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FROM: BARRY H POTTER
DATE: 21 June 1988

CHIEF SECRETARY cc PS/Chancellor
Mr Anson
Mr Phillips
Mr Edwards
Mr Fellgett

CLOSEDOWN OF RSG SYSTEM: LETTER TO ENVIRONMENT SECRETARY

I attach a revised draft of the 1letter to Mr Ridley which we
discussed this afternoon. As requested, I have recast the letter
to focus on the 1loophole in the capital consultation document
rather than clcsedown of the RSG system. It should therefore
now be in an appropriate form for copying to the Prime Minister.
Also, as requested, I have tried to set out the nature of the
problem in more detail drawing on the points made in the submission

itself and our subsequent discussion.
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24/1/DJS/1801/16

PERSONAL AND CONFIDENTIAL

DRAFT LETTER TO SECRETARY OF STATE FOR THE ENVIRONMENT

LOCAL AUTHORITY CAPITAL: CONSULTATION DOCUMENT

Following discussions on the RSG settlement for 1989-90
earlier this week, -éfficials have brought to my attention
the risk of a surge in local authority capital expenditure
between next week, when the capital consultation document
is to be issued, and the introduction of the new control
regime in 1990. Even though I understand the consultation
paper is already at the printers, we need to meet urgently
to discuss whether this risk can be reduced satisfactorily
or eliminated by changes to the transitional proposals.
I should emphasise that the changes I have in mind would
be to details of the transitional arrangements before 1990,
not our substantive proposals on how the new regime should
work. I am well aware of the difficulties any further delay
in publishing the consultation document will cause: but
the sums at risk are so large, that if changes are found
to be necessary, we must be ready to hold up publication

for a few days.

2. The problem is the existence of some £7 billion in
cash-backed capital receipts, mostly in the form of money
on deposit. Around £5 billion is held by the Shire Districts.
Under the proposals in the capital consultation document,
75% of cash-backed housing receipts and 50% of other

cash-backed receipts held on 31 March 1990 must be wused
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to redeem outstanding capital debt or set aside to meet
future capital commitments. Local councils will therefore
have an incentive to use cash-backed receipts before 31 March
1990, while they are available to be spent, rather than
after that date, when more than half of them must be used

to redeem outstanding debt.

B Of course, our present controls on the proportion of
capital receipts which can be used to finance prescribed
expenditure should help to prevent excessive prescribed
spending. But there are no such controls over non-prescribed
spending - the bulk of which comprises capitalised current
expenditure on repairs and maintenance. So we will be at
risk of cash-backed receipts being used on a major scale

to finance such repairs and maintenance between next week

o

and 1990. Your own officials have estimated that up to

B i

about £1 billion of cash-backed receipts might be used this

way; and up to a further £700 million used to substitute

E——

i N

capital receipts for due debt repayments rather than meeting

e

these out of revenue account.

4. Moreover the incentives to wuse capital receipts in
these ways are considerably enhanced by the present RSG
system. Capitalising current expenditure allows local
councils to reduce their recorded total expenditure and
increaée their entitlement to block grant. Indeed there
has always been an incentive in grant terms to capitalise
current spending: but that incentive will also disappear

from 1 April 1990, with the introduction of the new Community

Charge regime.
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5. So, from the date the consultation document is issued,
local councils will have an incentive to use outstanding
cash-backed receipts over the next eighteen months rather
than see more than half of that spending power lost after
1 April 1990. They will have the opportunity to use, in
principle all though in practice considerably less, of the
receipts Eo finance capitalised current spending which scores
as non-prescribed (uncontrolled) capital expenditure. And
to the extent they do use them in this way they will have

the added financial benefit of extra block grant payments.

6 We must be at serious risk of a surge in expenditure;
and that risk cannot be ciosed off, Jjust by removing onc
element in the picture, eg the grant incentive. Difficult
though any delay would be at this stage, my officials consider
that the detailed transitional proposals in the consultation
paper must be revised so as to prevent or at least strongly
discourage 1local councils from excessive drawing down of
the money held on deposit from cash-backed receipts. I
suggest our officials meet urgently to consider how this

could best be done.

