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Memorandum by the Secretary of State for Transport

1. The House of Lords judgement on the London Transport case is
now expected on 17 December. I shall circulate a paper as soon as
possible thereafter for consideration at the Committee's meeting
on 22 December.

2. If the Lords uphold the GLC's appeal or dismiss it only on
procedural grounds, we shall need to consider whether to introduce
legislation to control public transport subsidies. If the Lords
uphold the Court of Appeal, on the other hand, a great deal would
deperd on the terms of the judgement. It may be that no further
action would be needed to contain transport subsidies. Or it might
be desirable to reinforce the judgement with provision for me to lay
down statutory guidelines of the kind proposed in E(81)126.
Legislation might be needed to ensure that the effect of the ?udge-
ment applied also to the Passenger Transport Executives (PTEs

I i Transport,
3. If the Court of Appeal's judgement is upheld, London

could be faced wit;) a cash crisis early in the New Year. Ra:iwo:ld
be primarily a matter for the Greater London Council, but o gh
not be possible for us to stand aside if there was any real ris

of London Transport running out of cash leading to a possible break
down of public transport in London.

Possible Legislation
er I was invited to arrange for the

4, ting on 3 Decemb y two
dl‘af}é:n;tznm:econ%ingency basis of leglslatéve ;ﬁgsgﬁgeﬁngeapmoach
alternative approaches discussed in E(81)12 iudgements in the London
would depend essentially on building on the J c%icable %o draft any
Transport case. It would not tersigis belpgkaxere has been time to
legislative provisions on these lines unti :

t.
consider the terms of the House of Lords judgemen

CONFIDENTIAL iii



(CONFIDENTIAL )

5. Counsel has, however, drafted a Bill to give ef

finance 1limits (EFLs). A igpi Oit:herg‘i;l_-liis circui:‘éedto R,
together with a note describing P isions. (Annex Al)l?re“r&?‘
6. I am in no doubt that there must be a reduction i
subsidies being given by the GLC and Metropolitan COUntthe Levgy
Transport Executives. We shall need to decide to wha ieg to th::
House of Lords or political reactions to it in the GLG extent YhE;:
work for us. If we decide to go ahead with a Bill proku 009,
achieving Royal Assent in time to bring it into effect %d Orl:
financial year 1982/83 will involve a very tight P&rliamor the N
table, with a guillotine on the Commons Committee Stg en: 1y
outset. From this point of view although it would be pge frop the o
introduce it before the House rises, ie on 23 December Ssible 1o
be political and presentational advantages in waiting {m:here Wou
the Recess so that we do not seem to have prejudged the él afte
of the House of Lords. ecisio

|

7. As soon as the Bill were published I would need to make
ment explaining the purpose of the legislation. The authori‘:istaw
and Executives concerned would be notified of the proposed mes
as soon as possible thereafter and invited to discuss them wiﬂs;
my Department.

8. We shall have to be ready todiscuss with the authorities the
various assumptions on which the EFLs are based, including assumpix|
about pay, costs and productivity. The EFLs will need to be realist
in terms of wage settlements already reached. The Greater Manchest:|
PTE has just settled for 7.8% and this is likely to be treated as: |
minimum target in other wage negotiations.

9. The Table at Annex B shows the external finance figure (as
defined in the proposed Bill) in 1980/81, the likely figure for e
if we do nothing, and the limit which I should need to set ©o Ié
subsidies to the levels provided in our public expenditure ghelss
(which I have reflected in my TSG settlement). As I warned oy .
colleagues in E(81)126, I will not be able to set EFLS which e
expenditure on subsidies to the levels we have provided for masiﬂ‘
figures. The Table also shows what would be involved in incrgiev!'
fares back to their 1980/81 level in real terms. I do Ot DeC
we shall be able to recover the whole of this lost gre thcf"
in every area but in others - South Yorkshire for example - er o
is a case for going further. My aim will be to secure @ 1ovlm.
more consistent level of subsidisation as a proportion of ;“
However, because of the difference in financial position 02 or
Executives and the scope for fare increases this may i asiww
X;;::r tgo agigzeé t?:; % should want to avoid as far aswﬁch W
cta are cuts,
be for the Executives to detei::ig:?es R
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10. In the absence i 5

pe indicative, and szijgzilt;ngggmg;mn,
py the Executives and the o
1 shall need latitude to m
1imits which could be defe:

ake_changes in
nded as realistic,

Implications of EFL Legislation

11. I believe that the EFL sct

in ex;_;s‘a_n\::@ture on revenue suppgixz? wcf‘%llgo'::iggts;z:i::ntlai ey
cons{léutlonal lssues as the referendum proposals ori i:gllque

