
AGENDA ITEM NO. w.6.%...... 

THE SCOTTISH OFFICE 

Local Government  Finance G r o u p  

Chief Executive-of Unitary Councils 
__-. 

Victoria Quay 
Edinburgh EH6 OQQ 

Telephone 0 1 3 1 -244 
Fax 0 I 3 I -244 7020 

(Copy also enclosed for Director of 
Finance) 

27 March 1997 

Dear Sir 

FINANCIAL PLANNING - CAPITAL EXPENDITURE CONSENT 
(EXCLUDING HR4, POLICE AND FIRE) 

FORMAL CONSENT TO MEET CAPITAL EXPENSES IN 1997-98 

1. I am directed by the Secretary of State to convey his consent in terms of section 94 of 
the Local Government (Scotland) Act 1973 to your Council incurring in the financial year 
1997-98 liability to meet capital expenses in respect of the programme specified in Annex A 
to this letter (hereinafter referred to as the composite programme), subject to the conditions 
in paragraphs 2-9 below, provided that at the time any such liability is entered into, your 
Council is satisfied on reasonable grounds: 

(a) that the total amount of the capital payments in the financial year 1997-98 
resulting from the liabilities so incurred as well as from liabilities incurred on that 
programme by virtue of consents given by the Secretary of State prior to the date of 
this letter will not exceed the s u m  of:- 

(i> 
Annex A to this letter as amended in accordance with paragraph 2 below; & 

the amount specified for the composite programme in column2 of 

(ii) the amount of usable capital receipts which your Council applies to the 
composite programme in 1997-98. The level of a capital receipt which may be 
deemed usable is subject to the arrangements detailed in Annex C; & 

(iii) the amount of current revenue raised in that year or the amount of 
revenue balance on the general fund or the insurance fund which is used to 
meet capital expenditure on the composite programme in that year ("CFCR"); 
and 

(b) that the liabilities so. incurred in 1997-98 in respect of that programme by virtue 
of this consent, when aggregated with the liabilities incurred on that programme by 
virtue of consents given by the Secretary of State prior to the date of this letter, will 
not result in your Council having to make payments: 

1997-98 unitary 1 

-< 
not result in your Council having to make payments: 
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(ii) in the year 1998-99 in excess of 80% of the provisional amount 
specified for the composite programme for that year in column 3 of 
Annex A to this letter or other such amount as may be substituted 
therefor by the Secretary of State from time to time; or 

(ii) - in any subsequent financial year in excess of 50% of the total of the 
provisional amount specified for the composite programme for the 
year 1998-99 or other such amount as may be substituted therefor by 
the Secretary of State from time to time. 

Guidance on what constitutes Capital Payments and Usable Capital Receipts for the 
purposes of this paragraph is given or referred to in Annex B and Annex C. 

CONDITIONS: GENERAL 
-.h 

Enhancement/Abatement 

2 .  
column 2 of Annex A to this letter 

- 

The total amount specified for the composite programme for the year 1997-98 in 

Abatement 

(a) shall be reduced by the amount, if any, by which 

(i) the total amount of capital payments in 1996-97 excluding those funded from 
current revenue (“CFCR’), in respect of the programme specified in column 1 
of Annex A to The Scottish Office letter of 7 A u g u s t b 9 6  headed “Financial 
Planning- Capital Expenditure Consent (Excluding HR4, Police and Fire). 

$ Formal Consent to Meet Capital Expenses in 1996-97”, -% 

exceeded 

(i i )  the total amount referred to in paragraph 1 of that letter, excluding that funded 
from current revenue (“CFCR“), as amended in accordance with paragraph 2 of 
that letter, together with the amount specified in any additional consents; 

but any such reduction is without prejudice to any other consequences which there 
may be resulting from that overspend; 

. 

Enhancement 

(b) may be increased by the amount, if any, by which the total amount referred to in (a)(i) 
above, excluding usable capital receipts applied, was less than the total amount referred to 
in (a)(ii) above, excluding usable capital receipts but any increase under this provision shall 
not esceed 10 per cent of the amount specified in paragraph 1 (a) (i) of The Scottish Office 
letter of 7 August 1996 headed “Financial Planning- Capital Expenditure Consent 
(Excluding HRA, Police and Fire). Formal Consent to Meet Capital Expenses in 1996-97 ” 
as amended in accordance with paragraph 2 of that letter together with the amount specified 
in any additional consents. 
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bnticipatioq 

3. The m o u n t  specified for the composite programme for the year 1997-98 may be 
increased by a maximum of 5 per cent of the total amount specified for the composite 
programme for 1997-98 in column 2 of Annex A to this letter provided that the amount of 
any such increase shall be deducted from the amount of the capital allocation to be specified 
for that programme for the year 1998-99. 

4. The amount specified for the composite programme for the year 1997-98 may be 
increased or decreased by means of a corresponding decrease or increase in the amounts 
specified in The Scottish Office letters to another CounciYauthority including the Joint 
Police Board, Joint Fire Board or other Joint Board which serves y o u  Council's area. 

