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Scottish Parliament

Local Government and Transport
Committee

Tuesday 1 November 2005

[THE CONVENER opened the meeting at 14:01]

ltems in Private

The Convener (Bristow Muldoon): The main
item on our agenda today is the budget process
for 2006-07, but before we welcome the minister
and his team we have one other item to deal with.
| ask members to agree that agenda item 3, on our
draft report on the budget process for 2006-07, be
considered in private today and that any future
consideration of the draft report prior to publication
also be conducted in private. Is that agreed?

Members indicated agreement.

Budget Process 2006-07

14:02

The Convener: We shall hear evidence from
both ministers with responsibility for our remit. The
first is the Deputy Minister for Finance, Public
Senvice Reform and Parliamentary Business,
George Lyon. | welcome the minister and the team
supporting him: David Henderson, head of local
government finance; Graham Owenson, team
leader for local government expenditure and grant
distribution; and Craig Russell, head of division for
efficient government delivery. As usual, | shall give
the minister the opportunity to make some
introductory remarks about the aspects of the
budget that he is addressing. After that, we shall
move on to questions and answers. Over to you,
minister.

The Deputy Minister for Finance, Public
Service Reform and Parliamentary Business
(George Lyon): It is a great pleasure to be with
you this afternoon. | find myself in a similar
situation to that of Mr McCabe when he attended
the committee last year and had not been long in
the job. | shall do my best to answer all your
guestions and | shall pass any detailed ones to my
colleagues from the department. If there are any
guestions that we cannot answer, we shall
certainly get back to you with detailed written
answers.

| welcome the opportunity to give evidence on
the Executive’s detailed spending plans for 2006 -
07 and 2007-08, as published in the draft budget
for 2006-07, in relation to my responsibility for
local government funding. Although | am largely in
the committee’s hands as to the issues that might
be raised, it may be helpful if | say something first
about the context in which the draft budget is set
and if | address the recommendations that the
committee made following its consideration of last
year’s budget publication.

The revenue support plans for local government
for 2006-07 and 2007-08, which councils receive
through aggregate external finance and various
other Executive grants, remain largely unchanged
from those announced last year following the 2004
spending review. The draft budget document for
2006-07 confirms that AEF will increase by 5.3 per
cent over the next two years. In addition, councils
will receive significant specific revenue grants
amounting to more than £1 billion per annum.
Direct capital grants will increase to £465 million
by 2007-08, which is a rise of 24 per cent over the
current year.

In reaching this settlement for local government,
we assumed that councils would increase council
tax by about 2.5 per cent in 2006-07 and 2007-08
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as a contribution to the overall increased
expenditure underlying the settlement. That
assumption has not changed. We expect councils
to keep rises as low as possible. Councils have
improved their council tax collection rates in recent
years and now collect a higher proportion than
ever before. | expect them to continue that upward
trend.

Spending in the public sector, including support
for local government, has increased substantially.
By the end of the present spending review period,
revenue support to local authorities will have
increased by more than £3 hillion compared with
the 1999-2000 financial year. That is an increase
of 55 per cent, which is good news for local
government and, of course, excellent news for the
people of Scotland, as they depend on the front-
line services that are being provided.

We must realise that such growth cannot
continue for ever. We will have to look carefully at
everything that we do, everything that we would
like to do and everything on which we spend our
valuable resources. Normally, the next spending
review would have taken place next year, in 2006,
which would have allowed some reflection on the
totals for 2007-08. However, the decision of the
Chancellor of the Exchequer in July to postpone
the next Whitehall spending review to 2007 has
led to a change in the position in Scotland.

We are taking the opportunity to have an
overview of our strategic priorities and to consider
them in the context of Scotland’s future needs. We
are also taking the opportunity to reflect on how
public sector services are delivered. For example,
the institutional framework that is now in place
predates the creation of the Scottish Parliament
and we need to look at how appropriate that
framework is and how we can improve on it to
deliver public services—including local
government services—that are more user focused,
effective and efficient.

Change is overdue, but not top-down change. |
stress that we are focusing not on where boundary
lines should be drawn, but on what front-line staff
and those at the coalface believe to be the way
forward. Although we will be prepared to change
structures where necessary, our overall focus is
not on structures; it is on a clear and shared \ision
of the role and value of public services. We want a
sustainable model for efficient delivery, high
performance and strong accountability.

Ower the summer, my colleague Tom McCabe
and | met leaders in local government and other
public services. We will continue that dialogue with
local government and others in the public services
to generate innovative responses on the longer-
term governance, management and shape of
public services in Scotland. We will consider and
act on the most appropriate of those responses.

Tom McCabe has outlined elsewhere our
intention to issue a discussion paper on the reform
of the public sector to support that dialogue—more
details will emerge shortly. However, whatever
changes follow, they are unlikely to have any
significant effect on our spending plans until after
2007-08. For the present, the postponement of the
next spending review means that the financial
landscape will be largely unchanged for the next
two years.

As we are committed to growing the economy,
we will be equalising the rate poundage for
business. We will provide extra resources to local
government so that councils are no worse off, but
our financial room for manoeuvre is now limited.
We have to be aware that finances will remain
tight for the foreseeable future.

I would like to return to the draft budget. The
details on the outcomes from the local government
settlement are dealt with in each portfolio chapter,
but they are not repeated in the Finance and
Central Services Department chapter in order to
avoid duplication. | remind the committee that,
although the block grant provided to local
government through AEF is largely
unhypothecated, a service split is available for the
grant-aided expenditure that it supports. The
budget document now includes details of the GAE
provision by portfolio. | hope that that aids the
committee in its consideration of budget plans.

A general point that some commentators
overlook is that the GAE allocations are not target
levels of expenditure. Rather, they represent a
level of expenditure that the Executive thinks is
justified as an input to the calculation of revenue
support funding. Councils are free to incur
additional expenditure over and above GAE,
provided that they can fund it from local resources
and justify it to the electorate.

| am open to suggestions about any ways in
which we might improve the presentation of such
facts and figures and would welcome any views
that the committee might have on that.

Last year, the committee made several
recommendations about the local government
budget. Most of them were addressed in Tom
McCabe’s letter of 15 November to the convener,
but four further recommendations were highlighted
in the committee’s report to the Finance
Committee, each of which | will cover.

First, in paragraph 15 of its report, the
committee asked the Executive to provide
information on the action that it will take if it
becomes clear that cost inflation for local
government is significantly higher than previously
assumed, for reasons that are outwith local
government control. We have taken a range of
measures to ensure that any inflationary pressures
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can be afforded. In setting figures in the 2004
spending review for the provision that is to be
made in 2006-07 and 2007-08, account was taken
of the expected inflationary increases in staff and
non-staff costs owver the full period. Those
inflationary increases were partially offset by the
efficiency savings that local government was
expected to make as part of the Government’s
efficient government plan.

In normal circumstances, those total figures
would not be revsited, but we have said that we
would be prepared to continue to discuss the
settlement for 2007-08 if local government can
show significant progress towards meeting the
efficiency targets. However, as | have said, our
room for manoeuvre is much less following the
chancellor's announcement that the spending
review down south would be delayed.

As part of our public sector reform agenda, we
have made it clear that we look to local
government to play its part and to explore
opportunities for joining up services and working in
partnership to ensure that Scotland has maximum
value from every pound that is spent and to
improve further the services that are provided.

In paragraph 27 of the committee’s report, the
second recommendation was that the Executive
should pay more attention to the non-financial data
that are associated with monitoring efficiency
savings, such as output measures and quality
indicators. A general efficiency saving of 2 per
cent, which equates to £168 million, was applied
to local government to cover the current three-year
settlement from 2005 to 2008. That reflects the
fact that local government is autonomous and not
accountable to ministers. However, we are clear
about the fact that local government will be
expected to deliver. That is why we have
commissioned the improvement service to develop
a framework for local authorities to monitor
efficiency savings on an output basis. The
efficiency target that has been set for local
government is achievable and we have identified
other opportunities for savings whereby local
government can retain the money that is realised
and reinvest it in front-line services.

The third recommendation, at paragraph 41 of
the committee’s report, was that we should
rationalise and consolidate specific grants when
possible; that the current array of grants should be
fully identified and classified; and that programmes
that are intended to continue should be
consolidated into AEF at an early opportunity.

We have recognised the concerns of the
committee and the Convention of Scottish Local
Authorities about the apparent lack of cohesion.
As part of the Executive’s wider reform agenda,
consideration is being given to rationalising those
funding streams and to whether it might be

appropriate to consolidate any of them into AEF—
the core local government finance settlement—
and to place greater emphasis on the outcomes
that they deliver. That might not be practical for all
such funding streams, as some are for one-off
specific short-term initiatives, but we will consider
each continuing grant carefully to determine
whether it would be appropriate for the money to
be consolidated into the core local government
finance settlement.

The fourth recommendation, at paragraph 48 of
the committee’s report, was that the potential
scope for prudential borrowing in housing should
be clarified. As the committee is aware, no limits
have been set on the levels of prudential
borrowing that may be undertaken nationally or by
individual authorities. Authorities can borrow such
amounts as are consistent with  their
circumstances under the prudential code. In
determining their levels of prudential borrowing for
housing revenue account purposes, authorities
take account of many factors, including the
amount of housing debt, future rent levels, future
housing receipts and the size and condition of the
housing stock.

| hope that the committee will recognise the
improvements that we have made in the process,
but | am happy to consider views on any further
changes that are aimed at securing greater
openness and transparency. | am happy to answer
guestions and for my officials to answer questions
that | cannot.