7 In view of the possible implications for the publication
date of the capital consultation paper, I am copying this

letter to the Prime Minister.

JOHN MAJOR
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forward or back from 1989-390 might in practice mean that no
overspend on reported total expenditure would arise and therefore
no grant penalty. We are considering a variant of this option
which would work on relevant currént expenditure ie public
expenditure on services rather than total expenditure. Iti as
a technical possibility: but it would require more complex
egislation and it might be difficult to persuade Mr Ridley and
colleagues that a new approach, which would be characterised
by 1local authorities as a targets and penalties system, should 
be introduced for the last vear of RSG.

4, We believe option 2 remains most promising. TThis 7WOﬁld

leave closedown of the RSG system till about this time next'year,

once loca authorities budgets for 1989-90 had beer regorteo_
to DOE. Closedown would then take place in the inevitably more»
propitious circumstances of he 1990-91 'settlement. And hence

the last RSG settlement wou gc ahead now on a conventlonal

s

Local authorities alreadv have a grant incentive to do this:

ané maintenance is not scored as revenue

expenditure, it reduces total expenditure and increases grant.
m

intenance spending scores as non-

o
’..:

Such capitalised repairs and
prescribed capital spending an is usually paid for (directly

or indirectly) by capital receipts. However, under the naw capital




control regime, on 1 April 1990 at least 50% of all outstanding
cash-backed capital receipts must be used to redeem outstanding
debt. So the problem is that over the next eighteen months,

councils

expenditure because:

i DOE officials do not dispute the above analysis:'lt 15 based

on their
the move
argument,

favour of

8% But

the  ‘creat

at the weekend. Ways of taking into

(&
n
M

to > aged) are difficult to
specify. Our' b thought 1is that we should reguire councils
to .identify all cash-backed receipts on 31 March 1989 ang
31 March 1290. The Government would make it clear thazt, to the
éxtent those receipts had been run down in 1989-90 by excessive
non-prescribed expenditure in any authority, it would be reguired

to0 use =&

to redeem outstanding debt on 1 April 1990.

0f capitalisation {which

is s
a8 degree, the Gcvernment haces encour

e

have a very strong incentiv€ indeed to capitalise such

it will reduce total expenditure and raise grant

entitlement (last chance in 188%8-90);

it will allow them to use their cash-backed recelpts
to finance extra spending in 1989-90, rather than allo
them just to extinguish part of their debt 1n 1990-
931,

figures in Annex 2. They see the grant at risk from
to 'the new capital  control .system &as an add;tlonal&
deveioped since your 'last meeting with Mr'Rjdley{
option 1 on closedown. On the other hand,.we,béliévef
ray of discoura on could
that would considerably strengthen the attractiéﬁsx.éf

ation and special funds were broadly

there is an important snag. Our ideas for tackling
ive accounting abuses directly were formulated only

account the scope and likely
a

ily mezsured and which,

higher prescribed proportiorn of its remaining receipts



9. DOE officials are hostile: it is administratively complex;
it undoubtedly (if successful) makes option 3 more attractive
relative to option 1; and it means revising (yet again) the capital
consultation document which has just gone to the printers.

Conclusion

10. We need a few more days to work up option 3 and see whether
some such measures to reduce the risks. of higher grant being
claimed can be made to work satisfactorily. Once that is done,
we sucgest you should discuss the DOE paper with »Mr'Ridley =

probably Thursday or Friday. But it 4% eséential }to let Mr
Ridley know immediately that we wish to consider an optlon whlcn;
guite probably mean delaying the capital consultatlon pape‘.
That - will be difficult for him = he i= due to speak about 1t
on Weanesday 2% June - anéd to vou, because you intended torcoverf
it on 1 July at your speech to the ADC. But there is: a Iusk
which DOE officials have only just identified, to the Ethecuer
from issuing the consultation paper in its  present. form, '
would exist whether or not the RSG system was also comlng to
an eng. And the delay should only be two days D s oot anq';fi
it results in "a workable option 3, I imagine Mr Ridley Would

agree it was worthwhilse.
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PERSORAL AND CONFIDENTIAL

DRAFT LETTER TO THE SECRETARY OF STATE FPOR
ENVIRONMENT

CLOSEDOWN OF RSG SYSTEM

I have now seen a copy of the pape:r_jpfeﬁafrv_éd by

RSG system,

further discussion of the options.