Abatement in Future Years -.) 

5. Where any payment of capital expenses made in 1997-98 or in any subsequent 
financial year resulting from any liabilities incurred in accordance with paragraph 1 above 
(as well as from liabilities incurred or to be incurred on that programme by virtue of other 
consents given or to be given by the Secretary of State) is in excess of the single allocation 
plus usable receipts applied plus CFCR for that programme for that year, then, without 
prejudice to any other consequences which there may be resulting from that overspend and 
notwithstanding anything in this letter, the full amount of the overspend will be deducted 
from the aniount of the single allocation to be specified in respect of that for the following 
financial year. *h 
CONDITIONS: COVENANT SCHEMES 

Post-.r\~ril 1987 Covenant Schemes 
f 

6. Subject to paragraph 7 below, if your predecessor Council or councils incurred or 
>.our Council incurs liability to meet capital expenses in respect of the programme specified 
in column 1 of Annex A to this letter by entering into a covenant scheme on or after 1 April 
1987, any payments made in 1997-98, whether by your Council or otherwise, towards the 
cost of the works carried out under the covenant scheme (other than payments made by your 
Council to the financial institution concerned) must be set against the moun t  specified for 
the composite programme in 1997-98 in column 2 of h e x  A to this letter. 

- 

7. Paragraph 6 does not apply to a covenant scheme which your council has inherited 
and which was. at 31 March 1996, within the terms of paragraph 5 of the Secretary of 
State's section 94 consent letter of 13 March 1995. 

In such a case. paragraph 8 below applies. 
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pre- A m  '1 1987 Coieenant Schema 

8. Subject to paragraph 9 below, where your predecessor Council or Councils incurred 
liability to meet capital expense in respect of the composite programme specified in column 
1 of Annex A to this letter by entering into a covenant scheme before 1 April 1987, the 
amount of payments made in 1997-98 by your Council to the financial institution concerned 
under the covenant scheme (including any interest and management element as well as 
principal) and not the cost of the works carried out under that scheme must be set against the 
amount specified for the composite programme in 1997-98 in column 2 of Annex A. to this 
letter. 

. 

9. Paragraph 8 does not apply in the case of a covenant scheme entered into by your 
predecessor council or councils on or after 1 October 1986 but before 1 April 1987 where 
the capital cost of the works to be carried out under the covenant scheme, when taken 
together with the capital cost of works relating to the same programme to be carried out 
under covenant schemes entered into by your predecessor council or councils in that or any 
previous financial year, exceed, in total, 3 times the amount specified for the appropriate 
programme in 1986-87 in column 2 of Annex A to the Scottish Office letter of 
30 September 1986. In such a case para,mph 6 applies. 

- -  

GENERAL 

10. 
drawn to the following matters. 

The remaining paragraphs are not part of the formal consent but your attention is 

%tz, SECTION 94 CONSENT EXCHANGE ARRANGEMENTS 

11 .  In addition to the provision given at paragraph 4, local authorities may enter into 
arrangements to exchange consent with each other (other than on the programmes listed .>x 
paragraph 17) subject to the following requirements: 

(i) the agreement of The Scottish Office is required to all exchanges; 

(ii) 
and usable cash receipts, but not notional receipts; and 

exchanges may only involve the consent figure issued by the Secretary of State 

(iii) such exchanges must be between one financial year and the next. 

XOTIFICATION OF INTER-AUTHORITY TRANSFERS 

12. For transfers made under the arrangements described at paragraph 4, we would find it 
useful, for monitoring purposes, to be kept informed of such transfers between your Council 
and another Council andor the Joint Boards which serve your area. In such an instance 
please inform Mr B Winter (Area 3-5, Victoria Quay; Telephone 01 3 1-244 7027; Fay 013 1- 
241 7020) before the end of the financial year. 
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BASIS OF CONSENT 

13. The allocation specified in Annex A has been determined by application of a formula 
and with regard to the level of resources the Government have decided should be available 
for local authority capital expenditure in 1997-98. The allocation also includes an amount 
equal to the amount of The Scottish Office grant for the CCTV Challenge Fund for 1997-98 
to enable your Council to benefit fully from the grant. In the event that the grant award is 
not utilised for the agreed CCTV scheme your Council’s capital allocation will fall to be 
varied downwards under Section 94 (1B) of the Local Government (Scotland) Act 19.73. 

14. The total capital consent allocation for your Council for 1997-98 has been reduced by 
an amount equal to the amount your Council has applied to spend under the Spend-To-Save 
Scheme. In the event the deduction fiom the consent is greater than the amount of special 
grant actually paid. your Council’s capital allocation will be adjusted accordingly. 

15. 
provisions outlined at paragaph 2(b) of this letter. 

16. The single allocation figure given in column 2 of Annex A to this letter is intended to 
cover capital expenditure by your Council on the programme listed in that Annex. The 
consent does not obviate the need to obtain any specific consents or approvals required 
under other statutory provisions or administrative procedures. Your Council is reminded 
that the S e c r e t q  of State has the power under section 94(1B) of the Local Government 
(Scotland) Act 1973 at any time to withdraw or vary the terms of this consent or any 
condition thereto. 

