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o 1: WY CHANGE LOCAL GOVERNMENT FINANCE?

ha Ckground

In some Ways, the debate about local
B the arguments that are considered i
g government itself. But, in other ways

B rapid,

government finance ig unchanging.
n this Green Paper are as old as

» change in recent ears has
and has introduced important new factors into the debayte e

Local government has become a business so big that it has nearly 2 million
time, and one million part-time, employees. It accounts for over a quarter

public expenditure, and 11% of GDP. 1In 1984/85, the services provided by
government in Great Britain cost £39 billion. There has been a shift in
pature of these services, with a particularly significant increase in
bre services - help for groups such as the elderly and children at risk.
] government has also become more politicised : in 1945 HY of councillors
Independents; now the figure is only H%Z. Against the background of the
ures which were needed to tackle our economic problems and the pressures on

ic expenditure generally, the natural tension between central and local
rnment has inevitably increased.

orical perspective

In this country, all the powers of local authorities derive from
amentary legislation. The structure of local government, the services it
des, and the way in which it finances those services are - and always have
- subject to statutes passed by Parliament.

There has been a succession of reforms of the structure of local govern-
, from that of 1888 - which ended the system of appointed county government
the changes introduced in 1974 in England and Wales and 1975 in Scotland,
the winding up of the GLC and the metropolitan county councils. Parliament
imposed new duties on local authorities, ranging from the provision of
Ce and education in the nineteenth century to more recent examples such as
responsibility to house homeless families. There have also been occasions
Parliament has decided that certain responsibilities which local government
been carrying out could be better discharged in other ways. Local
Ofities ceased to be responsible for prisoms in the 1870s, trunk roads in
819305, gas and electricity in the 1940s and water and sewerage - in England
Wales - in 1974,

Parliament has also exercised control over the fimancing of local govern-
» In terpg both of the nature of local govermnent's own sources of' revenue,
of the extent of Government grants and the method of allocating them.
°Ugh there is some truth in the suggestion that rates go back to the reign
lizabeth I or earlier, it 13 equally true that the rates as we know them - a
led 1ocq) tax - did’not exist until the end of the nineteenth century.
' that there were several different 'rates' for different purposes. Thesi
uded highway rates improvement rates, poor rates and school rates. Not alh
'.rem Were assessed ,m the same way. parliament has also experimented wi:
b Dethods of funding local services - such as a system of assigned revenues,

0 3
*a time at the end of the nineteenth century.
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. growth in spending could not continye in

chen Secretary of State for the Environment, made pjq famous

: ' "
_ that "the party's over". Under Pressure from the Iy

: t th

rcely any oyer iy fpent asked for, and got, a substantial re el

Central and local government services eiloliely, 1 1975 Anthony

1.6 Until the nineteenth century, there was sca

+ e o Bt s duction in 1

the les‘povnalbll.ltlfb of uant\ra‘l a'nd loca.al governmen . : la | enditure in 1977/78; and {t alss Souht euba fi Cap:g:i aughzrlty

energle? were directed towards foreign policy ang defence €ntra] Over, 1 nt 2d 1978/79, local authority capital expenditure almou: o .d Between

responsible for other services which it was felt should. Oca]l 8over ‘Wentu‘ 475 @ In addition, the Labpms SSit i ls fedilaed PAL G jfre in real

state - primarily the relief of poverty. Individual Hig Carrig I .t in England to 61% by 1978-19, Caerit ey begae of Exchequer
r

s A 0
interpret the needs of their areas as the t:hm'itiesw

1 0 to grow again
: . Y Judged them, goq o "ere| Je/79, and the Labour GouE

needs as they saw fit. 2 RO capgy for o further growth averaging 13% per annum in real terms (Cmnd 7439). In
) words, local government was contributing significantly to the increasing

1.7 Even in the nineteenth century, as Parliament gradual which the public sector as a whole was imposing on the wealth-creating

ested in domestic affairs, it proceeded slowly ip impo:fnly becape wre g, ‘ ..,a of the economy. This was the situation which confronted the incoming

government in the fields of law and order, public healthgan? duties 00 gy Servative Government in 1979.

education. It tended first to encourage, 7% 1n que coury

then to provid
3 c . e
and only after that to impose duties. Snabling |

J
€g ishtion:

1.8 There were no regular grants from centra Because Governments are responsible for the overall management of the

1 Government ¢, loca

i e ) { i have to be concerned with the amount of local authorit
BeFre TS Woen - lauthoriti oy, they inevitably au ity
Sk Darliamnent}’ 58839,O%rants amounfed to less than 10% of local authoriu dzéure and borrowing. Local authority borrowing has implications for the
e Ty : course, also concerned with the Level of yy ic sector borrowing requirement (PSBR) and the rate of monetary expansion.
taxation. This 1is not surprising as revenue fr iy '

nd local authority current expenditure, whether it is financed by ‘local or
ational taxation affects the overall burden of taxation in the economy and the
jlance between public and private sector output.

income tax every year until after the First World War.
lose_afl authority services still meant that rate bills were relatively spall; g
1870, local authorities were spending only about £H for

- Toughly ZE at today's values - compared with £ today. The present Government has been committed from the outset to policies to

e inflation and set the foundation for sustained economic growth. These
cies required the rate of monetary expansion to be curbed, and public
fowing to be reduced so that interest rates could be kept down. Higher l?cal
rity borrowing would have made it harder for the government to achieve
thése objectives.

1.9 Gradually the picture changed, in two main ways. The first was tht|
Parliament began to concern itself much more with the services that lul
authorities were providing, feeling that some were of such importance that thy
should be provided to a reasonable standard throughout the country. The seco
factor was that central Government itself began to be involved in assistance fif
the unemployed and other disadvantaged groups. In doing this, it bega®

concern itself in matters which, for earlier generations, had been the conctth
solely of local government .

At the same time, the Government sought to reduce the size of the public
or and free resources which could be used more productively in the private
or. This would, in turn allow reductions in levels of taxation and more
edom for individuals and firms to choose which goods and services they wish
consume . And excessive taxation - whether local or national'-' reduces
entives to work and invest as the rewards of enterprise are diminished and

®8tricts economic choice.

1.10  Even though central government was gradually taking over local au;ho:lig:
ties' Poor lLaw responsibilities, local government spending grew sceadil}’l“ "
first half of the twentieth century. 1In real terms it increased by “earrzum.
in the sixty years between 1890 and 1950. It was also taking up an it ‘

, o t Y
Toa.C OF the nation's wealth, rising from HZ of GDP im 1890 to aboit &5
1950.

! f
b Few would question central Government's right to Cont?l}’;g; l:::all zf
duthority borrowing, which accounted for £%-4bﬂ out °fit i A
2bn in 1984/85, particularly when the overriding policy aim is

n - hrough direct
. rt inflation. T hani by which this is achieved - whether t

1.11 Aft 5 : L A to grow, as P . . e mechanisms by el Of  COUTSEs. . a
;eneraw exepiqgigosr? Olfocalbla'uthorlty spend;gi c;gtiyi\;e:s Lategr, in 1975;;831% ;‘:Wlng controls or controls on capital spending &t :
{ ral r public services. inc S81tima ¢
increased by almost a further 300% in real ZermSo And it Wii :ziﬁmted for B B hority current
at f at i cal author
of iD;aiFerw 9r7&,te t}fan the nation's wealth - so much so tt:ding were hidde? ) ! _Ceﬂtral Government's concern with the levels oi zzmmentators argue that
.. 27 23/5. The full costs of this increase inm spe rants £ 7 t4lture is not alays so readily accepted. Som - and that, if
ratepayers by a steady increase in the central government 8 aditure bal oy, the rates

orities have independent tax raising powers — that need not concern
Choose tg finance extra spending from this source,

nt controls
fitra] 80vernment. On this argument, so long as central governme

e cost of local
BB °'°Tall contribution through national taxationlto 1thovernment accounts
B ices, ., is sufficient. But, as Figure 1 shows, local g

% Rl , e
oriority services. By 1975 657 of all local authority rever:-:nts.
England was paid for out of central taxation, via government &

<]

o
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domestic and non-domestic rates - as  to nationa]
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resources which high levels of taxation produce,
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pncouragement to authorities to carry oyt i 2
:230 . incroduce' private sector coi’npetitisoenrvzzzs;emo;:sSefilécmntly,
Government established the Audit Commission, one of whose ma'o. The
is to advise local authorities in England and Wales < il f.c])rr tasks
1t also established new rules governing 1o money.

cal aut :
which = include St uthority direct labour

organisations ’ tendering for

4 most sizeable
of the Government's abdicating its interest in the Ii:_vzain thus o :au::tl‘l contracts.
i ion. Blof 1
spending or taxation loca] authOrit,\ 1i. A reduction in detailed controls over local government . The Loecal
| i ent Planning and Iand Act 1980 aboli hed {
Figure 1l: Local authorities' claim on : S shed or simplified §
Kingdom) the total tax burdey (Uﬂitq ;etalled controls over local government in England and Wales, such as

Local Caxation rqfc:)

&b

Lentml qovernmenc Tﬂu) éo Finau\c(

Loca 4Uer|’éy
expondityre

Caxes on ACOMAL ,
expend ibvre qnef
capital , and
Natienal  nsormace
etc. conkribvbions

P

1.18 The thirty years

since
authority current expenditure to the point where in 1979/80, it constituted Dl

of public expenditure.

a reversal of post war trends in local authority expenditure.

Policy since 1979

979 have ha
1.19 The Government's policies on local government finance since 1

three main strands.

at affordable
e main unhypo™
block grant

tem of cof
into effect’

i. A concern to contain local government expenditure
In England and Wales a new method of allocating th
grant towards local authority expenditure =
introduced in 1981/82. At the same time a mew S¥y8
capital spending, rather than just borrowing, camiich
Government also abolished supplementary rates, wcial gear
made it possible for authorities to begin a fimad g A
rate, and then to increase it in the course of the sa

4

C G Cosizim Nl

the war have seen sustained growth in loul!

It was therefore inevitable that the success of polici|
to reduce public expenditure generally would depend to a significant extentit

Levels:
thecd tﬂd‘

crolli

vious}

In each of these cases, the legislation covers England and Wales, though
' plock grant and capital controls systems are administered separately in the
} countries. There is separate legislatiom in Scotland. Wales and Scotland
onsidered more fully in Chapter H and Chapter H.

)l The Government remains committed to all three of the objectives set out
we. But any reduction in detailed controls can only take place in the
text of a system where the government can be satisfied that its overall
lic expenditure policies are being met.

Since the Government had no direct means of controlling local authority
rent expenditure, it introduced a series of measures designed to achieve
enditure restraint through pressure from ratepayers. Under the block grant
ten the proportion of an authority's overall expenditure met by grant was
if it spent significantly more than was needed to provide a standard level
service (see Annex C). The Government also started progressively to reduce
percentage of local authority expenditure met by grant. In England this
l in stages from 61% in 1980/81 to 49% in 1985/86. Over the same period it
l from 747 to HY in Wales, and from EZ to HZ in Scotland.

3 It quickly became apparent, however, that these measures alone were
dkely to bring about the reductions in local authority spending that tl}e
ernment thought necessary. The local government finance system worked in
ha way that the effect of the block grant pressures was greatly reduced by
time they reached local domestic ratepayers. Why this shogld be‘ S0 fis
lysed ip more detail in paragraphs E to H below. This made it ea51e1: or
* authorities to decide that they would not contribute to the expendilthure
BCtions asked for by the government. Indeed, in 1981/8-2, faced thl ba
ffal request for revised budgets, a handful of authorities res;ioEer az
ROSing increases in the spending they planned to undertake. ﬂ't %oecal
pctance, the Government saw that, if it was to succeed in controlling

Prity expenditure, it would have to take stronger measures.

Ly T

£ “the
ek government decided to supplement the expenditure pressures O
grant

1.t
System with a system of expenditure targetsitforWhei\;ehrixzzgzs lZ;
" its actual spending in earlier years. Any authority

ise a much
°t had jpg block grant entitlement reduced so that it had to rais
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tar ;
eding tp ety th in current expendi

by year. €l were ¥erg though grow penditure and manpower :

incrEasedy::: rA‘;alf of the 1970s in the wake of the IMF cx?isis h?.g iizwedl down in the

’ c

125 For 1986/87 the government isg discontinuing th ] egrthh was to :fe;eiin;edéevigt;:: ltihght of this, ang by comparisianr wbi};hlgzlz
targets in England and Wales. However, it is increasine Systep ng s of the Ei:ri 2o, they: moctiuN ::ecresults Tepresent a considerable
the block grant system for authorities to exercise “-xpeng the incentiv Movement ¢ ’ reat Britian as 4 whole, current

Eoditure is still growing and now represents a hig
did in 1979. Large elements of central gover
biled in the short term. For example, defence
rnatioﬂal commitment:s‘; unemployment benefit has inexorably risen at a time
borld economic rec.ess.lon- So it is difficult to make room for extra local
B ment spending within the public expenditure tota]. But every year since

8
diture Testrajp, Y her proportion of Gpp than

nment spending cannot be

1.26 Throughout, the government has faced arti
5 P cular expenditure is affected by

handful of the highest spending authorities in England
English local authorities' budgeted revenue
Government's targets by &£770m. 75% of this was accounted fq

overspending authorities. A similar pattern occurred ipn 1934/35r :5; the top |
overspend of £850m was attributable to just 12 authorities. Manw B 75% of gy |
still increasing their expenditure. In 1984 Parliament paggeq );h:_f these yy,
which gave the Government powers to set limits to the rates which Ekates et
Welsh high-spending authorities could levy. These powers were M8lish g
time in 1985/86 in England, when the budgetted overspend was
£300m. Similar powers have been in use in Scotland since 198f.

Problems i, dea

and Scotlang,

€Xpendi ture €Xceedeq 3/“
]

in expenditure. The
modest compared with
And the manpower total has not

tion in local authority manpower, of 5% since 1379 49
jevements elsewhere in the public sector.
Bllcn significantly since the end of 1983.

0 Such successes as have been achieved have also carried a heavy price.
isecure any significant reduction in the total of local authority spending
jnder the target system, the government needed to ask for expenditure savings
ed on previous years' spending levels from low-spending authorities. Coun-
which had a long tradition of careful husbandry and efficiently-provided
vices found it increasingly painful to make further savings from a low base.

Success and failure
1.27 These financial pressures have had some success. As Figure 2 shows:

= the annual rate of growth in the volume of loeal authority curren
expenditure in England has fallen from 3% or more in the sixtiesa

Y £ The measures that have been taken have also tended to make the grant
seventies to under 1%;

ten more complicated and more unstable. One by-product of the system of
gets and penalties has been the growth of creative accounting. Authorities
¢ become adept at mainpulating expenditure between financial years to
mise grant losses. The effect has been to weaken further the link between
ges in spending and changes in local tax bills.

= after continuous growth in the sixties and seventies, English loul
authorities' manpower has fallen since 1979;

Figure 2: Trends in local authority expenditure and manpower
(England 1960-198K)

3% %

(88 A1l these measures rested on the assumption that local ratepayers would
pond to the pressures applied by central Government and, in turn, bring
SSUre to bear on local councils for lower spending. But in fact only modest
Ngs were achieved. For some authorities, the pressures failed to work at
» and the Government could restrain spending only through rate capping.

Average annual growth
in Local Authority
current g pendkure

3%2%

3%
1 Average annual chand®

in Local Authority
Manpowar - Engla:

have these problems arisen?

The government's concern to restrain local authority expendit}xre z'and
fon has revealed  sewian shortcomings in the local govermment financial
R¥ork and 1n loeal accountability. These problems have not b'een caused_by
b has happened since 1979. The flaws have been inherent in successive
tens oyer many years. But the inevitable tensions that have arisen - in a
: im_ﬂ “hen a government for the first time since the war, :nas been seekin%ato
s Significant cor’1tinuing restraint over local authority spending - have
I attention v their importance in a way that has never happemed before.

Under 1%

434 y
: Shortcomings arise as a result of problems in three main areas

i b
the extent to which local authorities' marginal spending is funded by

ol 2 1
Ot~domesgtic ratepayers;

ing !
cons

while spend
1d virtud 1

1.28 1In Scotland and Wales, manpower has also fallenm.

growing at about H% a year in Scotland, it has been he
Wales.
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© 5 De 35m el
: 4 : Cepy sre about m electors in England. Of
ii. the mismatch between those who ey | ffhere 2 y these about 18g a i
chose. uhe Tt it . are entitleq to vote % ‘ ss. Of course, many of the remaining 17m wijj be spouse fre ol
‘ rom local authority servic In 1ogy g rat sre not billed direct, nor do they Personally mak $ of ratepayers;
domestic rates; €8, ang the ecuw they thority. Other members of ratepayers' familiese any payment to their
: Who 1 'aautioﬂ of the cost of local serviceg. Of the 18m ]iaa);lha"e even less
iii. the operation of the grant system. e:;out 12m actually pay their rates in fy1j, 3m receive € o pay rates,

partial assi
their rates and the remaining 3m receive fyll relief from their r:t:ssﬁ?ie

jost group know LHIE, RCEEEEE drrangements, they can vote for
'er services w1‘thout having to pay a pPenny towards thep. Even for those who
Five only partial help, the rebates damp very substantially the effect of
beased local authority spending. In Wales ang Scotland B/ and EY
Bectively of electors ALE liable to pay rates. g of ratepayers in Wales
g7 in Scotland, receive partial rebates. K% apd ¥4 respectively receivé

1 rebates. Figure 4 shows the proportions of the English electorate liable
ay rates and those in receipt of full or partial rebates.

(1) The contribution from non-domestic rates

1.35 Over half the total rate income of local authoriti

the non-domestic sector. This includes commerce, indust:s 1 dcome”‘
public sector institutions such as schools and h°3pitalsy' Public “tilitie,r
from domestic ratepayers and rebates meet the remaining 1.02 But upge, 401;

Wales, non-domestic ra tepayers account for H% of (see Figure3 3
rate A
HZ. income, apg o SCoth'

Figure 4: Proportions of the electorate paying full or

Figure 3: Sources of rate income (England 1984/85) partial rates (England, 198K)

Schools,
Governmant, et R ° Non-h sJ\oUm
(1o°/:) etc - ate Rebates (10%) paf_jw\jo%v s e

Public Utilities (5%)

Hovse(\vuers

— fying

Full rates
(34%)

Industrial (lO‘y°>

Commarcial (28%)

Hovs&l\o/lJﬂ-, 0(>S¢AO(J ers

: ayia
‘:’;:2.,, pPaztigl rates

(35%)  (F5%)

\_./\/\_,/

receivin

repates

1.36 The significance of this ma jor contribution by the non-domestlcmasecto
lies in its impact on the contribution which domestic rat:epa)’efhst afte
expenditure increases at the margin; for on average it means t:gi’nglw
Government grants are taken into account, domestic ratepayers areI mesome ratith
than half the cost of any increases in their council's spending: ¢ rilncome ralst
authorities the non-domestic ratepayer provides as much as 70% o {ncrest
locally. Authorities therefore find themselves in a posit
spending on services for voting domestic ratepayers largely ative
non-voting non-domestic ratepayers. This provides little imced

; 1 .
The picture varies from authority to authority. Some urban czgnﬁilsoha:_
¢oncentrations of industrial and commercial development and AR P ers
°f voters also receive rebates. In the extreme case, domestic ratepay

i after rebates, only H% of the rate bill from their own pockets.
(1i) Those who vote and those who pay :

Domestic rates have

Ra tion.
t®s are currently the only form of local taxa B i

gy 1as £ th
. echnical advantages. But they do not take any account O

1.37 The poor linkage between those who vote and those who vo vote W ¢

‘ - s. This was less

weakened by the fact that many of those who are entiti:ies pal pild v;‘i:ho.lds °F their consumption of local government s:::;::t was responsible

standards of local authority services either do not pay stic raté " the past when, as noted earlier, local gov ision was

pay full rates. As Fi 3 showed uarter of the dome ser o SRR, DERYASR,
ates. As gure showed over a q

Vices such as gas, electricity and water where Y e
bo Property ownership and consumption was charged for. e
uthority services are provided for people, rather iyl

°" alone accounts for 46% of local authority current expen

dteqd
met by rebates. ;

Cat{

9
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rection of reform \

(1ii) The grant system December 1985 :
e di
141 Accountability is also impaired by the way {p
local authorities. Authorities! grant ent:it:lementwhICh
spending - not only their own spending, but also thatsf
The result is that no authority can be certain hoy “‘“Zh ever
until after the year for which the grant is paiq 13 o ;
also vary between years, partly for the Same reaggp fant ent{ ey
changes to the various components of the grant System, Zuch 2 Causw
S the '

assessing the cost of providing a reasonable Standard of g8 Bethog .
areas. aa ks ity
it

,1 government finance Wi aSEtES crossroads.
Locinflueﬂce the total of local authority ex
0 policies. Yet its attempts to do

The government needs to be
penditure, gag Patt: of  its

| ;
gli“j;e adopted by their local council or are en,
nd 1

; standards than they would be prepared to finance if they bore the full
4nal cost themselves. To achieve even modest Success in restraining
diture, the government ha's therefore had to bring steadily increased
; et pressure to bear on the highest spending authorities.

couraged to vote for higher

1.42  Successive governments have also

: ible within the context of the existi =
0. ; Wpensate W Some lmprovements a're poss €xlsting arrange
varla_fons in rfiteable value. In terms of what Tatepayers are aci‘::?ititi” Bts. The government is already proposing, as part of the Social Security
pay, the use of grant to compensate for variations in rateab] ¥ askeq ev; to make one important change. It envisages that, in future, all domes-
1 ) =4

rather odd result. It ensures that different
rate poundage for equivalent spending levels, but that gives y
bills. To pay for a similar increase in spending, & 10 ares, ol
rateable values are low need to increase their rate bills by W
than high-rateable value authorities. This means tha
households are lower in some authorities
are in other areas where spending is lower. The ind
City of Durham for example, faced with an average bi
1984/85, might have assumed that his authority'
with that of Luton where the average bill was £H. But in fact Luton wvas th

¢ ratepayers should be required to pay at least 20% of the rate bill they
gee. This will re-establish a financial link between 3 million households and
88 10cal authorities in whose areas they live. But it will still leave many
foblens unresolved. The need for fundamental reform will still exist.

kind of reform?

There are three main possibilities for reform:

‘ .- i f local government;

lower-spending area. As Figure 5 shows, if both authorities had spent at ti changing the ‘structusess g ¥

level of this grant-related expenditure - the Government's assessment of thl » T
F i i ontrol over local authorities

need to spend - the difference in rate bills would have been even grester ff imposing much greater central c >

Differences in household income between Durham and Luton are much smaller tha

B - financial reform designed to improve local accountability.
than the difference in average rate bills. _ i

Figure 5: Rate poundages and rate bills in Luton and Durham (1984/85)

Ucture. The model the advocates of this 3PPr°a°h. have in mind. 54 Z fj:;—;zi
cture: provincial councils taking major economl? s plannlllr‘lg dae-to—day
A below them, single-tier authorities responsible for a nZability
(fVices. Tt is true that there could in theory be some gair; ir; ai;:u country.
éf We were to have all-purpose local government throufg o:e L i
Matepayer would then know that the spending decisions of o f the enormous
ind their bills. But this gain would be achieved at the coSrt aonisation would
fuption which a further large-scale local government reoldg be forced, yet
°* And, in the course of that reorganisation, we Sho‘: services g il
N, to face up to the fact that different local governmen

Provided py authorities of different sizes.

1 tier of government will
zgioithorities should be. The
t 20 years following the

Redclif fe-Maude and Lord
here is little support
d to move to a federal

Moreover, any proposals which include a ¢
& to consider what the role of those provinc
mues have beep extensively discussed in the 1las
e -21S of the Royal Commissions chaired by Lord v
ﬁttley' The debate about devolution showed thatede
°f constitutional change that would be ne

Stry
5

the naJ
Cture,
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1.48 Nor would changes to

: 4 : ca

underlying financial problems set out in thig chap];egonrnment fa]
facing up to the choice between increasing central cont' Tack)g thomht
accountability. ol apq imProvize y

(ii) Increasing central control
\

1.49 Increased central control of local
dppear an easy answer to the problem as
guaranteed. There are a number of possible
would simply be to impose a general limit on rates,
one or more of the main 1local government services fr
the budget for each set by central government .

Or a subgtans

: . . an

spending on a particular service or services could be taken to thetz:lt
n

Te,
1.50 But any system based on more e

Xtensive central control of ]
c
spending would have major drawbacks. ; i

Introducing a general limit on rates would mean extendin
to most, if not all, authorities. Setting limits which broughtabom‘
reductions in expenditure where appropriate,
the different circumstances of

require government Departments to get drawn into the detailed finaiy
affairs of every authority.

Introducing central funding of the whole of education, personal sociil
services, police, fire and highway maintenance expenditure would enslt
the government to control about three quarters of local authorily
spending. There would be a division of responsibility between thest
services and others, with purely local characteristics, financed f;oi(
local sources. The Government would become responsible for sedttf:i.
each local authority's budget for the centralised services anwl}
determining the policies necessary to implement theim;s odth 1
authorities would act merely as agents for the main serv <:in e
incentive to manage them efficiently. A big increazefor servith
government bureaucracy would be needed to enable the nee

to be accurately assessed through the country. L s

a

= Central funding of teachers' and lecturers' Salaf,iez fth ofallf
provide control of over half of education Spendingi’:hat the governm‘?;‘u
local government expenditure. But it would mean £ teachers

ading © )i
had to take responsibility for the number and BT would be ¢

jently- - 5
1wh0 live in its area.

ple way forward. But it can only work if we are ab
‘ trzmings which this chapter has identified.
rtc

D Local accountability depends crucially on the r
g Jocal services and voting in 1local elections.
ing
gpayers with no vote.
t 18 million are liable to pay rates, and about a third of those receive
] or partial rebates.

e —
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(Version of: 5 December 1985)

It should

authorities. In the
should help to ensure that services are provided more

And it strengthens the 1ipk between the 1ocal authority and
For the vast ma jority of People, this is the
le to deal with the

elationship between paying
At the moment there are

comes from non-domestic
Of the 35 million local electors in England, only

2aps 60% of total rate income ip England
o

53 These problems are accentuated by the arrangements for paying government
ats to local authorities.
ar relationship between the spending behaviour of the authorities in whose
they live, and changes in their rate bills.

They make it impossible for ratepayers to see a

This suggests that there will be three main elements in a new finance
tem based on improved local accountability.

Better arrangements for the taxation of non-domestic ratepayers so that
their contribution to local services does not conceal from local voters
the true costs of increased spending.