As you know, I am not attracted‘t-éf_*fa‘fr"i earlyclos
of the RSC system next month ‘(op‘-c;:idns ol andZ)
would prefer to aim for clqsedowxﬁ';ih the umm
1989 (option 3).  However 'I am ver} A
if we pursue an approcach based on option 3, that coul
leave the Excheguer opern to a potentially largecl
on grant. The annex to the paper helpfully‘ridenti)f.{e'
the main mechanisms ané abuses ihrough creativ

accounting which can be used and puts an inevitably

broad-brush but nonetheless worrying figure on the

If it were possible to act directly on these abuses,?
then we could be much more confident that option 3
was an acceptable way forward. Our officials "takev
the view that the main potential risks arise not Jjust

from the end of the RSC system but from the combined



effect of that, and the change in the capital control
regimes. Together they create a particularly strong
incentive to capitalise “expenditure; and that poses
serious risks to the Excheguer. Local authorities
will perceive the opportunities once the capital

consultation document is issued.

I hav asked my officials to pursue with yours as

of urgency whether some satisfactory

w
ot
rt
M
H

a o

arrangements for discouraging excessive capitalisation

might be devised. On that basis, we might be able

to build up and describe in more detail how optiorn
3 would work. But I understand that the sort of
arrangement for discouracing capitalisation my officials
have in mind would guite probably requi:e changes

- glbeit relatively minor - to the capital consultation

document. 1 appreciate we cannot hold back for more
than a few days on publishing the consultation document

document, until we mee:i at the end of the week.

[J.M]
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VERsiom To B€ Oiscoscep

e oN 23 .6. 88 7/43301\

1 Mr Osborn Ce /L\//I_\W

2 PS/Secretary of State

@ 1989/90 RSG SETTLEMENT o ?/»é
©

ollowing the Secretary of State's discussions with the Chief Secretary
ea the week I attach a note setting out the background to the problem

of &Xo own the RSG system, and the options for dealing with it. I also
attach ft minute for our Secretary of State to send to the Prime
Ministe se papers have been discussed with Treasury officials and are

he Chief Secretary.

2. I ha ded the three options we identified. The first is
that the Secretary of State discussed with the Chief
Secretary on Tué&s A involves closing down on total expenditure informa-
It is therefore simpler than the proposal we put
dresses more directly the problem of authorities
ZTal

authorities from chal
Settlement the Supplemen 5
further Supplementary Repopfs should we find errors
Reports.

total expenditure in the
stop us from introducing
any of the forthcoming

3 The second optiof is the one eby Aximum amount of grant
that can be claimed in [1989/90 but® c1ffse wn on earlieér years as under the

first option.
third optM delay closing

B I have tried to asgess the potential risk of o exposure to manipula-
it is not possible to
in an Annex to the paper

4. And, finally, th

down until 1989.

ut I have put togethe
those numbers that I have been“e

are the scale of the risk. : the likely level of
manipulation.

6. I have consulted our lawyers on the three options? view is that
the first option to close down simply on total expenditu ation would
be relatively easy to draft. The second option wou

y3hve a more
fundamental change to the grant system and would therefore be m ifficult.

But option two should still be possible.

7. Treasury officials have also identified a variant to Optio
we would determine grant entitlements on the basis of current e
rather than total expenditure. Our view is that we could not resdiv,

difficulties with this approval and pass the legislation in time fo
1989/90 Settlememt.

CONFIDENTIAL
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8. My view is that Option 1 is preferable to the other options. Option 2
would be much more difficult to sell to the backbenchers and given the scope
for manipulation of expenditure I doubt that it would be more effective than
Option 1 at restraining expenditure. Option 3 is simply too high risk.

