where this is

not ithe (e.g.
management may be hamstrung by the unions.

case refuse collection), effective

£, CONCLUSION

. i i e
.14 Whether or not we need a city granti avold eg S

s depends upon how successful

h is

local tax burden in the inner citie '
of needs assessment whic

¥e are in developing a new method :
1f a city grant 18 seen

sensiti mes of local need.
ive to extre needs

r inadequacies in the

to compensate fo ;
P effort into

d pbe to put more
r than having to set u

"top up"
issessment then our preference weRd

O‘“‘ly as vl
p a new
"proving the needs assessment rathe
Sbecific grant apparatus.

ant as an opportunity for
the worst

hidebound

3 i gr
.15 ever, lwe S6& et
1f,  how ' T management of

“tntral Government to interven® ¥ T . ogically
‘ 3 i nd 1
lnne ; re ineffective s .

r city arcEEHEE e must consider the
The political and

merits of

loca] authorities have failed xhes ¥

the i that light'

city ‘grans proposal
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satisfied that the problems of mismanagement in

of authorities were so serious that we could

pressures of local accountability to take their
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The implications of the proposal for the Progressiyis
g y

of the charge on different classesiiaf househoilg ar
e

discussed in Annex 7.

4.5.

tax

If property is to be a permanent feature of thenaw local

system, it would be impossible +to persistiilicrEs long-

term basis with existing rental values ‘which "ard already 1)

years out of date and which cannot @ be | "updotetis A

new valuation base will be needed. The front-runners are:

(a) capital values;

(B Eleerdspacel.
4.6. There is ample evidence on which to base a capital valu-
ation. The Valuation Office would,. in  efifecty assign a
price  to every dwelling' in‘" the Mcountoy: Thisiicomtasthe

blurred by banding or "unitising" ie converting the capital

value bands into a number of units according to a specified

schedule. Regular revaluations would be required once the new tax

base was introduced to keep it up to date. Measures could

be taken to minimise the 1likelihood of shifts of wvalue on a
revaluation -

by Eon

in property prices.

instance, indexing the base to changes
But there would always be some disruption

entailed in any revaluation.

4.9« \The ‘alternative is to base the property charge on the 1007

space of domestic properties. The strength |efiithus S)/'E‘:'t'-emj"s

that floor space, once measured, varies only incrementally. There

would be no need for general revaluations with Ehe aSSOCiated
disruption. Once the i

established, T dg

measurement
difficult to dispute @ phyeice’
measurement in the way that valuations which contain elements 3
judgement can be challenged.

ground

rules for

also

1s
The cost of the present appe"
system could therefore be reduced,

ot space is also arguably a better measu

; ) iral
relative consumption of pProperty related services than capit?
. , es

values which will vary strongly between equivalent sized hous

according to location and- other market factors

4 of theée

CONFIDENTIAL

;0. The absence of such market factors from floor

zluations means that it would be less good than capital
; v
,c a reflection of ability to pay,

space
alues
. though better-off households
;e likely to pay more with a property charge included in the

jocal charge, thaniwisilSRSImpIcliEloes sofe vt qants! charge

1,10, Public perception of the changes we propose will also be

conditioned largely by comparison with the present system based

o rates alone. It is difficult to generalise but a move to a

property tax which pays no regard to market valuations is
likely to be more disruptive to household tax burdens than a move

to capital wvalues.

t.11. There 1is a variation on a pure floor space model which

night prove less disruptive - a points system. Although the
determinant of the property's value would still be the

this method could also take account of,

najor
property's floor space;
for example, the tjpe of property. A detached house would have a

a semi-detached or terraced house

higher points score than, say,

vith the same floor space. Additional points could be given for
certain features of the property eg garage space and central
This would be likely to create a closer fit wakh the
and reflect better "ability to

never require a general revalu-

heating.
tapital wvalue of the property,
Pay" but would, like floor space,
dtion,

perty charge will bear a much

“12. In the new system the pro

system.
¥izller weight than domestic rates do under the present sy

ily administered base for the
loor space as the preferable

That to a simple and eas
which suggests f

For the reasons set out 1

points

Pro
berty chat n Annex 2, there would be no

sources between areas through
the property charge

Ption,

*Jualisation of domestic taxable re€

i base for
The valuation . . .
grant Or the distribution of

for the distribution of

+
e grant system.
4 2 5

Lnerefore has no impllcatlons for

. = ol
**lative tax burdens between areas SILLa

“mestic tax burdens withEBEEHESESEE
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Cle THE BALANCE BETWEEN THE PROPERTY AND RESIDENTS'® CHARGE

4.13. In the Main Report we propose a mixed ‘Eo5s

With the

residents' charge raising 70 per cent of local revenue and the

property charge railsing 30 per cent. Other permutations are

possible:
(a) property charge fon lower tier authorities.
residents' charge for upper tier ‘authoriitiecsl
(b) property charge to finance spending up to assessed
need; residents' charge to finance spending in excess
of assessed need.
4.14. Our preference is for a scheme where all authorities would

levy both the property and residents'

charges, and the new tax

would cover all local authority spending. In order | telprevent
a local authority putting the whole weight of local taxation
the the

that

on either property ‘or residents' charge, we have

concluded central government would need to specify a

rakilewef | the two charges to be applied to all authorities:

Authorities would be required to raise their domestic tax revenue
in the prescribed ratio.

4 JL5ESER the

exemplifications we have illustrated a split of
70 per cent to 30 per cent based on the division between services
which predominantly benefit people and services which predmﬂ’
nantly benefit property. This approach fits best with floor space

as the property tax base.

4.16. Alternative splits could be justified eg:

) ; 0

(1) 'a split between ‘"beneficial" services | HISERESEE
3 —rate
per cent) which should be charged for on the flat rao

; 6

people element and "redistributive" SSEVEESS (
per cent) B1ve

to be financed through the more Pprogree
element ie the Property tax, This fits better w1th

capital value basis for the property tax;

CCHFIDENTIAL

(ii) a straightforward 50/50 split asiiiasn

. arbitrary
compromise between the two approaches

4,17 The split choScmis i e choice of valuation base

;ifect only the distribution of the tax bill within an authority
between authorities.

not
no

D, THE RESIDENTS' CHARGE

i

(e0]

In the new system the flat-rate residents'

the major weight of local taxation.

charge would

Lz

o
pea

will

The property charge

be administered as domestic rates are now. No new issues

arise. But there are no precedents for a flat-rate direct tax
payable by all adults simply by virtue of their residence.
This section looks at the administration of the residents'

charge.

(1) Liability to pay

{12, our starting point is that all adults (ie those over 18 who

lave completed full time schooling) should be liable. to register
" and pay a residents' charge to the authority where they B

their "main or only residence"
i i ariHin
¢.20. The "main or only residence" test is well establlshef
i relie -
issessing eligibility | £0r imortgage interest tax i
n households. The definition

“rrently applied o 7 millio

he new cilrcumstances. But the

"3y need some expansion to MESENE : uthority only
Minciple is that liabilrey sEBRLA e B O0E 3

iscretion of the
4 the choice of authority would not be at the dis

ndividual taxpayer.

of .a residents' charge is to
e aware of the cost of their
11s should be sent to each

21, One of the main objectives

%ye as many electors as possibl
Ideally separate Di

°cal services. : e of their
L;yl - o | that LiEhed are directly awar el
“ehle  QiciNISER S one enve .
! B go
. e billlmey howeve
DL o More than on de the property
““  householder's bill would also inclu

, was occupying.
tharge payable oni the property he of she
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4.22. A different issue arises, however, where the question
is

who should be legally liable to pay a Jontall ) Or, in the case of
a

failure to pay, who should be prosecuted. In principle each

individual should be liable to pay their own residents' charge
However, in practice it is difficult to proceed against those who

have no independent source of income. This situation will arise
To cope with these cases

jointly and

most frequently with married couples.

to make husbands and wives

we propose Severally
liable for payment ‘©f the residents: charge. BhEs |
precedented.