A more direct and fairer link between voting and p?ying, so !:h.alt:1 m?ze
local voters contribute towards the cost of providing local authority
services.

i or
Clearer grant arrangements, so that the consequ?nce; of rLdnlc1:'c=i)ayselsoCal
reductions in spending are felt directly and straightforwa y
domestic taxpayers.

i in detail in
This central issue of improved accountability is discussed in de
e Fhat. Fel il ts to local
htaxes (Chapter 2), local domestic taxes (Chapter 3) and gran
Oritieg (Chapter 4). ! i e
1t overall financial balance between the contributions of na

The first three deal separately with local non-domes-—

The assumption in all three chapters is that the

3
3 e ic taxpayers, to loca
. There ers, | : nd local non-domest ;
each authority, and their conditions of service tual argo®®’ e ) Comeel Qi Each chapter comsiders the shortcomings
cation with local authority responsibility; perpe 1ity to Pafe“ts the 8 ‘,‘”l,l be broadly maintained. ible alternatives.
the division of powers; dilution of local acco‘mtabii standard® = g ¥1sting arrangements and sets out poss :
; i 0¥ thorities o
B icrte of improvements is to s and local au
the cornmuru.ty3 and no guarantee e:diture controlo -l _Chapter 5 discusses the effects for householdd Sn the .peewious. thtee
formance, administrative Coat; A 1 government manpo h lmprovements to local accountability discusse ffecting the financial
require a significant increase in central g fnpters' Chapters 6 and 7 discussitias issuesia tia agsten of copltal
f himew?rk Within which local authorities work, Enchid ngesentat:ion of the main
(111) Improving local accountability : b1ic gect:’ B "diture controls. To avoid over-complicating the Prx siiouen. In Taglaod.
the P B cach of these chapters focusses primarily onm exp

o

hat wha a 3
1.51 The Government has a responsibility to ensur; :d' nnot ,,:tu‘itur
spends 1s consistent with what the country can affo

ither
But ne

e
concern with the level of loecal government expenditur

12
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Chapters H and HE set the review in the

ra
Scotland and Wales. The conclusions of the iy 1 different

(Versio :
revi LOCAL NON-DOMESTIC TAXES ® of: 5 December 1985)
T
in Chapter 8. View arg®act out 1ncum

pTER 2:

 tern of non—domestic rates
ppd
In Great Britain, non-domestic rates in 1985

‘ /86 contributed £Ep
1 g authority revenue expenditure of £Ebp L ol

= over H%.

The bulk of non-domestic rate payments come
uding shops - .But there are also very large contributions from the
onaliSEd industries, and from public sector bodies. Local authorities pay
to themselves and to each other for the schools and other premises they
Central Government, Regional Health Authorities, Universities, etc.

) 2lso large contributors. Figure E shows the breakdown of non-domestic
¥ revenue by sector.

from industry and commerce,

Figure H: Non-domestic rates by sector (Great Britainm 1981/8K)

Non-domestic rateable values are heavily concentrated in él‘liashaveoz
B “"cial and industrial activity. Typically, the urban centres WLB t there
higher concentration of non-domestic property than s ax;_eas.werustation
Dany €Xceptions - for example, the contribution from a sing ef po iy o
Bake up 4 very large proportion of the total rate income of a to which
tan district council. London is an extreme example of t:h&'r;llegrlf.aoendon area
rates are concentrated in particular areas. ebl value of
Fe accounts for over HZ of the total non-domestic rat:ie Soncentrated
And within London, over H% of the rateable resources - Boingpiirghim
. the centra] boroughs of Westminster, Kensington anf‘l Chelseaabl valt,les i
P of London. This extreme variability of ARl (rafean e also varies
I different local authorities® LncomR TR non-domestic rates

1
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(Version of s

greatly. Complicated grant arrangements
unevenness, and these obscure for local
expenditure.

(Version of; 5 December 1985)

led the Government to conclude that non
ory lOCal taxe.

have to pe used ¢,

taxpayers the true €Cpeng,

. has ~domestic rates are not a
gfact

2.4 The poundages charged by local authoriti This chapter considers what might replace thep.

: i es also vy It examines th t
hie & 2B e Bp in the £ in H. This neans " wHAE Similzr greatly. t two crucial tests. What will their effect on businesses be? eAzg it?::
premises can face rate bills that differ by as much ag Hl;é businesse { U, -11: 4ill they have on local government? ?
located in different authorities. Obviously Just beca 1

competitiveness. omestic rates and business
O

2.5 Non-domestic rates fall to be met as an addit
bodies which are 1liable for them. Unlike domestic rates, which
charge on the "consumers" of housing, non-domestic r;tes ca ) 5
producers of goods and services and passed on by thep to the finarle Chargeq
their products. In the case of the industrial ang comme €onaumey

Vi ;
their prices are higher than they would otherwise have been, e Tatepayey

: . I :
the public sector bodies, central and local taxpayers have to pay :ortehe cage gf

ional OVerheaq cost of |

Te q gy ‘ : poration tax and the national
ranCe surcharge. The yields are not directly comparable, but they show a
Bir trend. Since corporation tax is directly linked to the profitability of
Bncsses, its yield fluctuates. In H, it fell to £Hbn at a time when H.
¢ insurance surcharge was reduced in line with Government policies
Bl its final abolition in 1984. But the yield of non-domestic rates
eased throughout the period. There 1is no correlation between this
t of non-domesti, tit, @ gontinuous growth in non-domestic rates and the level of profitability of
ness . This has been one of the wmain concerns of business
presentatives: that a major tax, which now produces a yield which is more
fian B times that of corporation tax, is completely wunrelated to the
titiveness of those who pay it. It is the equivalent of a heavy
head cost which businesses cannot control and which can vary erratically
8r time and in different locations.

scope for investment. Of course, there are other ways - through consultatin,
discussion, and argument - in which an influential employer can put his vig
across to a local authority, and the relationships between many lul
authorities and local businesssmen are excellent. But the fact remains it
local authorities are not answerable to the business ratepayers who provide:
large proportion of their income. Since non-domestic ratepayers on averig
contribute over HZ of the total tax revenue raised locally (excluding rebatss
paid for by central Government), local authorities can find themselves udl

Figure X: Taxes on business (Great Britain, 1975/85)

expense of the non-voting non-domestic ratepayer.
2 It is the combination of these various factors

es that ke
= the very uneven incidence of non-domestic rateable valu :
complicated grant arrangements inevitable; ‘
that
fetent areas
= the wide variation in the rate poundages paid in il ‘

iness;
can distort and undermine the competitiveness of bus H 4
passed on £0 b

— the fact that non-domestic rates are ultimately ncemed;

co
consumers who may live far outside the authority

s
of local authoritie

- the lack of any direct democratic accountability
to non-domestic ratepayers; ratep'ﬂem
) _domestic pefH
- the extent to which the large contribution f n::al costs OF *
to expenditure at the margin can falsify the
of expenditure changes;

N1 ) e reirs TSR
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2.10 The impact of changes in and levels of nowsg December ogg on of: 5 December 1985)
is less straightforward than that of other busine‘:mestic Gy Most COSES that busineises face are fairly uniforg BeToss  the
price of an input - such as the cost BF & Particulars tcOsts. °1'ma1?u . ut theiti:te . L;;izn ci:an Vary  comsiderably eyep between
the first reaction of a firm would be to reduce 1ytpe fmaterialy hbouring author - arlses because of differences 1ip rateable
5 %

it is a reflection of the relative benefits

<t s'w'itching M s i taterialE 1 and so 1is netSa distorting factor -

00 on )
But with a change in the cost of kin for o,

anot Sroperty €Xcept to the extent that
drastic measures indeed. There ar by Property that " 5 ablpe values themslves are out of date and distorted. Byt e i
: , 5 SR are coslsiderable costs iq Fels éntg oundages are a different matter. These are Purely a reflection of th
1984 even mothball?ng empty industrial property carrieg Catiop, e p policies of local authorities and have no connecti ith 5
reducing the rates bill. The business is therefo . R e JRtetE i Fhe

re normally ¢, tee ¢ s being used by the business. Nor do

Uarap
Teed

: . ; differing poundages reflect
rate increase as an unav.cndable increase in ElixediiSoaEs and to gegy treat“ erent levels of benefit to non-domestic ratepayers. So sharply
on - through charging higher prices to consumers or negotiaty ek tg Pasg {; fferent rate poundages between different parts of the country will damage
with the landlord - or to reduce investment and hence job creaﬁa Lower Tegt tomic efficiency as businesses face differing cost structures which are
marginal firms, an increase in rates may be a factor 0 O For g ‘

ite unrelated to their real competitive strengths and weaknesses.

ultimate survival. ghovs the wide range of non-domestic rate poundages

t&rmining the ‘ Flgure

2.11 Hard evidence on the effects of rates on
study, c':ommissijoned by the Department of the Environment, conclugeg that gy
the period 1974-81 rates could not be shown to have had a signific ‘
influence on manufacturing employment, although high rate burdens ip
correlated with relocation of offices outside London. At the aggregated Loy
at which the study was conducted, and over the particular period considerad,;
these results are plausible. But they do not provide a good indication ¢f
detailed effects at a local level. Moreover, in the period studied (1976-81),,,
non-domestic rate poundages fell in real terms in all regions studied, emy
London, and in London itself there was very little manufacturing employen
to provide any evidential base. The 1974 starting point also exclude{
the significant rate increases associated with the 1974 local government
reorganisation and the effects of the implementation of the 1973 revalustin
which would have overshadowed subsequent movements in non- domestic rates.

business 18 “Searee, Arecen}': Figure H: Spread of non-domestic rate poundages (England, 1984/85)

London yery

2.12 How far business rate increases do affect the location and viabilitzeﬂ
businesses in particular areas must therefore still to a large digr:echans?
matter of conjecture. For most firms, rates are a small cost, an il
in their level would be wunlikely to have a major impact S i il
decisions. But employers' organisations, both in the privat;s o kil
sector, report that their members have been influenced by rzxtreme-
decisions on employment, where rate increases have beenlin :
common sense would suggest that where a firm is S”“ggl jeopa
business a sudden increase in its rates bill can seriously

chances of survival.

On grounds of economic efficiency, therefore, there is a case fior settm%
domestic rates on a basis that does not distort the competit vene.s,s ze
f.0esses simply as a result of the chance factor that they were set up in o

duthority rather than another.

to stay !
8 rdige it

88 effect of non-domestic rates on local authorities' financial decisions

2.13 A more general concern is the impact of rates onm the ciey v
ness of industry. If rates are passed on in higher pricziesses- If ¥
ability of British industry to compete with foreign bus iy reduce
absorbed by reduced investment that will, in the lomger 1f rates 8%
vity and again undermine the competitiveness of induStr}"’;lop land
back to the landlord there will be less incentive to de

expansion.

& The 8overnment introduced a new consultation requirement in ;he lzfi :E:i
& 0 promote discussion between local authorities and their non-= g??shed In
g In Dany authorities such links were already well eStat 'sBut. they
» the ney arrangements represent a considerable improveu;en .at T, A
1 do MOt overcome the basic problem - that local authorit eS,a -l

he day, are not directly accountable to their non-domestic ratepay

-
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2.17 The 1983 Rates White Pa

(Version of
tax that

Per argued in fayoyr °f domegpy * 5 December 1985)
¢ Tatg

E gt reform
‘ r.;

"They are highly perceptible to ratepayersg sumnmarise, non-domestic rates are pot
ability®., A

y a satisfactory 1ocal tax

Neither argument is true of the non
payers actually write the cheques p
not ultimately bear the bill. As paragraph 2.5
burden of the tax will rest with the consumers of th
of the property occupied, the shareholders

—domestic rate,

they fall immediately on those who have no
ayable to the loc

B nop- spending decisions;

do
al authorjt ! bmes:k Tatg,|
above indicated, essew
e goods Produceq, fy)

vote to influence local

p they are ultimately borne by people who ar

€ unaware of how these
extra costs arise and may not live in the

of . the. cop area of the authority
(either through lower wages or lower job creation), or th:azz;pa imposing the rate;
ick the bill £ bli ies. yers yp
pj.'“’ up' L .or P 1c. seéctor bodles These people wil] not perceio they reduce the apparent costs of local services to domestic rate-
link with the rating behaviour of the 1local authority, They are Ve g - t :
to live outside the local authority's area altogether. Very lijg payers;

fail the normal criteria for any local tax:
those who pay it as a tax imposed by the a
taxpayers should be able to influence the beha

Perceptih)e W
s and that gy
levy the tyy,

5 they have an arbitrary and erractic effect over time and in different

uthority concerneg areas on the competitiveness of businesses.

viour of those who

2.18 1In fact, non-domestic rates not onl
terms of those who pay them and those who impose thenm.
distort the link between the cost of providing local serv
faced by the local domestic taxpayers of an authority.

= they make complicated and obscure grant arrangements inevitable.

There are three possible ways forward in dealing with these problems.
Government could consider the complete abolition of non-domestic rates,
ng up the lost revenue from some other source. It coPld seek ways of
ng local authorities genuinely answerable to their business .rat':e;.)ayers.
it could look for ways of eliminating the damaging variability of
vdomestic rates: this would inevitably mean some reduction in local
thorities control of their income from taxation.

2.19 On average for every £1 raised locally from domestic taxpayers £F is i
by the non-domestic sector. So the marginal cost of services to domestic tar
payers is reduced by the HZ contributed by non-domestic ratepsjers
Most authorities that receive block grant are near this average because ofthg
way the "resource equalisation” arrangements work (see Chapter 1, paragraph i)
In some authorities whose rateable resources are so high that they dorsﬂﬁ
qualify for block grant, the marginal subsidy from non- domestic ra;ePz:esm
even greater. In Camden, for example, for every £1 contributed by the

ratepayer, the non-domestic ratepayer contributes £H.

There are few taxes that could be substituted for the non'-domestic rate
S0 make it possible to abolish it altogether. The only business tix wcilih
8imilar coverage to non-domestic rates and capable of producing a l1:oa nz
valent yield would be some form of payroll tanf- The Governmetlt‘ a.’:sates
ition of introducing such a tax on jobs. The yield of non-domesl;c;ied -
Bld alternatively be replaced by increasing a natiomal tax no::eaSin S
SHNess:  for example, by adding H percentage points to VAT or imecr § ge iy
'€ income tax to H. The Government is not prepared howevier ttI:1° rz‘zgof AT
Otives by increasing income tax. Nor would an increase nd i L A
Qécceptable. The volatility of the yield would lea o g
®dictable effects on local domestic tax rates year by year.

- —domestic ratestl
2.20 As mentioned earlier, the extreme variations in non-do rangement“”
values make it inevitable that there will be complicated grant z;emselves i
even out these differences in resources. Those arrangements i: pills hard 1
the connection between spending increases and changes in ti:_nditure of thel
local electors to understand. They may know that the e:p ut it 18 difﬂ;
authority and the grant it receives are in some way °°nnectel. on the 1evel:£
cult to see how when the relationship depends simultaneouzsy and the Level
the authority's spending in relation to its assessed netehe’ Tathorities:
the authority's rateable values in relation to that of tohe gran
issue of the effect of resource equalisation within

discussed more fully in Chapter 4.

) heir
One way of seeking to make local authorities answ::a:ieeszzblisﬁa
domest ¢ ratepayers would be to re—introduce a business V:entatives of bus-
fate class of membership of local authorities for ref:\erious business vote
* But this approach looks to be unworkable. The p

. it was available
i : i wn in 1969 because
tr;tosodllsuse and vas evemEHEl perating in the area. Most
e

i ding in

Resses ape many c?f which are tra g

£ thap one local authority area. It would not be practlcablexat: f:vi:so oy

tory dTrangements for voting by limited companies. F;r ein Pmos,t i,

g vote of the large retail chainms with bfinc ;semberShiP for busi-

nershing a, sERARAES SR Ofi lo::clo:;tt:lfflittyy which exist at the

n :

i goiourledsobleveret:idecdonbfylimcatnsy as an infringement of basic democratic
pcin o g

.

traders or partners in businesses O
now carried on by limited companies,

C l\". N F’\"'_‘:ET\IT!AL
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¢.2> If these approaches - abolition of n

ecember
authorities directly answerable to business

(Version of: 5D
°n-domestic ,, Ui ecember 1985)

e ratepayerg »Or gy is a choice of possible indices. Some soci :
A o 3 - 5 Al re ; g cial securit
the unsatisfactory character.istics of non-domestqc Tateg have to be rul& gy .31 Theo rises in the Retail Price Index ang e };benefiits are
havg to bg Fa.ckled by retaining non-domestic Tates py; Loy 8 iqked ft increases over a previous period. The alternative Wiy ti'ear n the
thair variability. This nasne transferring e el dil‘ectly oht O measure of inflation. The Government publish such a forecas: to huse a
ko deteralae the rate poundage applying to the non-domestj, e Easéhancellof s Autumn Statement as required by the Industry Act l9§§c B
ing to distribute the proceeds of the non-domesti rate, y 3 :
: Sira
ment spending. te to Support Nationally the total of non-domestic rateable valye continues to grow at
: 8 verage rate of B% per annum. Indexation of the Poundage without an allow-
Setting the non-domestic rate e for such growth would result in the aggregate yield rising faster than the
of inflation. It would be for consideration whether, ip specifying the
2.26 In deciding how to set the non-domestic rate centra] ngements for indexatiom, it would be appropriate to make an offset for such
choose broadly one of two starting points. The existing i‘;‘;etmmentc ‘ eases .
i e
poundages could be frozen. Or central government could ge o of g

b2 single

i
ing frop existiy
1s did not Change " i

poundage that would apply in all local authority areas, Start
rate poundage levels would ensure that individual rate bij
result of the move to a new system. But it would do

inefficiency inherent in the present arbitrary distribut
between businesses in different parts of
disincentives to investment, job creation and new develo
local authority areas which presently exist because of

high rate poundages. Many of these are older urban area
to deter business in this way. As Annex E shows there i
between the areas which would derive most benefit from a national rate and the
which presently suffer the highest rates of unemployment.

: ributing the proceeds

i Whatever the basis on which the non-domestic rate were set, the total
d of the tax would be hypothecated to 1local government expenditure. The
oceeds would be pooled and redistributed to authorities in such a way as to
r the rate of the local domestic tax by the same amount per adult in all
orities. It would be necessary to moderate the distributional impact of
change. Possible measures for doing so through a "safety net" arrangement

e discussed in Chapters 4 and 5.

This simple process of pooling and redistribution would replicate the very
mplicated equalisation of non-domestic rateable values which presently takes
e within the block grant arrangements. It would do so, however, in a} very
mple, straightforward and understandable way which did not lead to insta-
lity in grant entitlements within years and did not obscure the basic rel'a-
onship between expenditure and local taxes. This transparency i.s a major
lefit which will make this method of distributing the non-domestic rate an
ntial element in any new local government finance system.

2.27 Whichever approach is adopted both local government and business wuli
require assurances about the way in which the arrangements would be operated.

2.28 Businesses will be concerned to ensure that the new arrangements dodﬂ:t‘
lead to an increase in the proportion of local government spending fina““m:
their rates. Local authorities will want to be sure -that the contributigzpoﬂ.
businesses does not fall, leaving them to find more of the monzyb?thasm
their spending from local domestic taxpayers. The intention woul et i
yield of the non-domestic rate should remain broadly unchanged ats the startit
the new arrangements. This is a two-part problem. How do we sé

level? And how do we deal with subsequent upratings?

® In the 1984 Rates Act the Government for the first time required l?cal
florities to consult with representatives of non-domestic ratemyershbedz;f
Eing their rate or precept. That legislation was a response ;o 3 anin
tsfaction of business ratepayers with their lack of a say in t el Spthori’g'
fisions of tpe local authorities and to the failure by certainilocare:su vl
€S to enter into any serious dialogue with businesses in their a

) ativit . thh wer v o] rates Which businesses Could
# e neede
' . . | : :rd to pay. Ea]:ly expelience Of the first round Of Statutory

el
existing T ity ! tremel
average level (but see paragraphs H to H below). If p author™ cUltation hag shown that in some areas these provisions have proved ex y

for feac ) . In other areas
in rate poundages were to be maintained, a poundage n that & BDiul i, bringing together councils and their local employers n

undage : 3 ly going through
would be set corresponding to the real value of the po t lnesses continue to complain that their authorities are merely g
the preceding year. ghat?

1 dialogue
t WOtions. e need to consider further ways of milldnfeaas EGL .
jness® Feen loca) authorities and businesses the norm in all a

a-domestic 8%

no ¢ ot

non-donestt
14 be set &

2.29 The Government would propose that| dinithe firstldye:;'
poundages should be set so as to maintain the real yie

i)

t a fa
ue to mee

2.30 The best way of ensuring that business rates contiﬂso allowing

2 ; ¢ le
of local spending, and that increases are predictable, B

hat the exist-
Many Commentators in recent years have also pointed out t

rage
; no incentive to encou
i rastan oy conﬁdet:icef,or in Ptimry elip;nc ar}"angements give local authoritie,rshe complete compensation for
initial poundages. The indexation should be provide rned wit Var,, . SOt of their rateable Salie NS L oy s g
so that the arrangements could not be overtu af, tion in rateable values through "resources equa

lose from changes in their

consideration in Parliament. encourage development and

-
T short type lag, authorities neither gain mnor
~ Value.  There is little or no incentive to

P . 0 b b Pt Gt i |
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2.37 A possible approach to meeting both ob
authorities to retain the discretio

rate base, after consultation with

jectiVes W
n to levy a small]l ratOUld

0
e al
their fon-domestic py On thej, no

The Government would

i he local authorit
; - o t asult with ¢t V. associationg about
in full the proceeds of such a rate. The poundage Chargeed TBER, 1 oy to Eowhich Crown Properties should pe. s of themsuczoaxizanigements
an upper limit equivalent to, say, 5% of the Nationa] p Might B sub're “ ad abou e appropriate for priksde Y theated £ L g u Lo for
of the capped poundage if that were the method ad°Pted) °n-domest1c erctt ?

Administrative a rrangements

2.38 The non-domestic rate would continue to
under the existing well-established arrangemen
would be entitled to retain a sum equal to th
bution of the national pool together with
Any remaining surplus would be remitted to
(or Welsh or Scottish Offices as appropriat
yield of the non-domestic rate wa
share of non-domestic rates or rate su
ment of the balance. As at present,

rates. They will receive rate support
rate pool.

be collect —
ts. Of th:d . ossible. The Inland Revenue Valuation Office has therefore been asked to
. pt work on a revaluation of non-domestic Properties with a view to preparing

1ist in time for introduction on 1 April 1990. The revaluation will be
as before on evidence of rental values.

1t
; ;ORe Where g
y's entitlepent to ftg
PPOTL '‘gramessiy oo iy Teceiye ]ny-,:

upper tier authoritieg will not colleuj
grant and payments frop the non-domesucﬂ

Wbt Introduction of new non-domestic rateable values would require the

setting of the national non-domestic rate poundages so as to retain the yield
¥ he non-domestic rate at the same level.

5 For the longer term, after the initial non-domestic revaluation has been
pleted, the Government believes it is essential to return to a regular
ies of revaluations in England and Wales for the non-domestic sector. These
ld be at five yearly intervals as presently provided for. An alternative
ht be to introduce a process of "rolling revaluation” for the non-domestic
gctor.  For example, one-fifth of all properties might be revalued each year.
information obtained would be used to develop indices which could be applied
the properties which were not to be revalued that year. Such an approa.ch
d reduce substantially the degree of turbulence associated with a quin-
nial reevaluation of all properties.

2.39 Non-domestic ratepayers will continue to have the right to pay rates i

instalments. The schedule of payments by local authorities to or from centr
government will take account of that.

2.40 1If, in the light of consultation, the Government decides to proceed with:
the proposal for a small discretionary local non-domestic rate with a mim
limit, upper and lower tier authorities would share the proceeds.

2.41 With separate arrangements for non-domestic and domestic local taiesai;
will be necessary to re-draw and clarify the borderline between douiesiocerty
non-domestic property. The dividing line will fall between residenti: Ehighii
which is occupied as a main or only residence and residential pr;pif);re all
not occupied on that basis. Hotels and boarding houses, :,esinesse,s,"
continue to be regarded as non-domestic property, like other l;the propert]
liable to the non-domestic rate except where the predominant useﬂtfed sl
1s as a main or only residence for those who live there. 11)::2 patter IOF
will be required to establish the boundary line. It i whether @ property
Inland Revenue Valuation Office to decide, on the faCts’rssarY to pro‘lid"ﬂ’r
should be subject to a non-domestic rate and it will be n::: . categmle:t
an appeal procedure. Existing arrangements also prov b s Equiv
‘mixed hereditaments” with both domestic and non-domes

arrangements will be necessary for the new regime.

46 If such a system were to be adopted, it would be possible,. inste.ad of
Xing the determined non-domestic rate poundage to the rate of inflation is
IScussed in paragraph H above, to freeze the poundage, but instead allow the

ancy of rateable values to cause the yield to rise in line with the incrcleas:e
bon-domestic property values. The Government will issue a separate consulta

i i valua-
Paper on the practical issues arising from a system of rolling reva
S.

sition

be done
If a national non-domestic rate poundage is adopted, tlhat Sh%‘;ti et 6F
the same time as introducing new non-domestic rateable va ue:;tantially' In
e i affect rate bills for busimesses, in Som: caiicsi Ss\; clearly should
o ; n
1 §7 cases the two sets of changes will be offsetting f the two changes will
" 2t the sape time. 1In other cases the effects o

I . re would be

b i€ to give Ssubstantial overall changes in rafteboltihal::itiaintg);s o?e:_i a three to
Rates on Government Property Bl 3 °;1 Case for pPhasing in the combined effects o

howevel, | ®ar perjiog,
. The Treasury in 1 f
2.42 Crown Property is not liable for rates i com;:-ﬂmt:ionsbetween B 1 o {unie IS the case for phasing In
the Rating of Government Property Department, ma s negotiated 1 authf -  SXlsting rate poundages were simply luation would be less clear-cut,
rates on the basis of a rateable value equivalen nd the ocader f Nce tklln fate liability arising from tt.le reva flect real changes in the value
Department, the Inland Revenue Valuation Off;ce’hi:ving this unnt ot £ the ;: NW rating liabilities would simply re
ac e Opertieg {ad
concerned. There may be more efficient ways O direct paj" occupied.
a

non-domestic rate arrangements - for example DY ver, b casees wher®
national non-domestic rate pool. There would, however, tax

1 dome$s
butions to continue to be made in respect of local dome—— s
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Conclusion cemr

3; LOCAL DOMESTIC TAXATION
2-39 The propoeals In Ghis chapter on the future of th
e

central to the Government's pProposals for the ref Non~dgpe
orm o Stie
as a whole. By substantially removing the discretio;fl t‘;cal 8ove e ¢ history of rates
vary the non-domestic rate and by the arrangege Llocay a“thoritiina‘
redistributing the yield described ab S, , g0 %

ove it wilijls
the grant ar
and those

introduce a radical simplification of

€ Possible sin llZOOIina
which exist between those who vote for

Tangements 4p4 clozzeously b

who pay fqor loca] SGIViEl:m
8'

It is often said that rates have been around for nearly H years and have

fore stood the test of time. As mentioned in Chapter 1, however, rates in
re

i resent form emerged only at the end of the last century.
2.50 For business these proposals offer certainty apoye th I P
with which non-domestic rates can be €Xpected tgo grow ande 0
an

arbitrary variations in the sums demanded of them. Thig Confidey g
ce

Between their

ption and their final development into their present form, the rates under-

pajor changes in response to changes in social and economic conditions and
aid those making investment decisions ‘
commitment to regular revaluations or a

ocal government responsibilities.
certainty.