Local Government Finance Bill. OQur own supporters woéld ! Venhices
tosisgsgtszgpghi pgopgsals in principle. We should be taled;zlikely
po i o0 deal with one of the most blatant

spending. But I have not been able to co R

in advar.xce of the ju@gement by the House ﬁuﬁrgf(m i;sggr:iﬁ

be no time to do so if we have to introduce the Bill before Christmas).

12. Against this there are some drawbacks:

(a) Some risk of successful challenge against the Ord
the EFLs cannot be avoided. e o

(b) If we go to the length of fixing EFLs we must be able to
make them stick. The reserve powers are therefore essential,
but they look draconian.

(¢) The fare increases caused by fixing EFLs will be unpopular,
particularly if the scheme does not succeed in bringing
about a reduction in rate burdens at the same time.

(d) To mitigate the fare increases required, Executives may
resort to cuts in capital expenditure with serious
implications for Metro-Cammell, or reduce suppert to BER
services; either of these coull cause us embarrassment.

Refunds to Ratepayers

in consultation with the Secretary of State
for the Environment, to consider further the provision of ar;i;uty to
require local authorities to repay rates raised for gr:n‘s;goco sod
expenditure which was not subsequently authorised. ta fpstate
to my colleagues my letter of 13 December to thetgsecretgr{ho e
for ihe Environment about this. Much as I sympa etxi_ 1eeislation
I see no way_in which this matter could be dealt with in leg
confined to Transport.

Conclusions

13. I was also invited,

14, I shall circulate a further paper as soon gzwgsziiﬁetgﬁt;;uge
have considered the House of Lords \]ur:lgemex'n:.t owever 2 Taaiaiation
of Lords allow the GLC'S appeal we may wisllx a; introduce o6} SiRs o
quickly to give effect to the EFL scheme. L
Sarert Eafiorse That collesgind % Sommietne 1% could 18
Given dispensationfrom clearanc: e L o ensure e

v oA
;:gzi:‘ilggg ig igeDgiigbzguld take effect for the financial year
1982/83.

t be
But consultation with our own supporters would no
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racticable unless we could delay introduction
ghristmas Recess, and any delay could add to the

ling the Bill in Parliament.

DARH

Department of Transport
2 Marsham Street
LONDON SWl

16 December 1981

I
problem:ro;fhg

Clause 4 of the Bill

Provides for the Secretary of State to meke orders

prescribing external finance limits (E¥Ls) for the six English Passenger Transport

nsport Executive (LTE).
the grants to the Executives which are to count

Esoutives (PIS6) apeii i Axa The Clause specifies

towards the limits,
Clause 2 requires all the specified grants to be paid into a special bank sccount -
the transport grants account. The Clause provides that the amounts an Executive
may withdrew from the account and borrow are together limited to its EFL. The
capital value of any leased assets, less any capital payment, also counts towards
the EFL. The Secretary of State is to have power to direct how any balance left
in the transport grants account at the end of the year should be dealt with.

Clause 3 provides reserve powers which are activated by a direction given by the
Secretary of State, a copy of which is to be laid before both Houses of Parliament.

The reserve powers make the exercise of an suthority's powers in relation to its

Executive subject to the Secretary of +ate's consent. They also proyide that the

Secretary of State may exercise any of the powers himself, except for the power
to give grents or loans. In addition the Secretary of State is enabled to dismiss

any member of an Exscutive and to recuire it to pay compensation.

i i rovide the Secretery of State
M requires each BExecutive and Authority to P

3 i ill.
[ with information he may require to exercise his pomers under the B

824
Clause 5 brings the legislation into effect from 4 April 19




a: Fares increased to 80/1 level in terms
B: Revenue-support component of E.F.L. reduced to P.

