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Dear Chief Executive 

LOCAL GOVERNMENT REORGANISATION: SECTION24 OF THE LOCAL 
GOVERNMENT ETC (SCOTLAND) ACT 1994: PREPARATION OF NOTIONAL 
1995-96 BUDGETS FOR NEW COUNCILS 

1. This Circular reports progress on the above matter and attaches a copy of the proposed 
“principles” for the apportionment to the new council areas of the actual 1995-96 budgets of 
the 10 ”disaggregating” authorities. 

Background 

2. In terms of section 94 of and Schedule 7 to the Local Government Finance Act 1992, 
the Secretary of State has power to cap a local authority where he considers either that its 
planned level of expenditure is excessive in absolute terms or there has been an excessive 
increase in its planned level of expenditure as compared with the previous year. In practice, it 
is the second leg of these powers which the Secretary of State relies on to control the level of 
local authority expenditure. 

3. The Secretary of State has made it clear that the present capping regime will continue 
to apply both throughout the period of local government reorganisation and thereafter. So that 
he can use the above second leg of his powers in 1996-97, section 24 of the Local Government 
Etc (Scotland) Act 1994 gives the Secretary of State the power, after consultation with 
COSLA, to specify in a Report to the House of Commons the “amount” which, in his opinion, 
should be the basis of comparison with the planned level of expenditure in 1996-97. This will 
determine whether or not there has, in the Secretary of State’s opinion, been an excessive 
year-on-year increase. The Report containing the “amount” for each council is subject to 
approval by the House of commons. It is these “amounts” which are referred to in this 
Circular as “notional 1995-96 budgets” for the new councils. 
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4. Subject to the point which is discussed in paragraph 5 below, the Secretary of State’s 
intention is that the notional 1995-96 budgets for the new councils should reflect as accurately 
as possible the amounts which the existing local authorities actually plan to spend in the areas 
concerned during 1995-96. Therefore the starting point at a national level is that the s u m  of 
the 29 notional budgets should equal the total planned 1995-96 expenditure by the 62 existing 
mainland authorities as recorded in the 1995 POBE returns (subject to any capping action). At 
a local level, the starting point for determining the notional budget of, say, the new Fife 
Council will be to add together the actual 1995-96 budget estimates of Fife Regional Council 
and Dunfermline, Kirkcaldy and North East Fife District Councils. 

Ad-iustments to Actual 1995-96 SpendiBg Plags 

5. The Secretary of State takes the view that the amounts which the existing regional and 
district councils actually plan to spend in each of the new council areas in 1995-96 will have 
to be adjusted to take account of both (a)the additional costs which he accepts will be 
incurred in “disaggregating” areas in delivering what are at present regional services such as 
education, social work and roads and transport, and (b) the savings which he expects all of the 
new councils to achieve in central services and corporate management. COSLA will be 
consulted about these adjustments. 

. .  -m~ et Notional 1995-96 R u W  

6. As indicated in paragraph 3 above, the notional budgets have to be approved by the 
House of Commons. One option would have been to rush to lay a Report before the House in 
time for it to be debated before the Summer Recess. On that basis, the notional budgets would 
have been finalised well before the shadow councils began their 1996-97 budgeting exercise. 
However, following consultation with COSLA, it is proposed to proceed on a slower 
timescale. It is intended to issue the proposed notional budgets around the end of May or 
early June but, in order to give the shadow councils themselves an opportunity to comment on 
the figures, not to lay the necessary Report before the House of Commons until the early 
Autumn. On this basis, the Report would not be debated until after the Summer Recess. 
Shadow councils would, however, be able to begin their 1996-97 budgeting exercise on the 
basis of the proposed notional budgets. The Secretary of State’s provisional capping 
principles for 1996-97 are, in line with the practice in recent years, likely to be announced on 
Budget day in late November. 

actual 1995 -96 Budgets 

7. Clearly the key to the preparation of notional budgets for the majority of the new 
councils will be the apportionment to the new council areas of the actual 1995-96 budgets of 
the 10 ”disaggregating” authorities - Central, Grampian, Lothian, Strathclyde and Tayside 
Regions and Dumbarton, Dundee, Glasgow, Renfiew and Strathkelvin Districts. At a meeting 
of the Distribution Committee of the Working Party on Local Government Finance in 
Scotland on 23 February, there was a strong feeling that it would be desirable for actual 1995- 
96 budgets to be disaggregated on as uniform a basis as possible across the country. To that 
end, it was proposed that ground-rules for disaggregation should be prepared. Following 
consultation with the above 10 ”disaggregating” authorities, disaggregating “principles” have 
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been agreed. A copy of the “principles” is attached. It is important to note that the 
“principles” need to be applied strictly in the order shown. 

Local Discussio~ 

8. It is clearly desirable that all authorities with an interest in the outcome should feel that 
they have been involved in the process of disaggregating the actual 1995-96 budgets of the 
above 10 authorities. Each of the authorities has agreed to hold local discussions with all of 
the other authorities concerned about the matter. In the short term, those discussions will be 
with representatives of the existing local authorities. Only after these local discussions will 
the 10 ”disaggregating” authorities send to The Scottish Ofice details of how their actual 
1995-96 budget has been apportioned to the new council areas. It is recommended that the 
disaggregation exercise should be undertaken at a detailed level, ie Departmental Sectors 
analysed by subjective summary classification, ie staff costs, property costs etc. Authorities 
will also wish to discuss in detail the treatment of central support costs within the calculations. 

9. It is proposed that the 10 ”disaggregating” authorities should submit to The Scottish 
Office details of how their actual 1995-96 budget has been apportioned to the new council 
areas on the attached proforma. A proforma will be completed by each of the 10 authorities 
for each new council area. For example, Strathclyde Regional Council will make 12 returns. 
The Department will be writing separately to the 10 “disaggregating” authorities within the 
next week or two about the arrangements for the completion of the returns. 

10. A separate copy of this Circular is enclosed for your Director of Finance. 

Enquiries 

1 1. 
John Gunstone (Extn 5095). 

Any enquiries about this Circular should be addressed either to myself (Extn 5085) or 

Yours sincerely 

A 

K W McKAY . 
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