2.51 Local authorities, for their part, w
the full benefits of the non—domestic busi
open to individual authorities to require
proportionate share of additional spending

The process of change saw the gradual unification of rates in the 18HHs
i1l continue collectively to geg

; i ied either rall to pa
ness rate. But it wi]] o longerua ito a single tax. In earlier times rates were levied eithe generally, pay

businesses in their area to pay g

s+ t services — like Poor Relief, dating from Elizabethan times - which were
| redistributive in character, or on selected groups to share out the cost of
iding an amenity from which they all benefited. Rates which were redistri-
e initially took as their base the value of land: in a largely agrarian
nomy the occupation of land was a reasonable measure of ability to pay and
the ownership of land was linked to the right to vote. For services which pro-
Wided a direct benefit the basis for dividing the cost varied according to the
@ Evice provided. For example, the cost of sea defences might be shared between

. o
downers according to the relative amounts of their land that would be pr

ted by the works.

I‘he ran i nd the rowt ll of the towns
Sition to an i ndustl’.‘ial Soclet9 ) a g )

v

"‘J:II 'N'l‘th i l[e I)eed for more communal Se]vices and new foms Of local gou

! oses then be-
Silent . The existence of many separate rates for different purp

y absence of arrange-
e unuieldy, 4 process of consolidation started. In the

0 w tive principle”
BCts led the way in securing the supremacy of the il

12
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over the "beneficial principle" ip levying rates . R.ia for 3 local tax
existence elected local authorities largel ther
y financed b & g ;
! inst this background that we :
rate. Until after the first World War this Loesdl . iy a Siﬂglep It is agalns need to consider hoy domestic rates
rais

. a local tax. There are three main tests tha
tax and was the major source of tax re 2 t rates

sure U
e local tax, ought to satisfy.
iv

ed mOre b/ or an
y alter-
venue with any element thay lugg, »

of progresSivity 3

3.4 Since that time there have been many refinements ¢, th
€ Tratip,
SRANER

- Are they broadly fair?

including the standardisation of valuation Procedure Esym‘

of agricultural derating in 1929¢

ma jo ; A Are they compatible with healthy local democracy?
T Change gy
operation. In 1965 the Allen Committee responded to the o f

b Are they technically adequate?

rates op those

the lowest incomes. These rebates are now incorporated in Housing Benefi;

Technical adequacy

3.5 But while during this century rates have remained largely unchanged, yy The 1981 Green Paper "Alternatives to Domestic Rates” (Cmnd ) discussed

else concerned with local government has not. Many new responsibilities, f

education, in public health and in housing have been placed on local authori:

technical adequacy of local taxes under a number of separate headings. In
particular it argued the importance of cost-effective administration and the

i the overall national tax
ties. Central Government has taken a role in promoting more uniform stardatis iged for any local tax system to fit in with

: i local tax had to be
of key services. And it has taken complete responsibility for several of tk tem. A further requirement was that a new

E ; ; : : P fi 12l control”.
services originally provided locally, most importantly the relief of poetl: ompatible with sensible and tight budgetting pESpeT SUnanc

i i hat local authorities
Over the same period exchequer grants to local authorities have become muchumt yield had to be predictable and not lumpy so tha

' i fioschat 4\ loeal '’ tax ‘that
significant so that a large part of local spending is now effectively paldff 80uld plan ahead. The Green Paper pointed ou

! i ecurin roper
1 £ d ption The period has also seet ficreased imperceptibly would be 1less effective in securing prop
by central taxation of incomes and consum . '

: . § local tax had to
ions, ncial control. The final technical criterion was that the

e extens
rapid extension of the franchise. Today, after progressive

3 ; 5
8 g8 suitable for all tiers of loecal government, taking account of the varying
local vote is available to all nationals over the age of 18.

£ -metropolitan
Sponsibilities of the tiers and the differences between the non-metrop

Detropolitan areas.
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(ii) Fairness

ey Ay ooy pigure E: The relationship between rateable values and incomes
icia principle a e

‘ d 198H)
tax - domestic rates - ig accused of inadequacy in both - Pregep loy (Englan
: G=SPeoty, j

3+9 First, domestic rates clearly do not properl

services by a household. The single person househ

demands as a large family in identical property,

yet will face the gape
bill.

At the turn of the century many more local g

ervices were for the ey
of property: water, fire, police, gas and electricity were all provideg b)'l“

government. But the balance has now swung heavily to more Personal seryjy

Education, personal social services and libraries, for example now accoyt g

BZ of 1local authority expenditure.

services.

310 Rates are also said to be unfair in relation to the "redistribuit
principle”. Figure H sets out the present relationship between rateableval
and incomes in England. Although rateable values do in general rise it
household income the ratio of rateable value to income is much lower at
income levels than at the lower end, so that those with the lowest {ncones

Y rheir income:
liable to much higher rates expressed as a proportion of t

det&ﬂ
ct. The more
rate rebate scheme was introduced to offset this effect

concealed |

tions
analysis 1in Annex H shows the very wide variation il

ve £300 per wee ‘
averages. 10Z of households with net weekly incomes above o valith

bl
rage ratea
properties with a rateable value below £150 (78% of averag

gl with 15 0
f those Je vl

while at the other end of the income scale 19% © eab

av 1
incomes of 1less than £50 per week 1live in above i ox b
sySs
properties. So for many households there is no ]}.'i k. 5
o v
their income and the rateable value of the property they
4
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5 T 9 ecembe
S>.11 But nowadays the fairness of a local t 19&5) it o A S i
. 4X mugt
wider context of the national tax a i Sl |
il " o nd benefit Systen, Thes Ldergy ' b cssential if local voters are to have a dir
principle” was gaining ground towards the end g "Teg °° i Lsad .
. , of the last bricy's spending declsions and to understand how those 4 -
included poor relief, and it was virtually all Paid for | Qtury ] or € decisions will affect
1 7 o I c or
1984/85 HEX of unet local government e ol Yty .

spending wag met frop
exe

e forms of local tax

which are Progressive o - ibl

PrOpOrting,

Although domestic rates account for only B% of local spending, their total

consumption. And H%Z is met from domestic taxes. § is still a substantial figure - £Hbn in 1984/85.

There are only four

however, provides £Hban or E% to help those on the id categories of taxation that would be technically capable of raising such a

domestic rates. Rebates too are funded from central yre. These are taxes on property (like the rates themselves); sales taxes;

taxation.

the nature of the local tax much of local spending will in fact pe [ e oo o e R P i
Supported y

So long as a local tax is broadly neytry
)

overall costs of local services will be funded on a redistributive basis

those with higher incomes. se at local level in various developed countries. A brief description of the
rangements in OECD countries is given in Annex J. The suitability of the
erent taxes in a particular case depends very much on the constitutional and

(111) Local demoerarie accountability ctural framework of local government in the country concerned, as well as on

r inherent strengths and weaknesses.

3.12 Consistently with the approach outlined in Chapter 1, the Govermet
All of these alternative forms of tax were extensively discussed in the

considers that the third test - whether a tax is conducive to proper lod
’ g Green Paper "Alternatives to Domestic Rates” and in the subsequent White

democratic accountability - is now of er It is the key toa
4 crucial importance J Paper. The following sections re—examine the case for and against their use

approach to 1 i ! i to reconcle !
PP ocal government finance that makes it possible ‘ #local level in the light of the technical issues and criteria covered in

moder i i i ion in centtd
ate and responsible local spending decisions with a reduct ‘ lat Green Paper, but also with particular regard to the crucial local accounta-

Government intervention. #8LLy criteria set out in paragraph 3.13 above.

ability of 1#

3.13 To meet the central criterion of underpinning the account {
1ng featir®|

authorities to their electorates a local tax must have the follov

: gt » while acknowledging that rates were far from an ideal or popular tax.
s 1m0 )
T the tax base should be wide so that the burden i b forvard the following advantages for rates:

a substantisl pea
n the decisior® 4

Portionﬁ.
concentrated on too few shoulders and ¢ thelf
"They are highly perceptible to ratepayers and they promote accounta-=

electors have a direct financial interest i .
ollect and very difficult to

bility, They are well understood, cheap to ¢

authority;
Svade. They act as an incentive to the most effi

cient use of property.”

- there should be a clear link between changes
ate

changes in the local tax bill; at presemt € s sperl

sthorit
indicator of what is happening to a local auth

(o))

M O CONFIDENTIAL

ma PR e
i1 O CONFiDENTIAL

)
I

' ad



o TR R S e N EN

(Versiog of s

Sabe, g (Version of: 5 December 1985)
The White Paper recognised that a propert
y tax woul
ability to pay, and hence accepted the need for rebatd not Telate dip, gax base also has to be periodically revalued, and the variations in the
es at
income scale. the Lowey & cibution of rateable value require complex compen

o~

3.17 Domestic rates thus score well on the technicg

1981 Green Paper. And they retain some links - tho

= 4 = atteny ‘ tax
the original "beneficial" and ated - pcal sales

services - such as the fire service land drain ;
’ age, A local sales tax, levied om top of VAT and with the same coverage, could
ment control - still provide a greater benefit to pro

Perty ownersg than toot , the yield of domestic rates if it were levied at a rate of ¥Y.
HQ

So a
local residents. And despite the poor detailed fitgde ig Probably true 4, 2al sales tax certainly could bear the weight of replacing rates. It would
generalisation that those people living in the more valuable houses 1, anm; lgo be paid by all consumers - and this would meet the criterion of wide cover-
can more easily afford to pay local taxes.

But how do rateg fare agaipg e ge. But it has few other advantages, and was dismissed summarily in the 1983

Rates White Paper (Cmnd H)

3.18 The 1981 Green Paper argued that rates did promote accountability siy That conclusions remains valid. A local sales tax would not be perceived

they were highly perceptible to ratepayers. But while that is true, it do ectly by those able to vote in local elections. It thus fails the key tests

not take adequate account of the relatively small numbers of electors who L out for a new local tax. It would also entail considerable additional

ratepayers. While rates are highly perceptible to those who actually pay th istrative complexity. The yield which would be lumpy would fall very

they are much less so to those whose rates are hiddem in their rent payments, unevenly indeed. Regional shopping centres would benefit at the expense of

of those who are not directly liable for rates such as spouses and adult chile hinterlands. The need for complex resource equalisation would remain and

ren living at home, and those who benefit from the rebate system. The propsil t€ small size of our local government units would encourage Cfl°ss l"“i::
in the Social Security White Paper (Cmnd E) will mean that the 3m households It PPing.  There would be problems in apportioning the yield of loca .sa =

hey receive full rate rebalt services and there would undoubtedly be an additional burden on business.
England who presently pay no rates at all because they et A

g Even this

111l in futor eet at least 20% of their rates bill. )

will %a fuiute es yet who can vote 1t Figure H: Distribution of shopping floorspace per adult in West
leave 17m adults who are not directly liable to local tax sl

ied on a b
local elections. This is inevitable if the local tax is levi .
t test
not an individual, basis. So domestic rates fail the firs
local tax. They fall on too few shoulders.

ose who P&’

to th
3.19 Rates also fail the test of giving clear signals sales t3% which ‘d
a !
are levied on a notional tax base unlike an income OF 1y distrib“te

ven
! very uné
levied on an actual transaction. The tax base is
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&)
I
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3.22 Local excise duties - 985)

5 December 1985)
road fuel duty, alco

hol duti
duty - have similarities with a local sales ta €S apq

Vehie), &xq The reduction of income tax is a major objective of

X and were .

consid E

J

acement taxeg S b T 4,
gg,

‘government policy.

a local income tax would require an ins
. e average basic rate of income tax from 30p to 3Hp.

"Alternatives to Domestic Rates"

as possible rep] replacement of domestic rates by

a5 In some auth-

3:23  All such taxes however fail the first test for fies the rate would be lower = but in other authorities it could be consider-

a

ne -
should be paid by all those able to vote in local electi S tax‘thati Bly higher- With present local spending patterns the combined national and
ons. LO k' i - il
vehicle excise duty would naturally fall oq particular cal alcohol 4] rate of income tax cou d be well in excess of 50p in the pound for basic
gro

ups of cons :

ey,
wider range of people in the 1
but the impact in this form would be 1

would not be closely identified with the locality in which it w

» in some authorities.
Local road fuel duty would be passed on to a g taxpayers

This would have severe effects on work
of higher freight costs, ; {
TPerCeptihly

as levieq,

54 : : :
3.24 A local vehicle excise duty might be more feasible as , Supplesey

even distrip,
The number of cars per adult yary
from E in H to H in H. So a locally variable vehicle excise duty used &5,

m income taxpayers in England, compared to 18m householders and 35m voters. So
another local tax. The drawback with this is however the Very un '

hile the introduction of a local income tax would widen the tax base, there
tion of car ownership between authorities.

ould still be only H%Z of the electorate who were paying local taxes.

supplement would require complicated equalisation arrangements which yu 9 A local income tax would make it necessary either for the Inland Revenue

destroy the link between spending and the main local tax. know the residence of every income taxpayer (at the moment they do not need
use this information for the majority of income taxpayers) or for the local
Local Income Tax hority to know the taxable income of all its residents. It would be feasible
the Inland Revenue to administer local income tax alongside national PAYE.
3.25 A local income tax at an average rate of Hp in the pound would be capa" loyers would have to know the residence of their employees and apply the
of replacing the present net yield of domestic rates. The introduction of

" {cial pri
local income tax would represent the final shift away from the benefic s
It wous

ropriate local tax rate on top of the national rate. The major objection to
égration with PAYE is that local income tax would become imperceptible. For

" income tax and
ciple” of local taxation towards the "redistributive principle t employees it would be deducted at the same time as national incom

: : i link between the
h d. f tel dministered rebate scheme. lonal insurance contributions. There would be no direct
remove the nee OF a separate N &

| 8l taxpayer and the local authority levying the tax.

rates I 3

of domestic F&7
3.26 There are three critical objections to the replacement

1 e
U To overcome this the tax might be administered by the local authority
a local income tax:

1 authori-
% Would require either separate declarations of income to the loca

i i ' taxable
® Or the passing of confidential information about individuals

= the impact on work incentives and rewards; ~Alternatives to Domestic Rates

feome frop the Inland Revenue to authorities.

Qs
r]mat 1
ive cost entailed in

aneabilii

cco
in local 8
& the failure of local income tax to underp 000 1ocay authority staff. The additional administrat

sstributt® g

y on @ red b 2 collection is likely to be very high.

I
= the inappropriateness of relying too heavi

to fund local authority services. 11
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3.31 The third objection to a local income tax ig % 5 December 1985)

: . ; ather differ
lncome tax 1s not an appropriate tax foe local ayt ent

2 e 1d be paid by all ’
disti i be d horities, Ther % puntability gss B g those who are eligiple to vote in local
i1stinction to be drawn between the roles of central Governme % i 1 eions. But sales tax fails the second test - of bringing hope to voters the
M P4 nt
orities. Local authorit : g i 3
g ey tes’ essential FolSEEEEN Provide 4. pf local authority  spemdingeENiiEHE N a R fail both
"beneficial™, some "redistributive". Local Councillorg €Viceq
. : ; : are jyq
perrormance in delivering these services. Central 8ed o he
government
service provider. Its main domestic responsibilities are ¢ SR nry, The search for the best local tax has been an attempt to reconcile
or i s
the economy and the redistribution of income, through ¢y the managemeuto flicting objectives = the "redistributive principle” and the "beneficial
€ tax ‘ ; ;
systems. and bapggy, B ciple”. It is clear that no tax could satisfy both aims simultaneously, and
“ with the structure of local government in this country, only rates or a
)
: o e K i e technically capable of bei i
3.33 This division of responsibilities should be reflect g8 on residence ar " R e

ed in the taxes tyy
Since central government ig prinari)

nomy and the distribution of Income |
will inevitably need to control both the level and the structure of t

» . - has regard to local accountability. of the two, rates are f 1
the different ties of government levy. . i i ; i e

- tory. They are no better related to ability to pay than a flat-rate
concerned about the performance of the eco tisfactory pay

harge would be, as Annex H shows, and they are less well related to use of
he aejy
It is neE appropriate to give locai
authorities the power to tax incomes when they are responsible neither for the

ocal authority services which now more closely reflects the number of people
redistributive tax - personal income tax.

in a household than the value of the property occupied. Furthermore they fall

a relatively narrow section of the local voting population.
performance of the economy nor for the national distribution of income

8 The Government considers that the way forward on local taxation lies in
roducing a new flat rate charge - a community charge - for local services,

dyable at the same rate by all the adult residents of a local authority. Such

ot
by most members of the community. That argues in favour of a form of tatit Birce would be more perceptibie BN RNEREEEENESEEHE SR MU E o i

which has at least some of the characteristics of a charge. Since It feternine the level of its own community charge, and levy it. All adult
authorities are held accountable for services but are not held accoul ‘ fdents would be liable to pay; not just heusSEMEEESUNIENESEN 1oeat authority
national economic performance, they would naturally be imclined to useab“°7‘: 8 to be accountable to those who have to pay for its expenditure, clear ‘?nd
tax such as income tax which rises imperceptibly to finmance an expi‘iio:;t Blprehensible price signals must be given to all local taxpayers. A community

incone i - ; will face similar bills.
services without considering the economic benefits of reducing fge will achieve this, for all local residents

or raising allowances.

ma jor
 Moving from rates to a flat-rate community charge would mark a maj

Jocd ; g £
duce & ~ k to the notion o
w Nge in the direction of local government finance bac

1
g i lines the government's
&8l for 1ocal authority services. Chapter 7 out il
is
g ech to ervices where it

to int
3.35 For all these reasons the Government is not Prepared

income tax.
; se s
increasing income from charges for tho

mssﬂ)le o diey

W

1 FE to use the service or not.

. hoice of
y specific charges, and where people have a genuine ¢

The way forward: a community charge But although there is scope for extending

]

3.36 Of the alternatives considered so far, only

the first condition specified in paragraph 3.13 13

12
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“ D m
user charging, ember 1985)

most local authority spending wij] 1

such charges. nevitably not py

For this large element 1
of local Spendip b s inanch
8 a oy !

41y at a low level.

In the first
year of the peyw scheme rateg would be

rovides X a an amount equival
p a ced by, say, q alent to the yield of 3 £50 per adult

closer reflection of the benefit from

moder
than a property tax. Like the rates, " People

it would of Course pegq ; Seq Seryg
0

4 Tebatyg :

Bunity charge- That would; mesn: iEhagsikie overall position of two-adult

those with low incomes. ds would be broadly unaffected:

sehol their rates would go down by about

put they would have to pay an additional £100 - £50 per adult - in

p " ; i L SO
3.40 "Alternatives to Domestic Rates" mmunity charges n some authorities where, rate bills are low,

a £100

concluded that 5 i
lat-
rate In other

. : tes would be a lar -
by all adults would meet all the techn s 1t et #rES BIRpRE L paRtelatedng tion.

: ical criteria discusseq in par ‘
[t would be capable of producing a yield equivalent to that of y
Tates, Woulq

e domestic rate bills in excess of £500 per adult - over £1000 a year for a
and would be conducive ¢, Pto |

suitable for all tiers of local government,

5 . —adult household - it would be a much smaller proportionate cut and rates
financial control. But in the White Paper,

the option of iutroducing sueh“ uld continue to meet a large part of the local tax bill.

| All new local
The major objections put forward were operationa]:

tax was rejected. i
3 would however face a similar bill, and there would be similar cash

ductions in rate bills across the country. And in all areas single house-

++- the tax would be hard to enforce. If the electoral register yy,

lders would pay less, and households with more than two adults would pay more,
used as the basis for liability it could be seen as a tax on the right

rds the cost of local services.
vote. A new register would therefore be needed. But this would nake t

tax expensive to run and complicated, particularly if it incorporated‘

rebate scheme."”

It will be for consideration how to proceed in later years after the
itial cut in rates. One option for subsequent years would be simply to freeze
tes at their lower level. Any increase in local expenditure not met by an

| .
Operationsl Jdssues are. cossidi briefly below and in more detail in Amer} ease in government grants would then fall to be met from the community

They are not insuperable. In view of the overriding importance of {ncressiy charge. But, on reasonable assumptions about inflation and expenditure, this
local accountability through the introduction of a community charge th, uld mean that rates would still provide a major share of local authority
e it AT AR yénue until well into the 2lst century. It would take 20 years for rates to
se less than 10% of local revenue even in the authority with the lowest rate
g gort gl

e achieﬂ )

I all iti i take longer.
3 adtl It is for consideration whether a community charge of thi ? other authorifies NSt 4

; hould b
replace rates entirely. In many areas of the country that s ’ ;
. ; local authorities L B To reduce or eliminate rates within a shorter timescale, the proportion
without too much difficulty. But there are some

xationy ‘

ptes i

of i LS.
hare of local t8 & local spending met by rates would have to be reduced in successive years
domestic rate bills contribute a relatively large 8

ould B vay would be to reduce rates each year by an amount equivalent to 8
timescale ¢

that complete abolition of rates within a short If rates in each

@ fixed increase in the the community charge.
problems.

e
vitably affect

1 ine
3,42 The move from rates to a community charge iy 1ds gain 8t
t

useho
personal finances of households since single—adult ho "

fore €0
expense of multi-adult households. The Government there nity chatse

commy
change should be made gradually by introducing the
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Ceggy, (Version of: 5
authority were reduced annually after the first er19ss)‘ December 1985)

YEAE By the equiy

ister or deregi
Tates would pe 4 alﬁnt o, : regilis gister when
€limjy )

per adult increment in the comm '
unity charge, will they change their main or only

authorities within E additional administrat
years, in 80% of authoritjeg Within g Ateg oy jdence. The £ Lve and enforcenment costs of the new tax
. . b . N eg i IE £
authorities within 12 years. They would stil] remain fq Years, ang gy 8 be to some extent offset as the costs of Tunning the domestic rating
g g ) T 0 . :
some authorities in London and South East England Severg] Years g saten, 1D particular the operations of the Valuation Office, are reduced. There
. Q 1 .

B4 be 1o need for complex revaluationg if rates in many authorities were to

3.45 Another approach would be to freeze rates ip 4 [ opear within a relatively short period of years. An outlime of the basis on

of years, during which their real value Wonigtll S bich the community charge might be administered ig given in Annex G.
in one go.

authorities i W49 There will inevitably be less than 100 Per cent compliance with the

f £100 were added to the community charge

Puni charge. Local authorities have sufficient i i
sElisnatahilakatl sumuni ty g means at their disposal to

A decision
could then be made on whether sheck that most people are registered in the right place. Where someone

» and hoy quickly, y
‘ pberately avoids registration the final resort will be to the Criminal

phase out rates in other authorities where a longer transition was requirej |
€quired,

ts, but this should be necessary only in a very few extreme cases.

3.46 A further option would be to leave a drastically reduced property elemen:

in all authorities - to meet say 30% or less of the local revenue requiren

3.50 Just as rates require rebates in order not to bear too harshly on
This would reduce the length of transition in high rate bill authorities. 1

e with low incomes, so will a community charge. The Government considers
it is better for there to be an explicit income support scheme of this sort
ated through the social security system than to obscure the true cost of the

of the tax base, the question of valuation would need further consideration 1 contribution to services by, for example, having a lower level of charges

those with 1low incomes. Either approach would require a test of income. A

3.47 The impact of various transitional schemes is further discussed in Chaptt te scheme is the most efficient way of helping the poor without distorting

S signals to the majority of taxpayers who will not require special

Sistance.

Operational issues ial
The new housing benefit scheme, as set out in the White Paper on Socia

¢ Lot rity, will be adapted to apply to the community charge. The key features of

nativ
3.48 As paragraph 3.40 made clear the previous examination of alter

flat-rate chargé scheme will remain - a minimum proportionate contribution by all those

taxes concluded that the major objections to a new

b 1 to net
P in any @ Bable for rapeg or the new local tax, and a taper on the rebate related to

operational. The Government recognises that there wil aply st Come. Detailg {ned in Anneris
away from a tax on property to a personal tax. This would of cours® G :

harge: Res“w'

ity ¢
as much to local income tax, for example, as to the commum y

r the t% Siﬂ’ The new community charge will enhance the accountability of local authori-

d fo ;
will have to be defined and people will have to be reglstets on with the new treatment of non-domestic

ch & tes : ;
people . X to their electors. Im conjuncti

id by
the tax is not a tax on the right to vote - and will be pd

: is will introduce
jons but 4 penefi* "¢ 20d the new grant arrangements discussed in Chapter 4 thi i
0 ti il
foreigners who do not have the right to vote in UK o 1d be 8 ™ ] ¥ Pressyreg for financial respomsibility which are B o s mlg;ilit
ou ta
local services - the government proposes that there ot 11ing reg i tax arrangements and lead to a healthier climate for local accoun y
"ro

i . from detailed
Unlike the Electoral Register this will be @& WL nake it possible for central Government to stand back fro

S0ty
_ 1 ang confrontation.
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(Version of: 5 December 1985)
] RANTS
pIER 4: ©

ction

Chapters 2 and s set' out proposals for ma
‘ Bonestic rates are paid; and for a new sys
bned to increase local accountability. 1Ip
S uiding local authority services in England

A further HZ came from domestic rates.
as provided by national taxpayers as
sdpinistered separately in Wales and Sco
gpenditure was met by grant in 1984/85.
s within the present local government
rnment 's proposals for change.

Jor changes to the way in which
tem of local domestic taxation
1984/85 about HY of the cost oE
Was met by non-domestic rate-

But the largest contribution,
central government grants. Grants
tland, where respectively H% and HY
This chapter looks at the place of
finance system and sets out the

hv do we have grant?

Grant systems for local authorities have grown up because, although it is
tant for the proper functioning of local govermment for it to have its own
es of income, successive Governments have taken the view that it would not
propriate to expect the whole cost of providing local authority services in
area to be met solely by the local taxpayers of that area. This reflects a
nuing policy that services that are natiomal in character, such as
tion, or of national importance, such as the police, should be provided to
cceptable standard country-wide whether or not the taxpayers of particular
can afford to pay for them. Over the last 20 to 30 years, Government
systems have sought to achieve this objective by three different means:
nsating for differences in expenditure needs between local authorities;
nsating for variations in 1local authorities' taxable resources; and
Uring that a substantial proportion of local authority expenditure is paid
Bout of national taxation.

Equalising needs

Some authorities inevitably face much greater calls on their services than
S+ The proportion of the population who are of school age, for example,
S widely across the country: children between 5 and 16 make up B% of the
ation in H but only E%Z in H. At the other end of the age scale, the
®0Ttion of pensioners living alone ranges from HZ in H to B%Z in H.

It also costs more to educate a child or provide support for an old person
¢ Parts of the country than in others. One reason is the nature of zh:
. Thinly populated areas face higher transport costs, for example. ‘n
1‘ factorsg can also have a big impact - like the extra cost of gdu;it;ng
dren whose first language is not English. Authorities in London face higne
llls as 4 result of the need to pay their staff London Weighting.

eedy people, or 1is faced with
he entire financial burden to
idents would have to pay
horities if an acceptable

Where aq authority has a concentration of o

it would be unreasonable to leave t
°cally. To do so would mean that local res
®Vels of local taxation than those in other aut
°f service was to be provided in their areas.