9. The Secretary of State may wish to discuss.

D L H ROBERTS

@ e 1988

ccC

Mr

Mrs Ramsey i /
Mr Chope ﬁ(

CONFIDENTIAL
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1989/90 RSG SETTLEMENT
117 The 1989/90 RSG Settlement is the last under the present system prior
o the introduction to the community charge in 1990. The central feature of
enditure. For almost all authorities higher expenditure means lower
From 1990 onwards, however, grant entitlement will be fixed at the

the year and will not vary with expenditure.

will be strong downward pressure on expenditure since all

additional jure will fall to be met by community chargepayers whereas
under the pr prangements it is met by both domestic and non domestic
ratepayers.

v/
2. The change to grant ements gives local authorities an

opportunity to reduce refR«rted €xpenditure in t last years of the present

system and thereby increase’ grant entitlemgents. ImM\1990 the capital control

system will also be reviged. S will provi§e incentives to local

authorities to manipulafe total jxpe ase grant. Some

reductions in expenditu will be fgenu and rightly ghould lead to higher

grant receipts. Othe will bgf bookkeeping adjustmenjts - such as use of
special funds - that we ve accepted over the years shojild reascnably lead to

additional grant. But me adjustments will be more/ dubious simply taking

advantage of this unique oppQrtunity to increase gr

e Recent experience sugges;;\‘that——tﬁégg’ 1 Mderable scope for

achieving reductions in reported expenditure th uch accounting

increase the

reducing the risks to the Exchequer.

ASSESSMENT OF THE RISK

CONFIDENTIAL
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4, Since 1987/88 the amount of RSG available to local authorities has been
open ended although the expectation has been that the actual claim would be
lower than allowed for in the RSG Settlements. In practice local authorities
have indeed spent higher than allowed for in the RSG Settlement and have
forfeited grant. On present information in 1987/88 authorities overspent by

11m and consequently lost £298m grant. In 1988/89 authorities have
..uiited to spend £1035m more than allowed for in the settlement and the grant

.@u is £521m lower.
5 ?é e normal cycle of events we would update our information on actual

revise grant claims accordingly. Final calculations of grant

would not until at least two years after the end of the relevant

e, The partittl isk to the Exchequer arises now because of the
(4

potential local auth i to use various accounting adjustments either to

reduce reported total & ure or itch reported total expenditure from

years in which it would ments to years where it has

no impact on grant.

1: Throughout the 194

Os local a ities have use§ various devices for

reducing reported total| expendituref i er to maximlise grant. Common

h use of ecial funds, and c

methods have been thoro assifying expenditure

on repairs and renewals \as capital rather than revenugq. Many rate capped

authorities have indulged in a much wider range ¢f creative accounting

arrangements.

8. We already know that many 1oCZ oritieQZ;;§> actively considering

how best to take advantage of the forthcoming opportuf d we know that

experts in the City are working up schemes to sell t authorities.

Amongst the arrangements being considered are factoring h involves
funds,

debt

"selling" future expected capital receipts - use of
capitalising revenue expenditure, and reducing repayments of ou

from revenue.

them in fixing our assumptions for the 1989/90 Settlement. In particular

9. We can anticipate the use of some of these schemes and take acco¥n <§;§>

CONFIDENTIAL
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can allow for use of special funds to reduce expenditure in 1989/90 (though we
cannot now allow for further use in earlier years as local authorities have
rated on the basis of the Settlement arrangements approved by Parliament. We
may also be able to prevent some abuses - such as factoring - using existing
powers. But we cannot allow for other dubious accounting practices in the

1989/90 Settlement without effectively condoning them and thereby encouraging

@uthorities to indulge them.