17. 
in paragraph 1 ‘ and there are separate arrangements for conveying section 94 consent: 

Usable capital receipts unapplied in 1996-97 are excluded from the enhancezient 

a- 
Capital expenditure on the following services is m covered b y A a e  consent conveyed 

1 - ‘s 
- Housing Revenue Account (Consent is issued by the Houshg Division of this 

Department) 

- Urban programme (Separate guidance and consents are issued by the Scottish 
Office Education and Industry Department) 

- Civil defence (Consents are issued by the Scottish Office Home Department on 
a project-by-project basis) 

- Projects at airports and commercial ports (Consents are issued by this Division 
by arrangement with the Department of Transport) 

Projects directly financed by Employment Services grants (Consents are issued 
by this Division on a project-by-project basis). 

Transfers of consent to or from these services are allowed, nor are capital receipts raised 
on these services allowed to be used to augment the programmes listed in Annex A to this 
letter. 
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GENERAL ENQUIRIES 

18. 
(Area 3-5, Victoria Quay; Telephone 0 13 1-244 7023; Fax 0 13 1-244 7020). 

Any general enquiry about the terms of this letter should be made to Mrs Mary Munro 

Your faithfully I! 
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North Lanarkshire Council 

Annex A 

27 March 1997 
to Scottish Office letter of 

FINANCIAL PLANNING 
LOCAL AUTHORITY CAPITAL EXPENDITURE 
(EXCLUDING HR4,  POLICE AND FIRE) 

f thousand cash 

Programme 

(Column 1) 

Composite 

1997-98 

Formal consent 
under s.94 

(Column 2) 

12,888 

1998-99 

Provisional 
allocation 

(Column 3) 

12,963 

TOTAL 12,888 12,963 

The above consent is made up as follows: 

fOO0’s 

Single capital allocation 15,313 
CCTV Award 1997-98 75 
Spend-to-Save deduction 2,500 

12,888 



ANNEX B 
to The Scottish Office 

letter of 27 March 1997 

FINANCIAL PLANNING 

EXPLANATORY MEM0RAM)UM 
LOCAL AUTHORITY NON-HOUSING CAPITAL EXPENDITURE 1997-98 

1.  The Government sets an annual cash limit, notified to Parliament, on Scottish local 
authority non-housing capital expenditure and thereafter the Scottish Office endeavours, by 
the controls it exercises on behalf of the Secretary of State, to keep expenditure to this 
figure. 

2. 
following capital expenditure programmes of Scottish local authorities. 

The cash limit SOLA1 for 1997-98 has been set at f344.1 million, to include the 

(a) - Roads and Transport (which includes externally financed expenditure by public 
transport companies) 

- Education 

- Social Work 

- General Services (which includes coast protection and flood prevention ) 

- - Police 

- Fire 

and also expenditure on 

(b) - Urban Programme 

- Civil Defence 

3. Services not the direct responsibility of the Secretary of State for Scotland (ie capital 
expenditure at airports and commercial ports and harbours and projects directly frnanced by 
Employment Services grants) are not included in SOLA1. The Housing Revenue Account 
is a separate cash limit SOLA2. 

4. The cash limit SOLA1 covers capital payments on the services listed at 2(a) and (b) 
above financed from an authority's capital account and other accounts including reserve 
funds and common good funds or by a grant from Government or a Government Agency. 
While it does not cover expenditure financed from usable capital receipts, including 
contributions from the private sector and certain capital grants from the European 
Community, or capital from current revenue (CFCR), such receipts and payments should 
still be shown in Capital Payments Returns. Detailed guidance on what is regarded as a 
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capital payment for this purpose is available from the Scottish Office Capital Payments 
Return Notes for Guidance which are issued annually. This includes: 

(1) The acquisition of land and existing buildings. 

(2) Building and civil engineering works of construction, conversion, renewal or 
replacement, including the cost of architectural, engineering etc services and the cost 
(net of profit and depreciation) of capital projects undertaken by the DLO for an 
authority (see paragraphs 18-1 9 below). 

(3) The acquisition, renewal or replacement of vehicles, plant, machinery, 
equipment and other non-fured capital assets, including furniture and fittings but 
excluding any item which costs less than E6,000 or any item the multiple purchase of 
which costs less than €6,000. 

(4) Other items properly chargeable to capital which do not relate directly to fixed 
assets, such as lending on mortgage for house purchase, lending for car purchase and 
lending and grants to the private sector. 

(5) The market value of assets acquired by lease or similar arrangement where the 
authority is lessee in certain circumstances. A more detailed esplanation is provided 
in paragraphs 8- 13. 