4.23. There is no such precedent, however, for trecatineueiieimch

smaller number of unmarried couples in the same way in tax law.

We propose that they should remain individually liable.

4.24. Where the unmarried couple concerned are dependant on
state Dbenefit to meet the rebated element of their ‘charges,
benefits will be Jjointly assessed and paid to one partner.
It would not be possible to have different e CEENCEINEC

liability for unmarried couples in these circumstances. But it

will be possible for the DHSS to use their existing powers to

make direct the

payments to local authority in cases of

difficulty.

4.25. There are some groups of people and some properties which
do not fit neatly into these arrangements; for these we will need
special arrangements.

(a)

Mobile groups and residents of institutions

4.26. A small proportion of the population - 3%
relatively mobile,

These groups should make some contribution to the cost Of local

services.

is treated as y for

non-domestic or Crown propert

If these Pprope€
the rate payment

living 1B

; which 1is
which payment in lieu of rates is made rties

continue to be taxed as

the

non-domestic,

. h
Eorm part of national pool and those E

4 lelthel aré

live in Crown property or are in institutions: |

: ich |
At presentSithey mostly live in accommodation whic

g will]
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jpstitutions will be making no direct contribution to 1local
ervices. Seeking individual residents' charge payment
nts,

powever, from those who occupy this accommodation could only
be enforced at disproportionate cost.

;,27. We propose, therefore, that for this small section of the

opulation a collective charge

should be raised from the
yoprietor of the accommodation - the landlord, institution or

o

relevant government department. They will pay the collective

residents' charge in addition to the property charge payable on
the property. The cost will be passed on, where appropriate, to
those living in the institution. The marginal loss in account-
ability will be more than offset by gains in efficieﬁcy and cost
¢effectiveness in the operation of the residents' charge.

charge| or

whether to collective

individual charges, the local authority would be making a similar

4.28. In deeciding levy a

decision to the one made now on whether to rate a property as

separate hereditaments or as one hereditament. In some cases the

thoice will be one of convenience. At the borderline some right

of appeal may be necessary.

Hotels and boarding houses present particular problems. In

similar to other types of accommodation
ds in an

4,29,

some  ways they are .
o stay i for relatively short perio

long stay residential
therefore, would be to apply the

o hotels and boarding houses and

Providing for those wh

irea, indeed some hotels can provide

dccommodation. one approach,

tollective residents' charge t

. i es.
tenove them from the ambit of non-domestic rat

imply significant changes

however, i
high

arge windfall gains for

s and significant increases

$30. That approach would,

In the tax burden on hotels with 1

Valye in central location

property
ket.
In tax purden for those lower down the mar
; non-domestic

“31. alg tively if hotels are to continue to pay ;

oL, erna ] : harge,

- residents c

T3+ a colleCthe

SEES rather than enerally
demg i h to e made between hotels z't tions
-larcation as 3 her 1institu
Caterinp for casual accommodation and ot

g o
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providing longer term accomodation which may or may not choose +
0

themselves 'hotels'. A test Dbased on

call whekher 1,
accommodation is occupied to a substantial extent ag 1 mai
n

or only residence might be operable. Further work Bl 1o
required.
4.32. At present one effect of resource equalisation is that

authorities with large numbers of visitors receive no direct

benefit from the rate income from hotels. Under our proposals
'

if hotels continue to be rated, authorities would benefit to the

extent of 5% of the rate yield. This will go some way to assist

authorities with the additional costs arising from large numbers

ofl visitors It would be possible to go further and allow

retention of some of the proceeds of the national non-domestic

rate derived from hotels. The greater the retention, however,

the more the disparities in this part of rateable value will need

to be taken into account in grant entitlement, if higher spending

authorities are not to' be given an unreasonable advantage.
These ‘equalisation’ problems would arise also if
authorities were allowed the full proceeds of a collective
residents' charge on hotels.

(b) Students

4.33. The problem with students is that in many cases they have

two "main residences" -

a term-time residence and a vacation

residence. We propose that for the purpose of the residents’

charge they should be liable at their term-time addresss This

fits with the current treatment of students for RSG purposeées:

4.34. Students will generally be treated in the same way as other

people for the residents' charge; with their liability dependind

on where they live:

(a) nalils

of residence: will be charged the coll
residents'

charge and a property charge in Pi@

% . ) 1
non-domestic rates; this will be passed SCIEE i

fees;

ective i
ce Of ‘
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(b) Dbedsitters in Multi-occupied houses: the landl
: andlord will
ay th

pay € property charge and the collective residents'
charge and pass it on in rents;

(c) private houses: the student householder will be liable
for the property charge and the residents' charge;

(d) students 1living at home will be liable for the

residents' charge.

je will need to consider the implications of this for student

grant arrangementssy

(c) Second homes

definition of residence adopted for establishing

liability to the residents' charge would mean that second home
wners were liable only for the property charge - effectively
cautting the owners'| bilNEEbyiEwoehardsE e believe that in the

tase of a second home the owner should be liable for a single

residents' charge on top of the property charge.

they cannot be
i iSrEhe

Second home owners will no doubt argue that
at once, and that

ervices rendered,

4.36.

tonsuming services in two areas

nderlying philosophy is one of charging for s
But at present

they should not pay the charge on a second home.
Charging only

both residences.

f¢cond home owners pay rates on ‘
rrespective of the

A : ome i
¢ single residents' chargesonid second h A
wners an effective

Wmber of residents will give pecaid FupIE R NS
. ser u
Me third discount on present bills, reflecting the les

Services.

) Registration

end on an effective

£.3 charge will dep

A viable residents' .
Informal discussions W
gest that they are
experience
In some authorities

ith local government
generally confident
of electoral

feq; 3
dlstration scheme.

- ’
e(»J"Stration officers sug

puild on their

bein
;! ple list.

able to

re( e tal
Ilstration to produce an accep

t} ; 3 thers.
Ne task will e easier than 1n o



4.38. Present evidence is that electoral rolls ar
: e 938 accuratg

at the time of compilation. The OPCS advised that with
SOme

increase in resources the list could approach
pp the 993 accurae

off theSecensuss The electoral register currently costs £23
m to

prepare. The OPCS estimated that £30m would be needeg for
the improved level of reliability they thought possibie but
this would ©be for a census-style canvass without tpe
enforcement problems entailed 1T compiling g tax
register. Offsetting that, the proposal to rely on collective
residents' charges to deal with difficult lcasesEuEEEIE-
especially helpful in overcoming some shortcomings ip

the present registers which are most inaccurate for the young

and those living in inner cities.

4,395 Unl%ke electoral registration there will be a positive
incentive to avoid registration for the residents' <charge.
Greater reliance will Dbe necessary, therefore, on penal
sanctions.

(Existing powers to fine those who fail to register

for electoral purposes carry maximum penalties of £200 but are

seldom - if ever - used). We propose two complementary duties:

one on the head of the household, the

landlord to register all those in a house who are liable; and

or, where appropriate,

a second on each individual to take reasonable steps to ensurée

To assist with this, we Ppropose

that the register be made public and open to inspection - as the
electoral " roll “is.

that he or she is registered.

The question of enforcement is discussed
further below.

