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1 ECOND SPECIFICATION REPORT

The tee considered a pNote by the Secretaries covering the 'Second

Specif Report! prepared by the Department of the Environment (DOE)

setting i results of further work on the Local Government Finance

e
studies (g( %85) 1).

THE CHAIRMAN saéégg?%t at the meeting of the Ministerial Sub-Committee on

Local Government Cce (E(LF)) in May DOE Ministers had outlined proposals

for a new system of

cal Government finance. There were three elements:;

 a national non-domestic rate with a yield pooled and then paid out at a

package in controlling local Government e

flat rate per adult to al uthorities; a radically reformed grant system,

comprising a fixed lump s grant designed to compensate local
authorities for differences r assessed expenditure needs, and a

standard grant paid out at a fla per adult; and the replacement of

residents' charge might be too regres

X/ ome elements of the package
might appear too centralist; and doubts the effectiveness of the
X <§§%Sfe.

The Second Specification Report set out the regéégéabf further work. The
pProposals on non-domestic rates were essentially <<§§%nged, but at the

domestic rates by a residents' ch

While E(LF) had welcomed many of

those proposals, there had been thr points of concern: the

suggestion of the Confederation of British Industry NCBI) it was now proposed
that the annual increase in the nationally determined rate poundage should

be linked by statute to the autumn forecast of the Gross

deflater, and that local authorities should be allowed to ‘..
discretionary local rate at up to 5 per cent of the nation \,f!- and to keep the
proceeds in order to maintain a genuine link between commerce

Government. It was proposed that the change to a national non-d&
should be combined with a revaluation, and phased in over three to

The proposals on grant distribution were unchanged in detail.
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ow proposed that in order to make the system of grant determina@lmr
it was n PIoL 5 i

+ and from this specific

¢ .

(VXT) uld be assigned to local Government: this had the advantages of ‘
) 3 £
e ‘l Government involvement (and hence to some extent counteracteq ‘ et e
redu ntra rnmer | | |
he i tralisation implicit in the proposal for non-domestic ratesiis
the 1ne eQy centrall 1 img 3

the needs grant would be calculated so as to put authorities
134 ferent levels of neeg on a comm i
on footing.
% i n represented by local 1
i ﬁ/‘:learer to tax payers the total burde ¥ |

Government eéé§§§§§ure. On the local domestic tax, Ministers now proposed
S
A

ant available to
ise both needs and resources was determined.

Sy

The standard
£ would be calculated by reference to the yield of VAT,
ho

i : 1
that this raised 70 per cent from a residents' charge and 30 per cen

The total Exchequer
le for local Government would therefore be established

<§f2é independent components.

The quantum of the needs grant would be determined by allocating
the aggregate public

according to their G

property tax gh a full analysis had not been done, the provisional

] £ S i s the basis of valuation.
suggestion was tha oorspace should be used a :
Under the new grant a*rangements there would be no resource equalisation, so

b

‘ e .
that differences in property values between local authorities would not affgﬁg

1 .

diture total for local Government to authorities
local tax bills. Ministerf&£h adopted this combined local charge because

B
JEET

ize of changes introduced, and looked more 1

nex VII of the Specification Report set

sments. Each authority would then receive
it would be more moderate 1

a grant to compensate f cost of providing a standard level of
gradualist. Tables 8 and 10

service above the cost fo
out the impact of these proposal

thority with the lowest needs assessment
ocal authority and by household type.

per head. 1In operating this Ministers would still need to reach
These calculations were based on a’n of assumptions about needs

a decision about the balance o eeds element of the grant against

4 the likely local tax rate.
. A number of European countries

%ndon, fared badly, while for hypothecating a VAT yield for local ities.
the home counties and South East performed we%i. :

t seemed to Environment

Ministers that the scale of changes were more m able than those which

rtainty in local
would have resulted from the original proposals,

although effective yield of VAT was

transition arrangements would be required, the pack » and that this would allow local authorities to increase their

€ represented a
realistic option.

sSpending broadly in line with consumer spending. Al h the percentage

of VAT yield assigned to local Government would be r e by

Parliament, central Government would have much reduced over

The following are the main points made in discussion - z<:::>

the standard element of the grant.

a. Allowing local authorities to levy an additional 5% do v 4
ul

rate would add an extra complexity to the system, and so sho <§§j? 3 e. Environment Ministers recommended floorpace as the ba51§§§9
be done if there was a good case. ser

The level of 5 pPer cent had -
for pragmatic reasons. A larger sum woulg

new property tax because it was easily understood, transparent,
L luations. There was a degree of correlation betwee
forge a stronger link o B 0o zeve e Wi
between commerce and the local authority, but it would allow auth A4 loorspace occupied and ability to pay, although it was recognise E:

, : Or s
with high non-domestic resources to generate an unduly large extra ‘ﬁv
revenue thus ung

3 ermining the accountability as
M pects of the package as
@ whole. ‘ a i
2
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hat capital values were a better proxy in this regard. It was also