CAPITAL RECEIPTS 

5. Authorities may augment their capital allocation for a particular year by an amount 
equivalent to their usable capital receipts which they apply in that year. The usable part of 
any receipts raised on the programmes covered by the single allocation may be used to 
augment the allocations for any of those programmes and also the Police and Fire 
programmes, but in the case of cash receipts, the allocation may only be augmented if the 
usable cash receipt is used to finance capital expenditure. Receipts raised wholly within the 
Police programme can only be used to augment the allocation for that programme. Receipts 
raised by an authority's public transport company can be used to cover only expenditure by 
the company. Authorities may also carry forward unapplied usable capital receipts, except 
EC receipts, to subsequent financial years, but only where they have not used the 
anticipation facility described in the capital consent letter. 

6.  For the purposes of paragraph 1 of the consent letter, 'capital receipts' includes: 

(1) The amount of the proceeds from the sale or disposal of capital assets. (A 
capital asset is defined as one whose acquisition would be included in the Capital 
Payments Returns. A sale of an asset by one authority to another counts against the 
buyer's allocation, and generates a receipt for the seller.) 

(2) The amount of the repayments of principal on loans by authorities which 
required section 94 consent (such as loans to business, and loans to staff for car 
purchase). 

(3) 
capital asset. 

The amount of any receipt received under an insurance claim in respect of a 
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b 

1 

(4) An amount equal to the market value of assets which are subject to leases in the 
categories specified in paragraph9 below when an authority’s interest as lessee is 
terminated in that year. 

(5) The amount of any contribution from a Health Board under support finance 
arrangements, including for Community Care (Circulars MEL(1992)55, SWY1985 
and NHS 1985(GEN) 18 refer); or any contribution from a new town amenity f h d .  

(6) The amount of any contribution received from another local authority used to 
finance capital expenditure on a project. (The contributing authority counts its 
contribution against its section 94 allocation; the receiving authority counts the 
contribution as a capital receipt and then counts the full cost of the project against its 
augmented allocation). 

(7) The amount of any capital payment made by one local authority to another in 
respect of the receiving authority’s share of the value of any part of a pool property (a 
property in which more than one authority in a disaggregating area is considered to 
have an interest) which has not been disposed of by way of sale or by way of a lease 
of 20 years or more to a body other than the local authority making the payment (the 
contributing authority counts the payment against its section 94 allocation; the 
receiving authority counts the payment as a capital receipt). 

(8) The amount of any capital payment made by one local authority to another in 
respect of the receiving authority’s share of the value of any part of a pool property 
which has been disposed of by way of sale or by way of a lease of 20 years or more to 
a body other than the local authority making the payment (the contributing authority 
counts the payment against its section 94 allocation; the receiving authority counts the 
payment as a capital receipt). 

(9) The amount of any contribution received during the financial year from the 
private sector or a public sector body, other than those described in paragraph 6(12), 
used to finance capital expenditure on a project. This includes, for example, grants 
from the Football Trust, the Foundation for Sport and the A r t s ,  the National Lottery 
Distribution Fund (including grants from that Fund received from public sector bodies 
acting as Lottery Fund Distributing Bodies), Scottish Enterprise, Highlands and 
Islands Enterprise, Local Enterprise Companies, Scottish Natural Heritage and 
Government agencies, such as Historic Scotland. 

(1 0) In respect of a public transport company the amount of any profit before taking 
account of depreciation and of any capital receipt generated by the company which is 
applied to capital expenditure by the company. 

(1 1) The amount of capital grant received from the following EC Structural Funds: 
the European Regional Development Fund; the European Agricultural Guidance and 
Guarantee Fund; the Financial Instrument of Fisheries Guidance; and those disbursed 
under EUROPES arrangements. 
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(1 2) The amount of any costs recovered from the owner, or person having control, of 
a house, where an authority has served a statutory notice requiring works to that 
house and then carried out the works following default by that person. 

and excludes: 

(13) CapitaT-&ants received during the financial year from the Scottish Office and 
other Government Departments. The cost of a project receiving such a grant 
has to be set against the allocation. But in schemes on a joint basis where another 
party will share ownership and use of part of the assets provided, only the local 
authority's share of the capital expenditure is to be set ag-ainst the allocation. If the 
authority subsequently takes over the asset from the other party, any sum then paid by 
the authority is to be set against the authority's allocation in the year of acquisition. 

(14) Repayments of principal on loans by authorities which are not regarded as 
capital payments (such as loans made by authorities to financial institutions by way of 
investment of balances, reserve funds, common good funds or the like). 

(15) Sums received to pay off outstanding loan debt on an administrative transfer of 
properties within the public sector (or between service accounts of a local authority). 

7. 
usable is given in Annex C. 

The level of capital receipt in each of the above categories which may be deemed as 

LEASIXG 

S. The market value of certain assets taken on lease 'by local authorities counts against 
total planned capital espenditure for the purposes of the national cash limit, except where 
the lease relates to a private finance initiative project to which para-graph 15 applies. The 
allocation figure in Annex A therefore includes provision for the acquisition of assets on 
lease as well as by purchase and authorities should count the market value of assets taken on 
lease during the year against their allocations. This rule reco-gnises that certain forms of 
leasing result in assets being. for practical purposes, fully within the use and control of local 
authorities and the aim is to make such leasing transactions indistin-gishable fiom normal 
purchase in local authorities"decisions as to the allocation of their resources. 