MP]

MPLE .

8 EXAMP! A
"Do-nothing" E.F.L. Fares
Uperator Qut-turn Unchanged policies WR Incre: se
(€m) (£m)
82/3 prices
London Transport 247 528 298 3% 264 37 20-30p
Greater Manchester 63 83 78 12% 61 42 30p
Mersey 58 7 60 21% 57 27p
S. Yorks 62 75 74 19% 36 8p
Tyne & Wear b3 58 46 19% 24 2
\v-l.Mi dlands . Ly 96 60 50% 52 19p
V.Yorks 32 . 71 55 10% 46 % 30p
£550m £982m £670m £540m

Note: Each of the examples assume:-

(1) bus labour costs rise by 8% in 82/3

(ii) 5% cut-back in bus services; 8% cut-back in London
services where current proposals are to expand the network

"'Fares increase" shown for each option is the increase above present, December '81 levels, set out in the final column.




CONmENm

Transport Executives (External Finance Limits)
1
DRAFT
OF A
TO

Provide for the imposition of limits on the amount of A.D. 1981.

expenditure which certain Passenger Transport Execu-
tives and the London Transport Executive may defray
out of money received by way of grants or loans and,
in connection therewith, to provide for controlling the
exercise in relation to those Executives of the powers
of Passenger Transport Authorities and the Greater
London Council.

with the advice and consent of the Lords Spiritual and
Temporal, and Commons, in this present Parliament
assembled, and by the authority of the same, as follows:—

5 1.—(1) The Secretary of State may by an order applying to any External
one or more of the Executives to which this section applies I‘:“mai':saror
prescribe a limit on the amount of expenditure which any such Terport
Executive may in any financial year defray out of money e gxecutives.
ceived by it by way of grants for transport purposes and out of

10 borrowed money.

(2) This section applies to— e
tive for any area which is

(a) the Passenger Transport Execu !
coterminous with a county in England or Wales ; and

(b) the London Transport Executive.
29—1 48/3

BE IT ENACTED by the Queen’s most Excellent Majesty, by and
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1968 c. 73.
1969 c. 35.
1972 c. 70.
1978 c. 55.
1944 ¢. 31.

Implementa-
tion of
limits.

1962 c. 46.
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2 Transport Executives (External F;,
£ X inance [,
Nits)

(3) Subject to subsection (4) below, refer, .

grants for transport purposes are rcfcrc"C::cleS n thig Agt

made to an Executive under section 13, 3 o Io g Paymg, >

port Aot 1968, section 3 of the Trunsp(;r.i ([r_ 2 Of th m:Is

section 137 of the Local Government Ay l97oznd_°")_Acl I9(,;.

3 of the Transport Act 1978 or section 55(1) o‘fstchcuon 16) 0'.
e

Act 1944, Educajgy, ¥
(4) The Secretary of State may by regulatj
= 2 4 gulations
the kinds of payment which are to be |reme?1";0‘ldd 10 or alter
of this Act as grants for transport purposes, T the PUrposes
(5) The power to make orders or regulatj 0
. ions : :
shall be exercisable by statutory instrument .u:ﬂgr this sectjop
instrument containing regulations under this se‘c\ion }? ey
ject to annulment in pursuance of a resolution of esil;" be sub.
of Parliament. er House
15

2.—(1) Where an Executive is subject to a limit for an: fi
cial year by virtue of an order under section 1 above )ill nh?'
give effect to the limit in accordance with the followin; : !]
sions of this section. AR

(2) The Executive shall pay into a separate bank account (in
this section referred to as its “ transport grants account”) all20
sums received by it in the financial year in question by way of
grants for transport purposes.

(3) The Executive shall perform its functions so as to ensure
that the aggregate of — %
(@) the sums withdrawn by it in the financial year in ques-
tion from its transport grants account ; and
(b) the total of its net borrowings for that year,
do not exceed the limit prescribed by the order.

(4) Any sums standing to the credit of an Executive's trans-3)
port grants account at the end of a financial year shall be dealt
with in such manner as the Secretary of State may direct.