‘ecognised that there would be considerable difficulties defining residen

recisely.
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lyesis by cl

h the dat

that sub

1 (&)

~£ the changes by household according :b

It was hoped that <:>

usters of local :::>
a available to § MODIFIED PROPERTY TAX

f household for individual

ject to the outcome of

e scussion vas hoped to publish a Green Paper towards
the Ministexn L scussion, 1 a E c T

// " .
the turn of -4é/1€§» This would be open to consultation on all points.
the turn of th &/ 2 TR e
During th e consuifg¥Yon period there would be a great deal of effort devoted
to explaining the ¥rHfosals

4
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ittee considered a note by the Secretaries covering a report by the
In veénue on a possible Modified Property Tax (E(LF) (0) (85) 5S).

MR HOUég%é;?> NLAND REVENUE, said that the objective in developing proposals
for a mod' drproperty tax had been to maintain many of the existing
advantages s while meeting some of the objections. The key advantage
of retaining a erty tax was the reduced amount of disruption in comparison
with more novel<§§§10aches. It was recognised that rental values no longer
provided an adequate base for taxation, and it was therefore suggested that
capital values should Gii%jed. The report examined the possibilities of

banding values and of tion, which might provide flexibility in

adjusting the burden of - In order to avoid the major disadvantages

it was suggested that values should be
26<é§§'ndex, with periodic adjustments. Some

form of indexation within broad might simplify the process. Any

inherent in periodic revald

increased annually according

proposal to increase the property homes with high occupancy faced the

same administrative problems as the nts' charge, and if that proved a

Practicable tax there would be no dif about incorporating an occupancy

element in the property tax. As an alter the report considered occupancy

relief, under which people over 60 living ould claim a rebate. The

details had not been worked out, but such a s would be likely to be
easier to operate and be largely self-policing.

In discussion the following points were made - Qiji)
a. Under the Department of the Environment ref age the
local domestic tax would have to bear the whole burde Y increase
in spending. It was important that the tax should be o of bearing

this role. /@
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led, r -ce equalisation were
recommended, I e eq

ffect only the distributigh

o
o
',_l
o}
W

The variation in

property tax on the line suggested
It would represent g
the link with capital wvalues it

tax; it did not widen the tax base to involve more
there would be the turbulence associated

lthough it was recognised that any reform of

fimadce would cause some turbulence.

@sming up of their discussi

Q
%,
/@@
%
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The following were

CONFIDENTIAL {0

CONFIDENTIAL-CMO
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The CommiégééZé> ¢ussed a number of points which were thought likely to be
raised at the@ée

g of the Ministerial sub-committee on Local Government

ﬁ

main points made -

2 The Department égz?ié Environment (DOE) package might be seen
as abdicating the Goveréagpé's responsibility to control local authority

expenditure.

€ progressive withdrawal of Exchequer

grant and ultimately the capping 1l taxes. The DOE proposals on

Government grants could also be cri as introducing too much

automaticity and buoyancy into local e nt spending. While it was
true that there had been conflicts betwee%jég; ral and local government,
the underlying cause was local government' nsity to excessive
expenditure, and it would be wrong to avoid flict by conceeding local

government's right to spend without control.

b. In the presentation of the numbers of gainers Jggj3> rs under the
DOE proposals, it was potentially misleading to take a e for the
effect of rate capping on reducing the level of the resi charge
which would have to apply in most high spending areas. Eve e
number of gainers and losers were roughly equal, the experiemxéjj)}1 he
recent Scottish revaluation suggested that a great deal of poli

difficulty might be incurred.

2
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1d produce a less regressive regime

the disadvantage of the very poor

S 1S - estic
ience of the Scottish non-dom

eflect turnover in

O
rt

o1 b
some pressure t

ing Rate Support Grant system had been

i :
achieving the Government's public

While much of the DOE package was acceptable,

ortant that changes should only be made if they were an
was lmportant that chang

he DOE proposals 16 grant distribution mechanism would tend
to obscure the normative e <¢S§§§ in the present arrangements. There
o VoosCLUIT LUl i1 -

was therefore a case for hypot

+

ing both the standard grant and the

need grant to particular servi order to improve the degree to
Wwnlicn central government could e local authorities towards the
ach

es.
ls could increase by th %8§é%arters of a million the

igible for Housing Ben » And the impact on the

=
Security programme would need ‘teo he efully considered.

THE CHAIRMAN, summing up the discussion, said that, depen

g on the outcome
of the Ministerial

discussion, it seemed appropriate for(thd)Committee to

when necessary. The Working @

Distribution Effects would continue work at a technical lew o
provide a degree of co-ordination. 1Ip addition there was to b i
specific grants,

pPossibly under Treasury chairmanship.

continue, but to Hmeet as and

would be held with interested Departments ag Proposals f
the package were developed.

The Committee -

Took note, with approval,

of the Chairman's sSumming up of their discus$
Cabinet Office

19 September 1985

CONFIDENTIAL