The Convener: Before inviting questions from
members, | should tell the committee that we have
been advised by the broadcasters that there has
been a difficulty with the broadcasting system. |
will suspend the meeting for about a minute to
allow the system to be corrected.

14:15
Meeting suspended.

14:16

On resuming—

The Convener: | am advised that the
broadcasting system is now ready to be used
again. | will start off our questions on the

pressures on local government and the potential
impacts on council tax. Minister, you referred to
the committee’s recommendation that the
Executive should take full account of inflationary
pressures on local government. You indicated that
you would be prepared to do so, provided that
local government can demonstrate the cost
pressures.

| draw your attention to the information that we
received from local government for the purposes
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of our report last year. Councils do not believe that
it would be feasible for them to meet existing cost
pressures as well as the Executive’s aim of having
council tax rises of the order of 2.5 per cent. That
issue is particularly acute for 2007-08. You have
indicated that there is a degree of flexibility, albeit
that there are limits on the flexibility that is
available to you. What discussions have been held
with COSLA with regard to its perception of a gap
between local government funding and meeting
the Executive’s targets? Is there any narrowing of
the gap between where the Executive stands and
where the local authorities appear to stand?

George Lyon: Allowance has been made for
general pay and price inflation in the settlement.
We look to local government to play its part in
offsetting some costs through efficiency savings. |
should point out that allocations for education,
police and fire service pay have been excluded
from efficiency assumptions. With regard to the
genuine concerns around the settlement for 2007 -
08 in particular, we have made it clear to local
government representatives, with whom we have
been in regular dialogue—both Mr McCabe and |
have met COSLA representatives and these
issues are discussed regularly—that we would be
willing to examine the 2007-08 settlement
provided that councils can demonstrate that they
have met the efficiency savings that we have
asked them to meet as part of the efficient
government programme.

The room for manoeuvre is perhaps slightly less
than it was until recently, which is mostly due to
the fact that the spending review down south has
been put off until 2007. That means that there is
no new settlement. Basically, we are working with
a static settlement as far as moneys flowing from
Westminster are concerned. We are centainly
willing to engage with local authorities on a
continuing basis to discuss how we might deal
with their concerns. We look forward to their
publishing a report in the not-too-distant future on
how they have managed to achieve the efficient
government savings that are required of them.

The Convener: There is still a bit of time in
which to respond to the proposals for 2007-08, as
next year's budget could make further adjustments
to what is proposed. However, as regards the
2006-07 budget, local authorities were certainly
advising us last year that they felt that it was
unlikely that most local authorities would meet the
Executive’s council tax target of 2.5 per cent. Are
local authorities now advising you that they are
more confident or less confident than they were a
year ago about meeting that target?

George Lyon: Ultimately, as you know, those
decisions are for local government, but it is clear
that the Executive has been encouraging local
government to be as conservative as possible in

setting council tax rates. We have had some
indication of what the council tax rises will be for
2006-07 and it certainly seems that they will be
above 2.5 per cent. | can only restate, as all
ministers have done, that we want local authorities
to do everything possible to try to contain rises.

The Convener: Does the Executive have any
figures showing how far above 2.5 per cent the
current indications suggest the average rise would
be?

Graham  Owenson (Scottish  Executive
Finance and Central Services Department): We
have some indicative figures for 2006-07, but they
are not complete; we cannot give an overall
number for the whole of Scotland because not all
councils have given us a figure for 2006-07.

The Convener: How many local authorities do
you have figures for? What is the range?

Graham Owenson: | do not have those details
to hand.

The Convener: Would it be possible to supply
those figures to the committee in writing?

George Lyon: We can certainly write to you. As
soon as we have all the information in from local
authorities, we shall respond to you on that point.
There are certainly indications from the
information published so far that councils are
looking at a figure somewhere above 4 per cent
for the council tax settlements that they will arrive
at, but we do not have all the information in. Until it
is all in, | would prefer to wait; | would rather give
you the full information than just the information
that is currently available.

The Convener: You said that you want
increases in the council tax collection rates—I am
sure that everyone agrees with you on that. As
you will be aware, council tax benefit has a
relatively low take-up rate. To what degree is the
Executive, working with local authorities, trying to
drive up that take-up rate and what impact do you
expect a higher take-up rate to have on improving
collection rates?

George Lyon: The Executive, working with local
authorities, clearly wishes to see that figure
improved. It is essential that everyone who is
entitled to housing benefit makes good use of it.
Of course, that is of benefit to local authorities as
well, so we shall work closely with them. | cannot
put a figure on the improvement that we expect in
take-up, but | am sure that we can confirm in
writing the possible scope for improvement in
collection rates if everyone entitled to housing
benefit actually claimed it.

The Convener: You mean council tax benefit, |
think.
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George Lyon: Yes, | mean council tax benefit.
Sorry.

Bruce Crawford (Mid Scotland and Fife)
(SNP): I do not envy the minister’s job in trying to
deal with some of the obvious tensions in the
system. The Finance Committee’s budget adviser
had confirmation from the Executive that there
were two types of savings in the on-going
efficiency savings exercise: efficiency assumptions
that were built into the budget baseline in the
spending review settlement; and savings targets
that were not built into the budget baseline and
which departments were free to redirect into front-
line services once the savings were made.
However, the budget adviser also went on to say,
quite tellingly:

“As with the efficiency savings in total, local government
again bares a disproportionate share of the first category of
savings at 63%—nearly twice its share of the budget.”

The budget adviser to the Finance Committee
certainly recognises that there are tensions as far
as local government is concerned.

My question relates to the recent decision that
has been made under equal pay legislation that
was passed some time ago. The court costs that
flowed from that have been significant for local
authorities, some of which are only now getting to
grips with the scale of difficulty that the decision
might bring.

In the light of those significant equal pay
concerns, has the minister made any attempt to
get a handle on the scale of the problem across
Scotland, by authority? There will be tensions if
local authorities find themselves hit
disproportionately by efficiency savings while
having to deal with the equal pay situation.
Something will have to give. | simply do not think
that they can deal with all the equal pay issues.
Indeed, information that | have received from
Glasgow and other places suggests that, to deal
with those issues, local authorities will have to trim
back services more significantly than would have
been the case in order to meet the target for
efficiency savings.

Has the minister taken those issues into account
or made any assumptions about what it will cost to
address them? What is going to give—the council
tax or the efficiency savings? From the information
that | have received, not everything can survive in
the atmosphere in which local government finds
itself.

George Lyon: | should address your initial point
that the impact of the efficiency savings on local
government will be disproportionate. Local
government has been asked to make, by 2007-08,
savings that equate to 4 per cent of its GAE for
2004-05, with only 5 per cent of those savings—
£201 million—taken off at source. Other service

providers have been asked to make similar
savings. For example, the Scottish Executive
Health Department has been asked to save £515
million by 2007-08, which equates to 6.4 per cent
of the health baseline for 2004-05. It is not fair to
argue that local government has been asked to
bear a disproportionate amount of the efficiency
savings. | have given you the figures. As | said,
health has come forward—

Bruce Crawford: | understand what you are
saying, but | have to point out that those words did
not come from my mouth; | am simply using the
terminology that the Finance Committee’s budget
adviser used. If you are saying that he is wrong,
perhaps he needs to look at the matter again.

George Lyon: | am quoting the actual figures.
The adviser might well have been comparing the
local government proposals with the original
proposal that the Health Department make a 2.1
per cent saving. After the review, the level of
efficiency savings required from health increased
to 6.4 per cent. Those are the published figures. In
the interests of equality and fairness, | have to
point out that the proposed efficiency saving for
health is significantly greater than that for local
government.

We are aware of local government’s concerns
about the single status agreements on equal pay.
However, | should point out that, as those
decisions were made as a result of negotiations
between COSLA and the public sector unions, it is
up to local government to decide how it deals with
the matter. | have no doubt that COSLA will tell us
about the cost of those agreements and that the
issue will form part of the overall discussions on
future settlements, especially on the 2007-08
settlement.

You are right to say that Glasgow is one of the
first councils to have reached a settlement on the
matter. However, attempts to settle the issue in
other areas have not been agreed. Until we get a
clear picture of what is happening throughout
Scotland, we will have to reserve our position.
That said, | assure the member that our
discussions with COSLA on the costs of the single
status agreement will continue over the coming
months.

Bruce Crawford: | have the information that
was given to us by the Finance Committee—

George Lyon: | understand that, but | simply
have to put on record the position with regard to
efficiency savings and dispel the notion that you
have expressed.

Bruce Crawford: | realise that the equal pay
issue has to be resolved between COSLA as the
employer and the employees. However, local
government did not introduce the legislation. We
agree with it or we do not; in any case, we need to
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support local authorities and allow them to reach a
position where they can comfortably pay for the
agreement. It will not wash simply to say, ‘It’s
nothing to do with us,” and hand the whole matter
over to COSLA and the unions. | hope that you will
give a guarantee today that you will look at the
matter again. It is inevitable that the considerable
pressures will go beyond Glasgow, so will you be
prepared to reconsider and enter into negotiations
with  COSLA about how the local government
settlement might be adjusted to deal with them?
Without such an agreement, frankly, the efficiency
savings will never be reached.

14:30

George Lyon: I make it clear that once we get a
full picture of costs throughout Scotland—and we
will not know them until most of the agreements
have been hammered out—we will enter into
discussions with COSLA about them and about
other cost pressures that concern it. Indeed, we
are in discussion with COSLA at the moment
about the cost pressures. | can give you an
absolute guarantee that there will be discussions.
We recognise the challenges that local
government faces. However, until we get a full
picture of what costs will be—and we will have the
final figures only after all the discussions have
taken place throughout Scotland—I guarantee you
that discussions will take place and that we will
engage constructively with COSLA.