4.40. A principal duty on the householder, or landlord, is the

@ e
Oost efficient way to ensure a satisfactory canvass of g lgenos®

1i :
iable to be on the roll. The separate duty on individuals 15

necessar i i
y to deal with those cases where an individual migh®

conni 1di i
nnive at avoiding registration or attempt to prevent thelwad
of the household from registering him

4.41. Where a collective residents' 1oc£

char is imposed the
authority would 9% Th

only need to keep a 1list of I8 proper
) a
The proprietor should, however, be required O o

register of tho p 3 : y /
S€ residing in his accommodation at any Eiimes

ties

concerned.
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, 42. The electoral register and the residents'

_ charge register
yill overlap but SwElIISaEEes significantly in their coverage

e electoral register:

= excludes foreigners and others not eligible to vote;
= includes those eligible to vote but still at school;

= includes those living in accommodation at the qualify-
ing date which is covered by a collective residents'
charges

- includes those, like students whose main residence is

elsewhere but who are entitled to register to vote

in more than one place.

The overlap between the two lists will be substantial but there

W1l be significant differences - which will vary in importance

It would of course be possible to produce a
sses attached which is
ofitithe
But that would

from area to area.
single sheet of paper with names and addre

different status individuals

to showiEhe
toncerned in the electoral and residence terms.

annotated

be one piece of paper with two lists on it and not a single list.

that the residents' charge register

s the present rating lists are.
arrival in an

4.43. We also propose
Should be a rolling one a
will be. | expected et

‘i i i i able to
dthority and departing residents will be T
ancel their liability

New

fesidents el
inform the

to further

]
local authority in order to € |
/ propriate circumstances. This

pay i efunds in ap 4
Yments, or receilvemt and will

for rates liability
The electoral register
pdated

s what householders do already
COntinue to do for the property o
1n tes on:a £ seduiqus

arge.
1iFying date and 48 O
Contrast opera

On
‘Ce a year.

n ‘the
]!

ortant advantages 1

BRI e et
texr leaving an area v

Those

il !
%4, A rolling ‘regis

p A U e.
Nforcement of the residents charg



Uvini v inbL

have every incentive to inform the local authority to cance] =
further liability. The authority will therefore be alerteq tgq 3
change of occupation and will then establish the name of the ﬁew
occupier of the premises and be able to enquire about the Nameg
of other residents. In addition, authorities will 'pe able tq

establish co-operative arrangements whereby an

exporting
authority can notify an importing authority of the arrival of a
household. A will

the

Hew rolling system also avoid

benefit - tpe

complicating administration of Thousing

local authority will pay benefit on it':s charge only. @ ihaee is, of

course, what happens with rates now.

4.45. Even if we were to forego the advantages of a rolling
register in favour of a fixed qualifying date, the date specified

for electoral registraticon - 10 October =

would be too soon

before the start of the financial year to which the register

would relate.

The numbers of people who would have to be tracked
having left the authority before the start of the financial
would be too great.

down,

year, A 1 January date - 3 months before the

start of the financial year - might be more acceptable but would

be too late for electoral registration purposes since time has to
be allowed for an appeal procedure to operate in time for the new

list to come following

into operation for in’ithe

Disputes about the residents' charge register can be

elections
February.

settled well after the register has been compiled.

4.46. The main criticism of separate registers is the extra cost
incurred by having two annual canvasses of the population for
information which in many cases will be identical. certainly

there would be additional costs. They would not be doublé e

£23m cost of the electoral register because many Of the fixed |
t many
y the

costs would only have to be incurred once.
of the most mobile

But, given tha

groups are likely to be covered P

charge and that there will be a POWer
incentive on individuals to notify the council if they areé moving
out of the borough,

collective residents' -

: ; rgé
1t may be an option - certainly in @ £ e

B : e
number of authorities - not to have an annual canvas$s for L

VUNFIUENTIAL

esidents’  charges Other updating

.. as effective and more cost effective

stategies

may well

For all these reasons we believe that we should not attempt

(o merge the operation o©f the electoral register with the

?re?aration and maintenance of the residents' charge register.
jpart from the administrative advantages outlined, this has the
yery important political advantage of cutting away the ground

from those who would wish to argue that we were proposing to tax

rores. The argument is specious but it is likely to be telling.
1i1) Enforcement
(.48, There are two enforcement issues: failure to register which

spplies only to the residents' charge and failure to pay, which
charge and the property charge,
ff¥ithe

ipplies both to the residents'

and raises the same issues as failure to pay rates.

idents' charge element of the new charge is not to become a

re

n

voluntary tax we need effective sanctions against those who fail
register and for them to face a reasonable risk of Dbeing

discovered.

of paper. The
ion about the

These are the

{49 Authorities will Mot Stactiith aDISHEISHEE:
list for the propérty charge will give informat
piers or owners of property in their area.

.
vCCcu

¢ople on whom the principal duty to register will be plac:é;
There is also the electoral registration list, as well as belee.l
tlaims and their own housing management information. Authc'n.':Lters’x
W1l also be ablelEo S dENEIon strategie? .for Chjci];::;iies
'eyistration at  ERES POLNEGERSEENES Pr°V1Si;°n p‘:imissmn am'i
ool resiE =R ¢ plannIngaddi'(:ion, where

e hands.
rly recreation,
ough pricing policies wh
on-resident users of the

0cal searches WhHEEETIHDISEEEEE

e

it will ‘be
for, particula

1z

I'vices are charged ich

: 2 &
"Ssible to encourage registration tT;

i n
’ dual tariffs for resident an

-1liticah
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carry proof of registration.

siep to a system of national identity cards.

people will have to come to accept that;"‘ . |

service from their local authority, the £y f overcome
% before i

those services. 4 revenue.

4.51. Special arrangements will be requife& f‘ ‘ ; (,54. In parag
accommodation subject to collective residents' : hie pasis should be
local authority does not retain a register o ' in @orose that .
that accommodation, it may be necessary for car of the new‘_.'
facility whereby an individual wishing to ué e | Lty be made by
services could be given a receipt or other dé : ) reduction in
his residence after enquiries by the loca t helharoe - Moreot
proprietor of his accommodation. it i new system,

cent of A
4.52. Effective enforcement will require the dev 1 introduce the
working relations between tiers if, for example, ' ts @ tset.

are to receive information held by shire cou
authorities.

o i SFTTON i ) ‘ $.55. This Anm
—_— Vith the follo

4.53. We propose a two-stage transition to

system. In the first year of the new 'systen il (a) ate

charge will meet 50 per cent of the local tax

rates, on the existing rental basis, will mee
o L eXlseing rental basie

cent. In the second year the property eleme

ko4l fpert gent. Phis will mean that:

the residents' charge will be
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(d) a property charge and single residents' charge 5
n
second homes;
(e) a rolling register for the residents# charge, Separatg
from the electoral register;
(f) enforcement by 1local authoritiesiiig s informatiop

available to them.

4.56. The costs of running the local charge will be greater than

the cost of administering a flat-rate residents' charge or

domestic rates. Authorities will need to maintain both ‘rating

records' and a residents' charge register.

the

Before it is possible

to explore with practitioners mechanics of registration

billing and collection it is not possible to reach an informed
view on costs. Some additional costs will also flow from the
proposal in the social security review that all local taxpayers
should meet at least 20% of their locallipitis

there

Depending on the

valuation base chosen may be offsetting savings from

the cost of maintaining and revaluing the tax base.

i IDERTIAL

ANNEX 5

ygLP FOR_THOSE WITH LOW INCOMES

3, INTRODUCTION

5.1 Annex 4 sets out our basic proposal for the local charge,
consisting of a residents' charge payable by all adult residents
property charge payable by householders. The average
property charge will be about £91 per household and the average
charge will be £106.

aﬂ\i a
residents’

5.2 These bills would be too high to expect those on low incomes
to pay without assistance. This Annex looks at two ways of
rroviding assistance to the poor: first by replacing the local

ctharge with a graddated residents' charge, and second through a

rebate scheme.