We cannot quantify precisely the extent to which the Exchequer may be

We estimate that in recent years rate capped authorities have

/=.'> true expenditure by around 12%. If all authorities were to

£1700m in™354
grant might K3

o This certainly exaggerates greatly the extent to which

ipulated. But we can expect considerable manipulation even

from authorities %uld normally avoid such arrangements. In particular
2 ]

we can expect a nstinct to develop as it becomes clear that many

authorities are man the system particularly as these accounting |
arrangements are all wi . the proposed changes to the
capital control system, i require at least hAdlf of cash-backed capital

of

receipts to be applied to/ redemptio , will encourage local

f
up to 1989 50. e sk to the\Exchequer is at least
£350m in respect of 1P87/88 and 1988/ For 1989/90 an expected grant

underclaim of several

authorities to make m ital receipts to reduce revenue

expenditure in the year

undred miflion pounds could sily become a grant

overclaim. Annex A séts out the available informgtion on the scope for

manipulation.

11. The ammounts at risk are “sa_large that” it@lmost inevitable that

steps will have to be taken to reduce the exposure © Exchequer. This

mp¥ fyhe danger or in
response to some of the more dubious accounting arrangemen e following
th

sections consider what action might be taken to reduce /‘/ to the
Exchequer. @

12, In considering what might be done we have taken accoun e |
situation regarding determination of grant for the forthcoming year |
next RSG Settlement, the present year (1988/89) and, past years. % é

CONFIDENTIAL
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i a

= entitlements for 1988/89 and all outstanding earlier years are due to be

revised in Supplementary Reports later this year. These reports will take
account of outturn expenditure for 1985/86 and 1986/87, of revised budgets for

1987/88 and budgets for 1988/89. Full sets of expenditure data for these |

Supplementary Reports are being put together now. This therefore provides a |

good opportunity for changing the present system to reduce the risk to the

equer. The next such opportunity when we will have full sets of

iture data for all outstanding years is July 1989. i

OPTIONS DUCING RISK TO EXCHEQUER

18 We ntified three options for reducing the opportunities to
manipulate th to increase grant claims. The first two require
legislation in session to change the basis on which grant will be
distributed in 198§7§ to limit grant claims in respect of earlier years.
The third option is action summer 1989 and then legislate to

close down the present s em.

OPTION 1 : Immediaté closedown o th

14, The main features|{of this propgs
(a) grant entitlemght 1989/90 wolild be fixed in the
forthcomiang settleffent and would not /be linked to actual
expenditu This means that thefe would be no grant

underclaim i but nor would there be

earlier years would be determined on thé
expenditure available on the date of the an dent in July

of this year. These grant changes e Modd through

15. Fixing grant in this way would remove the risks to the Exchequer

grant side. But it would also reduce pressure on local authority expenditu€é§§3;>

CONFIDENTIAL
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since higher expenditure would no longer lead to lower grant. We do not know
what effect there would be on expenditure in this transitional period before
the discipline of the community charge system is introduced. But evey 1%
increase in expenditure is equivalent to £300m. Account would have to be

taken of such grant and expenditure implications when determining the 1989/90

@ Settlement.

V" would proceed as planned other than that no account
would be taken of e

ment. @
OPTION 2 : Removin e ghportunity for authQrities to gain grant from
reducing expenditure
17 This option is sjimilar to t but retains grant
penalties for increased ekpenditure i . The main |features are : -

in expenditure wou , 1 g grant entitlements.
The maximum grant claim in respect 0 would therefore
be the sum determined in the forthcomin ement.

b) grant claims in respect of all earlie would be

determined as in Option 1 i.e. they would be cal on the

basis of information on expenditure at the the
announcement. %

18. As with Option 1 the maximum amount of grant to be paid in respect

all years would be determined at the time of the announcement. But with thi/%

CONFIDENTIAL
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option there would be a grant incentive to authorities to restrain expendi-

ture. The legislation to effect this would, however, be more complex than
with Option 1. And, unlike Option 1, subsequent steps would have to be taken
to closedown on grant claims early to avoid running the present system until
at least 1992.

Ideally the expenditure pressure imposed by this option would be on
ing current expenditure rather than total expenditure which is more
su to manipulation. However, this would require very considerable
legis anges and it is doubtful that these could be introduced in time
for the RSG Settlement. We are investigating this further.