(5) For the purposes of subsection (3)(b) above the ‘°W°f
an Executive’s net borrowings for a financial year is the amoun
(if any) by which its indebtedness at the end of that year in m”
pect of the principal of money borrowed by it (whether in "
year or previously) exceeds its indebtedness in respect of ﬂ’fefm
cipal of such money at the beginning of that year; and .; by a
purposes of this subsection any money borrowed or repalm o
wholly-owned subsidiary of an Executive (as defined in S
92(1) of the Transport Act 1962) shall be treated as haviné
borrowed or repaid by the Executive.
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Transport Executives (External Finance Limits) 3
(6) Where in any financial year an Executive acquirg
(a) an interest in or right over Jand which is not:s;e[
ree-

hold ; or

(b) an interest in or right over 2oods
L £oods o 4
5 in them, ther than the property

the amounts which fall to be aggregated under s i
WAIC gereg; ubs

above in the case of the Executive for that financia] ;ce:rm;hgl;

include a sum equal to the consideration which would be ob-

tained for the frechold or, as the case may be, for the goods

g and or goods were sold : e ti PR
10if the land g re. at the time of the ac
the open market by a willing seller, Aisibonion

(7) In subsection (6) above references to the freehold are to the
fee simple absolute in possession subject to any existing rights
other than rights under a mortgage or charge to secure the pay-

15 ment of money ; and there shall be deducted from the suryn
mentioned in that subsection an amount equal to any considera-
tion (other than rent) paid by the Executive in the financial year
in qqc_sljun for the interest or right which is the subject of the
acquisition.

20 3.—(1) At any time after making an order under section 1 Exercise of

above the Secretary of State may direct that subsection (3) below
shall apply—

(a) to the county council which is the Passenger Transport Authority and
ect the Greater

Authority in relation to any Executive which is subj
25 to the order ; and
(b) if the London Transport Executive is subject to the
order, to the Greater London Council.

(2) A direction under this section shall come into force at the
beginning of the financial year for which the Executive in ques-
30 tion is first subject to a limit by virtue of the order or, if later,
when the direction is given ; and any such direction shall, unless
previously revoked, continue in force so long as that Executive
is subject to a limit by virtue of that order or of any subsequent
order under that section.

35 (3) While this subsection applies to a council—
(a) the council shall not without the consent of the: Secretary
of State exercise any of its powers in relation to the
Executive in question ; i
tate may exercise, instead of the -
e u::?l.s ZTlrcct;:rz):n(;f :f the pgl\vers referred to in pnragmph
(a) above except its power to make grants or loans ;

and oy
member of the Executive in

(¢) the a intment of any
que‘ésgﬁ may be terminated by the Secretary of State.
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1969 ¢. 35.

Information.

Short title,
interpretation,
commence-
ment and
extent.

62

I

(L9525)

/8%
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4 Transport Executives (External Finance L,',m-[s)

(4) Where a person’s appointment as a member of 4 Py
Transport Executive is terminated under subsectiop (3)(0)&%“gq
the Secretary of State may require that Executiye to aboy,
in respect of that person compensation of such a'“Oumy I.u(‘f
Secretary of State may determine ; ;\{ul where a person’s o a&‘ o
ment as a member of the London Transport Executiye iPDolm_ ;
nated as aforesaid the Secretary of State may (Without S !"ﬂ]li.
to the generality of subsection (3)(b) above) exercise the Prejudic,
the Greater London Council to require compensation (o b:erq
under section 4(4) of the Transport (London) Act 1969, Paig

(5) Any direction undqr this section shall be given or revok
by a notice in writing given to the council to which it relay
and copies of any such notice shall be laid before each Holx:
of Parliament. use

4. Each Executive to which section 1 above applies, each
council which is the Passenger Transport Authority in rélation 15
to such an Executive and the Greater London Counci| shall
provide the Secretary of State with such information as he may
reasonably require for the purpose of exercising his powers under
this Act. :

5.—(1) This Act may be cited as the Transport Executives (Ey.
ternal Finance Limits) Act 1981.

(2) In this Act “ financial year " means the period of twelve
months beginning with Ist April in any year.

(3) This Act has effect in relation to any financial year beginn- 5
ing on or after Ist April 1982.

(4) This Act extends to England and Wales only.
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