5. A GRADUATED RESIDENTS' CHARGE

charge would take explicit account of

5.3 A graduated residents'
eed to ally the new local

"ability to pay" and hence reduce the n ‘
y g We looked at the option of a

tax s ith a rebate scheme.
ar ould be two lower rate

banded flat-rate charge where there Ww

imum rebate of
bands. The lowest band would correspond tO the maximu

enefit or lower
80 per cent available to those on supplementary b

i 1
The reduced rate band would provide some help

levels.

but above SB

nd, to reduce the standard
1

levels of income. e onnd e

© those on low incomes,

: a
Pssible also to have a higher rate b

i i ups.
B Contribution fro“‘ hlgh income gr p
i~ ) exaCting a larger O

G i }h the income pands and the ratios
°Vernment would specify bot

A basic scheme could look as follows:

-
ftween the charges.
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2

Lowest band (benefit levels 20% of standarg charge

of income)
Reduced band: 50% of standard charge
100%

125%

Standard band: of standard charge

Higher band: of standard charge
5.4

facing the average residents' charge:

Such a scheme produces the following results for a househoig

Average residents' charge (weekly payment for a

two-adult household)

Lower band = £1.156
Reduced band = £21590
Standard band = £5580
Higher band = £7 .25

Those results might be acceptable with relatively small weekly

losses entailed by movement between bands. But combined with the

other LGFS changes, we i unacceptable

poverty traps for those in high spending authorities:

concluded produces

Tty Camden's residents' charge

Lower band = £4.79
Reduced band = £ 1S o
Standard band = £238 524
Higher band = £295192

5.5 Under both a graduated scheme and a rebate scheme alond -

lines of that view the

lncorporated in the Social Security Re

minimum payment by those on benefit levels of incoOmCHNIEE e <
éame. But whereas a rebate scheme tapers the loss OFf repate *°
income rises, under a banded graduated scheme there would be deep

poverty traps associated with each income bandiiiE W‘:‘uldnot

matEer gr i
gkeatly if the spread around the average residents’

wés .falrly narrow but the present range is
Gillingham to £624.07 ip Camden

charg®
00 i*

from &£62-
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¢

;.6 There are additional administrative complexities involved in

agfaduated charge with a higher rate band. This would require

the assessment of the income of every resident in the authority
and would have to be backed by effective sanctions if the higher

were not to B becomenrs voluntary tax.

rate That would mean

ipvolving local authorities in the business of checking income

jeclarations i considerable administrative cost. The
;lternative, of integrating collection with PAYE would reduce the
sccountability gain (the residents' charge would pale into

insignificance against aggregate PAYE payments) and would offer
no way of collecting the charge from non-income tax payers.

5.7 A further complication would arise on the grant side. To
ensure that every authority levied the same standard charge for
spending at assessed need, the grant system would have to compen-
s:ate authorities with a concentration of people paying the low or
reduced rates and reduce the grant payable to those with dispor-
rortionate numbers of people on the higher rate. This would

complicate the grant system.

ement in the local charge is administratively
far as better-off households generally live
(or more valuable properties if capital

ine rateable values) will also reduce
+ the admin-

E O
J. O

The property el
much simpler and, inso

In larger properties

values are used to determ
e locall tax; systen withou

the regressivity of th '
. ; : te residents
Istrative complexities entailedl by o aijilgher o

Charge'

r those on low incomes will have to

5.9 '
This is discussed 1n the

b

That means assistance fo

be provided through a rebate scheme.

“llowing section.
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C. REBATING THE LOCAL CHARGE

5.10 This section describes and discusses the interaction
between our proposals and those of the social security reviey
Our aim is to suggest a rebate scheme which would provide help tq
the poorest whilst making sure that they, like everyone else, are

aware of the cost of the local services they receive.

Sl
is provided through the Housing Benefit

Under the present system means-tested help with rates bills

scheme NGNS TIN ion

households in England* receive benefit, of which 3.2 million

qualify automatically because they are on supplementary benefit,
The other 3 million low-income households get some assistance
with their rates on the basis of a means test administered by
local authorities - the amount they receive depends on the com-
position of the household, the size of their rates bill and their
weekly income. The total cost of rate rebates in 1985/86 will be
around £1,400 million; people on supplementary benefit receive,

on average, £4.50 a week (£230 a year) in rebates and other low

income households, £3 a week (£150 a year).
5.12 The Green Paper "Reform of Social Security" (Cmnd 9518)
proposed changes to the Housing Benefit scheme which would make
it more equitable, the public to0
the scheme bY

simpler to administer and for
and which would control the size of

directing resources to those most in need of help.

understand,

One result of

of rebates by
s Of

the proposals would be to reduce the total "coesE

around £500 million, partially by reducing the number

households not on supplementary benefit who can get help: People:

with low housing costs - such as owner occupiers payind £
rates and not rent - on i

would, in general, lose benefit.

other hand working families on low wages, especially those with

high rents, would gain.

g ‘_———"’_’,/d
The present rebate scheme covers the whole of Great Britail .
the Dbenefit costs on

a

given in this annex are, therefor€s

national basis.
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: 13 The GreenPaper
5.1 P also proposed that eéveryone, even the

poorest, should pay a minimum contribution (perhaps 20%)
their ratess

Not only would this generate i iy

around half of the
savings being sought from the review but it would also strengthen
the accountability of local authorities to their electorate by
removing arrangements which at present allow over 3 million
nouseholds (those on supplementary benefit) to pay no rates at

all.

a. Effect of moving to the local charge

(i) Numbers subject to means-testing

5.14 A central objective of our proposals is to broaden the
tax base so that as many people as possible are aware of the cost

of local services. 17 million people who do not get a rates Bl

at present will get a bill for the residents’ and a

charge,

number of those wiLlheve SO neonesanc will, therefore, be

for airebates We estimate that our proposals will
g to another 700,000 tax units in England.

eligible
extend means testin
Some 500,000 of these will be people who do not get rates bills
g in another person's home - in the main,
th their children or young adults living
seholders will still be eligible for

because they are livin
elderly people living wi
with their parents. Hou
rebates on the property charge element.

(ii) Benefit costs

e benefit cost will increase by about

gland under oOur proposals.
increase because

We estimate that th
in e

S
15 Local

£35 million 'a year
costs will also

Quthorities' administrative

°f the extra caseload.
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(iii) Shape of a rebate scheme

5.16
should not require amendment to the main features of a reformeq

The replacement of ‘domestic rates by the local charge

Housing Benefit scheme, as set out in the Social Security Green

Paper. In assessing how individual households will be affecteq

by Ethe
proposals of the Social Security Review in our exemplifications,

lecal  chakgey

change to the we have incorporated the

The most important of these proposals are:

should Dbe the

whether they are receiving benefit or not (to avoid

i the income test same for everyone,

the unemployment trap which exists under the present

scheme) ;
Tiab the calculation of rebates should be based on net,
rather than gross, income (to contain the high

marginal tax rates payable by low income families);

iii. maximum rebates should be payable to anyone whose net

income was equal to or less than supplementary
benefit level; .

iv. there should be a single rate of withdrawal of
benefit fox everyone whose income Jsmrabove
supplementary benefit level.

5. L7 We rejected, during this study, two OEHEE of
providing help to low income households. Exempting recipients
of social security benefits from payment of the local charge

dults

would run directly counter to our objective of making all @
oups
ates

aware of the cost of local services. Passporting certain gr

of beneficiaries onto a reduced rate of charge, with no "

for those not in receipt of benefit, would result in substantlal

work disincentives in areas with a high local charge.

CCNFIDENTIAL

(iv) The minimum payment

5.18 It 1s crucial to our proposals that as many local electors

as possible should be aware of the cost of the local services

they receive. The Social Security Green Paper put forward the

view that everyone should Pay a minimum contribution towards
their rates and this will be vital to our objective

ninimum contribution is set at 20%,

If the
a single person on supple-

mentary benefit or a lower level of income, with an average

residents' charge,

and living in a property of average rateable

value would facelabilic G- wee k(40N year); a couple
living in a property of similar rateable value would face a bill
of £1.17 a week. These compare with the average of just under

£1.24 a week which these households would pay towards rates.