Bruce Crawford: | have other questions, but |
will let other members ask theirs first.

Mr David Davidson (North East Scotland)
(Con): Can | assume that the figures that you
quoted were not real-terms figures? What you
were handing out sounded very optimistic.

George Lyon: The figures in my opening
speech were cash figures.

Mr Davidson: | thought so. People in local
government deal with real-terms figures and with
what services will cost.

Following on from what Bruce Crawford was
saying about efficiency gains, single status, pay
equality and so on, what assumptions did the
Executive make in the knowledge that the
legislation has been around for some time? |
accept that the agreement was made between
COSLA and the unions. What assumptions were
made for efficiency savings in employment in local
government over the next three years? That is the
largest part of local government costs.

For the past five years, COSLA has been saying
that it gets many new burdens that are not
necessarily fully funded. The announcement
yesterday about improvements in support for care
was an example. There are also comments in the

budget documents about local roads not being
maintained as they should be. What assumptions
have you made on the new burdens over the next
three years?

George Lyon: The real-terms figures in table
10.02 on page 154 of the draft budget show that
we have a growing budget, once all the funding
routes have been taken into consideration. The
budget grows in real terms through to 2007-08.
The bottom line of table 10.02, the “Total” figures,
shows you that that is the case.

In making our assumptions, we take into
consideration all the issues and the cost pressures
facing local government. That is how we
eventually come to a decision on how we fund
local government. All those issues, including pay
increases, are taken into consideration.

You also touched on our assumptions about the
employment of staff, or otherwise, in local
government. | am afraid that we do not focus on
that. It is for local government to decide how many
employees it will or will not take on. That is a
matter for local control and local authority decision
making. Our assumptions are made on cost
inflation and staff costs as well as on various other
pressures across the piece.

Mr Davidson: You say that your assumptions
are based purely on the inflation of wages and
other things.

George Lyon: They are based on inflationary
costs across the piece.

Mr Davidson: Therefore, somewhere in all this,
because of the background legislation, the
Executive must have taken a view on employment
levels. Presumably your efficiency drive will
consider either employment levels or productivity,
but you have not answered the question on them.

There is a marginal increase in real terms, but
we are told by local government that that is likely
to be gobbled up by new burdens not being fully
funded. Perhaps you might explain how you come
to value new burdens. Are they genuine? Do you
make a contribution? What assumptions will local
councils work to when they prepare their budgets?
At long last, there is a benefit going to the payers
of the business rate, but the council tax payer
seems to be the jam in the sandwich—stuck in the
middle being hit from either side.

George Lyon: There will be benefits to local
businesses as a result of the decrease in business
rates and we will make up the funding difference
to local government—that was guaranteed in the
minister's announcement. On that policy
announcement, | should point out that the figures
are not included in the current budget figures that
are in front of members. They will be revised once
the next budget document is published.
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Decisions on local government employment
levels are ultimately decisions for local
government—that is how we have tackled the
local government efficient government
requirements. We have taken off just over £200
million at source and the total balance of efficient
government moneys that local government must
make is around £324 million. We are looking to
local government to demonstrate how it will go
about that. It will be up to the 32 councils to make
individual decisions, but we have asked them to
publish documents at some point in the next
couple of months that demonstrate how they will
go about things. Those documents will be similar
to the documents that the Scottish Executive has
published. It will be up to the local authorities to
demonstrate that they will deliver efficiency
savings by the actions that they take, but | must
restate clearly that the proposals are not about
cuts—they are about making the delivery of public
senvices more efficient. It is up to councils to
decide how that will happen.

Mr Davidson: If you have made no assumptions
about employment levels, where do you see the
savings coming from?

George Lyon: | made the point that it is up to
the councils to decide what the right priorities are
for their areas, and they will no doubt reach views
on how to make efficiency gains. | re-emphasise
that we expect the money to be reinvested in front-
line servces—that is the whole point of the
exercise.

The Convener: | want to return to table 10.02,
to which you referred. The figure at the bottom of
that table certainly shows an increase in real terms
in the total budget, but do you accept that the
increase between 2005-06 and 2007-08 is down to
the increase in Scottish Public Pensions Agency
resources? Such expenditure is an important part
of Government expenditure and ensures that
pension schemes are properly funded, but the
implication is that there will be an overall standstill
in the funding of front-line services.

George Lyon: There are several lines in table
10.02, including revenue and capital lines. The
capital line should be read in conjunction with the
modernising/efficient government fund line, as
there is nothing in that line for 2002-03. There has
been a transfer from the capital line to the efficient
government line, but that money can be used to
invest in capital programmes if local authorities
decide to do so.

The bottom line of table 10.02 shows a slight
budget increase in real terms, but the table must
be read in conjunction with table 10.03, which
contains capital spending and revenue from other
sources that will go to local government. The
figures in table 10.03 are in addition to the figures
in table 10.02. Members can see that there will be

quite substantial growth, especially in local
government capital, which will grow from around
£375 million in the current year to around £465
million. Of course, the figures do not include
prudential borrowing figures. | think that | said in
my opening statement that we expect capital
investment to rise this year, from around £175
million to around £973 million, through the use of
prudential borrowing. Therefore, | would argue that
substantial extra money will go into local
government through a variety of routes, which
should help authorities not only to sustain
senvices, but to invest in new capital projects that |
am sure we all want.

Graham Owenson: May | clarify the prudential
borrowing figures? The figures are £107 million in
2004-05 and £931 million over the next three
years.

The Convener: Table 10.02 implies a marginal
reduction in real terms of £10 million in the
revenue budget. Table 10.03 shows that that is
more or less balanced by an £8 million increase in
other funding streams. The point that | am making
is that revenue support is broadly static owver the
three years.

George Lyon: If you examine the capital and
the prudential borrowing that have been made
available to local councils, you will see that there
is a substantial opportunity for increased
investment across the piece. | take your point
about revenue, but we have made other funding
streams available to local government and that
should help with any investments that they wish to
make.

Dr Sylvia Jackson (Stirling) (Lab): In target 1
you talk about efficiency gains, more efficient
government and improving service delivery. Have
you discussed with COSLA and individual local
authorities where they think that those efficiency
savings are going to come from and what the
implications for them are? Having heard what
David Davidson said about local roads—an issue
with which | am involved—how do you think that
the improvement in senice delivery will be
achieved by local authorities in addition to on-
going maintenance of local roads?

George Lyon: | will not have the details of
where local government expects to make
efficiency savings until local authorities publish
documentation setting out how they will achieve
those savings. Through discussion with local
authorities, we have determined that they are
considering e-procurement for more efficient
procurement of services. By linking up with the
Scottish Executive’s e-procurement service, they
would achieve quite substantial savings. However,
until they publish full details in their plans for
efficient local government, which we hope to see
in the next couple of months, | am not in a position
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to say exactly where they intend to make those
efficiency savings.

Craig Russell (Scottish Executive Finance
and Central Services Department): | can give
some indication. You are quite right that we have
had discussions with local authorities. As an
example, Glasgow City Council’s business plan
shows that it intends to make savings in back-
room operations, procurement, asset
management, strategic partnerships, energy
consumption through the use of energy efficient
appliances, absence management and increased
use of access centres. Its budget specifies that it
expects to save something in the order of £19.8
million. We are pushing the point that it is then for
the council to determine how it uses that saved
money. If it chooses to, it can fill potholes or it can
do something else. That is partly why we have
said that we are not going to pre-determine how
local authorities will have to use that money.

The minister is reluctant to go further than that
because Glasgow City Council was one of the few
local authorities that could point to a specific
efficiency element in its best-value regime. That is
what we are talking to the improvement service
and others about delivering from all local
authorities. Later in the year—the report is due by
29 November—we expect to be able to say more
about how that will be dealt with by every local
authority.

It would be fair to say that not all local authorities
will be able to specify their savings in the way that
Glasgow City Council has done. Smaller local
authorities will have greater difficulty with some of
those headings.

George Lyon: | will ask Graham Owenson to
clarify a point about the local government revenue
AEF line in table 10.02.

Graham Owenson: You must remember that
the figures in the top lines in tables 10.01 and
10.02 are net of the efficiency assumptions. By
2007-08, local authorities will be delivering £168
million of efficiency savings. So, although that line
may be reducing marginally in real terms, it is net
of £168 million of efficiency savings that local
authorities are making.

14:45

Dr Jackson: Let us return to the investment and
improving service angle. In no way was |
suggesting that you would dictate to local
authorities what they would spend their efficiency
gains on; | was asking whether, in the discussions
and negotiations that | assumed, from what you
said, that you had had with COSLA and the local
authorities, they had identified some of the needs
that they would use extra money for. | know, from
discussions that we have had, that local roads and

other issues have been raised. | simply want to
know what information about their immediate
needs you have gained from your various
discussions.

Graham Owenson: In the previous spending
review, we made allowance for general pay and
price inflation. Provision was also made, following
various discussions with the relevant portfolio
ministers, for roads and for care for the elderly
across the portfolios. Additional needs were
recognised in the settlement, and money was
provided. For example, £60 million was found for
local roads in 2006-07 and 2007-08.

Dr Jackson: | have one more question on how
energy efficiency will be brought about. You
mentioned procurement. Could you follow that
through and tell us whether you see any downside
to that? What will it mean? How will local
authorities go about their procurement in order to
save money?