OPTIO Pelay closing down until 1989

20.  With this op{f%

the revised arrangeme

would run the system for another year and announce

July 1989. At that time we would have informa-
tion on expenditure for S nder the present system. The
legislation at that time therefore simply ssate that for the purposes
of calculating grant entjtlements ount would be taken of later
information on expenditure/in respect jof y years.
21. The risk here is tlhat much of jthe ntial undesifable manipulation of

eady take

expenditure will have al We would/then either have to

place.

accept the grant consequences for the Exchequer or /make the legislation

retrospective to allow us tQ ignore information availgble to us. Aside from

the normal undesirability retrospective legiZglation this would pose

particular difficulties in that

. ou have rated on the
basis of an expectation of receiving grant entitl ue under the RSG
Settlement. It would be a very serious step to go bac h undertakings.

22. There is some prospect that authorities might dé&¥a pipulating
expenditure until after details of the transitional arrangeg to the
community charge system have been announced. But there must ious

risk that many authorities will act well before July 1989 to maximis %

ASSESSMENT OF OPTIONS %/

CONFIDENTIAL

I ———

Ty




q

23. The first foptj rovides the rtainty on grant as Treasury
would know exactl w much grant has®to be paid out under the present system
in July. The change could be presented as an orderly transition to the new
system where grant will also be fixed in the Settlement. By acting swiftly
we minimise the risk to the Exchequer. Local authorities would also know
precisely how much grant they would be entitled to and can concentrate on
setting up the new system rather than expending energy trying to manipulate

the present system.

24, The main disadvantage of the first option is that there would be less
downward pressure on expenditure following the July announcement which may
lead to higher local authority expenditure in the period up to March 1990. We

cannot predict how much expenditure mip Some authorities will

to suggest that it will

rise substanlially. Nevegheless ery 1% rise \means £300m additional

expenditure.

24, Option 2 would putp re in the last year of
the present system. But penalty sygtem with no rewards for
lower spending would be fmuch mo to our supporters. Nor
could we claim that wit = no grant underclaim so it
would not be such a smopth transition to the fyfure fixed grant system. Tt
is also questionable hd in practice be in restraining
expenditure. This deNends in par Pn the 1989/90 Settlement. But

introducing fixed grant for and having a fixed grant system in 1990/91
would introduce very considerable scope for artificially reducing expenditure
in the middle year. Consequently both the total grant claim and expenditure
may be very similar as under Option 1. In practice therefore Option 2 may
in effect be very similar to Option 1 but would be presentationaly worse
involve more complex legislation and require a second go to close down the
system for 1989/90. An option based on current expenditure may be more
effective but legislation would be very complex and we may not be able to

deliver it in time for the 1989/90 Settlement.

25. Option 3 has the advantage that pressures to restrain expenditure are
retained in 1989/90 at least until authorities have set their budgets. But we

run the risk that by the time we come to close down the system next summer the

TR
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Exchequer 11 already hav grant claims arising from

creative gAiccountj

Lo per R

26. Any option for early closedown of the RSG system will inevitably result
in a good deal of complaint from local authorities. They will claim that
central government has withheld grant on the basis of high budget figures but

not giving them credit for redu

fgpenditure. And of course they

2 Qur justification
that it is necessary to i i rant faims arising from dubious
accounting practices

the new system; that th certainty over grant

1989/90. This option

therefore has advantfes and dfadvantages for local guthorities.

entitlements: and thg it avoi

28. With the secon® d have to be much more in
terms of being necessa ‘nment's public expenditure
objectives, and to counterGg i arrangements. It would neither
provide certainty over grant nom™ @ a grant underclaim. There would be no

advantages for local authorities.

29. Presentation under the third Option would need more consideration next
summer but would be justified more in terms of providing an orderly closedown

to the present system.
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ANNEX A
Scope for Manipulating Total Expenditure

<::> ial Funds : £1.1bn of special funds available at April 1989. Use
of up to £900m could be allowed for in 1989/90
§ settlement. Remaining £200m could be used in earlier

years to increase grant claims by around £200m

repairs and renewals:
As have around £7bn of cash backed capital receipts
t could be used to finance reparis and renewals.

are held by shire districts. But as much as
t. be used to reduce total expendilure thereby
g~grant claims by £500m.