)
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(ii) Equalising resources . lg)
985) (Version of: S December 1985)
4.6 Under the present 1local government fi i
| _ B B o of gra
capacity of local authorities is measure " arrangeme L

nts,
eable Val th

ty to auth B
0
nd Commercia] ey,

d in terp
population. This wvaries greatly from authoris of rat

gizeable grants began to be paid in tp
result of the concentrations of industrial a

to encourage different areas to pr

; d : this was achieved 1 ovide serviceg of a consistent
areas. Block grant is used to compensate authority Propert : At flrst ¢ -argely through specifie grants. S
base (on this definition of tazable capacd ey relatives th a sual] | s fic grants remain; thes: are considered Separately ip Paragraphs 4 53°l:§
they had to Einance their saryitws vholly il localet::agxeir POpuly; pelow. But gradually the main form of Exchequer support began to take the
o

would have to levy much higher tax rates than other author{ 0, sye
the tax bills they charged would be higher Fitles.

of unhypothecated grants, paid towards local authority spending generally
would de
of rateable values. pend on their averag, r

chapter is concerned mainly with those grants.

" gince 1958, all unhypothecated grant Systems have contained elements
ned to equalise local authorities' needs and resources. Until 1981/82 the
tasks were carried out by separate elements of the grant; since then, in
nd and Wales, they have been undertaken as part of the single calculation
ock grant.

(iii) National taxation

4.7 Successive Governments have also
authority expenditure because they have taken the view that the
expenditure should not be borne by local taxpayers alonpe.
two considerations: first, the wider "national dimension”
services which local authorities provide;
rates are not a tax which can bear the full weight
expenditure, since they are poorly related to current ab
proposed new community charge is also unrelated to ability to pay, In the|
circumstances, if local services were met entirely out of local tazation, tig
on low incomes would pay a much larger share of the cost than was Justified g
this could inhibit the provision of satisfactory standards of service in sl

authorities. Providing Exchequer grants to local authorities avoids thi
problem.

provided general 8rant suppory fud
sre block grant

32 The grant system in force in England and Wales between 1974/75 and 1980/81
of local authorly number of serious drawbacks." Two in particular warrant discussion. The
‘ t concerns the method used to "equalise resources"” that is, to ensure that
rities could operate as though all were able to draw on the same rateable
per head in setting their local contribution to expenditure. This
ed the Exchequer in effect standing in as an extra ratepayer in authori-
| with rateable resources below a given level, and paying whatever rate in
£ the authority levied on a fictional property with a rateable value equal
he shortfall. This meant that the amount of resources grant an authority
ived rose in line with the rate poundage it levied. The more an authority

e to spend, the more grant it received from its central government

Grants and local accountability Boayer”.

|
/;

4.8 The fact that grants have to meet several different purposes meas t::t.
the systems of calculation are inevitably complicated. No granmt systemfoz
deals with several hundreds of local authorities carrying out a wide rangie,1¢
different services and costing billions of pounds can even be complet;gst:&
without an intolerable degree of rough justice. But it is important ;utoiti‘:
should be paid in such a way as to enhance local accountability, :°:es ol
So far as possible, whatever the problems of calculation, the en see the exteth
grant system should be transparent, so that local residents ci;ld e vy D
of the help that is being offered from central taxatiom. nunderstand ol
grants are calculated should be accessible, so that people ¢

the size of the grant is determined.

The calculation of needs grant to compensate authorities for unavoidable
erences in their spending per head (see paragraphs 4.3-4.5 above) used the
Istical technique of regression analysis to select and weight social and
omic indicators which correlated with the broad pattern of actual local
Ority expenditure. It is true that under this arrangement individual auth-
les could not influence the amount of needs grant they received by their
ding behaviour. But the calculation could be affected if a group of
Ofities with similar characteristics spent more. For example, if the
rity of urban authorities chose to increase their spending, this .would be
Ipreted by the regression system as greater need to spend in thiie
OTities whether or not their real underlying spending needs were correctly
g=Cted in their actual expenditure levels.

e relationt!
4.9 The most important signal of all to local electors is t:hange I 1°"
between variations in a local authority's expenditure andt of local geeds)
domestic tax bills. If the grant system fairly takes acco‘:n A
is right that, where an authority decides to spend more b:nefit from ©
the whole cost should fall on the local people Whod in Chaptel 3’raebe
spending. Under the local taxation proposals describe services tB8F°

0
5 5€ ) t*to

5 asse o et Block grant, introduced in England and Wales in 1981/82, was an attemp
-° @ System that would be fairer and more access

a : a system for supporting
Silorisy e e s o Ofitelr::ie loZical and defensible

duthorjt tually mu
. % e : : pay for the ropose®’ -Y spending which is concep il how it works in
roeddes & -0 Ehe ared WAL B for them: chan&““ I previgug arrangements. Annex C explains in more deta e 0 o
provided, as well as having the chance to vote IO hov and

differences-
understan | Vand  ajlge o Wales where there are some : owever, SO
grant, discussed below, will ensure that they B of block grant still reflects the earlier arrangements, - \

expenditures on services affect the local tax bill. ares some of their detet B
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(VersiOn of s

; s ) Version of;

(1) Calculating block grant SCeuby, 3 rregional transfer ( OL: 5 December 1985)
1985) e g: Interreg § through resourceg €qualisatiop (England

4.16 An authority's entitlement to block grant 4 1984/85)

measured by its grant related expenditure assessmeﬁt i ts

measured by rateable value) and its actual (¢ Tegg (i

itg
Spending, "esoyr,
e &
caln be difficyle for galculation(:"
culation meapg that gr, °n~expe” '
This volsgfige o ol Entig)

a
& and local taxes 1evi:; Tty

complicated and produces results that
understand. Moreover, the method of cal
can change both between and within years.
weakens the link between changes in spendin

4.17 Between years, entitlements can alter

e T a8 a result
authority’'s needs assessment, its rateable resources, or itg s
expenditure changes are under the authority's control apq MOVement Hoveyg,

value are generally predictable. The main source of volatilit
been GREs. Although it was hoped that GREs would be more stap],
previous system of needs assessment, this hope hag q
practice. Annual changes in methodology and data,
overall distribution between services, have resulted - as the Audit Comisei8
noted in its Report on the Block Grant system in 1984 St
rates of change of GRE for individual authorities.
over grant income for authorities and has tended to
in actual expenditure to the ratepayers.

hﬂﬂ es
pendip .g by

Y in pragy; ¢ by

In addition, the present system of resources equalisation is providing a
5idy to individual domestic ratepayers in different parts of each country in
| gy which bears no comsistent relation to their ability to pay.

1 The differences in authorities' rateable resources for which resources
alisation compensates arise for two main reasons : the size and composition
their property base; and the general level of rateable values of properties
their area. An authority may have low rateable resources because it has
atively few properties pro rata to population (or relatively few commercial
industrial properties which generally have higher rateable values than
estic properties); or because the general level of rateable values in its
3 is lower than rateable values for comparable properties in other areas; or
mbination of the two.

mask the impact of changes

4.18 An authority's grant entitlement can also vary within a given year. T
is an inevitable consequence of a system where grant is based on acty
expenditure and where the overall grant provision is cash limited, so tha
individual authorities' grant claims - based upon their spending decisions -
have to be 'close-ended' to the amount of grant available for distributio
Thus an authority's grant will change not only because of its own spending, bu
also because of the spending decisions of every other authorities. Moreovws
final grant determinations cannot be made until audited outturn expenditureg;
the year is known - at least 18 months after the end of the financial year: el
year GRE changes have been a further cause of grant volatility. GREZ héiV:eVise
re-determined during the course of the year to correct data errors an m::us o
certain estimated items in the light of later information. All tfhfi:ct o gl
an authority's grant entitlement, after taking account of the ein Deceaber &
penalties, could change 3 times between provisional notification

the final closing of the books 3 years later.

Resources equalisation is based on rate poundages - the rate in the £ that
orities levy. It aims to ensure that authorities providing the same level
fSservice have to levy the same rate poundage. The effect of equalising rate
dages is that, in those authorities where average rateakle values are lz;:,
bills on individual properties are lower than tax bills on compara be
Perties in authorities with high average rateable values. This would. r.xot 2
asonable if rateable values bore a reasonable relationship to the ab;ltiy 30
WSeholders to pay. Within a local authority area, rateable values pfroaamozem
3 reasonable relationship to ability to pay : the ecupant 1o‘k A -
ched four-bedroomed house in a pleasant suburban environment is ;esz oo
fter off tpap, the occupant of an ageing two-bedroomed terrace hou

i £t loeal
: . ’ . But between differen
(ii) Resources equalisation down drea in the centre of the town S AT T

- 3 vary much more than

within block granz orl'tl%:s, the rateable values of comparable pro;;ear;laebsle vzlue o,

4.19 The way in which resources equalisation is underfaka’.eﬂ:)unts 0 “”uiiy iiblilty °f their occupants to pay. oo?:earea in the City of Durham is
also reflects earlier arrangements. Very substantia is ent z ¥ detached four-bedroomed house in a 'g

¢

transferred between different parts of each country in an:‘aZy:tem. The "‘:P:
concealed within the operational complexities of the gra involved petwee
Figure H shows, as an example, the scale of transfef:ransferredt "8
various English regions: in total, some &£Hm is beingrest of the count yt such
grant system from southern and eastern England to theb justified &
transfers may or may not be justified. What cannot D€ decrease
substantial transfers - which directly increase hoil:iden from
ratepayers of local authority services = are

complexities of the grant system.

2H. Figure
Ly to be 1n the region of &£H, while in Lutom it is likelyttec;bt]); £values gand
¥S the extent of this mismatch by comparing average ra

8¢ incomes of each region in England.

s

ko




Figure N: Average rateable valyeg

wctives of

4.23 Resources equalisation is therefore
authority services to all ratepayers in authorities where rateable values g
generally low. This is the logical consequence of rate poundage equalisatiy
with a property tax. But in terms of what people pay and the services they ger
it makes little sense. For a comparable standard of service, the occupant of
the four- bedroomed detached house in Durham pays &£H a year, while hfs
counterpart in Luton pays £H. If households in different areas use the s
amount of gas or electricity, the range of bills is nothing like as great.

subsidising the cost of locali

4.24 Not only is the justification for this situation weak in terms of abilil
to pay, but people whose bills for local authority services are being substar
tially subsidised (especially at the margin) have less incentive to be concerned
about how much their local authority spends and every incentive to vote for
higher levels of expenditure.

(iii) Grant Related Expenditure (GRE)

-related expen”

4.25 Block grant's method of equalising needs is based on grant s the relatite

iture assessments (GREs). These use objective factors to asse: i o L
cost of providing a similar standard of service in differe:neral social
country. Instead of relying, as the previous system had, on ihorities need U
economic indicators to measure differences in what local a‘is using 2 client
spend, the GREs are built up on a service-by—service b‘a';
group/unit cost approach. For example, the main facuﬁren‘ spendis res-‘
need for education spending is the number of schoolchi ? r:,ads a e 3d il
maintenance is assessed largely according to the length °3re then ad us;ias‘i
Where necessary, these main indicators for each service in differeﬂtadthea
take account of factors which affect the cost of Provj'SionchoOl geals)
factors such as the number of children entitled to free S
amount of traffic carried by different types of road.

de WP’ vious h

are ma e reé ead lo)

4.26 This approach makes it possible to see how GRnEtﬂs used unde’ f;npwti"“ i 52
impossible with the purely statistical needs assessmé s © You]

There

system. But the system does encourage complexitye
6
~ o CONFIDENTIAR

AT

B GRES
in or
B o another:

B  The earlier part of this chapter hag
! orities have developed, and the form they
‘ rant is a significant advance on the sy
tcfmings still exist: it is still highly
»f both for authorities and ratepayers;
,ux"es the relationship between changes 1

2 The Government believes that the national tax
iribute via grants to the costs of providing local

he light of the above analysis, it believes that the present system ne
pe reformed .

grant system.

i

1. standard grant, to provide an ap
taxes towards the cost of local services.

;o Sompared with block grant, these
1derable s

Nce .«
" 1t equalises needs, equalises resources and

elow,
n
© longer pe required with the local governmen

(Version of s 5 December 1985)
_yer-complicated by introducing new factorg and b

der to shift the detailed pattern of grant distri
This also leads to instability. :

¥ continual refipe-
bution ip one direc-

a new grant system

explained why grants to local
have taken. 1t has shown that
stems that went before, but that
complex and difficult to under-
it is unstable; and it distorts and
0 expenditure and changes in local

payer should continue to
authority services. But

eds

It has identified the following objectives for the design of a

It must compensate authorities for the cost of providing a

reasonable standard of service, and local domestic taxpayers should be
charged comparable amounts for similar services.

It should ensure that the cost of spending which is high in relation
to normal levels 1is met by 1local domestic taxpayers, and that,
similarly, they benefit from expenditure savings.

It should be as transparent as possible in its manner of operation -
to residents as well as local authorities.

It should be stable. Local authorities should have greater certainty
in their grant entitlements, both within and between years.

€ is a further objective which is to avoid unnecessary turbulence in the
geover to new system. This requirement inevitably conflicts to some extent
Some of the other objectives.

government's proposals

To meet the objective of combining fairmess with local accountability, the
B=Inment proposes a lump sum grant system with just two main elements:

needs grant, to compensate authorities for differences én. the cost
of providing a standard level of service to meet local needs;

propriate contribution from central

e
arrangements would represen
Block grant does three things
pays an additional subsidy
For reasons set out in more detail in paragraphs 4.47

t years,
S i ) rm it has taken in recen
e urass SqfataS o t finance system proposed in

implification and clarification.

£ Population.
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(VerSiOn of ;
this Green Paper. And the Separate tre
will wmake the basis of
taxpayers.

atment

of ne
central government 8ds grag

t
SUPpoTt g n Stang (Version of: 5 Decegper 1985)

rotal of needs grant to each authori

) Ly would be fixeq.
4.31 One part of the pPresent grant systenm wo - o

35 he actual level of an authority!
T . L uld p B cted by t Y's spending. So ap authorit
Hoder The existing arrangements, dodiens il fatePayerso b"];onge e Reedyg jif:g £25 per adult below its needs assessment would be able to reduce itZ
their rate poundages, as compared with non-domestic rat nefit frog a sat ), gax bill by a full £25 per adult ip the area.  Ip the same way, the needs
size of the discount is determined b epayers, Who 4, count%

‘ Fiild 0oL increase if an authority chose tgo spe
, tdwlt more than its needs assessment, local tax
+ adu i cont 2 that extra spending in full.

| oun Y the government,
domestic rate relief grant. Domestic rate relief

interim measure to give some assistance to dome
possible overhaul of the rating system following ¢t
Government which was set up that year.

nd more. If it spent £25

n ‘
Its Cos o T Payers in the area would have

t
W8S introduceq ;. - Wt |
stic rate ersin 1966 5,

he Roya] Commissiiendins

; eet

The total of needs grant would depend on the e

In th n L ; Xact method of calculating
reformed and domestic rate relief e, € event, the Tating gy o0 Loy peeds assessments and splitting them between tiers. The amount needed to
that non-domestic and domestic ta : rema;.nei; HoweVer’ Since it ism ¥as g | ‘ lise needs is however likely to be close to the figure contained within

: — Xpayers should now be ¢ Propoge; is was £H billion in England in 1984/85 -
and dirferent bases axed on grant. This w 8 /

! 3 % of the grant total.
there is no longer any nee les and Scotland it amounted to £Em and £Em respectively, HZ and H! of the

11 amounts of grant made available in those countries.

te ‘
d for a s Sepa[m
domestic ratepayers. BRCIAL g

Needs grant assessments

Assessing the cost to 1local authorities of providing an acceptable
ard of service has been a consistent thread running through discussions of
ernment grants to local authorities throughout this century. It was Lord
our, in his Minority Report to the 1901 Royal Commission, who first sugges-
| that relative need for expenditure should be assessed by finding the lowest
enditure per head of population for a particular service, and assessing grant
' all other authorities on the basis of the unavoidably greater cost to them
providing the same standard of service.

services. This applies equally to differences which arise because some oy
have greater concentrations than others of people who need local authority ser-
vices; and to inescapable differences in the cost of providing those servies,
Without some form of compensation, authorities affected by concentrations of
need, or by higher costs, would have to either increase local tax bills, o
reduce the standard of service provided. But it would be possible to compensite
for these differences much more openly and directly than in the past, by payig
a8 separate needs grant to each authority. .

Nothing came of the Balfour scheme until 1929, whern a grant system was
roduced which tried to assess the relative needs of different authorities.
approach, however, was to take only a handful of general fac.tors to a'ssesz
iations in needs across all services. Immediately before the mtt.'oductlon o
ck grant these factors were selected automatically by the statistical process
cribed in paragraph 4.13 above.

4.33 The calculation of this grant would be undertaken by assessing, for eve;y
local authority area, how much it might be expected to cost, per adult Mm;fo;
the area, to provide a normal level of local authority services. The res:sew
the calculation would be a needs assessment for each area. The niidskagrant,
ments would follow similar principles to those used for GREs und?fht g: derivel
but should be considerably simplified. The way in which they mig

is set out in more detail in paragraphs 4.40 to 4.44 below.

9 The introduction of GREs marked a big step forward. For the flrde;li}E;
dttempt was made to use a client group/unit cost approach tol assejsa::l: e
min services. By contrast with the previous statistica alP;P oen a,nd s
Ply looked for correlations, this meant using factors ttlxati Ymm oo
ts alike could see were the ones that actually caused vazlathzzichildren the
Providing different services - factors like the number 01 schad to maintain.
bority had to educate, and the number of miles o goaiaste:d on the aPbeaCh
feeds grant system now proposed will coatinmue to eGREs however, certain
BRicered by GREg. After 5 years experience with ];lemS mentioned in
‘ ftcomings have become evident in England. The mainilpirto ,

Beagraph 4,26 above, concern their complexity and volat i

do
] be produce
4.34 From the needs assessments, a ranking list of areas would P

table leve
the bottom of the list would be the area which could provide a:o?;(l:;e%e the arét
of service for the smallest amount per adult. At the top order tO Pﬂ)"‘es
where the same level of service cost most to provide. I:ould be necessarye:z.
grant to every authority, rather than just to one tier, iit the same aress T
split the needs assessments between tiers of authority ns already 8
would be more than one way of doing this; similar isi:ebeaneeds ot b
block grant. Whichever method were used, the outcome Wou ash amount ¥ rbitween
for every authority. The Government would then pay & clied by the Sage Jowest
each authority to meet the full difference in cost imputhotity wit test cost
that authority's needs assessment and the cost of the a],é f |
assessed need per adult in the country. For examgce; of £350pt 5498
authority was assumed to be able to provide its Eeffv 0,000 Vheriveagf‘"z.
then another authority with an adult population © 1de would rece
standard of services would cost £400 per adult to prov
of (£400 - £350) x 100,000 = £5m.

; he G
0 There are several services which feature separately tih!;_mt;elves - is small.
Vhich the variation in spending - and in the o

: crossing

Fe are services such as cemeteries and crematoflf’ faanidm:::o:thieved by

fols. 1 g highly debatable whether anmy gain nom lexity that results.

ax.:i“g these small services individually is FuRih he zblz of these minor ser-

Blght wely be preferable to deal with as many as pofs ly in proportion to the
S tOBECher, probably allocating the expenditure simp y

mhe
T of adults ip the area.

9
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4.41 For the maji , U of; galisation (Version of: 5 Decener 1985)
s g 4 ]jor services, a client 8roup/unit " Burces ed

valid method of assessing the cost of Providing S°sc aPPrOach r
the country. The problem here is that the det €rviceg in diffe {ng the

vices have tended to become increasingly C°mpi:ieii§°rm‘;lae fo
€ block

duced. This constant refinement is understandable

lock grant, and its predecessors

ader b i » SOme compensati ithi

U for varlations in authoritjeg' rateable preso:rl::s Wlhthm b:a:he
without 1it, rate bills ip authorities witp few commercaisal asz

System
ential:

. S : § erties and low average rateable v,

there are many factors which can Be argued to havye sot reflectSt stfﬁfi TOOCP be able to afford to provide a :elau::n:l?felds:::;rdsugh o
expenditure needs. But the result is a steady incre s Televapeq " 1d clearly not be acceptable. But the fundamental chap i o
Yirreduseion & af - wik factors, |ors nil vAyEhEa caalse in ¢ plexi e wouvemment finance system now being Proposed by the GoVef:;:e : t?? whole
population density, inevitably increases the volatilitculat N8 sych b 1ofgotacklin8 the problem. Vo
to substantial changes in the grant of some authoritiz % Gig, Thi :g "

are in no way related to real charges in their nee % o Jear ey The main factor which causes variations ip authoritiesg’

total rateable
where there is the
non-domestic rateable values
+ Under any system where the

d to Spend. to Year thag‘ | ap non—-domestic property. Even excluding London,

‘ :est concentration of non-domestic resources,
ngland range from £H per adult to £H per adult
gield of non—domestic rates lies locally, it is inevitable that the
ernment should intervene to compensate areas with only a small amount of
ercial and industrial development; and to draw off some of the income from
orities with large concentrations of shops, offices and factories. Otherwise
e would be very substantial variatioms in local services and local domestic
bills, caused solely by the extent of industrial and commercial development
fferent areas.

4.42 The government therefore intends,
re-examine critically the GREs for =
whether the existing pattern of GREs can be broadly rep

fied client group/unit cost approach which is more stable, apq
able for councillors and their electors. : TOTe undergt,

in the rup-y
he main services.

4.43 It may be possible to introduce some sim
ment of minor services and the number of facto
main services, before the start of the new system.
this possibility in mind in the normal annual cycle of discussions with the
local authority associations. In other cases, it may be appropriate t it
until the new system is introduced before making changes.

plifications,

The government WiLl haye
However, the proposed reforms of the non-domestic rate described in
pter 2 deal with this problem. Whether non-domestic rates are capped at their
ent levels or are fixed at a uniform level across the country, the proposal
) pool and redistribute the burden as a common amount per adult among all
horities ensures that the benefit of all non-domestic rateable resources is
red equally among all authorities, thus removing a major source of variation.
would achieve automatic equalisation of non-domestic resources in a simple
transparent way without any of the cumbersome paraphernalia of 'a resource
lising grant that is tied in with the expenditure of local authorities.

4.44 After the new system has been set up, the government also consides
that it would be appropriate to minimise changes in later years to the formk
used to calculate the needs assessments. Apart from taking account of wi
sources of data, changes should only be made where there will be a major ginh
fairness that will clearly outweigh the disturbance that would be caused. I
would mean placing greater emphasis on stability than has been the case inlk

i i i b - i led and redistributed in this way, varia-
past, either with block grant or with edfitss podgi< z&ggs ifx r;Ounthdoor[niet:sitelsc' r::so:xf:::sa::izzoonly in the context of the dOlIfeStic tax
_l%ﬁBe. If, in future, the tax base were to be simply thc.a adult population ofdtt.le
drea - that is, if we were to move entirely to a community charge as proposed in
Pter 3 - each authority could be assumed to have the same taxable resources

adult. With a service grant such as is described above, two authorities

Standard grant

iR

4
4.45 Apart from the amount needed for specific grants (see paragraphs atii

) allo
4.62 below), the government feels that the most appropriate way of

i tl
1d be as a consts¥ ding at the level of their assessed needs would both have to ;Zliz izazasz
the grant left over after needs grant has been paoidaswo::lo produce 3 mtchﬂg same amount per adult from those living in the area. There wou
I S . . ¥
FRGLCEidn 1y Sha oise'of the Sonmunty charga: Toa sl o o SRR e e sqmiinaon g
C ” e " § . -
ed fort : g dicate the Govern
past RSG arrangements, under which amounts of grant not :e::r head. The diftfe:i t' The domestic tax proposals descrit;ed ;ntC:tI:;:; :ittlna e
£ i i constant amoun xten s int { S rm of local ta X ;
of equal;(siatlon have been allocated as Z cevious ‘gradt’ Eystess, the emclude B, ;a}:xat;on tod b;gm t1.t:s rx;if;os with the former increasing as a proportion
ence wou be that, with the present and p 1 that also e ge an omestlic ’ he latter diminishes. As long as
this support is completely obscured within an overall totd while the

pthe tax base over a period of years,
e ]
Al

and fax base. But their significance will
‘ =5 the proposals in this Green Paper,

es.
compensation for differences in needs and in rateable 1'eis(:"ulrecvelo
approach we now suggest standard grant, representing the bda:ntifiable e
support to local services, would be a freestanding anmd i
authorities' budgets.

:f domestl(: rate b e V’a[la 0 thor]‘

they will get even smaller over

ely &
85 1e;e ’wal; g in mind

and bearin
2 The Gove ; that in these circumstances,. ¥f ferent
e e | e L S et wel:reoadly umﬂmngw’billiaﬂ; o:I Variationsmf:ntth bellte:aebsle values of domestic propertles be;"eeni:lno case
the amount needed for specific grants remained 1d be about £ o O Breatly exapge et rathe bility of their occupants to pay, - ez: e
available for use as standard grant in England wou bout £, T a Separate reiiuzie: equalisation. It will be necessary, however,

be 2
ZiH per adult across the country. In Wales it would

while domestic rates remain a
adult; and in Scotland £Em (£H per adult).

M the initial years of the new system,

1
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significant element in local finance,

(Version of: 5 December 1985)
the burden of local taxation.

this do

€S not leaq

rhat some authorities would haye to finance po
The special arp £o sugg B pean t° ic taxpayers than at re Of their spending
i - . angeme en 4 oul domestic pay Present. Ip gty
%.56 below and in Chapter 5 will be an important ficto[:-ts discua“d 1:“““’1& S their cation would be less than it is mou. €T areas the burden of

3 ta
} ticefstic rateable values would gain most,
, dom

o would authorities with low domestic
an

Low spending authorities with

High spending authorities would
Fateable valyeg.

Ty |
The operation of the new grant system !

4.53 Figure ¥ shows how the
effect on domestic tax bills.
the same amount of standard grant and n
their areas. Authorities A and B, each of which {
assessed need, levy the same average tax bills.

costs the two authorities to provide a standard &
by additional needs grant. Authority C can prov
for the same cost as authority B, and therefo
needs grant. But, in this example, it chooses

whole cost of this additional spending falls on

) - 1d generally p -
: size of the changes would g Y bR gmall = for §Z of a

?:; bills would change by less than [£2] a week, o e
losses would be greater. And, of course, these effe

,d on changes in the pattern of household bills within a
: iadual introduction of a community charge.
g

t:horities:’o:i"r | W
r
8 Spending a¢ tat?:lf "
The difference in ty
evel of Service ig
ide a Standarq
Te receives tpe
to spend cong
local domest {

Cts would be super-
reas resulting from

Allowing the effects of the grant and non-domes
‘ g immediately, or within a very few years, would end the confusing situa-
that exists at present v.rhere domesFic tax bills are lower in some high-
i ing areas than they are in authorities that spend much less. But the Goy-

ot is mindful of the fact that householders have taken on commitments on
 basis of the present pattern of local tazation. It would be unreasonable to
; pt that pattern too severely or too quickly.

tie rate pProposals to feed
Leve] o

Same gy p
iderably norg; y,
¢ taxpyers,

Figure N: The grant system and local taxation

5] The government therefore envisages that special arrangements would be
oduced to avoid any significant shifts in the burden of local taxation
ween local authorities in moving to a new system. Changes in the balance of
8] taxation within a local authority, arising from widening of the local tax
e by the introduction of the community charge, would begin to feed through
" diately. So would the effects of any increases in spending. But if a local
hority maintained its previous level of spending, the average level o.f it:.s
al tax bills would be virtually unchanged. Once the new system is An
fation and sufficient time has elapsed to permit a proper assessment of its
act and effects, the basis of the special arrangements would be reviewed at
same time as the review of the phasing out of rates envisaged in Chapter 3,
agraph H.