Craig Russell: That is a very wide question.
There are two primary mechanisms by which they
may deliver procurement savings. One is simply
better procurement within the structures that they
currently have. The other—our preferred option—
is that they join eProcurement Scotl@nd, which
will provide a general catalogue of goods and
services that may be procured. The downside that
each local authority will have to consider is the
extent to which procuring in that way may damage
or undermine local businesses. However,
provision will be made for local companies to be in
the catalogue. It is not a requirement that the
biggest global saving is made automatically; local
authorities may choose from the catalogue which
business to use. One of the reasons that we have
pushed Glasgow as an exemplar of take-up of the
eProcurement Scotl@nd service is that 6,000
commodity suppliers would go in the catalogue
and provide a much wider base from which people
might draw.

Mr Andrew Arbuckle (Mid Scotland and Fife)
(LD): Earlier today, in a Finance Committee
meeting, local authority councillors and officials
complained about the fact that so much of the
Scottish Executiwe’s funding is ring fenced and—
even worse—often requires matched funding. The
plea from them was, “Trust us and we’ll deliver.
Don’t tie our hands.” Minister, you talked earlier
about aggregating several projects or initiatives.
Can you give us more information about how you
mean to loosen the purse-strings and whether that
will happen in the coming financial year?

George Lyon: The amount of ring fencing has
been static over the past few years. The Executive
gave a commitment to ensure that as much money
as possible was made available in a way that
allowed local government to decide what its
priorities were.
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Two issues arise from the question that you put
to us. One is about the need to reduce the number
of funding streams to local government, under our
public sector reform agenda and efficient
government agenda. One of the complaints that
we get from local government is about the number
of bids and plans that have to be submitted before
they can access the money. We hawe taken that
criticism on board and a review of all the various
funding streams is taking place to evaluate in
which areas we might be able to amalgamate
them, make them simpler and less bureaucratic,
and reduce the cost to councils of bidding for the
money.

A second piece of work sits alongside that. |
refer to the attempt to move to outcome
agreements with local government that Tom
McCabe and | are very keen to see progressed.
They are not the easiest thing in the world to
develop. However, if we can come up with a
sufficiently robust set of outcome agreements with
local government that can be validated and easily
understood by both sides of the equation, | believe
that we should hand over the lump of money and
say, “In return for your agreement to deliver these
outcomes, you can decide what is the best, most
efficient and best value for money way in which to
deliver them.”

A lot of work is going on inside the Executive to
try to dewelop those types of models. They have
been used in one or two areas, for example in
relation to antisocial behaviour. We believe that
that is a way in which to take a step forward in our
aim to give local government the freedom to make
decisions about how to deliver services. We also
believe that the agreements offer tremendous
opportunities to achieve our objectives of driving
efficiencies and getting better value for money out
of the system.

The key question for all of us is to decide what
the outcomes should be and how to get an agreed
set of measures of what the outcomes are. For
instance, if we take free personal care, how do we
evaluate the impact that that makes on someone’s
life? For example, has it kept them out of care
homes longer? A whole range of questions needs
to be answered. The same is true of many other
sernvices. We want to pursue that vigorously as
part of our public sector reform agenda and our
efficient government agenda.

Mr Arbuckle: The Executive has set up a
budget review group. What is its remit with regard
to local government? Will the group look at the
panoply of local government service delivery or at
some aspects of it?

David Henderson (Scottish Executive
Finance and Central Services Department): If |
may, | will come in on that one. The review that
has been announced will look at all the specific

grants that go to local government, some of which
are within the aggregate external finance—the
amount is about £2 billion in total. It will not focus
on the unhypothecated block revenue support
grant, which is in the order of £5 billion or £6
billion. Ministers and officials will look at that
separately, alongside the external review.

Mr Arbuckle: When do you expect to make an
announcement on the findings of the review
group?

George Lyon: Once it has reported and we
have had time to consider the findings. We will
then be in a position to make an announcement.
The group is only just starting its work. Our
expectation is that we will not see the completion
of its work this side of the new year. Dawvd
Henderson may wish to add to that.

David Henderson: The initial target is for the
group to complete its report in the early spring. Its
findings will feed into the next spending review.

Michael McMahon (Hamilton North and
Bellshill) (Lab): In previous discussions on the
budget document, our difficulty has been that
neither side of the table has agreed about the
starting point of any of the assumptions or
calculations that come before us. Even in our
report last year, we had to say that one of our
biggest problems was that the Executive had no
central record of the grants that it has given to
local authorities. We often do not have the raw
data to hand that would allow us to make the
assumptions that could lead us to reach
agreement on what can be saved or spent, how
and where it is spent and what outcomes can be
achieved. Are we any closer to getting to that
baseline?

George Lyon: | believe that | have just been
handed one. | will ask the official to explain exactly
what is in it.

Graham Owenson: Table 10.03 in the draft
budget document attempts to do just that. It is a
summary at portfolio level of all the other funding
streams that are available to local government
outwith the main settlement. We regularly update
the information throughout the year and share it
with COSLA. The paper that we have just handed
the minister is a copy of one of the finance
circulars that we issue periodically throughout the
year. We use them to tell local government about
all the funding streams that are out there. We are
happy to provide the committee with a copy of the
circular.

Michael McMahon: Does COSLA agree with
the figures?

Graham Owenson: Yes.

Michael McMahon: So, we have a starting
point.
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Graham Owenson: We do.

Michael McMahon: That is progress. Thank
you.

Fergus Ewing (Inverness East, Nairn and
Lochaber) (SNP): Roads are the first issue that |
want to raise. The minister will recall that last year
the Society of Chief Officers of Transportation in
Scotland, which is the body for local authority road
engineers, estimated in its independent appraisal
that it would cost just short of £4,000 million to
bring Scotland’s road network up to standard. It
felt that spending on roads was falling nearly 50
per cent short of what was required to achieve that
improvement. The minister will be aware from the
situation in his own constituency of the huge
burden that local authorities face in maintaining
their roads. That is certainly true in my
constituency of Inverness East, Nairn and
Lochaber.

Does the minister recognise that if a repair that
is needed to a particular road is delayed over a
period of years, the cost of that repair is likely to
increase substantially, by far more than the rate of
inflation? That means that a failure to provide
sufficient resources to tackle those problems might
lead to even greater calls being made on
expenditure in the longer term. Without in any way
being facetious, does the minister agree that in
Scotland there is perhaps a consensus that we
need more money to be spent on road repairs and
less money to be spent on taxi fares?

George Lyon: | will not comment on the
member’'s final question. The £4 billion that the
SCOTS report estimated needed to be spent on
roads is the result of an accumulation of
underinvestment over a long period. That cannot
be reversed overnight, once the increase in public
spending that many of us have argued for over
many years starts to come through.

There has been significant growth in the amount
of money that is being put into roads. Indeed, in
the most recent spending review, which was for
2004-07, it was announced that an extra £60
million would be made available to invest in local
roads. Although | am pleased about that, |
acknowledge that more money is needed and that
sustained long-term investment will be necessary
to bring our roads up to the state that we would
like them to be in. | fully support extra money
being made available, but we must live within the
budgets that we have. We have made extra
resources available and | do not underestimate the
challenge that we face after 18 years of
underinvestment. It is not possible to turn round
the situation quickly, but we are making progress
in tackling the problem. The extra resources that
we made available for 2005-06 and 2006-07 in the
last spending review represent a significant step
forward.

Fergus Ewing: | thank the minister for that
answer and | agree with a great deal of his
analysis. | appreciate that no one has a magic
wand for addressing those problems, but | hope
that he will consult SCOTS frequently, to consider
ways in which we can reduce the cost of carrying
out repairs.

In that regard, | will make a specific suggestion
that | believe might be helpful. From information
that has come my way recently, it seems that in
my patch there is a growing conservation
bureaucracy, whereby the difficulties that
companies that carry out road works face in
dealing with Government agencies and quangos—
not least the Scottish Environment Protection
Agency and Scottish Natural Heritage—are adding
inordinate amounts of time to their work. If the
minister took a close interest in the matter and
asked for advice from the leading companies,
perhaps through the Civil Engineering Contractors
Association or another representative body, on
how to tackle the task of making the work less
expensive and less hassle, that might help. That is
a constructive suggestion that is meant in the spirit
that | always seek to adopt, as the minister knows.

George Lyon: | take Mr Ewing’s suggestion in
the spirit in which it was made. | recognise that, as
part of our efficient government programme and,
indeed, the whole public sector reform
programme, efficiency, value for money and
getting things done are paramount. | am aware of
the difficulties that not just councils but the
Scottish Executive roads divisions, for example,
encounter in tackling problems where there is
consensus across the political parties in every
council. I cite the example of the need to tackle the
bottleneck on the A82; | avoid it on the way back
to my constituency by driving an extra 20 or 30
miles round it. | am fully seized of the problem and
| assure Mr Ewing that | will do everything that |
can to make sure that those bottlenecks are
removed.

15:00

Fergus Ewing: | am grateful for that assurance.
I, too, try to avoid the temporary traffic lights on
Loch Lomond side—traffic lights that recently
celebrated their 40" birthday. However, |
understand that there is no truth in the rumour that
Historic Scotland is seeking to have them declared
an historic monument.

Given that business rates, for which you have
responsibility, minister, are to be looked at and
reformed soon, one further aspect should be
looked at. That is the burden on businesses in the
retail sector. In Inverness, there has been a spate
of shop closures in the city centre’s old town.
Those small shops pay inordinate business rates.
Meanwhile, they watch their customers go to the
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new shopping mall, the Eastgate, which is a good
shopping mall, and to out-of-town retail stores and
supermarkets. Those small shops bear a
disproportionate burden because of how the
rateable value is calculated. A cost-neutral
exercise could adjust that by changing how the
rateable value is calculated.

| appreciate that those are technical issues, but
the Executive might wish to explore them carefully
by independent analysis. Shopping patterns have
changed radically in the past two decades, but
rating has not caught up.