9. Leases in the following categories are taken to meet this criterion and where the 
authority is the lessee the market value of the assets involved should be counted against its 
allocations: 

(1) Land and buildings leased for a period of more than 20 years. Leases of land 
and buildings for 20 years or less which are extended beyond 20 years or provide for 
renewal beyond 20 years at the authority's option or relate to a building specifically 
constructed at the authority's request count as if they were leases for more than 
20 years. 

(2) Vehicles, vessels, plant and equipment on finance leases. The lease rental'of 
operating lease agreements should be treated as current expenditure for the purpose of 
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section 94 capital controls. Operating lease agreements (or any associated 
agreements) are those which do not provide for any of the following: 

(a) the ownership of the asset to transfer to the authority at the end of the 
lease; or 

-_ - 

(b) the renewal or extension of the lease at less than the market rental; or 

(c) the residual value 'to accrue to the authority; and 

( 4  a residual value of less than 10% of the initial value. 

Other leases of vehicles, vessels, plant and equipment are frnance leases, and the cost price 
of the asset scores as capital expenditure. 

10. References to "lease" should here be taken as references to a lease or like arrangement 
for the acquisition, occupancy or use of a capital asset. The f ~ g  of leased assets to 
heritage need not necessarily cause the contractual arrangements to cease to be a "lease" for 
consent purposes. Where the terms of a lease provide for the ownership of the asset to pass 
to the authority upon termination of the lease, this should be regarded as a deferred purchase 
contract under the terms of paragraph20 below; in particular this applies to any land or 
buildings nominally the subject of a leasing contract whether for more or less than 20 years. 

1 1.  Where the authority is the lessee it must treat as capital payments the market value of 
assets involved in leases entered into during the financial year which fall within one of the 
categories in paragraph 9 above. The termination of such a lease is also treated as a capital 
transaction, producing a capital receipt. 

12. References in the above paragraphs to the "market value" of assets do not in general 
relate to the capital value which would be placed on the interest passing but to the price that 
could be expected to be paid on the sale of the asset with vacant possession on the open 
market by a willing seller to a willing buyer at the date of entry into the lease or termination 
thereof. There may be exceptions to this in particular cases where the open market value is 
difficult to determine. and these should be discussed with the Scottish Office Local 
Government Finance Division. In such cases authorities might find it helpful to seek the 
advice of an appropriately qualified person such as the Assessor for the area or the District 
Valuer. 

13. The date of entry into a lease (that is, the date on which the equivalent capital 
transaction will be deemed to have taken place) will normally be taken as the date of signing 
the lease or agreement to lease, and the market value of the leased assets should be counted 
against the capital consent allocation for that same year. Where, however, the leased asset 
only becomes available in a year after that in which the lease is entered into, it may be 
thought more appropriate to count the market value of the asset against the authority's 
capital consent allocation for that later year. Exceptionally, where construction works over 
an extended period are involved, no single year may be appropriate. Such cases should be 
discussed with the Scottish Office Local Government Finance Division. Where an authority 
is joint lessee the appropriate proportion of the market value of the asset should be counted 
against allocations or treated as a capital receipt. 
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PRIVATE FINANCE 

14. Private finance options are considered for all other major public sector projects and 
the Government is committed to encouraging local authorities to explore ways of attracting 
private investment into public services where this can be shown to be more economical, 
cost-effective and represent value for money. In particular all public authorities are 
expected to consider a PFI solution before pursuing the more conventional procurement 
route for si,Onificant capital projects. The principles of the PFI and the conditions applying 
to it are set out in the Treasury publication “Private Opportunity, Public Benefit: 
Promessing c the Private Finance Initiative.” This includes-&dance on the different types of 
PFI projects and the basic features of any PFI scheme. The guidance given in this 
publication and the covering Finance Circular No. 9/1996 supersedes the guidance on PFI 
projects issued with Finance Circular No. 1811993. Copies of the Treasury guidance may be 
obtained from Miss S Gillespie, Room 3-3, Victoria Quay, Tel: 013 1-244 7026. 

15. The leasing rules described in paragraph 9( 1) and 9(2) will not apply in the case of 
assets that are being leased, occupied or used by authorities by way of an arrangement 
which is consistent with the objectives of the PFI, provided that The Scottish Office has 
agreed, in writing, that the arrangement in question can be treated as a PFI project. 

16. Applications for such agreement should be submitted, in writing. to The Scottish 
Ofice, Local Government Finance (Capital) Division, Area 3-5, Victoria Quay, Edinburgh, 
EH6 6QQ. Authorities seeking the agreement of The Scottish Office under these 
arrangements are advised to submit applications prior to entering into any contract. since 
agreement is dependant on The Scottish Office being satisfied that it would be inappropriate 
to apply the leasing rules at paragraphs 9(1) and 9(2) because the arrangement in question is 
consistent with the objectives of the Private Finance Initiative. It should be noted that in 
considering applications. The Scottish Office will not have regard to value for money 
considerations, and local authorities must satisfy themselves that their statutory 
responsibilities in this regard have been met. 