Sl

other proposals, most single people will gain, whereas low income

Compared to a system of domestic rates, combined with our

couples, with average or below average rate bills may lose.

The largest losers will be in high spending areas, where the
impact of our other changes will be greatest: those for example
on benefit in an Inner London authority meeting 20% ioftheir
current rates bill would pay £1.89 on a property of two thirds
average rateable value a but, under our package they would

jointly need to find £3.52 a week if they must meet 20% of the

The difference between these amounts is

total local icharges
le rate.

equal to 3.6% of the current supplementary benefit S0

he net incomes of those on supplementary

5.20 The effectiNOHENE :
of their local

benefit of requiring eyeryone to pay at least s

on , the penefit rates. An increase 1n

tax pill will depend
Supplementary benefit

Security Green Paper proposals,
amily credit.

Local Government Financ

under the Social

y to an increase

("churning") would,

Ly
| T ’
h slr]g belleflt and f hese issues are howeve

®utside the scope of the
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Administration

52l
rebate scheme along the 1lines of the Social Security reviey

A combined tax could complicate the administration of

proposals compared to a simple flat-rate residents' charge only
The
the

widening of the tax base to non-householders will increase
caseload. At present non-dependents living in the householg
are

the

expected to contribute towards rates and there are offsets ip
rate rebate scheme for property which is only partially
would need to decide

the

residential and for sub-tenancies. We

whether to continue these provisions for much reduced

property charge. Scrapping these provisions would simplify the
administration of rebates and thus help to mitigate the burden of
the extra caseload on authorities, but would.entail some increase

in benefit costs.

5.22 We have considered ways of avoiding the potential extra

administrative complexity. One possibility would be to exempt

those entitled to a rebate of the element from payment

"people"
of any "property" element - but this would create severe poverty
trap effects, especially in areas with high local tax rates.

5123 Under a local charge, the minimum contribution could be
applied to the residents' charge, the property charge or both.
Applying it the property element gLiov

non-householders paying only the residents' charge to receive @

only to would

100% rebate with a consequent loss of perceptibility of the "
of local services among this group. Applying the 20 per gent
minimum to both elements could mean that the contribution payable
by non-householders might be very small - only an average of 4!
(In comparj_son,

a single householder would pay an average of 76 pence a week) -

ence a week ij inji i i i
P 1f the minimum contribution is 20%

One option would be to allow 100 per cent rebates of the

CONFIDENTIAL

property charge, but apply a lower maximum rebate than that

proposed in the Social Security review to the residents'’

charge
say Oof 70 per, cent; e

so that everybody would Pay a minimum 30

per cent of the residents' charge. A single taper could apply

to the whole local charge payment.
D, CONCLUSIONS

5.24 Despite the increased benefit costs and caseload, compared
with the rebate scheme developed in the Social Security review
applied to rates, we believe that a rebate system is a more
attractive way of helping low income groups with the local charge
than a graduated scheme which would require local authority
neans-testing of all households, while not avoiding deep poverty

traps for low income families in high spending areas.



CONFInEN
OF\!F!ULHT!AL
ANNEX 6
s
cAPITALE
4. 1NTRODUCTLGN
.1 Thisseans
6 I'h €X reports progress .on. the separate review: of
iew of local

autho lt / i i ’ L
hor ) Capltal expendlture COntrOlS Which must mest l’
autlt n Wi th

our Cj_si S g Y
U de on the local (e} ernment finance S Stem as a whol
or \% e.

B. CURRENT POSITION

6.2 The 1ssues affecting control of capital expenditure were
ilscussed at Annex E to the specification report of May 1985.

The five options under consideration are:

e new borrowing for capital purposes (annual block
borrowing consents for each authority, which would be
considered exercised, as under the present system,
whether the authority borrowed externally or used

temporarily surplus cash from within the authority);

1i. net external borrowing for capital purposes (borrowing
limits would be set for each authority, against which
borrowing for capital purposes would

withdrawal of money from

all external
county including the

deposit);
external borrowing (covering borrowing

iidi. mliliseE
purposes as well as borrowing

temporarily for revenue

controlled by means of external

for capital)
financing limits (EFLs):

(a refinement of the present

iv. net capital expenditure
nditure net

ms to control capital expe

system which ai
s during the year):

of capital receipt

j ic ignore
expenditure (which would 19

tal receipts,
o sell surplus agsets)i

DL« gross capital

in in-year capi but maintain

variations

by other nesns an incentive t



6.3 We have discussed the five options with the local authority

invited their comments.

their

and

associations All the associationg

have subsequently confirmed preference il o option )

above. This option would leave authorities complete freedonm to

apply in-year and accumulated receipts to capital eéxpenditure,

further supplemented by other available sources of finance.

grants, capital funds or direct contributions from revenue. 7o
the extent that additions to revenue expenditure fell directly on
this option would be good for accountability. But ip

far too 1little control Vovermeinris

electors,
its present’ form |1t offers
capital expenditure or over the annual local authority borrowing
(LLABR) :

influence over spending priorities.

requirement Moreover, the Government would have very

little We are considering

whether this option can be improved to provide adequate control.

6.4 The two expenditure options (iv and v) are developments of

the present system. The local authority associations are much
less keen on these options than on option (i)

they

on the grounds that

offer insufficient flexibility and stability S ECEEEESbilc

authorities to plan cost-effective programmes. In operation, the
system of control on net expenditure has also failed to deliver
line with PESC

Either approach is essentially centralist and bad for

our ‘objectives of controlling expenditure| i

provision.

accountability. But we cannot rule out these options until we

are certain that something workable can be devised.

6.5 Accordingly, we are concentrating at this stage on exploring
the feasibility of the two radical options for the contres of net

external which

borrowing, attractions. At

have considerable

national level, we ought to be concerned primarily with the local

so much with the precisé
it is

authority borrowing requirement, not

level of local authorities' capital expenditure where

financed from revenue or in-year capital receipts.

would
y the
ate

6.6

reflect

Control of net external

But

borrowing for capital

Eliis ¢ priority.

the

it has been criticised P

associations on necessit
£inancial

Aosier Pe

grounds that it would

uneconomical changes in authorities' mode of

operation. We are considering

whether a wvariant

produced to overcome that problem.

CONFIDENTIAL

¢.7 A net externai borrowing option based on EF

i ] Ls would r
the same Prioritys leaving eflect

authorities
to put the emphasis
revenue and capital expenditure,

SCope. to decide for

nemselves where

at the margin between
| Clearly we could not hope to
set tallor-made EFLs as we do for the nationalised industries for

each of nearly 500 authorities, We should rather have to base

the EFL oOn our assessment of the need for capital spending
:

perhaps with an allowance for past capital receipts and assume

chat revenue borrowing was neutral. To make the aggregate of

EFLs equivalent toliols EarseNEAEpNTE N Ens have to reduce each

on a formulaic basis, related say to population.

A

¢.C such EFLs would not accurately reflect the circumstances of
individual authorities, and we should therefore need a safety
valve . One possibility would be to establish a closed local
authority borrowing market through which authorities with surplus
ineffect either lend or sell  their

borrowing consent could

rights to authorities in danger of exceeding their EFL. So long
is the market was restricted to local authorities, its operation
would not add toNtheNEARRS

ingland might need to regulate its operation, but after a while

In the first instance the Bank of

1t should run Itselifs

(.5 The associations are, for the most part, very hesitant about

this option, partly because it would be a new departure and they

ire uncertain how it would work. Although we are attracted by

] i r approach
the approach, it would represent a radical change 1n our app

: : es also
0 local authority finance; and would regquire major chang

N the financial OpcEetions G EEEREEEE
telibe resolved.
in consultation with the

and will report back

There are a number

We are urgently

° major practical snags
Xploring the practical implications,

tocal authority associations and the Bank, ' e
In the meantime, we are regarding

later in the autumn.
r discussions with local government

‘Ptions as still open in ou

“d other outside interests.
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ANNEX 7

DETAILED RESULTS

, INTRODUCTION

7.1. This annexEconEeaE supplementary information, to that
contained in Section W of the Report, on the detailed

jistributional 1mpact of proposals. These further results cover:
- the effects on areas .