8 A more detailed account of the impact of the new system and of the desi'-gil1
the special arrangements is given in the next Chapter, which als:ﬁﬁ;:ﬁ;s
Special position of London and the Scilly Isles. Chapters H an

Position in Scotland and Wales.

ific grants

P So far this chapter has been about the main S)’St;l;l oft uﬂ:g’;’::g‘ieo“:tzg
Its towardg local authority expenditure. But a signi T‘;;‘;e gake up about
siuer support is paid in the form of specific gran-ts.lgsa/ss. Police grant
°f the grant total, amounting to about &l billion in cost about £Em in
£€» which peets 50% of spending on the police serﬂc:é spending on home
and ip 1984/85. Contributions towards local autior tt?e o;:ler end of the
oVelent grants in England amounted to about £Em. At

nts
- without special arrangeme .
The effect on local tax bills - w P de, § gTant was worth only £Hm, and that for § only ZE

| $ l
4.54 The Government's proposals: gesiﬂ Specific grants take a number of forms. Some are piaii}:le t:;j;dscl::x;:;ie
fiditure, some towards current expenditures and some, ary from H%Z in the
B9y, towargs a combination of the two. Grant rates WV 1); towards actual
L °of 1 g B%Z for H. Some, like police gramt, are :aeducation support
B lture op a complete service. Others, like the ne

r types up to a
S, offe; help towards service expenditure of particula yP

1 chet
11 margin?
- that there should be a needs grant under Wl:;-?h 3
spending are met by local domestic taxpayerss

le
d be pOO
- that the proceeds of non-domestic rates ::z‘;itiﬁ”
as a constant amount per adult to all au

4 and alloc“ed

1isa
es equd
3 that there should be no other form of resoure y
12
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(verSion of :

total approved in advance. Specific grants

expenditure or o Yeh can be Wi e Subg, 193) (Version of: 5 December 1985)
bt = y &S W transport e
projects. P infraStl‘UCture r nafr Pro ;e who are not SXPErts SaSLUSEESSINIE Pick out £
8rant A Blangy, ! hOl the elements that are crucial in determining hoy gr trozn the mass of
ria R b ant is apportioned
o g ' of these eports has to meet requir e
4.61 There will remain a role for certain specifi ont;:lf so there is little, if any, scope qforeu;ilx:l:)slifseit dou}rln in primary
Xt ad e ¢ ] L ng t
i\;enagve use of such grants coul‘d Tun counter tgq the agrants, li arrangements The proposed new grant systep {s ir}: min ewm under the
Green Paper of local accountability and choice Aad g PProach set zlock grant This should automatically meap that the statyt aysd T
there was a thorough appraisal of the r g s the Go 4tory documents
_ ole of g eve o ler But e vernment also intends to look
that the existing pattern of grants can easilge:—)iéfic 8rantg, tiys edestlaipls of each year's grant settlement are presenteigattn Patltihe way in
policy objectives of the 1980s and 1990s. Justifieq in termI:’C with the aim of adopting a form of Presentation that a;ilfm::li foz
k e i

4.62 The Government is therefore undert
specific grants in the new system.
fied where they are intended:

aking a ge

Parate r
In its view, evie

w
Specific grantSOf the Tole of

R 1
may beiusu‘ The Government's intention to avoid changes in authorities! grant entitle-

means that there will be only one Rate Support Grant Report for each year;
ystem of successive Supplementary Reports will cease. If changes need tc’>
de to the calculations set out in the main Report - for example to correct
pificant error in the data used, or to adjust any needs assessments that
" be based on budgeted or actual spending - this will be done by making
cit compensating adjustments in the grant calculation for a future year.

a. to give special éncouragement to ex

\
: penditure or
Or services where there is a strong B

cular
national intetest; GCtivitiu;
b. Lo compensate local authorities for the cost of activitieg |
at tr.me request of central government where the authority hase[ﬁigﬁm
no discretion over the amount of expenditure incurred; &0 E

Paragraph H above sets out the objectives that a new grant system should

cs to supplement Rate Support Grant in relati
. P e o expendl gl The proposals outlined in this chapter would meet those objectives.

the need for which arises too unevenly, as between areas or years,

be reflected in a general assessment of expenditure needs; :

- They would be fair. Grant would fully compensate authorities for the
fact that providing a standard level of service costs different
amounts in different parts of the country.

to assist a local authority in the financing of expenditure undertii
for the benefit of a wider area than its own.

J The cost of increases in spending above that level, or the benefit of

4.63 The Government would t above and 1
ou.¢ welcome comments o EESUEENNENEE ’ reduced spending, would fall entirely on local domestic taxpayers.

in the context of such principles, on particular specific grants which tov esil
e 3 The grant system would be inherently simpler than block grant or
previous systems. The government would also aim to simplify the

1
Calculating grant entitlements and obtaining Parliamentary approva formulae used tn sesic

4.64 One of the problems inherent in block grant is that each authority's g
entitlement is subject to change during, and after, the year in questi‘;:'gmt
Covernment proposes to end this practice and to ensure that, under then:ial o
system, the cash total of grant approved before the start of the fina |
will be the exact figure that each authority gets.

The system would be stable. Authorities would know, before th.e year
in question started, exactly how much grant they were goms ;3
receive. This figure would be fixed. And grant entitlements shou

not vary so much between years.

nd 08

In the government's view, a special resources equalisati;n g:::iton:i
t€essary, given the proposals to pool the prc?ceeds of t-ed ey
domestic rate and to change local domestic taxation to a per—adu

fily, th ! system where tax bills were the same
'diff,er ¢ Sovermment & aim NN ljevel of service. Adopted

an sudden and substantial

longer depe
4.65 This will be possible because grant entitlements Wilta::mentg“ hold

authorities' actual spending; and there will be no grant 2 pudget £O the )’“1‘;‘
Instead, each authority will know, even before it sets its d the exact total |
the fixed amount of needs and standard grant it will get, am

7 ; out uld me
will be paid from the non-domestic rate pool. amendment, however, such a system Wo

tion. The government
uthortty v ev between areas in the burden of local domestiz t::iisages iy i
4.66 This will simplify local authority budgeting. E'.Vesl’)';:'1 il kx;ow ng:;enghat such shifts are unacizep:::::s,iv:ncmnges v T
. : il f $ would be necessary to avo
able to see just what income will arise from these sour 1an

bilyg f

3 w system.
nce 1t8 or o { introduction of the ne
the gap between that figure and the amount needed to fimd each local authority om

ers: ‘
ing will have to be met entirely from local domestic taxpay 1abler 1 different authorities would

But it would still enable the
xation within authorities
And it would

A Tils would med that average tax bills in

g:ue to vary for a standard level of service.

1ty > the fairer distribution of domestic ta e i
‘18 from the move to the communitl IEEREREEERTCERS P

4.67 The total amount of grant which the Government o
and the basis of its allocation between authorities, wil of
to approval by the House of Commons. The present Rate Sf:pdifficult,
both England and Wales are cumbersome documents. 1IE 15
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still ensure that every &1 increase

entirely from the domestic ta

reduce the local tax burden b

grant system contributes to 1lo

in local

cal accountabilit

16

(Version s

authory

LN The ai
Y would be

Xpayers of the authorityty Spendy
Yy the same amoun

m of
met.
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(Version ofs 2 December 1985)

PTER 5
CoMBINED EFFECTS OF CHANGES TO LOCAL TAXATION np GRANT

roduction

B ciapter 1 explained how the present Governge
B jent expenditure had revealed some serious
rnmof local government finance. These fla
‘z:ities to local people, with the result ¢t

nt's efforts to constrain local
underlying flaws in the present
ws weaken the accountability of
hat many electors are indifferent
encouraged to vote for even higher

The Government intends to tackle the problem not by increased central
ol of local authority expenditure but by taking action to remedy the
esses 1in the present system which undermine 1local accountability.

dingly, Chapter 2 sets out proposals for limiting the level of non-domestic
poundages, either by setting a uniform national non-domestic rate poundage

all authorities as a common amount per adult. Chapter 3 described
sals for transferring the burden of local taxation from rates to a
rate community charge levied on all adults resident in an authority's area.
pter 4 sets out proposals for a new simplified grant system, co:'xsisting of a
mp sum” needs grant to compensate for differences in authorities expendi ture
ds and a standard grant, which would be distributed as a common amount per
It to all authorities. 1In addition, there would be special arrangements to
ure that in the first year of the new system authorities' income from grant

| non-domestic rates would be the same as under the last year of the old
icem.

These proposals are inter-related and together provide a comprehensive

ich are as
orm of the local government finance system, the main features of whic
0llows :

1. the non-domestic ratepayer would still mal;ei :-};e biimeind::lli;i:i
contribution to aggregate local authority expenditure, the rates of
authorities will no longer be able to mcre::esfinance ariiugt
non-domestic ratepayers in their area so as

increases in expenditure;

; all electors
the local domestic tax arrangements would b:i:f.xarierel;’f atheir local
Would make some contribution to the expen losely related to this
authority and this contribution would be more c

use of local services;

: ible; the
* the grant system would be more stable and m;ree:dom\f;::eﬁsw mu::h .
8Tant an authority receives would no longer dep

inal spending. At
Spends and there would be no grant support fortﬁ? :1th Ehe new tax
the same time the grant system - in combina

B .t |
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P < - - ec
irraggem;nt; iwould be designed tq equalige : Sbe, 195 (Version of: 2 December 1985)
evels of service rather thap rate % bhily
N - oun .
significant disparities between fai ll;illdages' vhicp . or oy P ocess means that authorities with high rateable Tesources will retas
S betweeq ares, Prsep | v ger proportion of Chelr grantiEhasiliiser ) Since non-domestic rareq
(vt lar th C rates
lv. the combined effect of the tax and grape P11 nov be 'deajcfm:sitic Sreap:e:abtleelyv’althis sffect Will depend on tne el ot
that the full costs or benefits of increag reforng 8o authority's COTES=-C i
accrue to local domestic o 4

S
taxpayers; with tpe © Savings 4

two types of local authority woulg experi
and the much more understandable rel Widening £ conversely, Périence a reduction in
ationg 0L th ic rate and grant income as a result
demands, this wil]l greatly improve thlelipa:ztweeu“ e qon-domestic ult of the proposed reforms:

authorities to these ele .
cEOrs 3 wending authorities.

The limitation of non-domestic rate
poundages and the pooling and redistribution of non-domestic rate

income, combined with the loss of grant support on marginal spending
would mean a reduction in revenue from that source to authoritie;
individuals. This chapter explains {in general terpg what : spending above the level of their GRE ang currently levying an
likely to be and describes how the reforms might be 08e effe, ' above—-average non-domestic rate poundage.
transitional period so as to keep their distributi pga ) |

and tolerable limits. Annex H describes the dis
detail.

S& These reforms will also have important
. di
atffecting the finances both of local authoritie:trai::tional

=
o

reasom,h

jj. authOIities 'ith loh domeStic rateable ualues: just as authorities
greate v
[

with high domestic rateable values gain from the discontinuation of
resource equalisation, so authorities with low domestic rateable
values lose.

5.5 The effects described and illustrated both in thisg ¢
show what the impact of the proposed reforms would ha
authorities and households in 1984/85 given actual local
that year. Detailed data for households and tax units has
Family Expenditure Survey for that year.
years' data (1980-1983) have been combined and repriced to a common 198 Level,
The effects described assume that the proposals contained in the White kg
["Reform of the Social Security System"; Cmnd 1234], will, as planned, already
be in operation, and they assume no change 1in the overall size of the

contributors of national taxpayers, non-domestic ratepayers, and local domestic
taxpayers towards local authority spending.

hapter ang {, Aungy §

ve been o log]
authority spending {y
been deriveq fro the
To give an adequate sample size, fur

‘ On the basis of 1984/85 data, the number of authorities in England likely
ain extra income from the grant and non-domestic rate proposals would be in
egion of H, some HZ of all authorities. _Most of these authorities would be
uthern and eastern England, where spending in relation to GRE is generally
Wand rateable values relatively high. Authorities which stand to lose grant
non-domestic rate income number some H, EZ of the total. Most of these
be in the northern England where spending in relation to GRE tends to be
nd rateable values are relatively low.

The effects of the proposals in London need to be considered separately.
€able values in many London authorities are substantially above rateable
elsewhere. This advantage would normally be offset by a reduction in
t under the "resource equalisation” principle. Successive grant regimes
however protected London from the consequences of full refourc;
isation by allowing its authorities to retain a significant propo:}t‘eo:‘xleg
fe€source advantage over other authorities, primarily to moderate . dog
fate bills which would otherwise occur. In addition, a few im;ler te:ble
Ofities who are out of grant, either because of exceptionally heg unr:er Py
fces and/or high spending, have retained a further aclvantag‘:‘een 1
€0t grant system. Because resource equalisation has alwaysl e
London, jitg high resource authorities stand to gain relatively e
Couplete abolition of resource equalisation. Many Lon:on ‘:‘;e i 0%
leularly 4g inner London, are spending very significantly a °Vel St Gl
® OREs. They therefore stand to- lose revenue from the proposa P

The effects on local authorities

5.6 Local authority income will be affected by two aspects of the prOPOB;i;
the national pooling and redistribution on a per adult basis of the in‘i;‘":tianl
non-domestic rates; and the discontinuation of domestic resources equa w:n "
The effects of these proposals on individual 1local authorid::nt'relaud
determined by the level of their expenditure in relation to their ger head 0
expenditure and the size of their domestic rateable values P
population. i
non-dome5
5.7 Two types of local authority would gain extra imcome from the
rate and grant proposals.

at a
(1) Low-spending authorities. Authorities spending

: fect would be significant
—domestic rates be i Stribute non-domestic rate income. The combined efincome b g
relation to their GREs will be levying non saze  yield fm;eldof ftions 15 rpe ot and ek Gae T
national average and will thus get a below—;a\;eog i t"“lyterl) - N
non-domestic ratepayers. National redistributio 4 o

e
s ropos
non-domestic rates as a common amount per 3d“1tt£a 1:come
will increase the amount of non-domestic ra
authorities.

to a

e Proposal to move the burden of local domestic taxationljrz: rlaot:gir hy

Y charge means that domestic tax bills in London vox;nd s e

od by high rateable values. There would therefore iraxdszntagg e
save for affording London any special resource

luation will
values: Oritieg, In the case of non-domestit TECESIEChE proposed reva

L1 Authorities with high domestic rateablecmeable
block grant system equalises differences 1n lties with fon 0
authorities; grant 1s transferred from auth;;e discont -
values to those with low rateable values.

2
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ensure fair treatment for all non-domestjc

; (Version of:
although the need for some transitional arrangem:iies Ye Crogg 1983)‘ | 0f: 2 December 1985)
values and the new taxation system {is recogniseq, in {n¢ d“cingtb oy s in operation and sufficient tipe

has elapsed tq
of how 1t 1s working in Practice,

1d be reviewed.

allow a Teasonable

the future of the system of

Moderating the effects on local authority aresg jetments coU
5.12 Changes in the non-local i
affect the burden falling on their
total income from grants and non-d

In preserving the ' initiail entitlement to grant ang
the Government has no intention of validating excessi
increases 1in expenditure which are pot compatible
lﬂture plans which occur between the publi
)

ncome of 1o
local domeg

omestic rat
bills will have to be higher to finance

non-domestic rate
Ve rate increasesg

t
e taxpayers, with its public

es an g

hory, cation of thig Green Paper and
any given ley dongg ' ion of the new system. 1In determinin
versa-" In a number of authorities these chang:sl :ﬁ ix end ture, aii”al ntr:iizt rate income 1s to be preserveq by gt;:epii\ﬁtgatadw'h::th grtant i
significant. Figure H shows the extent and magnitude ofu d be likely tovicg om:nt will take account of authorities' ehpendibnte ani ratinJ benll'nea[:ris’ t;xe
authority area (ie districts and London b°l'0ughs) iy the chay es by rmh e ining years of the existing system. e i
grant and non-domestic rate income of all tiers of ] o o £ 4 rema

me City of London and the Isles of Scilly
Figure §: Effect of grant and non—domestic rate Proposals og

tax bills with rating areas (England 198'/8]) average doneg, Under block grant and its predecessors, special grant arrangements have

made to take account of the special circumstances of the City of London and

Change in average — Isles of Scilly. Both are authorities with very small resident populations
domegtic s bifls; N:u:;fm:itizg No:noihzgzlts bout 5,000 in the City and about 1,500 in the Scillies. Comparable
£ per annum per adult authorities ngements will need to be made under the new system proposed in this Green
r.

; In the case of the City, the bulk of services is provided for a very large
Increases B osident population and for non-domestic ratepayers. Moreover, uniquely,
% non-residents retain the right to vote in decisions for the City
Rote Haen eag) oration. It would therefore be unreasonable to adopt without modification
£30 - 2100 posals under which the full cost of marginal expenditure above the City's

£0 - &50 ssed expenditure needs fell solely on the resident population.
Decreases In the case of the Scillies, the principal problem is the significant
conomies of scale incurred in providing the full range of local authority
£0 - £50 ices to such a very small population. Because of this - and because in
£50 = £100 re the full cost of marginal increases in expenditure will be borme by
more than £100 Stic taxpayers - the needs assessment of the Isles of Scilly and the levei
fant support has to be set with particular care. At present, under blos
t, this is achieved by setting the GRE at the level of the 'authority s
Londen d budget, and by using a multiplier to adjust the authority's resource

i 4
5.13 The largest increases in average tax bills would occur in .

Loss
authorities, mainly as a result of high spending in relatiom to GRE:::? ::::hern
of their resource advantage. Average tax bills would also imr;i: Low donestit
England, reflecting high spending in relation to GRE, °°mb1nedn: West Midleodh
rateable resources. Average tax bills in the South East ato be high would
where spending tends to be low and rateable values tend |
generally decrease. '

The Government's view is that some modification of the grant a:ra;gi::“:;z
ed in Chapter 4 will be needed in the case of the City and lt)et ?:o i
B It intends to discuss with the authorities concerned how bes

U0t of their distinctive problems.

effects on households and tax units

i

fopose ¥ £

arge to0 sl Al ic rate income is

5.14 The Government believes that such changes are tz;e:csgon their pef:: " If the level of local authorities' grant and tionoioe“::‘;nt SR
domestic taxpayers and too disruptive in their likely e oo o adjustme“e it a°°HStant in the changeover from the present local g

]
finances. It therefore proposes that there should be fcsy 8 48 to presé e
the grant and non-domestic rate income of each author ofy’t
overall level of such income after the introduction

eholds and individuals will initially
tion arrangements described in
domestic rate income will be

U8V system, the position of hous

1 solely o the change in the domestic taxa

sted
he ne¥ 877 ytit er 3,

Since an authority's grant and non= ic taxpayers

rant Ser y from its domestic taxpa
same level as 1t would have been under the Pfesff:g fgranzeﬂe“:' f\e,:mzi the total amount of revenue to b? riizzgimre- But the distribution
arrangements. This will amount to a self-financing poo© rect?’ ‘that o unchanged for any given level of exp result of the

as a
burden between the authority's taxpayers will change

ro
with full g 05838 ﬁ Omegt {
¢ taxation arrangements.

5.15 The arrangement will provide local domestic taxf:":::tic rate Pts 5168 th:
from the distributional effects of the grant and non Zr $ nev s the ®
the first year of the new system. After the first y:ent years-
adjustments would be frozen in cash terms for subseq

4
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5.22 The effects of this redistribution Cenp

¥ of the e | (Version of:

from the ?omplete replacement of domestic rateg bdomestic ax b, i ition from rates to a community charge [ oo g
measured in two ways: on households apg on tay 7. c°"‘mun1ty crde“a g  qpe trave

independent single people. b o that 1}:“8“» causlng The distributional effects summariseq

in paragraphs 5,17 ¢4 s

. AL
what would happen 1f rates were completely replaceq by a commin;:e
ibe But - as indicated in Chapter 3 - th y

o disrupt household finances by making the .
ts that the community charge should be pha

§
(1) Households t

e ————— e
hange 1in ope year and

5.23 Within a local authori 8ed in gradually over a number

ty area the Proposals e
different ways. Would affect h°“36hold rs.

paragraph 3.42 suggested that the communi
1ly at a low level - say £50 per adult per
d by rates. This means that in the first ye
fy for housing benefit would have to pay less than £] per week towards the
of local services in the first year of the pey system, while those on
un rebates would probably pay only 20p per week extra. The burden could
be shifted over a period of years from the rateg to the community charge
ot . The process would start in the first year of the new system by
lating the total local revenue - rates and community charge - required to
ce the assumed level of expenditure. The rates component of local revenue
then be calculated by assuming that a £50 community charge was levied on
esident adults and the proceeds were deducted from the total local revenue
ise. The remaining sum would be the rates component. The rate poundage
ded to raise that sum would then be set as an upper ceiling on rates. Under
arrangement, 1f an authority chose to spend in the first year of the new
tem at the assumed level of expenditure, its actual community charge would be
%. If it spent more, its community charge would be higher.

leo

%0 The transitional process in subsequent years could be handled in various
Eﬁy‘s. Domestic rate bills could simply be frozen in cash terms at the level
Wcified in the first year of the new system, with the community charge bzar
all marginal changes in an authority's expenditure in subsequent years. Un e;‘
' arrangement, rates would wither away over the years. In many parts o
land, however, the initial level of rate bills would be such that proir:ss
Uﬁ Ids a significant reduction in the domestic rate burden would be very slow.
& 0¥

55831 The Government therefore proposes that in English local authorities t:i.;‘}el
8hould be » phased transfer from domestic rates to the community Cha::liel;; each
the rateg component of local taxation falling by a fixed amount per ates would
B 1f the rate of transfer were £10 per adult per annum, domestic Iai -
@%liminated in BXZ of authorities after 5 years and in H of authorit iiuld be
0years. 1 the rate of transfer were £20 per adult per annum, rates

: fter 10
€Hminateq g B% of authorities after 5 years and in E% of authorities afte
ars .

: According to the size an

single person households will benefit frog the r:uieh°ld' 10 gergy
Property by a tax on people, and householdg wit Placeneyt of i

a ty
will lose. B three o Rorg 45

ty charge could be introduced
year = with the balance being
ar non-householders who do not

ii. According to the rateable value of the householg

that of other domestic Properties in =opert relativeto

the authorirpedtitin
given household size (ie numbers of _resiwtst%' fory
relatively high rateable value households wil ]

bigger share of the financing of 1local servi

occur both across precepting authority areas and across pyy
authority areas. -

5.24 The combined effect of these two factors means that K% of all householis
stand to gain from the new taxation proposals (including over 80% of 4l

pensioner households) and HZ stand to lose. There is a consistent pattern of
gains and losses across all regions.

5.25 The size of gains and losses 1is generally small. In cash ternms, Lo
households in England are estimated to face changes of less than [£2] a sk
Only EZ of households lose more than £H a week, while HZ gain more thanil:
week; and virtually all such larger gains or losses are estimated tohbfd:‘::
than £E a week. As a proportion of household income, HZ of h°““o°_emn
England face changes of less than HZ of their net income; Hi oilt:hepl“f
households face changes of less than H% of their net income; and a ¢ rangeseits
single pensioner households who stand to lose from the new taxationa

lose less than HX of their net income.

(11) Tax Units

gain fos

sst ; 3[8, howev or ties in inner London Where
1 g er ’ a Small number Of auth i
e

" of £20 per
. able values are so high that even with an annual rate :tf;etg;ig:rof 4y git 8
lg’llt from rates to the community charge it would take in

to
>-26 Of the 22.8 million tax units in England, H% are liskeiln):,olve
proposals and EZ to lose. But 70% of all gains and lossincome.
a week, and 75% represent changes of less than 2% of net

1d be

" ra raph 3.43» it wou

o e _iglérs for rates to be eliminated. As indicated ;nar:hofities after a suitable
than 5% of Ehpde ube broug! __:ﬁ;Ssary t© take stock of the situation im suc s - with a view to deciding

5.27  About [3%Z] of tax units stand to lose more dults who WO onnvlt! :ji°d °f time hag elapsed - perhaps 5 or 10 yeard " slowed down or even

about [90Z] of these losses occur among single young a {yersal cincomﬂi B "eT the Process of transfer should be speede i h authorities.

into the local taxation net for the first time by tl;; oufntheit nett
charge. About 14%Z of tax units stand to gain more than households, Ju
about [80%Z] of these gains occur among single-personm of gains @0 :
[40%] being single pensioner households. The pattern

broadly uniform in all regions.

4 in suc
‘ ‘conti“‘md, leaving a permanent residual rates element
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Interaction with the Social Security System

5.33 The proposals for replacing r

ates with 4 co
the Social Security System in two di

mm
fferent ways:

unit |
Y charge i“tEract ‘
W

(1) By substantially widening the

local d°mest1¢ Local Authority Capital Expenditure

householders, more peo le ta i

this will bax"e cost pimpiica:ittsbeggtl}ex fligible i hO:sizagseb e " Scolinn
: > n te ;

paid and increased workload for local a“thol:-];_stff additi%al enzfu; Other Financial Issues

benefit scheme €8 administerin;ﬁ: (not yet available)

(11) the effect on householderg in Treceipt

to be seen in the context of the proposal in
of Social Security: cmnd 1234) that all benefi
at least 20% of their local domestic tax bil]

Summary and Conclusions

of housipg benef ey | (not yet available)
e

Ehe Whi Paper (ReVieu
Tecipientg shoulq Pﬂl

5.34 We estimate that the full replacement of domestic rateg by the

charge will lead to an increase in housing benefit caseload in Great B::mmunn
between [ ] and [ ] and an increase in cost of £[ ] - L. F w;:;“t
proposed transition over a number of years, g th

these increases will ‘
Proposed builq )

5.35 Otherwise, the interaction between the two sets of Proposals is vy
limited. The proposals 1in cmnd 1234 redistribute income support among loy
income households, generally in favour of families with children. The loy
taxation proposals described in this Green Paper involve a switch in local tax
burden from householders to non-householders and affect all income groups. In
particular, single non-householders who start paying local tax for the fint
time are mostly unaffected by the Social Security changes.

Summary

5.36 The proposals for reforming the non-domestic and domestic localittii?t;::
arrangements and the system of Government grants to local aut:h::)rfo”raut
radical and far-reaching. Yet with the system of pooling adjustmen suld ol
and non-domestic rate income described in this Chapter there :;e o
dramatic shifts of resources between local authority areas; Whiletaxati(m P
transitional mechanism for transferring the burden of domesti: g of!
rates to a community charge would ensure no drastic effects omngements woll
households or individuals. The introduction of the new a.rbut despite 1
therefore be neither sudden nor disruptive in their effe:it:a’bly shared betwe:ﬂ‘
they will ensure that the local tax burden will be more eq will have to pear
domestic taxpayers than at present and that local electors o
full cost of any increases in expenditure which they vote local gervices:

L
will close the gap between those who pay, use and vote fo

8
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main themes of earlier chapters apply equ ‘
ate system of local government in Sco’cland.y e T rauit

rities have co-operated, overall in Scotland plan : ;
. was 3.2% above Government guidelines. Incrgasi;;;g, iﬂiﬁ?lnggm 1111:
ties have been imposed to bring Councils' expenditure in line with
slines. [n cases where individual authorities have planned excessive
unreasonable expenditure the Secretary of State has taken selective
on first by grant reduction and since 1983-84 by rate reduction, to
ce expenditure. Selective action has been initiated on 15 occasions.