Rather than asking the minister for an off-the-
cuff opinion, although | am always happy to listen
to him should he want to utter one, | ask him
whether he will consider instructing an
independent analysis from a suitably qualified
chartered surveyor into whether | am right and, if
so, whether it would be possible to tackle the
problem of rating for small shops and so make life
a little less difficult for small businesspeople and
for small retailers in Scotland.

George Lyon: | am happy to receive
correspondence from the member on the matter. |
give him an undertaking now that | will examine
closely the issues that he raises. There is a small
business rates relief scheme that is aimed at
helping small businesses, but | am not sure that it
would provide any relevant help in the
circumstances that he describes. He describes a
significant move to shopping in bigger retail outlets
that have been developed around Inverness. If he
presents me with details of the problem, | will look
at them and will respond to him in writing.

Tommy Sheridan (Glasgow) (SSP): In your
opening remarks, minister, you referred to
improved rates of collection of council tax. | read a
GMB report yesterday that suggested that the
level of uncollected council tax was £94.8 million
in 2003-04, but £121.7 million in 2004-05. In other
words, uncollected council tax has increased by
£26 million in Scotland. Are you aware of that?

George Lyon: | am aware that collection rates
have improved, although perhaps the totality of the
sum outstanding has increased despite that
improvement. | will ask officials to comment on the
detailed point that you make.

David Henderson: | do not have the details. We
can check, but | am not aware of those figures.

The Convener: We could ask the Executive to
confirm whether the figures that the member has
quoted tally with its understanding of the situation
before we complete our report.

George Lyon: Okay. We shall respond to the
member’s question.

Tommy Sheridan: | would appreciate that,
convener.

George Lyon: Do you also wish details of the
improvement in collection rates? Every percentage
point is worth about £17 million to local
government. Even a 1 per cent lift is quite a
substantial boost to any council in Scotland.

Tommy Sheridan: The problem that the report
that | read yesterday flagged up was that the
growing debt burden across Scotland is leading to
more difficulties in council tax collection as a
whole, which means that achieving any
improvement in collection rates is now extremely
hard. Given that there has been a £26 million
increase in uncollected council tax, the problem
seems to be growing rather than getting smaller.
Local authorities have made it clear to us that the
settlement means that they will be unable to
introduce council tax rises of 2.5 per cent and
maintain the level of service delivery. Are they
being honest and candid with us, or are they
misleading us?

George Lyon: We have made assumptions
about the inflationary and cost pressures that
councils throughout Scotland face. We have done
our calculations on what we think a fair settlement
should be for the next three years. That is why we
have come to the conclusion that we have. We
have indicated that we want councils to keep
council tax rises as low as possible, but it is clear
that the ultimate decision on that rests with
councils, which are answerable to their electorate
for the decisions that they take. There is one point
of detail that David Henderson wishes to clarify.

David Henderson: In relation to your first
question, earlier this year we commissioned a
report on levels of non-payment and why people
do not pay. Researchers went out to talk to people
who do not pay to find out why that is the case.
That report is expected to be submitted shortly
and | expect that it will be published.

Tommy Sheridan: The Local Government and
Transport Committee would be very interested in
that report and | hope that we will receive a copy
of it. What assumptions did you make about
inflation and about wage-cost rises?

Graham Owenson: The rate of inflation that we
assumed in arriving at the settlement was based
on the retail price index, and was 2 per cent. | do
not have all the pay assumptions that were made,
although | remember that the issue was discussed
with the committee last year. We were to consult
COSLA on whether the pay assumptions should
be made public or whether that would affect
negotiating strategies and so on. | just need to
check back on that.

George Lyon: We can get back to you with a
detailed response on that.

Tommy Sheridan: | would appreciate that. You
indicated that COSLA identified in its discussions
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with you what it saw as gaps in the funding, which
you did not accept were gaps. Ower three years,
COSLA is talking about some £839 million-worth
of gaps, which is a considerable amount. How
much of that related to equal pay settlements or
did they not feature in the discussions?

George Lyon: | will ask one of the officials to
comment on that because we are talking about the
2004 spending review, which | was not party to, so
| cannot give you a blow-by-blow account of the
discussions that were held with COSLA. We have
had discussions with COSLA about some of those
issues since then and it has certainly raised its
concerns about the need to make resources
available and about some of the cost challenges.
One of those challenges relates to equal pay, of
course. | will ask one of the officials who was
present at the time to elucidate, as | was not
around then and so could not possibly comment.

Graham Owenson: Equal pay pressure did not
feature in our discussions with COSLA at the time
of the spending review.

Tommy Sheridan: That is what | suspected. In
your most recent discussions with COSLA, what
global figure for the equal pay settlements was
established? | am looking for a ballpark figure
because we are hearing talk of hundreds of
millions of pounds. As you know, Glasgow City
Council has started a major cuts review in order to
pay for its equal pay settlement. If that is not even
included in the gaps that COSLA has identified, do
you not accept that it is potentially a time bomb for
services?

George Lyon: Potentially, it is a big challenge
for councils. At the moment, we have an indicative
figure for the Glasgow settlement. Until we get a
handle on the total figure for Scotland and see
clearly how the negotiations are being conducted
across Scotland and what conclusions are
reached, we will not be in the position to say what
the total impact will be on a Scotland-wide basis.

Clearly, councils have raised the issue with us.
They have also raised the issue of further funding
for deprivation and, in the case of rural councils,
supersparsity. Councils have raised a range of
other issues on which they would like to see the
Executive taking action. We have given them a
commitment that we will continue to undertake
constructive dialogue with them. We have
signalled that, provided that we receive
assurances in the publications that councils
produce demonstrating what they have done that
they are meeting efficient government targets, we
are willing to discuss the 2007 settlement, on
which councils’ main concerns have centred to
date.

Tommy Sheridan: COSLA has brought to your
attention the concerns that councils have about

funding for deprivation and the supporting people
budget which, as you are aware, may affect our
2012 homelessness target. In addition to those
concerns, there is also the concern about the
equal pay settlements—although surely paying
people what they are supposed to be paid should
be part of efficient government. How can you
possibly support the statement that the Minister for
Finance and Public Services made in January, in
which he said that he saw

“no reason for any council tax levels to rise above 2.5% for
2006-07 and 2007-08"?

Given all those financial pressures, surely the
minister's call for increases of not more than 2.5
per cent is unrealistic.

George Lyon: As | have stated on a number of
occasions, the decision for the level of council tax
that is to be put in place comes down to councils
ultimately. We believe that the settlements that we
have announced will meet the needs of councils.
We are in discussion with them about their
concerns about some of the cost pressures. We
recognise that the number 1 priority for councils is
that we enter into discussions with them on the
2007 settlement, which has been their priority in all
the discussions to date.

Tommy Sheridan: So you see no reason for the
increase being more than 2.5 per cent.

George Lyon: | believe that councils should be
able to keep their council tax increases as low as
possible—

Tommy Sheridan: The Minister for Finance and
Public Services said that they should be 2.5 per
cent.

George Lyon: Given the settlement and the
historical context of an increase of 55 per cent in
the AEF that has been distributed to councils since
1999-2000—

Tommy Sheridan: Will the increases be 2.5 per
cent?

George Lyon: As | said, | believe that councils
will be able to keep their increases as low as
possible.

Tommy Sheridan: The Minister for Finance and
Public Services told the Finance Committee that
the increase should not rise above 2.5 per cent.
Do you agree with that? The question is a simple
one.

George Lyon: My view is that councils should
be able to keep it near to that figure. Yes.

The Convener: Three members have indicated
that they have a supplementary question. As long
as they keep the questions brief, | will try to take
all three of them.
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Bruce Crawford: The Executive has rightly
emphasised front-line services. Therefore |
wonder what local government would make of the
following scenario. Minister, you confirmed in a
reply to the convener that revenue will in effect be
static in real terms over the period. There is also
the problem of the additional costs of the equal
pay settlement and the cost of adult care and
additional support for learning. | am told, certainly
by local government, that all those areas are
causing difficulty for councils.

In all those areas, front-line servces are affected
and yet one of the lines in table 10.01 under the
heading “Committees, Commissions and Other
Expenditure” shows a rise from £692,000 in 2002 -
03 to £44,218,000 in 2007-08. | understand that
that expenditure is for the Local Government
Boundary Commission for Scotland, the office of
the chief statistician and the improvement service.
That seems to be real growth in behind-the-
scenes bureaucracy rather than front-line services.
Can you explain that stark contradiction?

15:15

George Lyon: Can | write to you on that figure,
explaining exactly the allocations? You made the
point about the sums flatlining at present. We have
to take into consideration the context of a 55 per
cent increase to local government over the piece
since 1999-2000. We must also take into account
the fact that there is an expectation that growth in
public spending in Scotland will level off because
of the United Kingdom spending review in 2007.
Therefore, there is a challenge for all of us to
ensure that we deliver best value and efficient
public services. | will write to you with more
detailed explanations, once Graham Owenson has
given you an initial comment.

Graham Owenson: | am afraid that there is not
much that | can add to what the minister has said.
We will consider the deliverables—

Bruce Crawford: | am grateful for that.
However, | am baffled that we have a budget
increase from £692,000 to £44 million that we
cannot explain today.

| am glad that you also confirm that the revenue
budget is, in real terms, static, despite the other
things that you said about it. | look forward to
finding out exactly what those hidden bureaucrats
will be doing.