- +the effects on households

- the effects on tax units

p THE EFFECTS ON AREAS

7.2. Table 1 shows the effects of our revised package on average

iomestic tax bills in each region. Average tax bills in the South
tast fall by a third, reflecting the gains to low spending areas

‘7om the national non domestic rate combined with the effects of

sbandoning domestic resource equalisation for high rateable value
ireas. Conversely, average tax bills in the Northern Region

ilncrease by a corresponding amount because of high spending

combined with low rateable resources. Average tax bills in London

- already the highest in the country - increase overall,
pbecause of high

despite

the gains from ending resource equalisation,

spending, mostly in Inner London. The gains to local taxpayers in

the East and West Midlands mainly reflect the effects of low
Spending.

e distribution of average domestic tax

.3. Table 2 compares th
per adult, pbetween areas now and under

tills expressed as a cost

“ur proposals. The range is summarised below:

cost per Adult

N Highegt
LOWEDE
£510
Nat £83
. £785
May Package £5 64
£62

Revised Package



CONFIDENTIAL

mne modifications which we have made to the package si
] since Ma
nave mainly reduced the €Xtremes at the top end. The r :
g : : . ange o
yariatlion remains wide but has to pe Seéen against the existi
ing

yide varlations in domestic tax bills between areas

¢ THE EFFECTS ON HOUSEHOLDS

7 A

7.4. Tables 3a) and 3b) compare the pattern of gains and losses
py household type resulting from our proposals -
-* with full retention of domestic rates and,

- with the proposed local charge

They show how the switch from domestic rates to the local charge
penefits single adult households at the expense of large (3 or
nore adult) households. With the local charge, there are very
iew losses more than 5% of net household income, although there
are a significant number of large gains. 6% of single pensioner
households and 3% of other single adult households would have
reductions in local tax bills equivalent to 5% or more of net

income.

7.5. Table 4 compares, for these different types of household,

‘he average proportion of net income paid in local taxes i

the present and proposed systems at different income levels. It
can be seen that single pensioner and non pensioner householdts
ire petter off at all income levels, while large households with
}or more adults pay a higher proportion of incomcjz in local tax:
throughout the range. Low income couples are marginally worse O

However for all types of
d in local taxes
nder the new regime than

“iile higher income couples gain.
hollsehold, the proportion of income pal
leclines as income rises more rapidly u

inder the present regime.

i i ipution of
7.6. We have also looked at the geographical distri

! olds with
‘drge gainers and losers = those househ

: more than £2 per
r*duCtions/increaseS in net local tax pills of

ion:
summarises the results by reg
ow

Yeek. The table bel
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b‘ S ibut i / i
Dis £ 5 1LOon by ReglOn, Of HOusehOldS Gaining alld g
Losi n

[ullder I{eVlsed Iroposals Wlt:h Local Charge.l

N . g . g more
(o] Gal!ll!l more NO LOSln

than £2 per week than £2 per week
million million

§orthern 0.02

| 4 . 0.36
vorkshire and Humberside 0.06 0
fast Midlands 0 1O o

" 0.09

fast Anglia
o 0.14 0502
6r r London ;
- 0.40 Qi 75
Sou ast
- 156 0.04
South West
| . s 029 0105
jést Midlands 0.58 0.04
forth West 05732 0.32
IOTALS 3.56 2.04

7. This shows the extent to which large gainers and losers are
602 of households gaining

(excluding London)
er week

‘oncentrated in particular regions.

"ore than £2 per week live in the South East
70% of households losing more than £2 p
ern Region,

London is unigque in

d West Midlands;
ffom higher local tax bills live in the North

forkshire 'and Humberside andiGreater LORGOHS

laving concentrations of large gainers and losers.

'“8. The gains and losses described above are the combined result
°f our proposals on grant and non domestic rates together with
the switch from domestic rates to the proposed local gharge:

e effects of the

fable 13 of the Specification report isolates th
arge on ‘the

"ove from domestic rates to the proposed local ch
id . in local taxes for
yments for low

al charge. The

households in

foportion of net income pa
It shows how net tax pa

‘‘fferent income bands.
reduced under the 1loc

‘"come households would be
the

Ty gl : west income bands,
Jor reason for this 18 that in the 10

s have only one adult.

““Jority of household
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- 9. However, these results take no account

srovide Ehe SREESENEE—_— living, large households d
need more

This can be allowed for by

L he effects of size and
composition. Table 5 shows the effects of doing this usi
ng

ncome than smaller households.

;djusting household income for 3

ﬂuivalence scales based on relat; i

orovided by supplementary benefizl::tizvels Of'lncome bare o

‘ , - On this "equivalent
income" baSLST the results show a rather different pattern.
slthough low i1ncome households are marginally better off from the
local cﬁarge, there is a much more marked pattern of gains among
righer 1ncome households more of whom, on an equivalent income
tasis, tend to be single and two adult households. Thus, if we
sdjust income for family size, it is clear that over a broad
range of income the local charge is more regressive than domestic
rates. Relatively better off households pay a smaller proportion
of net income in local taxes under the proposed local charge -
vetween 1 - 23 of net income, on average,compared with between 2
- 3% under rates. This is a necessary corollary of introducing a

large flat rate element of local taxation.

7.10. This effect is also evident in comparing the distribution
I tax payments by income for particular household types. Tables
fa)- 6¢) show for some illustrative household types how the

froportion of income paid in local taxes varies under the new
tained and with the proposed

ered are as follows:

finance regime with domestic rates re

local charge. The households types cov

- single pensioner (Table 6a)
- couples with 2 children (Table 6b)
- 3 adult households (Table 6c)
I 11, The tables show two things:
"oportion of income tend toO decline mo

first, that tax payments as a
re rapidly under the
Second, they show the

Propo e than with rates.
Posed 1oSE een different household

“Xtent i in tax incidence betw :
of shifts e adult pensioner

e levels under the local
on average,

‘Ypes. Thus table 6a) shows that singl

e i ncom
®useholds are better off at 5l ine

i ts,
ge households with 3 or more adul

This illustrates the

on on changes in tax

large, while lar
Pav . e range 3
‘%Y more throughout the incom

3 i
“Nlnant effect of household composit

ey dence k
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, THE EFFECTS ON TAX UNITS

1 12. Tax URTEEEEE ' i i
12 4 this analysis, comprise individuals or groups

of individuals, such as husband ang wife, who would be jointl
5

;ssessed for purposes of Social Security b
mouseholds in England and 22.8m tax units.

umits are also households.

engfit. There are 17.8m
Three quarters of tax
The rest comprise non dependent adults
yho are non householders, such as young people living at home.
7.13. Table 7 shows the regional pattern of gains and losses in
veekly tax bills among tax units arising from the implementation
of the new system with the new local charge. It shows that a
somewhat smaller proportion of tax units than households gain
mder the new system - 55% of tax units compared with 58% of
households. This is a consequence of widening the tax base and
iringing more tax units into the local taxation system.
Jtherwise, the general pattern of gains and losses across regions

follows that for households.

".14. Tables 8a) - 8b) compare the distribution of gains for
ilfferent tax units arising under the new system.

- with full retention of domestic rates and,

- with the proposed local charge (with the property element

tased on existing rateable values)

in moving from domestic rates to the

The tables show how - '
tax units who gain from our

broposed local charge - the number of

; ilies
broposals is reduced from 66% to 553, with one parent fami

i ' i incurring the biggest
ind single adults (other than pensioners) ‘ i
ults live in multiple

. i d
lo o se many single a .
Sses. This is becau v he first time.