The root of these problems, as described above, lies in the lack of
countability of local Councils. Over Scotland as a whole, with an
eotorate of 3.9 million adults, there are fewer than 1.2 million
nouseholders paying full rates. Of the money spent by local government
39 is provided by the national taxpayer through grants. Of the amount
ed directly by local authorities in Scotland through rates 63% comes
non-domestic ratepayers with no direct voice in the election of local

ouncillors.

Figure S.1 - Sources of funding of local government in Scotland
(See Annex S for further detail)

ICRoy
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Ratepayers face widely different rate pound
. a
poundgge in Glasgow was almost 80% above t%‘:s. In 1985-86 the .
the Kincardine and Deeside District of Gl‘ampian(ﬁwest on the main}lgghest
. nq in

S.3 The broad proposals for change outlineq in ch,
route to improving accountability. They woulg apters 9
numbers of electors contributing towards the great]

: co MCreq

taken by local Councils on their behalf. In fuuf;: ?Ifl Sbending d::isi;he

of marginal changes in spending would fall on loca.(la iﬁl tf-‘onseunnc’;:
Clors anq

non-domestic ratepayer would no longer face "

area to area and unpredictably frox;gl year todiyn;g(?s Xarm_ng Widely f:;l:]
proposals in Scotland must take into account the difftle)pllcatlon Of thege
local government and perceptions of the existing systeﬁng Structupg of
ratepayers. among: Seottygy

SCOTTISH DIFFERENCES

S.4 Compared with England there are differences in the
services provided by local Councils in Scotland and the formm;}gel i
government finance. These are fully described in Annex A. In fipg e
terms the most important difference is that Scottish Regions ang Isrllacﬂ
authorities are responsible for the full range of water and sewerage
services. In England and Wales these are provided

i } : - ! C by separate water
authorities which are nationalised industries rather than part of loe

government. This adds significantly to the scale of expenditure borne by
local authority rates in Scotland. The average Scottish domestic rate bl
including water for 1985-86 is £392. In England and Wales the aversge
domestic bill for local authority rates is only around £340, but for a valid
comparison based on similar services the average household bill for water
and sewerage services must be added, yielding a total of some £430 -
almost 10% higher than the Scottish figure. = [When the high rates in
London are excluded from the comparison, average rates for the
remainder of England and Wales are about 3% higher than the Scottish
figure. ]

S.5 In recognition of the different circumstances facing local authlt;lt:ttl}gz
in Scotland - including those of climate, topog'raphy and' }11):1? el
density - Governments over the years have provided for hig from {1t
both of expenditure by authorities and of assistance to t}:em
general taxpayer by means of grants from central Government.

L ; islation and
S.6 Local government is subject to distinctive Scottlts;h leg;s State for
falls wholly within the responsibilities of the Segll‘eaﬁrg; . which ha%®
Scotland. Scottish statute law requires regular revalu d

s who }
been carried out in 1971, 1978 and 1985, by local assessor ’f thelr

: i ter .
employed by local authorities, are mdepende;;ismcontras'fs with S;:
professional judgements on property values. ( to valuation ofﬁcd

English position where the task of assessment fallSI *
who are civil servants employed by the Board of In
where there has been no revaluation since 1973.) -
towards local government must take account of the O

ue, &
nd Rever p(’,ﬁcles
ile
riding !

n
S tes burdel
(1) Because of the changes in the distribution o -th?:If:Pter are gV
following Scotland's 1985 revaluation figures 1n this

for 1985-86 wherever possible rather than 1984-83.

ICH00109.125
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: taxpayers there remains : i
: .1od Kingdom t j ks scope for diffe
all Ulmgi 4 in the timing of their application in Scotland. o e

gﬁVMUATION AND THE PROBLEMS OF DOMESTIC RATES

i turbulence of tk}e latest Scottish revaluation has leq

,15‘.7HCT k11oesS of confidence in the rating s’ystem in Scotland. Re:rzliggirggous
b of itself affect .the- total_ to be raised from Scottish ratepayers and
,@otht pe seen as fair in bringing assessments more closely in line with
I ’5_to-date evidenC? of rgn'galg. However revaluation brought very
siderable disruption to individual ratepayers. Overal] the effect was
z:gqn_ncrease the share of the total rates burden falling upon householders
m hille lessening that on mdust;*y. Even fafter Government intervention to
g;crease the level of domestlco rate relief, within regions the average
a&mestic rates bill rose by 6% in Highland, 11% in Grampian, 15% in
"gordefs and Dumfries and Galloway and 20% or over in Tayside, Fife,
Lothian and Strathclyde.

g8 Average movements in rate 'bills at regional level mask even more
di-amatic increases falling on 1nd1v1dual. ratepayers. The average domestic
rateable value increased on reva}uatmn by a factor of almos.t 2.7 but
130,000 properties (6%%) faced increases of more than 3 times. To
mitigate the impact of revaluation in. these cases the Government
introduced, by special legislation during the summer of 1985, an
additional scheme of revaluation rate rebates. Despite this over 190,090
households in Scotland have faced increases of more than one-third in
their rates bills between 1984-85 and 1985-86. It is hardly surprising
that in many quarters the overwhelming desire is now for an end to a
system which subjects the individual househo}der to what are seen as
quite arbitrary and unpredictable fluctuations in rates demands following
periodic revaluations.

8.9 The many defects of rates generally as a method of paying for local
Services, examined in some detail in Chapters 1 tq 3 above, are found
€qually in Scotland. The amounts paid in rates on similar propqruies vaz
from place to place in ways that bear little relation to .the relatively s?l
differences in the standard of local services provided by Counc ih
Iypically the rates bill for a standard modern_estate-buxlt hou}slea:n-Z
[4/5 appartments] would be around ®*x in A, *y 1n B and as cht P
In C. Within local authority housing similar dJscrepanCIeSOOe@S 6rkney
average rates bill for a Council house varies from under -3.iff mnces Y
P over 400 in Glasgow.  Although there mmay be CREEHEES
Standards of service, it is difficult to see justice In a£ sybs ille i
8Ssumes tenants in Glasgow should meet over twice the rates

In OPkney'

8.10  While on average domestic rate bills in Scotland are be}llc;v;r v;ho§:t:sl
Englang, significant numbers of householders carry Veri’ one in eight,
burdeng indeed. In Edinburgh 21,500 householders, almO;I de [46,000]
oW face o rates bill of over =700 a year. In Str?ttge};e pay n;ore
hOUSeholders face bills of over =700 a year and some X O
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than =1000 in rates. Such heavy bills, map

average, bear no relation to differences in the % i TACE th

More importantly, they are determined solely bprov]smn of loeale S°°ttish

house which the ratepayer occupies |, [ndezdthe location andse

Income qualifying for rebates domestic rates in Scot});l?“d the 1et,e1
can jp § of

significantly differing burdens of taxati ;
services. b Similay levelsp oz:‘ Quity
logg]

over tus

THE GOVERNMENT'S PROPOSALS

§.11 Chapter 3 presents a series of reasons wh th
favour the concept of a community charge Payabf; be Government Noy
main form of local taxation in the years ahead. Alliedyt adults g the
treatment of non-domestic rates (Chapter 2 ang § X b°lc Nges in th,
approach lo distributing grant (Chapter 4 and S.Y: belg o, a ey
charge will promote accountability in loca] government, i e ity

more elector's will be directly affected by local taxation anfin future man
each authority's spending decisions will be reflected direct] L

pald equally by all adult residents with incomes ab v In 2 charg
for rebates. e lavel qQualifying

S.12 The proposals for England and Wales in Cha

‘ . . . pter 5(E) minimi
disruption that will arise from the change to a new system.) Inmgl;?:guslg
they accept that with very high average domestic rate bills in some aress

sensible tra'.nsition‘arrangements will entail preservation of a property tax
on domestic subjects for a considerable number of years. The
Government believe that a different approach is needed in Scotland where
such variations are less extreme. The evidence of the 1985 revaluation
there is all too clear. The existing arrangements for valuation and rating
of domestic property no longer provide a satisfactory basis for taxation.
It is therefore urgently necessary to move rapidly towards the total
abolition of domestic rates. The Government will not tolerate any delsy
longer than the minimum necessary to allow for those most affected by the
change to come to terms with its effect on them. This transitional period
must not exceed 3 years after the legislation is brought into effect.

S.13 A possible programme for transition in Scotland would be tthbrlnleg;
authorities to reduce poundage of domestic rates in year one of nfaking
system to 60% of the poundage in the last year of the old SYSteml:i fall i
up the lost yield by a community charge. This proportion w:;l domesti
successive years to 40%, 20% and zero with final abolition st WO
rates in the fourth year of the new system. But the G%VGOI; transitiond
especially welcome views on the appropriate form apd spei tal abolition
arrangements in Scotland, consistent with th.e aim of hor detail © the
domestic rates within a reasonably short perlOd-. ot eis presentedln
impact of a community charge in place of domestic rates
Annex H. [Comment on any notable results. ] ;
individual local @t
S.14 By way of general illustration if each 1nd1‘nggount as it 1ev.1ng
imposed a full community charge to raise the samled be charges varyl
from domestic ratepayers in 1985-86 the result wou

ICH00109.125
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und =140 to around =240 per adult with lo i
dzrow'nef’e dome§§1c'rates have. traditionally beenw‘?gr ;1%-:585 for the
ns reflect authorities’ OWETSCEEEEIE If all acted responsibly ang s
ﬂtiine with Government guldelines the highes figures would be redpent
[produ cing a range of charges from around 14g to around =239 uced

[Table S.1 - Figures for each authority|

These figures include payment for all water and sewerage services.
Figures for the community charge in England in Chapter 5(E) should be
increased by around 25% to bring them to a common basis. Both the
average level and the range of the community charge are less in Scotland.

$.15 The Government are prepared to consider bringing forward the
necessary Scottish legislation in the 1986-87 Parliamentary Session. Some
12 to 18 months from the passage of a Bill would be required for the task
of establishing administrative machinery for registration and collection pf
& community charge; certain of the issues involved are discussed in
Amnex G. The first community charges under the new system would be
payable from April 1989 and domestic rates would vanish entirely from
April 1992.

8.16 Such a timetable is very tight and to leave adequate time for
Preparation of the necessary legislation, comment on these proposals as
ikgley affect Scotland should be submitted no later than the end of April
86.

NON-DOMESTIC RATEPAYERS

S.17 Chapter 2 explained the Government's view tlllat rates based ;)in
PRoperty valyes should remain as a form of taxation in the non-domes (i
flelq Control over the scale of non-domestic rates would pass to ?eél u:;l
Sovernment and in time a single rate poundage would be levie et
non-domestic property throughout the country. Most or t_all'mcgme 9
wdomestic rates would accrue centrally. Throughout Britain the mt v
uld be redistributed to local authorities as & standard level of grant.

€H0010g 1 55
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S.18 The Government ape however awape f

present system of valuation can cause ?'o the Droblems
non-domestic property. [Following the 1985 scl' Darticular Whicy th
a clear need for adequate transitional ap Ottisi : ;

. : range ;
new values over a period]. Rental valyeg a%'orl:!:nciasnlg ;s
e

Uture
the scale of commercial activity carried on in ’

& poop

and Co
vaernment are sympathetic to such probﬁzﬁr as d uSIIIes:::quenﬂY
with their recent experience of revaluation will Wisﬁ SCOttish I‘até The
on the suggestions made in paragraph [2.xx], O comment t{‘c!l]ﬁ::
S.18 In Scotland at present levels of valuation set j
revaluation are far out of line with those ruling inn year's enepy|
where the last revaluation took place in 1973, Englang and

proposed that all non-domestic property in Eng 2 L2.43] above

: ” land
revalued with effect from 1990. Under statute agd :Za}ces should p,
revaluation is due in 1990 and it is broposed that thig shr her Scottigh
but confined solely to non-domestic property. ould g ahea

subsequent occasions non-domestic revaluatio
effect simultaneously throughout Great Britain.
certain technical differences in the law and pra
Scotland the result would be the same general lev
to non-domestic property throughout the country.

A.lthough there pepyy,
Cctice of assessment iy
el of valuation applying

S.20 Where there are significant differences between Scottish ang
English valuation practice affecting certain types of property, it may be
necessary to introduce changes by statute to ensure fairness among al
non-domestic ratepayers throughout the country. Traditionally the major
concern of both valuation systems and their related appeals procedures
has Dbeen to ensure fairness among ratepayers in each local valuation
area; in future comparison of values throughout Britain may have to be
given equal weight. The Government will be consulting those directly
involved with the workings of the valuation system on the necessary
changes and would welcome comment from all with an interest.

S.21 Existing differences in the level of valuations, and in the range ?f
services which local authority rates finance, make it very d‘1fflcli1tsi§
make meaningful comparisons of the general level of non-domestic I‘?ia -
Scotland as against England. Evidence suggests that the b_urden gundage
is higher in Scotland and consequently the move to a un}form tP; e
would on the whole benefit to Scottish 'non-domesti;? -r:ating b
Industrial property in Scotland currently qualifies for 40% ?n dustry 8 8
at bringing the rates burden in relation to turnover forwl'th the ain of
whole to a common level north and south of the Border. mlqment see 10
a common level of valuation and rate poundage the govtiial derating 7
case for continuing these special arrangements for indus

the longer term.

, itain S st
S.22 Prior to the introduction of a common Great Bré?mony values f::tn;
transition to a uniform national rate poundage OI}cﬁsh non-domestic
1990, the Government propose legislation to fix Sco

ICH00109.125
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s at current levels in each apeg

with allowance f
Sndages &’ . Ce 1or no more th
goflsltandard indexed increase (see paragraph [2.30]) during the interé'llmn
B 0d .
perio
S <7 ARRANGEMENTS
GRANT

’3 he general objectives of a new grant system for Se

ﬁ&-@3sa$e as those set out for England in parg [4.28]. Ict)ﬂ:ggulgoil:ab}i:
¥ | authorities to provide a similar level of service at a similar tota] cost
lﬁé.thei r local residents (the objective of the bresent needs element of
), but in future it _should ensure that the whole
gsﬁd,ing beyond what is assessed to l?e a8 reasonab]
rgmestic taxpayers. It would also provide g stable a
fixing the grant entitlement for each authority,

52 4 The Government's proposals envisage two major elements of grant

(i) A service grant to compensate authorities fop differences in the
cost of providing a standard level of service in different areas of
Scotland.

(i) A standard grant representing a uniform level of contribution
from central Government towards the cost of local services.

The bulk of the proceeds of non-domestic rates would be redistributed to
all local authorities as a fixed sum per adult supplementing the standard
grant. [n this system there would be no need for a grant to equalise
differences in taxable resources. At present the resources ‘element has
a8 its justification the need to correct the variations in total rateable
value between area. These variations arise very largely from
mon-domestic subjects which would no longer provide rating resources for
the authority within which they are situated. With the separation of
mon-domestic and domestic local taxation and the move to .abohtlon gf
domestic rates there would be no need for domestic rate relief and this
Wwould also end.

8:25 The service grant would be based on the client group assessmenfcs
of relative expenditure need used at present in dist_mbutmg grant in
SCtland. These have been developed in consultation with the Convention
Of Scottish Local Authorities and there would continue to be a separa}’;e
JStem of assessment reflecting Scottish needs and circumstances. Tde
Blocess of equalisation would be similar to that used at present for neihs
Bement of Rsg with grant being given to meet the difference between ‘te
“Ceds assessment per adult of each authority and that of the authomby
With the lowest assessment per adult. The standard grant would then Dbe
PROvided to g)) authorities at the same amount per adult.

5.26 With these grants and the redistributed proceeds of no?-;ing:ﬁg
Pateg Nationally the Government will make the same total amoun

» loca authorities in Scotland as is available from thes.e S%gg;escggg:'
Present system. [In 1985-86 the figures were ®X

CH0010g 15
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System envisaged all expenditure oy n tepa
3 over ds ag
have to be found from local residents e Sessment won
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ANNEX C: THE PRESENT LOCAL GOVERNMENT FINANCE SYSTEM: A SuMMARY

new grant arrangements would
community charge. The Government :
For a base year an amount would be added t o roduce o
aut.horlty's entitlement under the new granto’ :

claim on domestic taxpayers was unchanged, B

a] authority income and expenditure

fixed in cash terms fo These Ut
ek r subsequent ears : United Kingdom, responsibilit
provision and needs assessment wouldy ther’l Chgnges' 1N spendip L i Infchrvices is divided betpween loclaly af:dr it e
authority's community charge in subse retlect in the leve] fgram ylgion of s onvible fomiabommtteii central government. Local gov-
quent years, each gment is TrespP total public expenditure. In England

ogal government spent about £39bn in 1984/85. The total of local authorit
sependiture can be divided into three main types: i

current expenditure (77%) - spending on running costs, such as salaries:
)

capital expenditure (15%) - spending which creates tangible assets such

government finance will probably invol d
as houses; an

remaining grants. Grants may however continue to be ju

same criteria as are set out in para 4.61. Interest payments on loans (8%)

‘ Local authorities have two main sources of income - rates and central
‘government grants. Other sources of income include monmey received from services
such as school meal charges and bus fares, from housing rents, and from the
‘sale of assets such as council houses. Local authorities can also borrow from

central government or the private sector to finance expenditure. Figure Cl
- shows the components of local authorities' income in 1984/85.
2

- Figure Cl: Sources of local authority income (England 1984/85)
M

Rate support grant .\ .. e e 218
Other government grants and subsidies ...... 18%
Non-domestic rates ... et 0 e
DOMESEIC TALES < ielesie oeislale ottt ol IR N E RIS
Sales, fees and charges seessesssssscsnscses 8%
Capital receipts .. s elere oi oI R s SR 6:'Z
Borrowing. i LRee .o o n s v e SO R SR D
Rentismlic <Rupe PRSI & 0t o L R
Other % 0 o o kil Ve e o kAN, RO BRI SO

The distri-

NS h area.
X ere a i i 1 government in eac
re two main tiers of local g twie el M e

.fm’ti"“ of responsibility for services between these tiers va.rle;.- ohighes
' ,,tern of local authority expenditure by service is as shown in Figu .
iy

Figure C2: Local authority capital and non-capital expenditure by service

(England 1981/82)

Educationsiiiaas o RSN 2;;
ICH00109.125 Housing ..... PSRRI v L T e 13%
Local environmental services eesececcc® 10%
Law, order and protective services .. .
Roads and transport s
Personal social serviCeBNaSwaimaieass st 3%
OLREY ¢4 oo os vaia s el slaNITSEERITRINIISI S
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support grant

the rating authority. This means that the T boroy ort grant is paid in support of pet r { -
rate payments. Upper tier authorities, 11key cj;susnl;e S, demands §2 c:uncil %S and services, debt Chargeesve:nu: ::::rf::gcéi:risge:('hng
precept is a demand for a specified amount Whichy :ttl)unciIS, issye Ollgyy ag‘f—i;l projects, less income received from other sources). This ig b:czzzz
collect on the upper tier authority'sg behalf . 7 e Tating auth Cepts, i o apis no need for the Government to SUpport spending which is already being
rating authority's own rate, collected with o rae Precept is Yh“to iced from such sources as specific grants, or fees and charges.

passed on to the upper tier authority.

s When the rating authority fixes its rate an
it first estimates how much it will

amount of grant it expects to receiv
sources.

d budget f
spend in that year, o

rate of lp would produce. enn

rate product is reached by multiplying the total rateab
area by 1p:

Penny rate product = rateable value % lp.
C.6 The council then divides the am
the penny rate product.
has to be levied.

ount it needs to raise frop ratepayers b
The end figure reached is the rate in the pound iy
This is called the rate poundage.

Rate poundage = expenditure - block grant

penny rate product

For domestic properties, the domestic rate relief grant (18.5p: see paragp
C.11) needs to be substracted from the rate poundage.

Domestic rates bill = (rateable value x rate poundage)
+ county precept
— domestic rate relief grant

Central government grant

¢ the level of Lot

C.7 Each year the government decides on its view of wha decides tov 84

government spending should be in the following year. It ;heI:,ent
of the spending to be funded from revenue should be met Zhe rotal of céht
grant. (There are separate arrangements for controlling- oo paragrls G
spending, whether financed from revenue or from borrowing

C.52 below).

C.8 Central government grant, which is known as M
(AEG), consists of three elements - specific grants, ts o
rate support grant. Specific and supplementary g;'a: progfame’
specific service or projects. Examples are the urba

suppot
nt. Rateé whic
grant, police grant and transport supplementary gra pyom spendins 4

d 0
the name suggests, is a non-specific grant to sul’;: 1985/86 theaifled thﬂfﬁc
otherwise have to be financed by ratepayers: £Ebn. It was de s"':1

preferred level of local government spending was
of this would be met by AEG. 20% of the total o0 e
and supplementary grants, and 80% as rate support &

£ AEG would b

ral governé

Confus-
the relevant statutes as total

for rate Support grant purposes).

this net expenditure is referred to in

ys (that is, the "total expenditure"

diture

0 Rate support grant is made up of two elements:
; plock grant. It is paid to local authorities 1
sing the financial year.

domestic rate relief grant
n thirty-eight instalments

Domestic rate relief grant is by far the smaller of the two elements of
e Support Grant (about £700m out of £11.8bn in 1985/86).
rities in every year since 1973 to reduce the effect of
it year on the level of domestic rates.
B0 a number of years been 18.5p in the £.
‘{2 Block grant makes up by far the largest part of Rate Support Grant. The
) of the block grant sytem is first to compensate for differences in the cost
authorities of providing a standard level of service (for example, because of
rent social, economic and geographic characteristics) and second to compen-
- e for differences in resources. Authorities' resources are measured in terms
wa the rateable value of properties in their area, which in turn reflect the
zﬁglative value of property in different parts of the country. 1In other worcllsk,1
block grant is distributed so as to ensure that a ratepayer in one area Wht;e
. may have low rateable values but considerable spending needs only has tlo. pay %
Same rate in the £ for a given standard of service as' a ratepayer ; iving 1
- another area with high rateable resources but low spending needs. This process
M8 known as 'equalisation'.

It has been paid to
the revaluation in
In England the rate of payment has

) r : : it
B3 It is worth noting that it does not equalise rate bills since the rateable
Value of a similar property will vary throughout the country.

, two things -
8% In order to achieve this aim, the Goverament has to calculate ¢

for each
‘Brant related expenditure (GRE) and grant related poundage (GRP)
hority,

BE° The GRE is an estimate of the overall costs to an auth;:r;itg oiallc)irg;l?.;ti
tandard level of service. It is calculated for each aut OGREy is built up
ount variations in local circumstances. Ea?h author::gvisces the authority
m 3 number of components relating to the dlffef.'ent hich is used as a basis
®Ovides, pu¢ it is the overall GRE for each authorltY;; spent on each service
distribucing block grant. The amount act“a.lly . decidpe.

#3ins 3 patrer for the individual local authority to

’ re the number
8 For most services, the two main factors in the Gf:: f:rf:u;];jml?er G5 cisinuey
B0Ple for whom the service is provided (for examp;,hi’ch have to be provided
B, . CPildren) and the number of units of sers;ice has to be collected).
for €Xample the number of premises from which refuse

here
ken into account W

it These include
ion of social

has to .
oviding a service.
a or a concentrat

In some cagas further set of factorsr
f€m likely to influence the cost of pi
scattered populatio

Eh&sa s
Such 5

“fsiderations aa N

cJt

D——
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problems or substandard housing condi tion Scenp
; ; S«  Lond T Loy
some allowance for higher costs - for °n authgpy )
i
salaries. example, Long Les

on weighting alp:

C.18 Since GREs are intended to be an ob
spending they are not usually based on the
on a particular service. However,
has no choice about how much to spe
the GRE is based on actual spending.

Jective assessmept 0

The total of the GRE figures for all author

X iti
with the Government's overall spending plans for ] w4 cal‘;ulated to fity,
es., f

ocal authorit
C.20 Each authority's GRE assessm

ent will change frop
changes in the way GRE components year to

e,
are calculated and to incorpora};ea;eiodr:fleet
aa'

C.21 The GRP for an authority determines how much of its spendiy
met from rates and how much from Block Grant. The gRrp for authg
whole is calculated by dividing the amount of spend
whole in Govermment plans by the rateable value
ducting the total of block grant which is to be m

g shouldw
Tities 4,

ade available,

C.22 The national GRP, which changes from year to year, is divided betvee‘n}‘
the two tiers of local government in any area in proportion to the functin
they carry out. For example if the national GRP were set at 200p, in shin
county areas where the county provides the bulk of services, the GRP for ti
county would be about 176p and for the district council about 24p.

How block grant is calculated
C.23 Block grant

assumed to raise
total expenditure.

is paid to make up the difference between what authoritdiezh:i:
by charging ratepayers at the level of their GRP an
This can be summed up like this:

block grant total expenditure - (GRP x rateable value)

i3
ble to raise ¥
C.24 be a ‘

from

In practice a council with high rateable value will Tues. Moot

a rate set at the GRP than a council with low rateableb‘;; yalue councll
same level of spending in relating to its GRE, the low ratiive of equalisl
will receive more block grant. This achieves the objec

differences in authorities' rateable resources. 2
. s § ‘
If an authority 4 perale‘

C.25 Most authorities do not spend at their GRE. s 5 from i

rises above its GRE figure, so the amount it is ass prr Conversely,
payers (its GRP) rises according to a standard tartende‘-d po  increasé
spending falls, its GRP also falls. This 4iswidn cra spendin
accountability by making the extra local cost of ex

ratepayers.

C.26 This tariff is known as the block grant schedule. et
s a
thorities °" ey
C.27 For 1986/87 it is proposed that the amoun:a::by 1.1p ol;e
raise from their ratepayers (the GRP) should inc:!-'fi"ﬂwa decreasé
head of expenditure above GRE. 0f course, the '
amount as expenditure falls.

C M Y AAN<I™SERITIATL

] efore calculated like this:
the

_ is known as :
Fed local rate will increase by 1.5p for every additional

2 Ty is because almost all authorities,
e

\P2Vers the additional l.lp (or 1.5p above the
y Will raige

Y Wil Mool ENTIAL
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nount an individual authority ig asg

R umed to raige from its ratepayers

GRP = GrRP* + l.lp ( Total expenditure - GRE )

( population )
xthe GRP for that kind of authority spending at GRE.

This pressure against higher spending increases above

a certain level
the threshold. Above the threshold (10%

above GRE) the
£l per head of

Figure C3 below illustrates how this works.