The Convener: Minister, you said that there is
an expectation that budget settlements will be
tighter in 2007 than in the past. | refer you to table
0.02 of the draft budget, which sets out the total
Scottish Executive budget in real terms. It shows
that, in real terms, the budget is rising from £27.4
billion in 2005-06 to £29.1 billion in 2007-08. There
is still growth in the total Scottish Executive

budget. The point that the committee has been
trying to make is that there does not seem to be
any real-terms growth in the local authority budget.
All the other areas of expenditure are being asked
to make efficiencies to fund improvements in
services.

George Lyon: You make two points. When
talking about the levelling-off of budgets in
Scotland, | was referring to 2007-08 onwards. As |
said in my opening remarks, there will be a review
of public spending at Westminster in the spring of
2007. We will find out then what the budgets are
likely to be. However, the expectation is that the
growth in budgets is unlikely to continue.

I recognise fully that there is growth in the
overall Scottish Executive budget until 2007-08.
However, although the revenue budget is, in real
terms, reasonably static, there is significant
opportunity in capital and prudential borrowing for
extra resources to be made available to local
government. In fact, we believe that the
investment that we expect local government to
make as a result of the prudential borrowing
arrangements that we have put in place will rise to
close to £1 billion of investment.

The settlement contains real-terms rises for local
government in the provisions that we are making
through the various funding streams.

Dr Jackson: | would like to make two quick
points. First, | welcome what you say about
bringing funding streams together, particularly in
connection with what Bruce Crawford was saying
about backroom operations, so to speak. What
changes is that necessitating in departments and
for civil servants? | notice the title of one of the
Scottish Executive officials with you today, for
example. What has the holistic approach meant
for working together?

The second point follows on from Fergus
Ewing’s point about local roads. As | understand it,
there is an on-going audit, to which | think he
alluded. Minister after minister has been
concerned about local roads. Some additional
money is going in, but when we get a realistic
assessment of how bad the situation is, there has
to be a 10 or 15-year plan and a ring fencing of the
moneys that are being given in order to get to
grips with the situation. That would give some
comfort to people out there who are coping with
that difficult situation.

George Lyon: On your final point, the Auditor
General for Scotland investigated that matter
when | was on the Audit Committee. There are
certainly arguments about the level of backlog and
the total money needed. | am sure that Tavish
Scott will be able to provide more detailed
answers in his evidence this afternoon.
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On the public sector reform agenda, we believe
that there are substantial opportunities to drive
through greater efficiencies in the public sector by
the merging and sharing of backroom and support
services. Those are important in their own right,
but there are substantial opportunities to squeeze
out extra financial resources, which can be spent
on front-line services. That will be one of the main
drivers not only of the efficient government agenda
but of the public sector reform agenda, on which
we are shortly to engage in discussions.

Craig Russell: | will pick up a couple of points.
First, the efficient government agenda involves
discussing with local authorities issues such as the
timing of repairs to roads. One of the greatest
impacts on the condition of our roads is the
frequency with which certain bits are dug up. | am
sure that members have occasionally seen a bit
being dug up and laid one week, and then dug up
again the following week. There is clear efficiency
potential there; moreover, aggregate refill is an
expensive resource, so to fill a hole, dig it up and
refill it has a considerable hidden cost. Also, it is
occasionally noticed that the quality of the fill is not
particularly good. For example, if a fairly porous
refill is done in the run-up to winter, that leads to
the surface breaking down and needing to be
repaired again. Those are potential efficiency
savings that we would expect to discuss with local
government.

On your question about internal realignment, we
are in the process of considering who is doing
what to whom internally, and whether it makes
sense to be brigaded as we are. As things develop
we would expect to rebrigade commands
appropriately to reflect the tasks at hand.

Mr Davidson: | am still puzzled about how the
right to borrow is actually an increase in the
availability of cash, as if somebody was not going
to pay for it.

My question is also on roads. Mr Russell has
made a point about a major issue. Roads are
divided between two different ministers and two
different budgets. | have raised a concern in the
past to which | have not had a satisfactory answer.
It relates to local government, and | will use
Aberdeenshire as a prime example. The A90 is
regularly blocked, dug up and covered again.
Heavy traffic is forced on to local B roads, which
results in expensive repairs two or three times a
year, just to cope with it. There appears to be no
clear method whereby local government is
reimbursed for the damage caused by a
breakdown in trunk road availability. Is that being
worked up between the two departments, or will
the Executive join the budgets and the overall
management? You could allocate contract work
from the local authority, as you do in some
instances anyway. How will we clear this up? The

local taxpayers are screaming their heads off
about damage being done to roads, which they
have to pay for.

George Lyon: | do not know what other
commitments ministers have given previously, but
| will take your concern away, have a look at it and
see what can be done to ensure that the issue is
addressed properly. However, | do not think that
central control over both budgets is the answer,
and | do not think that local government would
agree with that, either. | take it that that is what
you are suggesting.

Mr Davidson: As local authorities appear not to
recover the cost to them of the damage that has
been done, | think that they are looking at any
solutions that would give them some money to
cover that cost.

George Lyon: That is quite an interesting
proposal.

The Convener: That brings us to the end of our
questions. | thank you and your officials for
attending the meeting this afternoon. | am sure
that you will look forward to receiving our
comments on the budget in due course.

I will suspend the meeting for a short period
while we wait for the Minister for Transport and
Telecommunications to arrive.

15:26
Meeting suspended.

15:29
On resuming—

The Convener: | welcome to the committee for
the second part of our scrutiny of the 2006-07
budget Tavish Scott MSP, the Minister for
Transport and Telecommunications. He is
supported in his evidence by John Ewing, the
head of the Scottish Executive’s transport group,
and Claire Dunbar-Jubb, the transport group
accountant. We will start the session in the normal
manner by inviting the minister to address the
committee on the transport budget for 2006-07.
After he has done that, we will move to questions
and answers.

The Minister for Transport and
Telecommunications (Tavish Scott): It is a
delight to be here this afternoon to consider the
transport elements of the draft budget for 2006-07.
| have some brief comments to make, which |
hope will be of assistance to the committee in its
assessment of the transport portfolio.

The draft budget document for 2006-07 has
been presented with some minor changes. The
rationale behind most of those changes has been
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to highlight the key programme spending plans
that will become the responsibility of the new
transport agency. We have sought to provide as
much clarity around that as we can. We have also
taken into  consideration some of the
recommendations that the committee noted when
the then Minister for Transport appeared before
the committee to discuss stage 2 of last year’s
draft budget. Efficient government savings have
been identified in the transport portfolio, and my
team has been working with delivery partners to
ensure that those savings are realised and
delivered during the 2004 spending review period.

The spending review process will enable us to
look forward to future years of spending and to
focus on priorities and key spending areas in
transport. In simplistic terms, | want to ensure that
| get everything that | can from the use of public
money. Therefore, our priorities for delivery during
the 2006-07 financial year are as follows. We wish
to invest to maintain the momentum of our 10-year
transport investment plan and our commitment to
spend around £3 billion on transport capital
infrastructure projects and service improvements
over that period. As you know, | will also complete
a review of transport capital projects in the next
few weeks.

We wish to maintain and improve Scotland’s
existing rail and trunk road networks. We wish to
invest in public transport service improvements by,
for example, promoting integrated ticketing,
delivering a better deal for rail passengers in the
new franchise and introducing a new bus route
development fund—all better outputs for
passengers across Scotland. We wish to extend
the benefits of concessionary travel by introducing
national schemes—one for older and disabled
people, the other for younger people—and we
need to ensure the delivery of our partnership
agreement commitments to create the new
transport agency for Scotland and a network of
new regional transport partnerships.

We want to ensure that, as one of the cross-
cutting themes in Government, sustainable
development and the environment are considered
as part of transport spending. There is, in short, a
two-part process. The first part is the work that my
department is currently undertaking in relation to
the national transport strategy. A draft strategy will
be ready shortly, and a formal consultation on it
will then take place. Within that will be a strategic
environmental assessment of transport and the
choices that are available to us, and to Parliament
in scrutinising us, in that regard. The second
element of the process is the Scottish transport
appraisal  guidance—STAG—which  provides
advice to planners and decision makers on the
appraisal of transport projects where our support
is necessary for those spends. The key criterion of
STAG is the impact of the proposed transport

interventions on the environment. The national
transport strategy provides an opportunity—and
will provide an opportunity during 2006—to launch
a wider debate on the issues, to which | attach
considerable importance.

| also bring to the committee’s attention some of
the changes that we have introduced in the
transport budget. The changes were raised by
committee  members in previous Local
Government and Transport Committee
discussions. Some of the changes are fairly
technical.

| want to raise four specific issues. First, table
8.01 in the draft budget for 2006-07 has been
presented to reflect the level 2 spending plans that
will be the responsibility of the new transport
agency. | suspect that colleagues would expect us
to provide that clarity, and | hope that the table
goes some way towards helping you with that. The
transport agency will be directly accountable for
level 2 spending plans for rail senices,
concessionary fares, motorways and trunk roads.
Some further level 3 programme expenditure
within the other public transport line will also be
the agency’s responsibility.

The second point is on the integrated transport
fund. Its budget line in the draft budget for 2006-07
has been unbundled to reflect the expenditure for
which the transport agency will be accountable
and that for which the Enterprise, Transport and
Lifelong Learning Department will be accountable.
That is intended to give the committee as much
clarity as we can.

The third point relates to other public transport
funding, which will increase by £7.5 million in
2006-07 and in 2007-08, to reflect the transfer
from the Department for Transport of additional
resources to undertake the new rail functions.

The fourth and final point is on the additional
funding of about £330 million for the additional rail
powers for which the Scottish ministers have taken
responsibility. That is not reflected in the draft
budget but will be included in the budget bill for
2006-07 when it is introduced in January next
year.