: ! es [for &t
it households and directly pay A tai'r and couples with
fowever, one parent families, single PRAREDEGS

)

nder the new
2 or more chiidren all fare petter than average u

tly non dependent, non

Fag : ingle adults (mos
ime, whilleHGHEE I re worse than average.

1 3 a
Ouseholders) and pensioner couples £
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¢ SENSITIVITY ANALYSIS

7.15. OnelNoE i ys i i v ou

15 the main ways 1n which we have modified

.. ls i i i :

proposa since May is by 1ncorporating assumed expendit
ure

reduct ions isi
red arising from precept control of ILEA and of - tra P
E nsport

These have the effec
o ; ks E of
reducing the required yieid from the local charge under th

. . € new
system by Just under 6% compared with the revenue raised by
djomestic rates in our 1984/85 base position

joint boards in the metropolitan areas

7 It is one reason
why there are more households gaining than losing under our

proposals.

7.16. In practice, these expenditure reductions will accrue over
a number of years and would not be available in one year to
offset increases in tax bills arising from the full
implementation of the new system. Consequently, as indicated in
Section V of the main report, comparing tax bills under the new
system incorporating expenditure reductions, with present rate
bills, will tend to overstate the gains and understate the losses

likely to be perceived in the changeover to the new system.

7.17. To measure the sensitivity of our results to these
¢xpenditure assumptions, we have produced a separate set of
exempl.ifications assuming that 1984/85 expenditure levels are

"aintained under the new system. Table 9 shows the distribution
by region,

°f changes in weekly local tax bills for households,
but without

iTising from our proposals with the new local charge,

€xpenditure reductions.

ection V of the main report,

7.18. Compared with Table 8 in s
Table 9 shows that a

“hich jncorporates the spending red

Sialler proportion of households gain

uctions,
from our proposals -57%
d are most marked in

nstead of 59%. The effects, as expecte .
don. Non metropolitan

Yorkshj ; Lon
"orkshire and Humberside and Greater

In Greater London, the proportion of

dreg 3
s are unaffected d 18% of households

o | ) 64% an
louge i rises from 60% to
holds losing gest that the

los . These results sug
°¢ more CHEEEN. il y localised and that

" i | are ver
“ffects of the expenditure reductions .
ns and lossées nationa

diture assumptions we h

t] : 1ly is not
i overall pattern of gai
fected by the expen

ave
““Snifjcantly af

Qsed



(1) The main determinant of whether household
is where they live.

S gain or lose
Households ip high spending/1ow rateable
value areas generally face tax bill increases;

spending/high rateable value areas generally fa

those in low

Ce reductions.
pecause, outside London, low rateable value appears to be

correlated with high spending, this produces a strong regional
pattern of gains and losses.

\2) Whether households gain or lose from the switch from rates to
the local charge depends upon household composition and rateable
value. The biggest gains from the change in the tax base are to
single adult households with high rateable value property while
the biggest losses are to large households with 3 or more adults
in low rateable value property. For most of these households the
gains and losses arising from the change in the local tax base

are greater than the effects of changes to the grant system and

non domestic rates.

'3) On average the package benefits low income households the
najority of whom have only one adult. However, if we adjust .
income for family size, we find that the biggest relative gains
dccrue to higher income households. The introduction of a large

: 1d
flat rate element of local taxation means that for any househo

) : ines more
Ype, the proportion of income paid in local taxes declin

han with
rapidly with increasing income under the local charge t

fates.
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TABLE 2

cost Per Adult : Current System And Proposed Systemn

Percentage of Authorities
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Retain Rates
Local Charge

50 Proposed Grant System

Legend
& Proposed Grant System

portion Of Equivalent Income

(average for income band)
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Single Pensioner
Net Local Tax As A Proportion Of Income
(average for income band)

Legend

& Proposed Grant System
Retain Rates

E57 Proposed Grant System

Local Charge

Weekly Income (pounds)
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|

Couple With Two Children
Net Local Tax As A Proportion Of Income
(average for income band)
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LGES Eevised Packase (Local Charge) ’
Number Of Gainers And Losers & Iax Units i
{
_ Yorks t  Esst  East  Greater Sauth  Gouth  Uest  MNorth |
Fr{?and Eng}ar;d Northern Humber'side #idlands Aralis  London  East  Western Kidlands Western
nilliocns k /! i Ry i 7.' pA % Hae |
|
¢ WEEK i
0 0 = = - - 0 - - - -
2 1 0 0 = # 7. i3 = 0
1.9 8 25 13 2 = 21 1 2 0 12
8.2 36 33 98 45 2 33 21 36 24 40
losers 10.3 45 79 72 48 28 61 21 38 29 52
8.6 38 19 29 41 B 27 44 47 49
3.2 14 2 3 10 15 9 27 13 22
.6 3 0 0 1 2 2 b 1 4
ol 0 < = = 0 1 1 0 0
iiriers 1235 95 21 28 - N 72 39 79 62 )
vt OF NET INCOHE
.0 0 0 0 ¥ 0 0 7 "
= 1 2 1 0 0 4 0 0 0
2.0 9 19 10 o) 3 19 3 _4 ﬁ3
8.1 35 38 39 42 24 37 18 - 34 al
bosers 10.3 45 79 el € % 61 2l 38 e
10,24 a5 99 148 ST T T R
129 8 2 2 S 10 7 1§ 7 14
3 1 0 0 1 1 2 2 i 2
.0 0 = 0 0 0 0 0 0 0

Rirers 12.5 55 21 28




j-5Ep-05 1702 CONHDENT]AL - v Tab.leg_q

LGES Reviced Packsoe P 3in Rates)
Nuuber Of Gaine;s fnd Losers & Tax Unit types

SERTRR o e o (R 1V TS RN s Hor Fensioner Couple ---------
Single Cre parent Other  Pensicner without 1 child 2 children 3+ children  ALL
pensioner  fawily single 3dult Cougle children _ HOUSEHOLIS
v
s 2k WEEK
; ‘ .
T i 0 7 0 0 )
0 0 0 0 1 1 0
2 1 3 3 b} 6 B r 3 4
3 19 26 35 32 3l 28 il 20
losers 40 20 29 39 37 37 3 38 H
I5
56 78 68 50 47 4 46 47 36
4 2 3 10 15 15 19 14 9
0 0 0 1 1 1 1 0
= - = 0 = 0 = 0
finers 60 80 71 61 63 63 65 62 66
I:E OF NET INCGH
0 - 0 = 0 5 % 0
0 0 0 0 0 = 0 0
3 1 2 3 2 1 2 1 2
37 19 26 36 % 3% 3 36 2
losers 40 20 T2 < BN - 37 3 38 3
A 79 68 54 60 61 &3 6l 62
6 1 3 7 3 2 .
1 0 0 0 0 0 0 5 s
0 0 0 4 0 : L 2
finers 60 80 72 6l 63 63 65 62 &6
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LGES Reviced Fackage (Loeal Chafge)
Number Of Bainers 4nd Losers :

Tax Unit types

Table 8 b)

RO T R i Non Persioner Couple -==------
31?919 One p;rent Other  FPensioner without 1 child 2 children 3+ children ALL
pensiorer  family single adult Couple children HEUSEHOLES
2 7 £ 0 0 - - - 0
0 0 il 1 2 1 1 1 1
2 7 Sl 8 11 10 7 7 9
3l 34 46 43 32 32 27 32 %
33 42 28 92 45 43 KR 41 45
i, il al TR W A % %
11 6 0GR 18 18 23 17 14
2 1 1 2 3 4 b] 9 3
0 0 0 0 0 0 0 1 0
67 98 42 48 £ a7 63 99 95
- - = 0
0 % 0 0 0

1 0 3 1 1 0 g g i
6 19 9 6 4 9
23 35 35 42 3 38 2 Kt KN
33 42 98 92 4 43 K] 4l 45
49 52 3l 38 48 oz o8 Sﬁ S
14 ) 9 9 7 3 7 4 :
4 0 2 0 1 0 0 v :

1 0 0 0 0 0 7 i
67 58 42 48 9 97 65 59 35
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LGES Re'{ised Packaqe : Sensitivity Test(Local Charge )
Number Of Gainers And Losers & Households
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l 2 ; = g 20U b North
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ANNEX 8
REJECTED OPTIONS
g, 1 In Section III of the Main Report we referred to

various  OptionsiliEeori rediieiinag it e s Il e residents'

charge. These arejddiscussediin this Annex.