Figure C3: The block grant schedule (England 1986/87)

0. - reat majority
The Practical effect of this schedule is nowithatriiz; the g
Peuthorities, their grant decreases as their spending f

and vice versa.

i low rate-
cept those with very ;
o pthan £l per head by charging
threhold) which it is assumed

f extra
onal £1 per head o
in order to fimance each addit? block grant continues to

In order that the equalising effect th rity's grant entitlement.

additional sum i/ GUBESEESE. t:hed aunt!:aoge oyf its higher rateable
———r va

he authority would be able to take a
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C.33. To take an example: December ) (Veraion of: 3 December 1985)
. ; discount is higher in I
An authority has a rateable value of ,, i ler: T:em;ie i aner London because of Particularly high
It has a population of oo £50m able value
. K 3 A S N ...' 5 i
It increases its spending by £588.000 us a further measure of equalisation, the central London authorities with
¥ A = ,000 gery highest values'get no block grant. Ingteaq they make payments to other
]_;t la.thererore assumed to raise anp additiona] £1 per hegg on Boroughs. This is the London rate equalisation scheme (LRES).
from its ratepayers which will raise’ . Llp '
e 50 g re guidance/targets
- ey, -
b £550,000

Between 1981/82 and 1985/86 the Government su

® controlling local government spem.iing on the basic block grant system. This
. done by giving every local authority an expenditure guidance or 'target'. If
Buthority spent more than its target, it forfeited grant on the basls of a
ced tariff. Grant lost in this way was known as holdback or penalty and was

ined by the Treasury. The Secretary of State can exempt some spending from
e penalty system. These exemptions are called disregards, because the

ding is disregarded when holdback or penalty is calculated. So if an
ority spends £10.lm against a target of £10m, but spent £100,000 on 1items
r which expenditure was disregarded, it would not incur holdback.

perimposed a separate system
Its block grant is therefore r

. educed by £50,000:;
the £550,000 raised less the £500,000 it wants to
spend.

red to.asva Degative marging] Tate of o

Some authorities have such high rateable values &
Per head that they yooi—cl
no block grant whatsoever. for ol kg

C.35 New information about authorities' spending is constantl
by the Government. The initial RSG announcement for the comi
know as the Settlement, is made before authorities have set their buggets,
Final audited figures for spending in any one year may not be received uti] 4
long as 2 years after the end of the financial year concerned.

Y being

ng yearg wl:::;v: Although targets have now been abandoned, their effects will continue to

: felt in the implementation of holdback and disregards until the books are

osed for the years during which targets were issued.

i

te limitation

C.36 Adjustments to grant entitlements are therefore made in a series of nt
i i i i Rates

4> Selective rate limitation or 'rate capping' was introduced by the
o .

T it 1984, Rate capping has enabled the Secretary of State to concentra}te

forts to reduce high spending on a small number of the h:_l.ghest 'spendlng

ithorities. It protects ratepayers in these areas from excess:.vel? high ratz

Dands , because the Secretary of State sets a maximum on the rate in the poun

ich a rate capped council can raise.

C.37 The amount of block grant available for distribution is a fixed sum set iy
advance for each year by the Government. In order to match the clains fir
grant to this sum, the GRP for spending at GRE may have to be adi“sfed mn:‘
Supplementary Report in order to reduce or increase each authority's g

entitlement. This kind of adjustment is called close - ending. W .., summer, a number of ‘HuthorEEISUIEERESISHE (BNESS irate! papping 1n the

i thority's
Lloving financial year. To be selected for ratecapping, an au y

ntitlesent:

; : : . ity' rant e ! ive'. Second
i coitiplers are a device for adjustingies authol‘}ll;}’hs fevent authoriti® €nding has to meet three criteria. First, it has to t;_e Steaxtceesu;;is level i;
They are used mainly to produce safety nets or caps which p for example, & has to be higher than a level set by the Secretary o .

from having large grant changes between years. Safety net;sciod b
used to limit the effect of year on year changes in then;
the GRE where these would otherwise cause large grant losses.

: lute
ently fixed at £10.6m, so that councils whose spendlnkgl ifc‘t 1'0: si;nsti)i; ;as
US are excluded from rate capping. And thirdly, an authority

be higher than its GRE.

)] When the i1s are
y are selected, councils a i
Ls). The EL is the sum the Secretary of State assumes the

the following year.

£ calculati®)

§
authority's G.RNL
¢ the authoritl

The grau£°

notified of their expenditure levels

C.39 The multiplier works by multiplying the product of the e

; moun
its rateable value either to increase or reduce the ta i diLi
assumed to raise from its ratepayers before block gr.an
an authority in this position is calculated like this:

cretary of State for a higk}er
If a council makes an appl.lc-
n raise the EL, reduce it,

. Councils have the right to apply to the Se
. This process is known as redetermination.
for redetermination, the Secretary -of State ca
leave i unchanged.

49

pultiplier
Grant = total expenditure - (GRP x rateable value) X

r
nt distribution ;:
t of London to

iOn

angemeﬂ‘;
t
accou?
C.40 London is subject to the normal Block Gra

However, there are two differences in the treatmen

d, the rate limit is calculated
London's high rateable values.

whea the expenditure level RSN it e her main factors in making this

plfs

o 4P 8 level which wi { the EL. The two ot d its level of
wetet i 1 . ich will finance ntitlement an .
Block Grant 8750 uurtt i B e 2100 are an authority's block grant e how much grant the authority
C.41 1If the normal equalising effects of the chere Eies, T Secretary of State first calculates 3 be

houl
reduce $ P . ch of the rest s
these higher rateable values would considerablyLondon authofit};f 4 spec ides how mu

Block Grant. Part of the rateable value of each

RS for spending at its EL. He then dec
py the :
discounted when its block grant is calculated, BY
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raised from ratepayers, and how much Scepy,

, , if any) B g
arrived at is then divided by the enn ) frop Tesg ;
rate limit. PEnny rate produEElRREE

Th& f

L,

pl‘OduCe the

their rate limit.
Capital expenditure controls

C.50 Each year the Government deci

ity capital expenditure which it believes to be compatible E
economic interest. Each authority may spend an amoup ol

expenditure allocation, notified by central government
tion of the proceeds of asset sales and of repayment
made by the authority, and the profits of trading unde

t
t, known as it

S of grants gy
rtakings,

C.51 1In deciding on the total of allocations to be divided betwe
the Government has regard both to the natiomal total of spending which it yigy
to see and to the extent to which authorities are able to add to their ally
tions from the other resources mentioned. Each authority receives alloctiy
in up to six blocks, covering Housing, Education, Transport, Personal Sl

Services, Urban Aid Services and Other Services, depending on the range of %)
vices for which it is responsible.

match expenditure to allocations:
between blocks and between authorities. There is also a limited facilityt
carry over into or anticipate from the following year's allocation.

€0 authority,

C.52 Authorities have freedom in choosing how to finance expenditure Wi;:liﬂ;‘
permitted level. Their borrowing for capital purposes is controlled tro::lsﬁ
block approval issued by the Government, but the amount of the ap

that 1t
broadly equal to the authority's total allocations for the year, so fé

should not serve as a constraint. They can also use the proceeds of asset
and repayments of grants and advances; contributions from the
in special funds; and such grants as they may receive from centr
public bodies like the Sports Council, the European Community an
sector.

al Governgeth
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APPENDIX C1

TYPICAL TIMETABLES FOR
RATE SUPPORT GRANT AND RATE LIMITATION

Provisional RSG announcement , usually
expenditure and grant to assist local a
planning for the following year.

comprising totals of
uthorities in advance

First Supplementary Report for the current financial year, in
which adjustments to grant are made on the basis of budget
information and grant abatement (or holdback) is implemented.

Final Supplementary Report for the financial year three years
earlier, to 'close the books' in the light of audited outturn
expenditure information.

RSG settlement for the coming financial year, in which Govern-
ment plans for local authority spending, the total of AEG, and
individual authorities' grant-related expenditure are announced.

Second Supplementary Report for the previous financial year, to
adjust grant and holdback to reflect provisional informatiom.

December RSG reports debated and approved by the House of
Commons .

Payments of grant for the current year start.

Report laid before the House of Commons which. lists selected
authorities and explains the criteria for selection.

Selected authorities are notified of their ELs.

Last opportunity to apply for redetermixlzation of ELs.

termin-
The Secretary of State announces this decision on rede
ations.

imits on the
Selected authorities are notified of proposed rate lim

EL.
basis of the original or a redetermined
ate limits.
Last opportunity to accept or comment on T

Rate limits confirmed.
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CM O CONFIDENTIAL

(Version of 2 December)

ANNEX G: ADMINISTRATION OF THE COMMUNITY CHARGE

 proposal to move towards a new, flat-rate, community charge payable b
y

uits 1is described in Chapter H. Introduction of a personal charge in

for local services will be a new departure in Great Britain. This Annex
¢t the ways in which the community charge might be administereq. Wherever
it draws on established procedures of existing local systems to carry
heir strengths and provide the benefits of continuity. At this stage

expressed in this Annex must necessarily be tentative. The Government
nter into detailed discussions with local government and other interested

les about the practical issues discussed below.
sic requirements

order to administer the community charge the local authority will need
who is liable to pay the charge. For this purpose it will be necessary
raw up a register of all adults living in the area. There would need to be
i to ensure that everyone who is liable is registered and to enforce payment
L it becomes due. It is fundamental to the new charge that many more adults
be liable to make a contribution than under the present arrangements.
gements will therefore have to be made for assistance to those on low

I8s who would otherwise have difficulty in meeting the charge.
egister

Registration is not new in Great Britain. All eligible adults are required

law to be registered for electoral purposes. Virtually all adults are

Stered for national insurance and national health purposes.

Other large registration schemes applying to significant proportions of i

s or
8tion, for example to car owners and, for rating purposes, the occupier

gone further in their registration

lerg
i of e€very home. Other countries have

! eral
St Some have unified their separate registers and use FHERTR

f e lso have a
€rent central administrative purposes. Because many countries a
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system of national identity cards, it ig often assumeq
: €d tha ) ister? 0
requires a national identity card SYStem to suppope ; b a nayy, » should people regls
By
example, there is g comprehensive national 8 ¢
fegistraty, t 111
" harge w continue to be ¢ol
compulsory national identity card scheme. Yste “thout \The community ¢ g lected by the authorities which

esently responsible for collecting rates - district or borough councils in
nl

and Wales and Regional Councils in Scotlang,

=

i Individual
G.4 The British tradition on registration ig uals should

that registerg are afore be registered with the district or borough council in whose area they

for different purposes and they are eéxpected to ho

1d no more fafs

The overwhelming majority of people have only one home and will register
the purpose for which the register

reasonabl ¢
LSRR A minority have two or more homes and they should register where they

' their main residence. This concept is familiar from assessments of
bility for mortgage interest tax relief which ig available in respect of

ges on an individual's "main or only residence”. Which residence is the
Who should be registered? y one is a matter which is usually easily established on the facts of the
1 For the small minority of cases where the facts do not give a clear cut

G.5 TIn principle, all resident adults should be registered in the authority er it may be necessary to have a simple adjudication procedure. Second homes

where they are normally resident. That requirement should apply to those ik

ealt with further in paragraph G.37 below. They will need to be separately

3 oses.
foreign nationals who are not presently required to register for electon jp0le for these el

purposes. For practical administrative reasons explained below certay

b sible for registration?
categories of people, however, will not be registered individually. 8hould be respon

| At present it is the head of the household who is responsible for
G.b6 There is a question about the age at which individuals should startto

rge v sEdt  £1 v | ' toral urposes. It is ptOpOSed that it
i cha b om local ser foes ering eligible adults for electo purp
y g . Indi idl.lals ene ‘

v the ision o oca s§imilarly e responsible for registration for the
but the ha i el ] services of household should imil 1 b p
earliest age, y € no say 1in provis

111 have to be
o i 1d be possible to mke thet unity charge. As with electoral registration that duty w
until they become eligible to vote at . t wou

I up by fines for those who do not comply.
liable for the community charge from their eighteenth birthday. By then sy

¥ in their o®
and 17 year olds are working or receiving support from the state

rallel duty on
o (It is for consideration whether there should be a separate pa
y dependent ‘

irel there 1is
right. Many others, however, are still at school and ent

o and - there 44
e of 19 whel’“:
be conSiStent
inked €0 te |

le
Hduals to register, to deal with cases where, for example,

3d Of hOuSehold not to tegiste: someone Uho iS living with

o the ag
provision for payment of child benefit to continue up to t

. It would
person is receiving full-time, non-advanced education

1
with this for liability for payment of the community charg

would giold £ happeng when people move?
18, That
cessation of payment of child benefit for those over g cEHeLT childx:eniﬂ : o
i 1 se eve .
imposing an additional burden on the many families who Supp W gimplicm'j .. 4rge number of people move hou R . e Sadstad o
tinuing education. It might also be desirable, for administ ise et} s °% one local suthority arEs S keep track of all these
o E . ; £ the first time should not o - liVing in an area will have to be updated to keep
that liability to pay the charge for e day-
pirth

®* There this.
start of the first full financial year after the relevant 4re two approaches to

cCMO CONFICENTIAL
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G.1l1 Some countries which have g3

qualifying date for residents in ap hority about changes of occupation of Properties

P oent . The difficulty with housing benefit adpi
for

that date are liable to pay their 1o

the next financial year. 1If a similar approach were adobrey ; T the Wholef lve would be avoided, since all residents ip a local authority's area would be
3 : te of community charge.

would be possible to run a registration System b T : € Btituui fing 1ts own ra 8
. 0

electoral registration. There would be ap annual cagyg Uggq

As f the b
preceeding twelve months. That approach however h o Py 588 baste

Number of shortcomings it
i

relation to the specific pProposals for the community charge

f household.

612 First, the community charge will be collected

ualy m of the register

and not through a third person who will not generally » Such as ag egy),
)'Eh

move

If a person moves after being registered for a year an

d does not notify the G.17 The electoral register is a public document which can be examined by any

authority collection will be difficult. member of the public. The Government proposes that the community charge

ster would be similarly open. An open register would be of assistance in
G.13 Secondly, it would make enforcement of registration more difficlt i enforcing registration.

there were large numbers of people who could legitimately claim services fra

than 1is
a local authority without being registered there because the register woul The published register should contain no more information

inevitably be out of date between annual revisions. ;essary. No more than the names and addresses of eligible adults is
ggested though authorities may need to keep additional details for working

(129 the household, or the
G.14 Thirdly, local authorities administer the Housing Benefit scheme. It  Pifposes - for example, a record of who is the head of the hous s
» ]
idel
would add to the complexity of that task if they had to take account of Wit

the ares
different community charge liability for those who had moved into ‘

élfangements for payment.

G fferent from that
ing a community charge® 619 The coverage of the community charge register would be diffe :
refore ng 1 he character o
after the qualifying date and who were the pay N register. If & roltichiUNERRRIRIRES e ; ]
n
another authority at the rate applying ChEEes © Tegister will also be different since the electoral register is static a

up. r the same register to
This vould ¥ #fated annually. It would not be possible, therefore, fo

ister. for it to be so.
G.15 The alternative approach is to maintain a rolling reSh s of Tates = Used for both purposes. Nor is it, im principle, desirable
for the
similar to the arrangements which exist at present

the community
authort/ S titlenent o yore should not depend upon registration for

n left the
Liability to the community charge would cease when a perso a of e

resident
B8 Nor should the community charge be avoided by those such as

tio

to the por

and the amount payable to an authority would be pro rata Lncentiv® ont
e an 10 0 thel?

t eligible to
Sreign Nationals who enjoy local authority services but are no 8

b
year that the individual had lived there. There would o
e — 80 as

the
¢ infom:ion to

leavirig the area to notify the council of their mov

o]
liability - and this would provide a continuing flow

CNM O CONFIDENTIAL
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Enforcement of registration o

)

(Version of 2 December)
§.20 For the overwhelming ma jority of citiz

ens 4 1egal

“reglsty,
For a minoricy fe ) atioy W)
not

registered coupled with the existence of fineg & to an individual it is possible tq check back conven

c

iently, either

sufficient to ensure compliance. r after the event, on WheEherSquEEris g registered.

re O

mhere will also be scope for schemes to €ncourage registration through the
Bistration of services for which charges are made, An obviousg example would

, he use of membership cards or season tickets to give preferentia]l rates for
321" It 'is ‘Ooe of tha technical strengths of rat i

. using leisure facilities or public transport who are registered as 1

to the occupation of immovable property, €asy to col]
g eet and
Oof evasion 1is relatively small.

iving
hin the authority's area. Some authoritieg already have such preferential

rging schemes. They are common practice, for example, in the provision of

education classes.

evasion are low overall: E savment : who is responsible?

G.2

2 Proposals for transition to the new community charge arrangements envisage In order to obtain the maximum benefit from extending the tax base and

that an element of rates will continue to be paid in all authorities at legst g fhe greatest possible number of SLSEESEEISNENIENENS e S Ehic i

ist d
the early years. This will carry over to the new arrangements something of i ges they vote for, separate bills should ‘be sent o each registere

ease of collection of domestic rates by maintaining links with the hes s e

household. This will be an important element of continuity while the m

In principle, each individual should also be individually liable for
arrangements are settling down.

gERhis or her bill. However this may be difficult where people have no

i roc j | | b jr t | & P i i . i1l occur most frequently with
G 23 A ucc Sful registrat on p ocess w equ e wo elements. Fifﬂt, lent income of their own This situation w
. S es

hat
is not working. Latest estimates are t
effective canvassing of households. Local authorities already have a great &l ed couples where one partmer

lectoral regist i t il an 1 below retirement age do have some
oL e in compiling electora egisters on which to build. But oot tly more ¢ half of all wives
f experience in J h

coverage of
)
he I

vold

Pendent income and so could pay their own community charge. However, it
d
additional resources and effort will be required if the E be possible to deal with the problem more gemerally by making husbands an

timated tha Thi
present electoral roll is to be improved on. OPCS have es s

Jointly and separately liable for each other's community charges.

t
ould achiev reflect the
improved canvassing alone, the existing electoral register ¢ A precedented in general taxation law and would

to 4
ncentives 3 ith only one earmer
coverage of the Census. There will, however, be new o5 ical financial arrangements which most married couples W y

registration and further measures will be necessary.

stratio
G.24 The second ingredient will be the link between regi

pe expected W ement of payment
local services. This does not mean that authorities should In the st dures for the enforcement
require proof of registration before providing & service°° riate: put 8 The Covernment envisage that the existing P":':— :rrangemen:s. i dis
emergency services for example that would be entirely :tnal’l"'idping g gervict t: T;mt °f rates would be carried over codche;a:tical T
authorities already require evidence of residence whem ProY 1ocal 8% °r““, foom for improvements, however, and P
individuals. Libraries are a common example. The . y aré °Vidm

he
t where
will be to develop their information systems so tha

7
6
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Assistance for those on low incomes AL

(Version of 2 December)

G.29 At present means tested help with rates

billg (rate Tebateg

.l rovide information when requested as tgq who th
through the Housing Benefit scheme to people on Lot - ] 1red Ea P e occu
Omeg,

get a full rebate because they are receiving g -

receive partial help, depending on the composit

pants of any
Property are: [t would be appropriate i the new system ¢, build on

liable for a

but recoverable through rents

',"' g . the occupants. The occupants of gych Properties would
chal

Mhousing benefit towards their share of the charge.
0

suc e by designating certain classes of Property as
06€

ho! tive community charge, payable by the owner,
" llec
their rates bill and their weekly income. g ©

be eligible

G.30 The White Paper on Social Security (CundH) announced g gy,
num er of

rement that those ¢ the
incomes should have to Pay a minimum contribution of B

to the Housing Benefit scheme, including a requi Changy

The amount of the collective charge would be determined by a formula for
Lowgg;

the starting point would be the amount of accommodation provided in the
towardg their Ta teg ?‘

The Government proposes to extend the application of

erty. The Government wish to consult separately on which other factors
Benefit to everyonme liable to pay the community charge.

the reyigeg Hougiy

suld be taken into account, for example evidence of average occupancy rates.
This woulq ean thyy ,

¥ i1l also be consulting on the classes of roperty which would
maximum rebate of H of the community charge would be i craent ¥ . R

Payable to pegp, Whoge
their income support level,
income rose the rebate would be withdrawn at the rate of Hp

A0 b these arrangements and the arrangements for adjudicating
net income was equal to, or less than, prere -

As ngt

sputes .
for every g ¢

e

@34 The consequence of these arrangements is that it will not be necessary for

additional income.

'ﬁése living in designated properties to be registered individually with their
A Collective Community Charge

local authority. The authority will, of course, keep a register of the

@aperties covered by the collective charge so that the enforcement procedures

G.31 So far this Annex has been concerned with the arrangements necessary ;@ribed above can operate. The existing requirement on owners of such
cope with the circumstances of the great majorisyelSs WESSEIREa: Gorig Mperty to keep records of those occupying the property should be carried over

the
part of the population, estimated at P . e £0 the new arrangements so that the entitlement of those living there to local

r other :
group living in multiple occupation, in boarding houses, residences, 0 S€Ivices on the same basis as other residents can be established

| i

@cial groups

would be
institutions. For this group the arrangements described so far

rtheless the
inappropriate and onerous to administer satisfactorily. Neve

the
{bution towards
Government's view 1is that these people should make a contr

Iy
is geneﬁl
cost of local services. At present the accommodation they occupy

this practic
treated as non-domestic property for rating purposes. ILf il
vied on those ?

- Ihose OCCupy C own I Opett the atmed fotces those

o = t at present pay
%ing in National Health Service property and so on i B0 ¥ S G s

o were

erties

ﬁt al authorities in
tes le %5 Instead the Crown makes a contribution to loc
continued in the new arrangements, then the ra eet %*te

ly in the same way
y direct liok b 8- The convention against taxing the Crown would not apply

n
would form part of the national pool and would deny 2 ... : Nevertheless many of
5 uals

occupying property owned by the Crown.

ive. N be sensibl
h thority in which they 1 P d it would
these individuals and the au y | ose S— ——— pobile an

e to

one by the Crown in
B gobile gtoUPB 4 umtinue the arrangements whereby a single contribution is made by
G.32 The problem of local taxation in respect of the m o givins lo¢ i
ealt 16 hat
which occurs within the present rating system. It is d pukdi the ownew ‘?l .
etty e 8
authorities the power to designate classes of prop The oWmer® af e

rates.
rather than the occupiers, are liable to pay the
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r

respect of those Ooccupying such Property Th
* € simplegt .
ay o

for the relevant Government Departments ¢ £ doiy

o
make 4 contributioni

collective community charge calculated o

enerally h. g baSis %
g ly.

G.36 Students. For students who are not home-p

university it would be difficult in practice ¢t

place of residence.

The Secretary of State for Wales has responsibility for virtually
z.u'”‘-‘fhe services provided by 1oc§l government in Wales, The only important
Beebtions are those such as police and fire which remain the

onsibility of the Home Secretary.
apportion 1liability to community

charges between tyq
Government's view is that students should be deemed to have

This would be consistent wi
students are presently recorded for Rate Support Grant purp

authoritysy,

The

0;92 Following the appointment of the first Secretary of State in 1964
their main Tesidepg

%;Welsh Office has always provided a direct link between local and
gentral government in Wales. It was not until 1980, however, when the
Conservative government transferred responsibility for the financing of
wgal government to the Welsh Sgcretary that a comprehensive dialogue on
the contribution, cost and funding of local services in Wales could begin.
fhis new function provided the vehicle for the often unigue needs and
gircurstances of Welsh councils to be reflected in the arrangements for
distributing grant and capital resources to individual authorities.

at their term-time address.
th the way ip
which

oses. Thig Creatney

~based during the course of e,
studies. 1In all other respects students would be treated in the

other adult resident 3

would not of course affect those who are home

Same way as any
paying a community charge individually or through 4
S e eeording Lo Cun N they. occupgs 0803, The decentralisation of financial decision making from London to
ardiff has required the local authority associations in Wales to develop a
View as to the needs of their members across the whole spectrum of local
aithority activity. Indeed, a notable feature of the Welsh scene in recent
fears has been the important part played by the associations in helping to
ffeate the conditions for a constructive dialogue between central and }ocal
government, despite differing views on the need for expenditure restraint
by the local sector. A real effort has been made by both sides to
fihasise, whenever possible, the partnership approach.

G« 37 Second Home Owners. Owners of second homes will make some use of logal

authority services in the area of their second home. At the moment these homes
are subject to rates. Replacement of these by a community charge would gives
large bonus to the owners of these properties. The Government considers tht

b
there should be a standard charge on second home owners and that it would b

e JRIGR : .
most convenient to express that in terms of a community charge liability in authority perfor i

lent to LW
area where the second home is located. A standard charge equiva

; 004, as in the rest of the United Kingdom local authorities in Wales
tne

f-thUghout the 1960s and 1970s, absorbed an increasing share of national

B, Spending on services grew by 3 to 3% percent per annum more timan

MElation, ang by about 1 to 1% percent more than the economy as a whole.
BOver grey by leaps and bounds. In 1960 Welsh local authorltlileg79

SBloyeq aho 80,000 people, in full-time equivalent terms. By g N

;ﬂployment had risen by 55% to 125,000 - almost 1 in 6 of the tota

B in ales.

cted by
individual charges would leave second home owners broadly unaffei o

this
removal of rates. The Government's provisional view is Har

solution should be adopted.

) ; i 960
ad ] Rate rises also significantly outstrlpped'mflatlon{) 2iltwe§21% He
-7 rates increaseq 8 to 9 fold, whereas prices rose by only

0.06

k. ™e apparentiy j i st i in re
8]t ; : irresistible increase .
ms‘ltlon N which Cagital investment in roads, schools and 2nge§yhige e
O th 30 order to contain total spending. As a COHSQCITG allspending
< 197QS investment had fallen to about 20% of total loc

"1th a typical share of 308 in the early 1960s.

venue expenditure led to a

10

0.0 :

i t
Rosg §he Government came into office in 1979 detegm;;ggstzh gilit':s
%jec regefSe, these damaging trends. The recor

tiv 3
®S have been achieved in Wal&s: lab i a
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= revenue spending on Services

' ed for a self reqgulating
B ernment sector unc.ierpl.nned by a greater measure of local
:?ggluniability is as pressing in Wales as in England ang Scotland.

eed the reforms be the same in Wales?

tral and local overnment h 3
although cen ; : . g Nt have made Strenuo £
broadly in line with, ang has for tpe first ¢ in Wales to maintain the inherent Simplicity of the en:iire\%forts
terms councils in Wa not faster g i time 9o plock grant arrangements the case for furthey simplification ang
in 1979 1n Wales are noy SPending I']O :élation; in greater clarity and predictability ig a Powerful one -
’ Le than eal i '
ey gy i ible i
14 i that it has proved possible in Wale i
- : " e fact : - : : S to achieve the
local autbor}ty manpower has been reduceq p 0,12 T};tls expenditure and rating objectives using the existing financial
though thlS‘ 1S well below the PrOpOrtiongt Y over 6,000 5 @stﬂmzhould not make us complacent about that System or blind us to its
government bodies such as the Welsh Officee(ﬁlisi“ CEntraf)' “‘j‘gte?eal imper fections. In'PaEtiCHESSE
- %); verY

- rates have risen by
Retail Price Index;

3. while the Government's objectives and the principles underlying the
Mrk'sals for reform naturally apply to the whole of Great Britain, the
FQEZ e of reforms needs to be tailored to the circumstances of each
Fact?y With this scope for variation in mind the key elements of the
ﬁg,’?ew are now put into their Welsh context.

0.09 These changes have not been €asy to achieve. But the effort ha e
oeen worthwhile. Local government is now leaner, more effective and czst
conscious. Furthermore, key services have been developed. Education
spendJ".ng per pupil i; Now at a record level in both cash and real terms an
' police and personal
social services has grown by 18% and 9% respectively more than inflation
since 1979. Relatively new services such as recreation have improved
almost beyond recognition in the 6 years since 1979. This does not men
that councils are yet in a position to claim that they are even close to
securing full value for money from the resources entrusted to them by the
community. But a good start has been made.