All those aspects are part of the start of our
major programme of structural reform. We are
developing a new transport agency along with a
new network of regional transport partnerships. |
am confident that those structures will enable the
right people, skills and experience to be brought to
bear on our undoubtedly ambitious programme of
infrastructure projects and service improvements
that lie ahead of the department in the coming
financial year.

With those brief points, | hope that | have given
a flavour of where we are. | am happy to answer
guestions.
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The Convener: | will ask a couple of questions.
How will the new transport agency’s spending
plans be accounted for? Will they be brought to
the attention of and dealt with by the committee?
For example, if you were asked to account to the
committee for spending plans in future years,
would you be held directly accountable and be
supported by staff from the transport agency, in
addition to civil servants?

Tavish Scott: That is a fair proposition. Any
minister with responsibility for transport now or in
future will be accountable for the transport agency.
That must be the way it is. None of us was elected
to this place to create looser structures. A minister
must be directly accountable to Parliament
through the committee.

In my job, | wil be responsible for such
accountability to the committee and to Parliament.
| am open to suggestions on the matter. In a
formal setting, it would be good practice and
common sense for the agency’s chief executive
and any appropriate staff to be present to be
questioned by the committee.

The Convener: My only other question is about
the considerable capital expenditure plan in the
budget, which will take several years to achieve.
Some large projects are likely to be subject to
slippage and might not be delivered as quickly as
we envisage. Do you have robust plans to ensure
that if any project experiences slippage—I will not
name any—you can bring forward other projects in
the plan to use the funding and ensure that
Scotland’s transport infrastructure is brought up to
date in the shortest time possible?

Tavish Scott: You raise two issues. We
certainly do our best to ensure that developed
projects have the ability to slot into an expenditure
opportunity. The example of the unfortunate
slippage on the M74 project, because of legal
action, shows that we have been able to slot in
seweral other projects, such as the second
Kincardine crossing and the A75 route action plan
upgrades. We do our best to profile expenditure in
the way that you suggested.

The other aspect is that, as | made clear in a
recent debate in Parliament about a capital project
in transport, | am determined that we should hit
our numbers and timescales. That is why, after |
came into my post, | asked John Ewing and the
team to bring me a review of where we are on our
capital transport projects and programme. That
relates to the interest that the Finance Committee
has rightly shown in ensuring that we hit numbers
and timescales. We have sought to be proactive
on that and responsive to the needs of the Local
Government and Transport Committee and the
Finance Committee. The review will conclude
shortly—within weeks, | hope. If there is any
change to either the numbers or the timescales,

you can be assured that | will bring it back to
Parliament in the appropriate way to ensure that
colleagues are kept up to date with the plans.

Paul Martin (Glasgow Springburn) (Lab): |
commend objective 2 of the draft budget, which
states that you will

“Promote social inclusion by connecting remote and
disadvantaged = communities  and increasing  the
accessibility of the transport netw ork.”

| see from the targets how you seek to connect
with remote communities, but | do not see
anything about how you intend to connect with
disadvantaged communities. Given that the
objective has not changed in the past year, what
has been happening over the year and how do
you intend to deliver the objective in future?

Tavish Scott: If we need to be more explicit
about the investments—which in some ways we
take for granted—to support a variety of modes of
transport that are used by people who live in the
kind of community that Paul Martin fairly mentions,
we will do so. We might need to do more work on
the construction of the explanations that we use to
show that. | am happy to go back and look at the
narrative. | suspect that the numbers can be put
together in a way that shows that, through a
variety of funding allocations and routes, we invest
strongly in the provision of such services. If that is
not explicit in a target or the narrative that
surrounds the transport portfolio budget, | accept
that we need to do more work on that. | am happy
to take a recommendation from the committee in
relation to that need.

Paul Martin: In dealing with social exclusion,
more assistance could be given by transport
providers, given that £53 million has been invested
in bus subsidy. Perhaps we should expect more
from transport providers in areas of social
exclusion.

Tavish Scott: | take the point about expecting
more of our transport providers. We have built into
the bus route development fund—I hope that |
have badged it correctly—a challenge to bus
providers and transport companies to be more
inclusive and imaginative about routes that may
not be commercial but which we can support
because they meet particular objectives for
communities such as the ones that Paul Martin is
talking about. That is an issue on which we can do
more work. Again, if we can provide more detail on
that, we will.

John Ewing (Scottish Executive Enterprise,
Transport and Lifelong Learning Department):
Through the national transport strategy, we are
taking account of how we can best address social
inclusion issues. A dialogue is taking place on
that. We hawe also recently begun a conversation
with the Confederation of Passenger Transport
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about how best to build on conclusions that the
committee drew in its investigation of the bus
industry. That will involve discussion of how to
tackle some of the issues that Paul Martin
identifies.

Paul Martin: Table 5 in the Scottish Parliament
information centre briefing gives information on
transport efficiency savings by source. There are
headings on rail franchise procurement and the
introduction of ticketing machines. | ask the
minister to elaborate on how we are to arrive at
those savings and on what savings will be
returned to the company that operates the
franchise.

15:45

Tavish Scott: John Ewing will keep me right on
how the figure on ticketing machines was built up.
Forgive me for not being absolutely familiar with
the original construction, but anyone who goes
from Queen Street to Waverley day in, day out will
know the current position. Ticketing barriers have
improved fare box returns and the expected
savings will translate into a reduction in First
ScotRail’'s subsidy requirement bid. The company
will not get more; rather, the taxpayer will not put
so much money into the company and the overall
service will be improved. | dare say that there
have been glitches, but the approach has worked
on the Queen Street to Waverley route and has
been rolled out to other stations in Scotland. |
hope that the company and therefore the taxpayer
will benefit from the advantages of such income—
that will be of assistance.

On rail procurement, the franchisee—First
ScotRail—is on course to deliver the key elements
of its capital expenditure programme, although the
scale of the undertaking has posed difficulties for
programme co-ordination in the organisation.
Work programmes at stations are now established
and the programme for the remainder of the 2005-
06 financial year is now largely agreed. The
company has worked hard to identify additional
alternative sources of funding and contributions
from third parties where doing so is appropriate. It
has also looked for opportunities to reallocate
expenditure that is not needed for a particular
resource. Therefore, First ScotRail has adopted a
number of practical targets and action points in
order to produce savings and it has discussed with
the department how things can be taken further.

Paul Martin: | asked about ticketing machines.
What percentage of savings is being returned to
the company? Will there be a net effect on future
ticket price increases?

John Ewing: The efficiency savings money will
not be returned to the company, but will reduce
the overall subsidy that the company is paid. It is
therefore banked for the public sector.

One benefit of ticketing gates is that they
improve the company’s revenue collection. That
takes us to the issue of revenue share and the
potential for payback to the public sector if the
revenue that First ScotRail gathers exceeds the
expected targets. We received a repayment of
£1.5 million from First ScotRail for the second half
of 2004-05 and we expect a share in the revenue
growth from the railways in the current financial
year, although it is too early to say what that
amount will be.

Mr Davidson: | was a little puzzled by the
minister's opening statement, in which he spoke
about an increase in spending. Table 8.02 shows
a reduction in rail service spending in real terms.
The figures for ferry and bus services are flat. |
accept that there have been areas of
improvement, but we need to use real-terms
figures and not current pricing when we are
considering long-term budget lines.

| appreciate the ministers comments on the
timetabling of transport infrastructure projects,
about which we look forward to seeing details. |
presume that expected delivery dates and final
cost predictions will be provided. | think that he
said that they would be and | hope that they will
be—if he did not say that they would be provided,
we would like them to be.

| want to return to route development. | have
seen obvious advances in airports, but for the
sake of argument, how will Inverness airport and
Aberdeen airport—which are extremely unlike the
central-belt, hub airports—be improved as a result
of partnerships with the Executive? Can the
minister give us more details about what he
expects from the route development fund for
freight?

Finally, what assumptions has the Executive
made about inflation in the transport sector in
general? What efficiencies are being sought?

Tavish Scott: Mr Davidson has asked many
guestions. | will not let him get away with what he
said about table 8.02. There is a 7.5 per cent
increase in public transport spending in the next
financial year compared with the current financial
year. | am very pleased with that—those of us on
the right side of the argument about public
transport spending applaud any Government that
increases spending on public transport. If Mr
Davidson takes an alternative view, that is fine: we
live in a democracy, and he can argue for
something different. In such terms, 7.5 per cent is
a step forward.

We have, very helpfully, used the -criteria—
which, of course, must be subject to European
Commission approval—to encourage greater use
of route development out of Inverness and
Aberdeen airports. That did not happen to the



3011 1 NOVEMBER 2005 3012

same extent when the route development fund
was first established. There have been several
initiatives, particularly in Aberdeen—I am sure that
Mr Davidson is well aware of them—to open up
new routes. | always go further in applying that
policy to encourage new routes if | can. That
applies to all our Scottish airports, including the
two that he mentioned.

I met the general manager of Aberdeen airport a
week or so ago when | was coming south from my
constituency. We had a very positive discussion
about the investment that BAA is making in a new
international arrivals and departures hall at
Aberdeen airport. It will include a great deal of
branding that will represent a very positive image
of Scotland for people arriving in Aberdeen. On
the back of that, BAA is taking forward with us
seweral initiatives that | hope will develop further. It
would, however, be inappropriate to go into
specifics.

Of course, the route development fund also
applies to Inverness, and | hope to see further
developments there. Moreover, | want to make
sure that the negotiations on the private finance
initiative buyout are concluded by the end of the
year. | hope that that will bring benefits for
Inverness airport in attracting new business. There
is a very positive story to tell.