17. Enquiries about the form which applications should take and the informarion 
required should be addressed to Miss E Ure, The Scottish Office, Local Go\.ernment 
Finance Division, Area 3-5, Victoria Quay, Edinburgh, EH6 6QQ (Tel 0 15 1 244 702 1). 

DIRECT LABOUR SERVICE ORGANISATIONS 

18. For the purposes of assessing capital expenditure, a local authority inchding its direct 
labour service organisation (DLODSO) is to be regarded as a single entity; regard is to be 
had only to the true outgoings of that entity and not to any internal transactions such as 
those between a service account and a DLODSO account even if those transactions are 
required by law. Only the cost actually incurred by the DLODSO in carrying out the n.ork 
should score as capital expenditure therefore, together with fees etc incurred by the 
authority but not the depreciation and profit element of the DLODSO’s charge for carrying 
out the work. 

19. This does not affect the operation of the DLODSO legislation or of the regulations 
and directions made thereunder, notably the competition and rate of return requirements. 
DLO/DSO’s must cover their full costs if they are to achieve the prescribed rate of return on 
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each of the descriptions of constructions or maintenance work. Accordingly, authorities 
must continue to pay costs plus depreciation and a rate of return element from service 
accounts to the DLODSO account and to treat their DLODSO's on the same basis as 
outside contractors. 

DEFERRED PURCHASE SCHEMES 

20. Where, in respect of any project, an authority incurs a liability to meet capital 
expenses in the year as a result of entering into a deferred purchase contract or a similar 
arrangement (other than covenant schemes for which special arrangements are set out in the 
consent letter), whether or not payments are met from revenue, the whole cost of the project 
(including land acquisition cost and professional fees) should be set against its allocation. 
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AMVEX C 
to Scottish Office 

letter of.27 March 1997 

CASH RECEIPTS - GENERAL 

1. Before a cash capital receipt is considered usable for the purposes of the consent 
letter, no less than 50% of value of the receipt, or the amount calculated in accordance with 
paragraph 5 below if this is greater, must be used to redeem external debt which would not 
otherwise fall to be redeemed in the financial year in which redemption is effected, or used to ’ 
finance new expenditure permitted by the capital allocation specified in h e x  A as an 
alternative to new borrowing. Under the latter option, the proportion of the receipt used to 
finance new expenditure is a financing mechanism only and does not add to the authority’s 
capital allocation. Once either action has been taken, the remainder of the receipt is 
considered usable for the purposes of the consent letter, provided that it is used to finance 
capital payments. For the purposes of this paragraph, the value of a receipt is the total 
monetary consideration received by the authority, unless otherwise prescribed in this Annex. 

NOTIONAL RECEIPTS 

2. Only 50% of the notional value of a capital receipt arising from an authority 
terminating its interest as lessee in an asset leased for more than 20 years, is considered 
usable for the purposes of the consent letter. For the purposes of this paragraph, notional 
value should be calculated in accordance with the provisions of paragraphs 6(4) and 12 of 
h e x  B, unless otherwise prescribed in this Annex. . 

NON-MONETARY CONSIDERATIONS 

3. Where an authority accepts all or part of an asset or any other non-monetary 
consideration in place of cash for the disposal of a capital asset, they must determine the 
notional value of the cash capital receipt they would have received if the whole of the 
consideration had been paid to them in money. Where there is no cash element to the 
consideration, a sum equivalent to not less than 50% of the notional value, or the amount 
calculated in accordance with paragraph 5 below if this is greater, must be counted against the 
authority’s consent as a capital payment. Where part of the consideration is in cash, the cash 
element should be treated in accordance with paragraph 1 above. The value of the cash part 
of the consideration should then be deducted from the total notional value of the 
consideration and a sum equivalent to not less than 50% of that net amount, or the amount 
calculated in accordance with paragraph 5 below if this is greater, must be counted against the 
authority’s consent as a capital payment. For the purposes of this para_mph, the value of the 
asset should be determined in accordance with the provisions in paragraph 12 of Annex B, 
unless otherwise prescribed in this h e x .  This paragraph does not apply in the 
circumstances described in paragraph 6(1) or 6(3) below. 

COMMON GOOD FUNDS 

4. Where an asset is transferred after 31 October 1996 to an account relating to the 
common good of the local authority area from any other account of the local authority, any 
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capital receipt generated on disposal of that asset is not usable for the purposes of the consent 
letter. 

DISPOSAL OF ASSETS WHICH HAVE PREVIOUSLY GIVEN RISE TO 
NOTIONAL CAPITAL RECEIPTS 

5. Where part or all of an asset disposed of was previously the subject of a lease by an 
authority to a third party in excess of 20 years duration that resulted in the authority being 
able to count the market value of that asset as a notional capital receipt, and that lease \vas 
entered into on or after 1 April 199 1, the part of the capital receipt that is usable on disposal 
for the purposes of the consent should be calculated in accordance with sub-paragraphs (a) 
and (b) below. 