8.2% In that section we said that the easiest way of
engineering a cut in the residents' charge was simply to
increase the standard grant payable to each local
author it Insofar as authorities spending was unchanged this

would translate into a uniform cut in the residents' charge.

Bl Assigning a share of national taxation

8.3 Assigning a share of national taxation without an
offsetting reduction in the standard grant would have exactly
the same effect as increasing the level of standard grant. Any
advantage would be purely ‘presentational. We have looked at

two possible candidates: a share of VAT and the whole of

Vehicle Excise Duty (VED).

8.4. Assigning the proceeds of VED would reduce the

residents' charge by £45 per adult across the country.

Assigning 1% of VAT would reduce the residents' charge by £27
In both cases the pattern would be
where . the

ber adult across the country.
the same =~  residents in . low spending . areas
residenté' charge is already markedly lower than the

would gain proportionately more, at

The scale of local tax

domestic rates bill

the expense of the national taxpayer.
as like Accrington would be

increases in low rateable value are
of

reduced. But it does nothing to reduce the range

variation in the level of residents' charge between areas.
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b. Transferring the whole of the cost of education to the

exchequer

half of
funding au i

8.5+ Education accounts for roughly local

authority expenditure. Centrally education
spending would allow a substantial cut in the residents' charge,
which could be adduced

The advantages compared to

achieving a similar cut through an increase in standard grant

would be:
- the
better able te

Government would arguably (but see below) be

secure uniformity of education
standards across the country and implementation of

special policy initiatives;

- education - about a half of local authority spending

would be subject to a binding cash limit.

8.6. The drawbacks would be:

- Unless management of the education service were also

centralised (and E(LF)

were not attracted to that
possibility) Education Ministers would have no power

to control the way their funds were spent.

= There would be no local financial stake in education,

and therefore unconstrained

local pressure for

improvement of the education service and no local
pressure for economy. The government would be drawn
into_perpetual conflict with local authorities over
the adequacy of the allocation for education to the

area.

It would call into question the two tier structure of
" . 1
local government in the shires: and shire countiés

responsibilities would be drastically curtailed.
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- There would be no significant impact on local

authority overspending. Of all the main services,
spending on education is closest to the Government's

PESC plans.

- Authorities might use the headroom created by the cut

in the residents'

charge to other

spend up on

services. There would be no additional leverage on

those services.

o Additional specific grants

7 An alternative approach would be to increase the volume

c

of specific grants provided to support local authority services

.and thus reduce the required yield of residents' charge. This

option is considered in more detail in Annex 2. Rather than

increase support for one service only (as per education) this

would allow the range of support to be spread more widely.

e We believe that we do need to look again at the role
finance

(o)

of specific (igrantsl inl StHexinew |Focet government

system. There are clearly some policy objectives which may be
grants. Against

best served by the provision of specific

that, we believe that we should use the opportunity to take

another look at the present range of specific grants to see

if any have outlived their usefulness.

review of specific grants.
Annex 2. But we

as ways of

end we propose a
This is discussed further in

specific grants should be looked at on their merits,
and not simply as a way

8 -9 To ' that
believe

promoting central government policies,

of reducing the residents' charge.

of these options is

accountability

conclusion 1is that none
it Iwould

8 . 1@ our

: serve
desirable. We do

not believe

to further reduce the proportion of local authority
expenditure funded locally, which all these options would
do. The Dbenefit would accrue disproportionately to the

authorities which needed it least.
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looked therefore at options which would

funding, but  witp

8.1%. We have

require the ' present level of 1local

reduced weight put on the residents' charge.

a. Locally variable sales tax

SL20 An average 4% local sales tax on top of VAT and with
the same coverage could halve the required yield of
residents' charge. Since the better off consume more goods
Iheblicnwto « VAT | they would shoulder a greater proportion
of the local tax 5l payment would be relatively

painless and local authorities would have a buoyant source of
income.
Sl s ot But on local boundaries, a

pPresent government

locally variable sales tax is a non-starter:

- there are enormous variations in the volume of sales
per head of population from one authority to another.
(Manchester and Newcastle have over twice as much

floor Salford and

The yield of a sales tax would therefore

shopping
Gateshead.)

space per person as
vary so much from one authority to another that we
would be bound to be driven into the complexities of
an equalising grant. This would nullify the point of
a locally variable tax;

= traders in high spending areas would be impotent and

unwilling victims of cross border shopping;

= the tax would be enormously complicated and

collection would be expensive for both business and

government.
Siamerl These arguments effectively rule out a local sales
Eax.
b. Locally variable Vehicle Excise Duty
815, We have [looked = at ‘+thHa option of allowing local
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authorities to levy a 1local VED on cars and light vans. The
England only yield of the tax was £1.5 bn in 1984-5.

g.168 Although there would be some administrative cost in most

parts of the country, a locally variable VED would
be administratively feasible. But special arrangements
would probably be needed in London, to allow a ‘"greater
London" rate of VED to be set and pooled.

8 . 1ae Financing local authority expenditure partly . . from

the residents' .charge and ) partily through VED would produce a
less regressive distribution of the tax burden than a pure
households, better-off

But'theWdist ribution. of

residents' charge between since
households tend to' ownl 'more lcars.
car ownership varies widely between authorities, from 0.41 per
0.20 per head

vithout a grant to equalise these disparities in car ownership,

head in @ Hertfordshivtelto in Tyne and Wear.

the rate of residents' charge authorities would have to levy

for spending at assessed need would vary enormously from

authority to authority.

We looked at an alternative whereby the proceeds of
authority roads

SioE
VED would be hypothecated to
expenditure. Again, however, there is no simple match between

need to spend on local roads and the level of car ownership
varying from = £148 @ in

local

with roads expenditure per car

Northumberland to £48 in Greater
a Transport Supplementary Grant of
expenditure

London. Department of

lransport estimated that
nearly £500 m covering both current and capital

would be required to equalise VED rates for spending at assessed

need.
8.19. We concluded that, despite the attractions,
locally wvariable VED was not practicable because of the

disparity in local yields.

d. A supplementary tourist tax

supplementary tourist tax would not

8.20% The role of a
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bel to =zreduce +Ethe \general |level of ‘the residentEcl charge,
but to compensate authorities with large tourist populationg
for any failure of the needs assessment to take account of the

extra burdens they impose.

B2l We considered a supplementary bed tax which
local authorities could levy at their discretion. But anp
additional tax on tourism seems inconsistent with other recent
initiatives to promote the tourist industry and would also adg
directly to business costs since it would be impossible to
distinguish between businessmen using hotels and tourists using
them.

80221 We therefore concluded that we should rule NG

supplementary tax on hotels and boarding houses. If colleagues

want to provide additional revenue o authorities with
largeconcentrations of tourists, our preference is 1o modify
the non-domestic rate arrangements applying to hotels and
boarding houses, such that el il oeail authority retains part of

the non-domestic rate (lor collective residents' charge)
bPayable on these pProperties.