Factoring gned to reduce total

involves "selling

ence increase
"repurchased"

ation is being
given to ways of stopping this abuse of f£he system.

capital receipts. At risk here £
expenditure and hence around £350m of 3

the revenue accdun payment through

A7 ‘} £700m of

| : iy A
practice the amount involved is likely to p& 2 er.

Short term delaying of expenditure :
There is scope for authorities to holdback expe
from the early part of 1990 and have a surg

expenditure in April 1990. We have seen evidence<d
this when targets and holdback were abolished in 1986
Perhaps 2% of expenditure might be so delayed. This §>

would increase grant claims by around £300m.
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Interest rate swaps :

This involves swapping a low interest loan for a higher

- interest loan with an outside body for an up front
premium. This premium is then invested and the
interest receipts used to reduce total expenditure.
Although the amounts swapped are large the effect on
total expenditure is relatively small.

@@er schemes :We know of a number of other schemes for reducing total

expenditure but these all appear to be relatively small
scale. It is possible however tht new large scale
§ schemes may be devised.
(Vg /
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DRAFT MINUTE FROM THE SECRETARY OF STATE FOR THE ENVIROMENT
TO THE PRIME MINISTER

1989/90 RSG SETTLEMENT

have identified a potentially serious risk that in the last years of

present RSG system local authorities could manipulate the system

to att -‘.-(‘= ge additional sums of grant from the Exchequer. The risk arises
because -,_,-JA‘ is open-ended and the amount payable depends on an
authority'

ed total expenditure. If authorities manipulate their i
accounts to }

ported expenditure the grant claim on the Exchequer

increases. /
We cannot accur i eqt to which authorities might so
manipulate expenditure yYears suggests that the risk

To an extent we ¢an allow f is gotential clajm on the Exchequer in
the forthcoming RSG Settlement for 89450. But onlly by allowing for an

unrealistically low ibcrease in oc thority ejpenditure, or by a

substantial reduction i

the grant rcentage. Neither of these would be

easy to sell to our supporters. The former may bg subject to successful

judicial review and mig also implicitly c dubious accounting

practices. A much reduced gra ead as implying that
having passed the community charge

community charges to a much higher level than has so f suggested.

reducing the risks to the Exchequer. One that has some merit ct early

I have therefore considered with the Chief Secretar @i tions for

to remove the present open-ended committment on grant and to ¢ the
in

1990. If we do not act to close down the system early it will con

operate until spring 1992.

present system in an orderly way before we introduce the new grm@@%
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There are a number of ways of closing down the system early. The one 1

n favour would be to make an early announcement - in July - that grant
entitlements for 1989/90 would be fixed in the RSG Settlement and would not

vary with an authority's expenditure. At the same time, to avoid

<Ziis>manipalution of grant in earlier years, we would make final determinations of

Excheq t risk to higher grant claims. But by abolishing grant
uces the pressure on authorities to restrain expenditure
before 1990 lternative is to wait until next summer before closedown.
But by then muc eéégkg grant at risk may have already have been claimed. I
have also consid d option of changing the grant system for 1989/90 so

that authorities wo lose grant if they spend up but would not gain

additional grant if t

expenditure I do not believe, however,

that we could sell this oQr supporters. DetalNs of the options with the

assessment of advantages gfid disadvantages are set oul in the attached paper.

My prefered optig¢ i itffonal Bill neéxt session. This is

regretable. But primary legislation cessary ap some stage if we are

In we are to act on this™ Thls will reduce the
chance of local authorities getting wind of our and acting to
circumvent it. And we must know the basis on which w111 be paid in

[I would welcome an opportunity to talk this throug @ ou and
others].

I am copying this letter and enclosure only to ngel Lawsonf§§2%§§;§>

Parkinson, John Major, John Wakeham and Sir Robin Butler.
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