(a) The amount of the notional capital receipt generated by leasing the asset, as recorded 
in the authority's accounts, should be identified. Where the amount of the notional capital 
receipt cannot be identified, the authority should assess the market value of the asset at the 
time of entering into the lease in accordance with the provisions in paragraphs 12 and 13 of 
Annex B. The identified amount of the notional capital receipt, or the assessed amount of the 
market value, less the value of any grassum received and used to reduce outstanding debt, 
shall be taken to be the amount of the original debt in relation to the value of the notional 
capital receipt. The amount of debt outstanding in relation to the value of the notional capital 
receipt should be calculated as follows: 

(i) The date on which repayment of debt relating to the notional receipt commences 
should be taken as 1 April of the year in which the lease was entered into, or 1 April of the 
year in which the notional capital receipt was counted in the authority's consent, n-hichever is 
the later. 

(ii) 
be taken as the date on which the asset is disposed of. 

The date on which repayment of the debt relating to the notional receipt ceases should 

(iii) The amount of the debt outstanding is then arrived at in accordance with the formula: 

A x (B4B x 0.05069 x U3651 

where: 
( 100 1 

A is the amount of the original debt: 

B is the figure specified in the table below in respect of the number of complete years 
which have elapsed between the date in paragraph (i) and the date in paragraph (E) 
(disposal on 3 1 March equals 1 complete year); and 

C is the number of days between the date of disposal and the immediately preceding 1st 
April (C equals 0 if the disposal is on 31 March and disposal on 1 April counts as 1 
day). 
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year 01 Notional Capital Receipt 
Number of I 1991-92 1 1992-93 I 1993-93 I 1993-95 I 1995-96 I 1996-97 

(b) The amount of debt that remains outstanding in relation to the notional capital receipt, 
as calculated in accordance with paragraph (a) above, must be deducted from the value of the 
receipt from the asset disposed of. The net amount remaining is the amount which is usable 
for the purposes of the consent unless the usable amount is greater than 50% of the value of 
the receipt from the asset disposed of, in which case the provisions of paragraph 1 apply. 

(c) Ithere a notional capital receipt has been generated on more than one occasion since 1 
April 1991 by leasing part or all of an asset to which this paragraph applies (for example, 
ivhere a long lease was terminated and a new lease entered into, giving rise to a notional 
capital payment and then to a further notional capital receipt), the notional capital receipt for 
the purposes of paragraph (a) above should be the amount of the first notional receipt raised 
in respect of the asset, or, where the amount is not known, the value should be calculated as at 
the date of entry into the first lease in respect of the asset. 

(d) Lfhere a lease in respect of an asset to which this paragraph ivould otherwise apply 
has been terminated and a notional capital payment has been counted against the authority’s 
consent. but no subsequent notional capital receipt has been generated in respect of the same 
asset, the provisions of this paragraph do not apply. 

EXCEPTIONS 

6. Ifhere the circumstances described in paragraphs ( I ) ,  (2), (3), (4), ( 5 )  or (6) below 
apply, 100% of the value of receipts to which paragraphs 1 or 2 would otherwise apply are 
deemed to be usable for the purposes of the consent letter. 

(1) Where an authority has no General Fund debt. 

(2) 
6( 7),6(9), 6( IO), 6( 1 1) or 6( 12) of Annex B. 

Where a receipt is one that is described in paragraphs 6(2), 6(3), 6(5), 6(6), 

(3) Where the provisions of paragraph 5 do not apply and where an asset disposed 
of is one which has been transferred from a New Town as part of a “balanced 
package”, and the transfer was approved by the Secretary of State in terms of Section 
36B(2) of the Enterprise and New Towns (Scotland) Act 1990, as notified in the 
letters from The Scottish Office addressed and dated as follows: 
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28 November 1994 and 10 July 1995 to East Kilbride District Council 
20 November 1995 to Cumbernauld and Kilsyth District Council 
26 February 1996 to West Lothian District Council 
13 November 1995 to Cunninghame District Council 
14 September 1994 and 22 December 1995 to Glenrothes Development 
Corporation 

(4) Where an asset disposed of is sold to Central Scotland Business Parks Limited 
and is one of those listed in the letter dated 28 March 1996 from Stirling Council to 
The Scottish Ofice. 

(5) Where an asset held by the local authority as trustees for any purpose is 
disposed of and the receipt will be held by the local authority as trustees, provided 
that the authority have no debt relating to the relevant trust. 

(6) Where an asset held for the common good of the local authority area is 
disposed of and the receipt will be held by the local authority for the common good of 
the area, provided that the authority have no debt relating to the common good and 
provided that the provisions of paragraph 4 above do not apply. 

7. 
provisions of paragraph 3 above do not apply. 

Where the circumstances described in paragraphs (1) or ( 2 )  below apply, the 

(1) 
buildings or other structures and no other consideration is received. 

Where unused land is disposed of in return for land on which there are no 

( 2 )  
exchanged for other undeveloped land. 