04, As Figure [ ] shows 60% of the rate income of local authorities in
Wéle; is drawn from the non—-domestic sector, [a rather lower - higher

proportion than in England?]. The balance represents the domestic sector's
@htribution, net of rate rebates.

| s

Figure [ ] Sources of rate income (Wales: 1984/85)

The case for change in Wales

0.10. 1In short, if the case for a thoroughgoing reform of local ggYef’i”rfl‘ens
finance rested solely on the need for a more effective means 01'5 achieving
fair measure of local authority compliance with the government's o
expenditure plans the impetus for change in Wales would not be a

one.

: ; based than
0.11. However, the case for a radical reform is far more widely
this. 1In particular:

: : ce can b
- the need to create a climate in which a better ?r;éaihe cost of
struck locally between the demand for services

. ] between areas.
0315' National averages often conceal sharp differences
triesi
: ; ther coun
providing them is as strong in Wales as in the o

i i m 47% in
mthl“ Wales the non-domestic share of the rate burden varies fro

' in areas such as Port
Taiwyn for et v o100 et amtherr:igéayers, who have a vote,

for ibuted by domestic Th
. to voté o €very £1.00 contribut 4 ch as £3.90. e
ntitled ISdomest e charged as mu "
- the damaging mismatch between the m;ny Wh;’lagﬁ,éers who actuallf tree cosit;g Zigfiay;rs}é ':goigongitéhgefore apparent to if ggodtpiggirtlon
in local elections and the relatively sma Lsewhere the o) s S L T ie 1a B Btk oen be confident. R
AL . : “in wWales as € e, SCtorate in Wales. Untilige 1s o one can claim that
pay for local services is as great in faced Seter 1ocq) accountability can be achieved; and n : lnerable
p i h not f2 On~g, - oun 111ty S tection that his vu
j z s in the Principality: althozgrparts W Nsitige Stic ratepayer has the measure of Pro
= non-domestic rate payer ed by thelpa@eumte-tt . - " S0 clearly demands.
with the severe pressures encounter rve the measure e 47
some areas of England and Scotland, dese oposes 0 917
protection and certainty the Government pr

Fo o .
other parts of Great Britain; P M

":x“" ] W
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The options

0.16. Chapter 2 identifies two Ooptions

- for 4 i
non—domestic sectors contribution to loe o

gl e e SO al s -
and distributed to 1ndividual authorities €rvices

freezing or "capping” the present pattern of o FLESt Woulg involye

between authorities. The second would eliminnon-dorrestic rat

. . 1 i e
Eim t? aﬂnat’ior'nal poundage which would applyagre] ta:;.]is Vax:iat:ionp:i)rlqltri}dag‘es
;;fmff annual increases in the non-domestic charge w2reas. Under boiglace
projected rate of inflation for the following Vons lUld be Linkeq ¢
ga:;\tsz;tioi wog}id need to take account of the under'l;i;hough this 0 the
S;S::é:::;_ff‘e Viaéief. lén the case of the national ragéogut]-of Sl
which could be retained localior b the yieldiu

Ch could be retained J..ocally. This local flexibilj e SUPDlene
for when setting the national rate, 1LY would pe 5y,

rate, on either model, would be estimated by the Gov
to local authorities by reference to their adult pop
Qur_poses of this Green Paper it has been assumed tha
industrial rate would be the same in at least England ang Wal e
would mean the rate in Wales would fall by about 3 pence ip t;l?:.pogl:és

Q.l‘/’ A.s in the other countries both solutions would alloy the rat,
lnvolved to predict far more accurately their contribution to the fiﬁgyers
of local services; and both would ensure. that the entire cost of spend;ng
in excess of the amount allowed for in the Government's expenditure plagz
would be borne by those with a vote - the domestic sector.

Losers and gainers

0.18. 1In the present financial year (1985/86) the highest non-domestic

rate poundage is 36% above the lowest, compared with 270% in England. 2s
) shows, this relatively narrow range means that, although a
move to a national rate could not be accomplished overnight (see paragrap
the shift in the burden of non-domestic rates from heavily to

Figure (

[ ] below), :
lowly rated areas would not be as great as some might imagine. This
analysis does not, however, measure the additional impact of the

revaluation of non-domestic rateable values which would be an integral part

of the reforms. ] for further details:)

(See Chapter 2 and Annex |

Figure [ ]: Shift in non—domestic rate burden (Wales:l 1984-85)

f“--—--——-I_l‘l\

(CONFIDENTIAL )

rgest gainers in percentage terms - taking i
iliaii welsh non-domestic poundages needed iggbiri‘flg iﬁgo?gs fh?
the England and Wales average - would be non—domest i ey
the heavily rated areas of Clwyd, Mid ang West Glamo(r:
ch from relatively low to relatively high poundage arég:n.
5m, only 9% of the total non-domestic rate income of the areas

Th

yers in
ash swit
",ts to £1

There are, of course, reasonablg arguments for and against each

® .t the balance of.advan‘tage 11es with the national standard rate
e, ~with local councils being given Que option of supplementing the
. 1oy by @ fixed percentage - possibly 5% initially. There could,
ga“t;_ er, be a case for increasing this, at some stage, to 10% in Wales
g‘;g d;e relatively low average level of non-domestic rateable values.

5B ¥

90y This new framework v.vou}d put gll.nonfdomestic ratepayers on the same
fgdting by removing the existing variation in local non—domestic tax rates
Pt oc which many wou;d argue are almost unrelated tq the level or

qality of service received by the sector, and the business community in

particular .

0,22, The views of non—domestic interests in Wales will, of course, be
sc'gught and taken into account before a final decision is taken on which
approach would best suit Welsh circumstances.

I0CAL DOMESTIC TAXES

10,23, The case for abandoning domestic rates in Wales is every bit as
strong as it is in England and Scotland; and the gnomalies throyn up by
rating are just as unacceptable. The Government is therefore f}rmly
comitted to replacing domestic rates in Wales with an alternative and far
L broadly based charge.

0,24, [Paragraph on assistance to those with low incomes will be drafted
Wien the policy issues involved have been decided.]

025, The effect of moving to a community charge in Wales would bextothe
Wffease the number of persons contributing to local services frorln ' :
fllber of householders paying at least some rates, to ¥, the tota ;hm‘te
Of&dults - o broadly the same number as those eligible to.vote-ed lzter
BISEribut i ona) effects of a commnity charge in Wales are discuss

#88his chapter,

, . ;
6. Chapter 4 examines the role of grants within the present loca

)
f8nnen: £ino system and sets out the Gov?igmcarllearly et in the
o ostnough in some respeCte quc]iescr:ibes the existing grant

Cor e
m-ZEXt of England. A section within Annex B

Sime |, Relon
pending in Wales amounted to

In 1984-g5 local authority revenue S ~domestic ratepayers, and £75

' adult. Of this £125 was met by non e g
: : The balance, SSSSISE adUIF' atgd ?gniaéftgiants? How
10n, came from the national taxpayer 1n e 16 yhich lecal

t is paid has an important impact on e wa}l/ domestic taxpayers
~S Plan their spending and on how much loca

e to the cost of services in their area.
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0.28. 1In order for the
stand a chance of meeting its Objective

for djstributinq grant are effectj
: Ctive
measure of support, s Capable of cmmmmdh@mx%%ém
ag §

LI A
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3 eature of the existing grant arrangements - i

@ﬁ%' ori]revdifvidual authorities for variationg in rateablghie:gﬁfigzafl:n 14
ﬂ@.to nced with under the proposed new financial regime. The reason o:h
,gspessible and right to do so are explained in detail in g
it is Po[ ]. Exactly the same considerations apply in Wales and
‘*m@?erly the same sort of anomalies arise, For éxample, the present
Pfgcasf?s on equalising rate poundages between areas rather than rate bills
‘aﬂ@asjis wide variations between what people actually pay for their

Basis of the new lump sum grant

0.29.' The Government Proposes that under the n .

©X1sting block grant element of rate support reW Einanciay
Suppor t o; 1qcal services in general, and depgngnt = Which jg . :Ue ty
ocal authorities actually spend - shoulg be re Vg ek gt

0

bt

1ndjy;
kit Jotet i pla . ~4V1dy, ~oncea : : :
:u-:_“Qf?i:%jade up of 2 parts. A variable element :rgciicgy 2 Lixed liﬂp :wﬁcg@i%ﬁces in different parts of WalcesS EICEEC NN e the point.
authorities for differences in the local cost of prov'd'would COmpensaty i
typical or daverage standard, and a simple . 1ding servi ' Figure [ ]

! 1 or " ula 3
rant - which would provide an appropriate to o ba§ed -

mtch between spending, domestic rate poundages and domestic rate bills
Misa (Wales: 1985/86)

costs than the measure underlying the present grant system
' = grant
expenditure (GRE). Y grant relate

0.31. In the case of county services, such as education, law and order a
road maintenance, the GRE formula presently used in Wales is made up of
over 40 indicators, ranging from pupil numbers to measures of social
deprivation and population sparsity. Although the formula commands a fair
degree of support amongst the authorities concerned, and is significantly
less complex than its English counterpart, there is undoubtedly scope for
reducing the number of indicators involved and concentrating on the factors
determining the main variations in the cost of providing services as
between areas.

(.35, The Government therefore proposes that resource equalisation should
WEbe a feature of the new grant arrangements in Wales.

e role of specific grants

U86. In addition to the general, or unhypothecated, grant qlscixssed iges
Sthe Government also pays grant towards the cost of 1nd1v1du§ll§erv -
Bojects, 1n 1985/86 these specific grants amount to £153 mi 1921

S tota) grant paid to Welsh local authorities. Ihese.gfantsv‘ivcl:es
u“aYS have a part to play in funding certain local authority se;tral 'theme
,‘t‘widespread use of such grants could well detract from t_:ht? ol e
"Bhis Greep Paper - the need for greater local aCCQuntabli;tyrgrlle .
Sovernment pag therefore launched a separate review ogll eover ki
SPEcl,?ic grants in the new financial structure and this will c

SSition in Wales as well as that in England and Scotland.

‘mmmemmmmmmm

0.3 : rnment's

Prgl 7 attempt to estimate the overall impact of the G?;:(rem consequences
SOR0S3 ) o nNeeds to distinguish between the ghort and long

8% authorities, households and individuals.

t of the propos

0.32. The GRE formula for assessing the cost of the predominantlyh, k]
discretionary services provided by district authorities has not gztvlzzen 4
the same measure of support as its county equivalent. It falls -
Stools. It is neither an accurate measure of the spending need ?providinq
individual services nor a rough and ready guide as to the ?Osit Osinple

a typical overall level of service in each area. No.relatlveo}ff those Wi
formula could ever hope, of course, to meet the requirements o degree of
would wish to have individual service costs assessed to a fmt formula &0
accuracy. ThHe best course would therefore be for the dlStrlgd measure 0
set its sights on a realistic and achieveable target - a-brgonCeivable thet
local costs based on as few indicators as possible. It lsulation'

the formula could be reduced to as few as 3 elements - POPd o wellOod
population sparsity and a general indicator of economic g?ly be und?fs't
being. If such a formula could be achieved it would rea ydistrlct

¥ man
by all, and provide the stability and clarity of purpose od chapdes. G2ing

38,

authorities have argued for. Fice will LN rchapter 5 assesses the general effec H examines the effect of the
0.33. A ly stage in th ltation period the Welsh g:nt ’f@fornsagﬁwﬁfk the position in England. Annex H €

S t an early stage in e consu . i e pre n Ousehold i 2 g
come forward with a range of proposals for SallllengnnentptO agre’eo incomes BR N g

b 2

3 AW
Suty =
"
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formulae. The aim will be for local and central 90;:;5
mutually acceptable formulae for deriving the new a

. e

mentSe. ;j
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Impact on local authorities ONF'DENTlAD @i\ )

i

very authority in Wales had spent in

Wales to levy the same c grant woy)g it e ' line with ; GRE j
assessed expenditure ;g',‘“'mlty charge Provided allow every gs, the full community charge on every adult would hax}'gsbe ambo
where the e;p?“aqi is i_; e sharply wjy trslpent In linec0uncil n one adult households would therefore have paid about 810(17?n .
t \asis on the nebulous conce ® Present - Yith Lth 2 adu s :
: . t L s Wl and %,
rather than rate bills - the amount people ggtggliqua Ising rat?sltlon s hogéf”g benefit under the new rules propoéed bysothgnéovghqsetellglble
Y pay, po I MR

ing the Social Security Review, would have to

community charge. In 1984/85 a 20% minimim contribut i

0.40. Had the whole package of refo i
‘ally have amounted to £21 per adult.]

i ; rms
1n 1984 85 community charges in Wales woigegasgfict,

authorities Spending well below their

£145 in relatively high spending

=435 1 y h s J areas. As GRE -

would nave fallen in the low spending are e loca] domeg

41%. Lonversely, local domestic taxes wo

spending authqutles, particularly those with low do

The largest rise could have been £79, over double the r

q:m;tlg rate payment per adult in the area concerned . Sgent fikrae 8
3 t 1 . i

the impact at the rating authority level of the changas aIQUFe (

shifts in grant and non-domestic rate income. F1S10g fron the

To put these charges into perspective, the full communit

to o 0’«*‘5?85 would have typically cost each adult less than £2 per wge}fhar?goin

W@ﬁé entitled to the maximum rate of housing benefit the weekly ct;st would
e been reduced to an average of only 40 pence - wel] below the price of
.a’gé’eket of cigarettes or a pint of beer.]

e In the real world, of course, some councils will always ch

gp:r‘;é < than thei; fornplajbasx?d spending assessments, angi, othg(r):ewit?l
84 more. When this varlat;lon 1s taken into account, had rates been
sbandoned 1in 1984-85, community charges would have ranged, as noted above,
from £69 to £145 per‘adult. However, within each rating authority the same
gemeral pattern of single adult households paying less and those with 3 or
mre adults paying more would have applied. [Also, as emphasised above,
ghose on housing benefits would, in many cases, have had to contribute only

Figure [ l. Effect of grant and non—domest i

Shange. 1n aveig%i Number of Number of ;- ults in Q080f the full charge.]
aomestic tax bills ratin il ~
£ per annum per adult authori(gies these authorities 07 This analysis illustrates what the final effect of the new commnity

charge would be on individuals and households. It is important, however,
toidentify the losers and gainers compared with the present position. As
gach household is a unique unit any analysis which seeks to identify
thanges at the household level can naturally only be illustrative.

ncreases

I

More than £50

:SD : Ezg 08, There is a further factor to consider in Wales. The information
" 88 to assess the household effects is drawn from a sample survey which
includes only a very small number of Welsh households (about 400 per year).
R ‘;‘lﬂmgh a number of years surveys have been rolled together in order to
HlCtease the accuracy of the analysis, the results for Wales cannot be as
Mgl 8ligble 2 quide to the changes as they are for regions where sample sizes
s f8larger. while they are undoubtedly indicative of the broad effects,

W€ £00 much weight should be placed on some of the more detailed elements

More than £50 G
08 the Welsh results.

e ————

thorities Sige . 0USeholds would be affected in two ways. As already emphasised
less grant ;;f: ¥Ou1d be a key factor. In general, single person househoids e
BLIOm the ghj ty to one on people. ;
010 i oo o povn Sacaes wold pay mores The other factor is
B S2ble value of each property. For a given household size, those
B 1n relatively high rateable values houses will pay less, and those
®S with relatively low values will contribute more.

]% of all households

0.41. As a general rule a fixed grant would lead to t.h<?5§ au
which chose to spend above their assessed spending receiving h variations
than at present, while those spending below would gain, ald?oug Vnding
in average domestic rateable values also have an effect. High sp?n line
councils would face a choice. They could either IEGUC? spendlngor attempt
with grant, thereby holding their residents’ contribution danétOrate.
to maintain spending by seeking additional cash from their €€

sed chand®®

= hoyg

¥oulg uThe Net effect of these changes is that [

> . ; ro . : : : f
0.42. &As total jspendmg and grant is unaffegtgd SYantEsnEedp:o preclsel}’ A peni?illmately gain from the package of reforms (uixci:dlng over [ ]%0
;C.;le comrrunltylchdrge at t;he Wales level would hav Oner households) and [ ]% would stand to lose.

(=] ~
€ same total as domestic rates. 11. In cash

The scale : i rally sma
R . of the gains and losses is gene
: uld face changes
'S estimated that [ )% of Welsh households WO] more a week,

M E[ ] a week. Only [ 1% would pay £l . :
% woulq pay £ ] 3l/'ess. Virtually all the larger gains an

© estimated to be smaller than £| ] a week.
RO
chi

(CONFIDENTIAL) ¥ 110

Impact on households

" e would
0.43. The impact of the proposed move to a community Cha;gon to Pernsgri]ture
necessarily vary from household to household, :.zmd frotheon the exPe
depending on their circumstances and, equally importants
decisions of their local authorities. 7,

o~ sr=ir~ra 1* 1 A | \
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0,52 Looked at in relation to income, [ o O B

face changes which would be the ' 1% of ho 5 :
: €Quivalent of je ional standard cash cut in rates; tp
income; | 1% of two-per son households & S e A natlo ' ¢ the same Community ch
. ) d enable every domestic arge
than [ ]%; and, on average, the [ uld experjence a the; B yield would € ratepayer to hay

e o : g
from his existing rate bill. Properties with rate g urtay

this sum would be given a Property tax credit
ud;éag to pay for part of the householder's own commy

would pay more under the new arr
their net income.

0.53 This analysis confirms that for th ases the new lump sum grant would be ads
ke : 2 , ' € great ; B In all cases adjusted to ensure th
Wales t}‘he‘f'lnanual impact of the reforms would ng’ilgélt_ o - . R rities could introduce the local charge on any of the bases set out at
very Slgplflcant. Nonetheless, the Government full
OL transition will be needed to allow people to getyuzgg i )
arrangements, and for them to adjust their budqgets according; Wt of the options
transitio i 9 >

S1tional arrangements are discussed below. H B coch of the options for reducing domestic rates in the first year,
TRANSTTIONAL ARRANGEMENTS ‘ %gludlng that described in Chapter [ ], would have a rather different

ffect on households arjd local authorities in Wales. A detailed analysis
g{éhe distributional impact of each scheme is presented at Annex [ ].

~

for reform could not be fully implemented in

: : Just one year. T 89 The proposed scheme for England, and the first of the possible
need to be phased n over a period. 1In the case of the comm i?; ‘;guld gingnatiVes for Wales outlined above would both have the advantage of
the period of transition would probably need to be fairly lengthy - N sllowing the new system to start from the present pattern of domestic rates

possibly even as long as 9 to 10 years. at the rating authority level. This would considerably reduce the

turbulence associated with the change to the new system. The proportional
git in domestic rates preferred in England would allow the most heavily
tated households within each area to benefit from the largest cash gains.
e cash cut variant which would be an option in Wales would give the
largest proportionate gains to households with relatively low bills. In
both cases the reduction in domestic rates - whether préoportional or cash -
would vary from area to area.

Easing in the non—domestic changes

0.55. The arrangements for introducing a national standard non-domestic
rate, even when combined with a complete revaluation of non-domestic
rateable values, need not be complex. The proposed method of easing ina
national rate is described in detail in Chapter [ ], paragraph [ |.
However, the relatively compact range of non-domestic poundages in Wales
could well allow the period of transition to be shorter than in England:
possibly as short as 3 years.

0i60: The principal advantage of a standard proportional cut .in rate bills
&CIoSs Wales is that it would ensure all areas benefited imredlately'from
the Same substantial fall in the burden of domestic rates, with heavily
tated properties and areas gaining the most in cash terms. A drawback of
this approach is that it would necessarily involve a shift between areas in
the domestic sector's contribution to spending, although only relatively
#8§rating authorities would experience a significant change.

0.56. The arrangements for easing in the community charge and phasing out
domestic rates in England are described in paragraphs [ ] of -
Chapter [ ]. The related proposals for introducing the new lump 5‘;“1“ gihese
are explained in paragraphs 5.14 and 5.15 of the same chapter. Whlii
transitional schemes would undoubtedly be as effective in Wales as Lty
England, the relatively compact range of rate bills in the Principa
means that a number of alternatives could be considered.

6l The impact of the national standard cash cut approach would be easy
WPfedict and clearly understood. Furthermore, as there 1s, on aver?%e,t
800E one house for every two adults in every district of Wales the e i(l:
o the Change at the rating authority level would not differ significantly
fom that associated with the options which start from the pr:esentth.
B0 ical pattern of domestic rates. One important feature of this

BEIon is thap g. tee that every single adult household,

Beltding 9 age ggi?ogzir;d single parent family households, woulgogay
£ £50 less than they otherwise would in the first year. Alige; 3ere no

lone. - POuseholds would find that, from the very e ey

Nger liable for rates at all, but just for the new comminl y

A standard cash cut in rates within each rating a§ea=hth:e?nl[y ] i
difference between this option and that pr;oposed in geigg s
that instead of the yield from the community ghargeh rea, [ate
reduce rate bills by a common percentage within eac

bills would be reduced by a common cash amount.

0 0.62 3 But in the context
i f the ® All the optj i ified have their strengths.
PRt rcer s l ~ut in rates: the yield © by @ of . e options identified have tk ro G Bl
i k . 14 enable ggmestic rates to cpiacz in havzai_ii 't is possible that the two national standard ra Ser o aid
initial community charge would ‘en

Had the change taken

ts un
1y 50% reductionque over the rather more complex arrangemen - would vary from
by nearly :

N rates - either in proportional or cash termssals N o
Whiah area, However, as with all the Green Paper Q;?P‘;Ot iy
the‘vitransitional scheme will be adopted in Wales Ylhed

R ot all those concerned have been fully weighed.

standard proportion throughout Wales.
1984-85, domestic rates could have been cut

-
OO
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However r the vieyws

0.63  Under any of the options domestic rate

ve ’
ry first year. 1In order to allow of the Welsh local authority associations,

enhance the electorates perceptibilit b establigh jcoue g ' wd
s : ty of local 2OU1sh jpggr N ci5 oncerned with this important sector o ‘
Ceie it on the comnity chares it billsssendlng decisigrl]f, andttﬂe moselelcbe carefully considered before a fina§ ézii.authorlty
three year period. As a result the community ch ould be 2en L i Al
outset, bear the cost of any new local authorijt i Oulq rom L | JSSUES
this period there would be 3 further si ' reding . 3
3

community charg ' : .
munity charge. A third and, possibly, final ghj ates

52 1At shift y to t
ars later. The aim in Wales would thus be to repl Ould ogq 3 P

®.0)i| ‘Avt‘ "k"‘ @ \ : 5 dace e} S' . g )

L:T’Tﬂh:jl Y charge within six years of the NeW arrangement mhe move to replace domestic rates with a commnity charge raises

Lateg With
ow second homes should be treated within the new

® COming Into

fece of b
“rangements.

It has been estimated that there are anywhere between 20,000 and

0 second home in Wales, with the largestf. concentration being in North
ngtWaleS' The treatment of second homes will therefore be of
considerable concern not only to owners but also to the authorities most

0.64. As in England there is widespread dis i T
way 1in which the present system forpcontrollfigljs.gigilggt;n Wales at the
expenditure has worked in recent years. Local authoritieso;ti,’ Capita]
system has not.been stable enough to allow them to plan thej | = that
programmes efficiently and effectively. They would Preferet; Spending

as 1n the pre-1981 period, to focus on the co @ Governmeny
, ntro - '
expenditure. 1 of DOrrowing rather than

3. Paragraph [ ] of Annex [ ] discusses the second homes issue in
detail.

lifdy The Government's proposal for the second home sector is founded on
elprinciple that, as far as is practically possible, the impact of the
reforms should neither advantage nor disadvantage the owner of a second
home in relation to those with their main residence in the community. The
best way of achieving this would be to assume, for the purposes of
ealculating the community charge, that each second home was occupied by the
average numoer of adults, two.

0.65. Capital expenditure in Wales forms a lar e aﬁd i

local authorities overall activities. In 1985/36 grosérrgz;itigi Li)re;si:sgfent
on lqcal Services amounts to £350m. Over 40% of this will be spent o
housmg. 3:1nc1pally as a result of the success of the Right to Buy
campaign district authorities, in particular, have accumulated an enormus
store of capital receipts. By the end of 1985/86 it is estimated that
these accumulated receipts amount to some £250 million to £300 million,

' 70% j ; 5. ' that owners would continue to make a
about 70% of which relate to the disposal of housing assets. 0i75. This proposal would guarantee

realistic contribution to the cost of providing local services, ar_md that
logal councils, particularly those with a relatively h@gh proportion of
such homes, would not experience a significant change in their income from
this source.

The options

0766‘ The options for reforming the existing capital control systemac
discussed in Chapter [ ]. M€ fole of fees and et
0'f76' The case for increasing the contribution made by fees and charges to
S8 Cost of running local services is as strong in Wales as.elsevlvhere.
Indeed, the generally low level of income from this source in Wales,

: i : il - irst
0.67. Two basic options for reform are identified in Chapter [ ]"bigonl
the control of local authority net external borrowing - their cong;l "
to the Public Sector Borrowing Requirement; and secondly, the con

expenditure, either all expenditure (gross capital spending) or spending ?:rtlcular ly in the realm of leisure activities, should he;gggigeénzgr?i
net of capital receipts (the net spending approach). chathe Outcome of the on-going review of fees and charges
Sapter [ paragraph | l.

_ : tve fromd
0.68. The net external borrowing approach is very attractlzg fess detailed

theoretical standpoint, particularly as it would 1nv01Z?cglll oroblers £ ARD CONCLUSTONS
control at its local level - but would pose major practi roblem W of Local Government
: : e sent systems
both central and local government. It is unlikely that these P Finance i, ;g?gfg?: gggaéifogeogantgeagrfn Englgnd: but have to be seelg
could ever be completely overcome. :gg;:St the distinctive Welsh background. This may 1ezild to a package @
f ‘ . S.
0.69. There is little to choose between the two expendiftf€ S5 .., ® filored to the particular circunstances of Wale
. . : re i 0
i : of capital ©° ‘il WU .
essential difference between them is the trgidtqsri‘gual authoritiés g?Zipts "“’fealizi%s Chapter indicates preference for
The gross spending option would build into i ¢ thelp capital * b ir,. 1C to suppose that any package of re
allocations an allowance for the spending power O of these receége[ Jover flg, -ons of everyone in Wales, and preferenc
over, say, the last three years, and freeze thellllzgations at a‘fa‘l receipts ’thiOnsz Y and a focus for discussions at a they will be carefully
locally. The net spending approach would set a shadt capita %00 g "€ Open, and the Government hopes thigh sts and
level, with authorities continuing to have access tO S rese;ed and commented upon not only by major %gt:;ierate - and tax-payers
Who tative bodjes in Wales but also by individu

certain options. It would be
forms would satlsfy the

e has been indicated as an
technical level. All the

over a period of time. Se : A )
existing net i Contr lbUtiOﬂS actually pay for local services. ia ' 7,

0.70. On balance, the radically modified form of themeeting the ™ b A 2 ¥ -

expenditure approach would appear to come closest to . i

far
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