Where undeveloped land has not been used for its intended purpose and is 

PRIVATE FINANCE 

8. Where the circumstances described in paragraphs (1) to (3) below apply, and the 
project has been approved by The Scottish Ofice as one that is consistent with the objectives 
of the Private Finance Initiative (PFI) in terms of paragraph 15 of Annex B, the provisions of 
paragraph 3 will not apply. 

(1) Where any asset is disposed of as part of a PFI arrangement which involves 
replacement or renewal of an existing asset or the creation of a new asset, and where 
the private sector operator provides services for the local authority; or 

(2) Where an asset is transferred to a private sector operator who provides services 
for the local authority or where the asset is available for use by the local authority at 
specific times; 
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and in either case provided that: 

nd consideration is received by the authority in respect of the asset disposed of 
other than through reduced service charges or through the authorin. hak-ing 
exclusive use of the asset at specific times; or 

(3) 
equity shares in that company. 

Where an asset is transferred to a PFI joint venture company in r e m  for 

USABLE CAPITAL RECEIPT ALLOWANCES 

Sale of land 

9. \%ere land is acquired by an authority and resold, the value of the receipt for the 
purposes of paragraphs 1 and 3 above should be calculated by deducting the cost of acquiring 
tlie land and the costs incurred in connection with the acquisition and disposal. from the 
proceeds of the sale. Where a non-monetary consideration is involved, the value of the asset 
being disposed of or replaced should be calculated in accordance vlith the prolisions of 
paragraph 12 of Annex B. The asset must be disposed of \\ithin 5 years of the date on which 
the authority acquired the interest in the land. 

Acauire for Sale. Build for Sale. Build Under License 

10. Where an authority acquires or provides a dwelling and subsequently disposes of it, 
tlie value of the receipt for the purposes of paragraphs 1 and 3 above should be calculated by 
deducting the cost of acquiring or providing the dwelling and expenses incurred in the 
disposal, from the proceeds of the sale, provided that the divelling has never been let by the 
authority or occupied under a secure tenancy. The costs of acquiring land on which a 
dwelling has been constructed by the authority may be included if the land was acquired by 
the authority no more than 3 >.ears prior to the date of disposal. 

Works Before Sale 

11 .  Where an authority sells land or buildings on which it has undertaken Lvorls in order 
to make the asset more saleable or more valuable, excluding works concerned with the 
reclamation or laying out of land, or vlith the construction. preparation or replacement of 
roads, buildings and other structures, the value of the receipt for the purposes of para,oraphs 1 
and 3 above should be calculated by deducting the cost of the works from the proceeds of the 
disposal. Where a non-monetary consideration is involved, the value of the asset being 
disposed of or replaced should be calculated in accordance with the provisions of paragraph 
12 of Annex B. Assets must be disposed of within 2 years of acquisition. 

Like for like replacement 

12. Where an authority disposes of an asset and acquires new land or buildings, or 
constructs or undertakes works to buildings which are to be used for the same purpose, the 
value of the receipt for the purposes of paragraphs 1, 2 or 3 above should be calculated by 
deducting the cost of the replacement asset from the proceeds of the sale. Wlere a non 



monetary consideration forms all or part of a replacement transaction, the value of the asset 
being disposed of or replaced should be calculated in accordance with the provisions of 
paragraph 12 of Annex B. This paragraph-applies only where, at or before the time of 
disposal, but notbefore 1 April 1995, the authority has incurred expenditure, or is contracted 
to do so, in providing replacement land or constructing or undertaking works to a building. 
This paragraph does not apply where the provisions of paragraph 5 apply. For the purposes 
of this paragraph, “same purpose” is defined as where both the asset disposed of and the asset 
acquired are defined within a single category from those listed below. The “same purpose” 
categories are those where an asset is used:- 

_-  

11.1 
category, or a town hall; 

as local authority offices, other than offices which fall within any other 

11 .2kJ ‘for the purposes of a school or an institution providing further education, 
educatfon foi adults ~ . .  o r $ d m g  (including a training workshop); 

1 1.3 as an archive or a library, museum or art gallery; 

11.4 
swimming pool or recreational facility of any kind; 

as a community hall, conference centre, theatre, concert hall, leisure centre, 

11.5 
compound, public convenience, kitchen or facility for the disposal of waste; 

as an industrial unit or workshop, a market, industrial store or warehouse, 

11.6 
vehicles of any kind; 

as a bus station, vehicle depot, garage, car park, cara~an park or park for 

’ 11.7 
defined in Section 5( 1 B) of the Social Work (Scotland) Act 1968 (as amended); 

as a hostel or for the purposes of the local authority‘s social work functions as 

1 1.8’ for the purposes of the frre service; 

1 1.9 for the purposes of the police service; 

1 1.10 for the purposes of District Courts services; 

11.1 1 as an allotment, a smallholding, a playing field, a golf course or as a park or 
other public open space; or 

1 1.12 as a house or other dwelling provided by the local authority for a person in 
their employment who is entitled to occupy it as a term of his employment. 
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