Perhaps John Ewing can find the table on our
investment in freight. | may ask Claire Dunbar-
Jubb to answer the question about assumptions
on inflation, but we need to be quite specific about
what we mean by inflation. If David Davidson is
asking about the entire transport budget, | am sure
that we can give an answer.

John Ewing: Table 8.08 shows the planned
resources for developing both freight facilities and
the freight industry. The resources include a
freight facilities grant to encourage the transfer of
freight from the roads primarily on to rail.

The financial planning of the transport budget,
like any other part of the Executive budget, is done
on a cash basis. We have to be able to measure
the outturns over a period. They will vary
depending on the various elements in the budget.
Construction costs inflation is often ahead of
ordinary inflation, and we must think about that
when we consider what we can deliver with the
available resources.

An important part of any procurement process is
the maximising of efficiencies. However, it is a little
bit like asking, “How long is a piece of string?”
When we set out to build a project, we go to the
market to ensure that the process of procurement
is competitive and that it delivers at the best price.

Mr Davidson: Can you give us a range? |
appreciate that different sectors will have different
rates of inflation.

John Ewing: We cannot at the moment, unless
Claire Dunbar-Jubb has the numbers.

Claire Dunbar-Jubb (Scottish Executive
Enterprise, Transport and Lifelong Learning
Department): We may need to come back to you
to confirm this, but | am fairly certain that the real -
terms figure is about 2.5 per cent. We know that
there are different factors for the construction
industry in relation to roads and rail. When we do
our forecasting we take the factor index into our
calculations. In the draft budget, a generic inflation
figure is applied to the whole Executive for cash-
based funding.

Mr Davidson: Thank you.

Tommy Sheridan: The total budget figure for
rail services in Scotland is £270 million for 2007 -
08. The minister indicated that the figure excludes
the extra budget that will come our way from
London—the budget that is commensurate with
the new powers that the Parliament is assuming
from Westminster. In order for us to arrive at a
global figure, can he give us an approximation of
that extra budget?

Tavish Scott: Although some detail remains to
be sorted out, we expect the global figure to be
around £360 million. It comprises three elements,
and it may be helpful if | detail them for the
committee. The first is the previously given value-
for-money funding in relation to Network Rail’'s
activities in Scotland, and is based on an
estimated Scottish share of Network Rail’s
regulatory asset base. The final determination of
that will be made by the Office of Rail Regulation,
which is why we cannot give a specific figure at
this stage.

The ORR will also sort out a number of other
issues in that respect—some elements have not
been finally sorted yet. | think that | said in my
opening remarks that, as soon we have the final
figure, we will bring it to the attention of the
committee as quickly as we possibly can.

Tommy Sheridan: So, by 2006-07 or 2007-08,
we could be spending somewhere in the region of
£630 million a year on the provision of rail services
in Scotland.

Tavish Scott: If the figure for the franchise is
added to the Network Rail expenditure, one would
arrive at that kind of figure—give or take some
details.

Tommy Sheridan: | asked the question to
ascertain whether the minister has an estimate of
how much it costs in total to run the rail network in
Scotland. There has been some recent analysis of
the subject.

Tavish Scott: The cost to the taxpayer in
Scotland, to whom in this context | am pleased to
be accountable through this committee and the
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Parliament, are the costs of the franchise—over
the period with which we are familiar—and
Network Rail's costs in relation to the physical
infrastructure of the network. | can assure Mr
Sheridan that we keep a tight eye on all that
expenditure and will continue to do so.

The costs will be one of the principal
responsibilities of the transport agency. We need
to ensure that what is a huge amount of public
money on an annual basis by anyone’s standards
is properly accounted for. We are extremely
confident that that expenditure is appropriate to
the needs of the Scottish rail network and, of
course, the passengers who depend on the
senvce.

Tommy Sheridan: How much more would it
cost for the transport agency to run Scotland’s rail
services as a public concern?

Tavish Scott: That is a somewhat hypothetical
question. The senvce is operated by First
ScotRail, which has the franchise, and by Network
Rail, which is responsible for the infrastructure. |
am sure that Mr Sheridan is familiar with the
make-up of Network Rail. The situation is as it is. |
cannot answer a hypothetical question.

Tommy Sheridan: Perhaps the minister could
have a stab at it after he has had a chance to think
it over. Given the huge amount of public money
that is being poured into rail in Scotland, it seems
to make sense that we should own the service.

Which budget heading does the M74 come
under and how much does the road account for in
each of the relevant years?

Tavish Scott: The M74 comes under the capital
construction line in table 8.10 on page 132 of the
budget document. The figures are as they appear
in that table.

On the first point about the rail franchise and
Network Rail operations, | want to make it clear
that Mr Sheridan should not be under any illusion
about the fact that, as a member of the Scottish
Parliament and as a member of the Local
Government and Transport Committee, he has the
absolute right to hold those bodies to account
through the new transport agency and the minister
for transport of the day. It is important to recognise
that the accountability mechanisms have greatly
improved as a result of the transfer of
responsibilities. | am sure that he and others will
want to take advantage of that in the pursuit of the
best value for public money.

Tommy Sheridan: On the M74, does the
minister accept that it was unfair of him to imply
that the legal action that is currently under way is
an impediment? Such an implication is contrary to
the democratic rights of those involved, who are
trying only to uphold the result of the public inquiry
into whether the road should proceed.

16:00

Tavish Scott: |1 do not think that any minister—I
include myself—has implied any such thing. | do
not accept the basis of the question.

Tommy Sheridan: | hawe two final points. The
evidence from England is that a railway station
closure programme is under way on the basis of
station usage. Will you give us a commitment that
such a criterion will not be used to evaluate train
station closures in Scotland and that criteria will be
clearly established and will involve consultation
with all user groups, trade unions and others
before any stations are proposed for closure in
Scotland?

Tavish Scott: We do not propose to close any
stations, so | am not aware of guidance or
guidelines that relate to that. | can only repeat an
earlier point—I apologise for boring the
committee—that because we now have the
powers, the transport minister of the day will be
astonishingly accountable to the committee and to
Parliament on such matters. It is impossible to
imagine that such an issue would not be raised
through every mechanism that is available to
members.

Tommy Sheridan: My final point relates to
Scotland’s identity and transport issues. When |
travel to other countries, | am struck that their
airports tend to be named after iconic individuals
in those countries, such as JFK in America. Is the
minister willing to consider the Rabbie Burns
airport in Prestwick, the William Wallace airport in
Glasgow or the St Andrew airport in Edinburgh?
Would that be a way to boost our cultural identity
through our airports?

Tavish Scott: It would be dangerous for me to
make policy on the hoof without proper
discussions. | flew into the George Bush airport in
Houston—

Tommy Sheridan: | awided that one.
Tavish Scott: | thought you might have done.

The suggestion is worthy of consideration, but—
forgive me—I will not make policy on the hoof on
naming airports. The former lord provost of
Edinburgh undertook an exercise on the branding
of our airports and on ensuring that they are
attractive places at which to enter Scotland, and it
is important to make as much of that as we can. |
am prepared to accept that that might include what
we call our airports. | will leave it at that.

Fergus Ewing: Last year, in our report for stage
2 of the budget process, the committee made
seweral specific and detailed recommendations
about major transport projects, all of which were
intended to help the civil engineering sector and
the achievement of the aims that, broadly
speaking, we tend to share. Those
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recommendations included several points to which
the Executive does not appear to have responded,
although | understand that it is not obliged in
standing orders to respond to stage 2
recommendations. | am interested in the minister’s
comments on some of the recommendations.
First, should a preparation pool be developed
through consultation between the civil engineering
industry and the Executive?

Tavish Scott: | am sorry; you are talking about
a preparation—

Fergus Ewing: | am talking about a preparation
pool of contracts, such as the major road contracts
for the new Kincardine bridge or the final stage of
work on the A830 to Mallaig, which is going
ahead, so that when slippage occurs—as with the
M74—other projects can be brought forward. Such
projects might include the Ballinluig junction on the
A9 or improvements in my constituency to the A96
to Inverness airport, which | believe the minister
has said he wants to proceed. The general
question is whether the Executive has a
preparation pool of contracts so that, when
slippage occurs—as it always does for a plethora
of reasons—our civil engineering sector does not
sit waiting to be needed but instead has the
opportunity to use its staff and capacity and the
supply chain to undertake other work.

Tavish Scott: There are a couple of aspects to
consider. Mr Ewing was on the Finance
Committee when we discussed issues relating to
the infrastructure investment plan, so | know that
he recognises that an important aspect of the
Executive’s decision to create and commit to an
infrastructure investment plan is that that approach
gives as much certainty as can be given, not just
in the transport portfolio but across all portfolios,
about the capital investment profile of the
devolved Government. As someone who comes
from a local authority background, | believe that
that is the right approach, because the same
question used to be asked of me as a local
councillor. |1 would be asked whether it was
important that local authorities should be able to
give an indication—not specific details, but some
indication—of the profile of capital spend over a
substantial period, so as to allow the very planning
that Mr Ewing has described to happen. | would
argue strongly that that is what is occurring
through the infrastructure investment plan across
all portfolios.

My answer to the question that the convener
asked about specific projects applies to Mr
Ewing's question as well. If projects are at a
developed stage, we seek to slot them in, for want
of a better expression, where expenditure allows
that to happen. However, | am sure that Mr Ewing
accepts that we can do that only once those
projects have been through the appropriate

assessments—notably a STAG assessment—and
once funding has been sorted out, whether it is a
100 per cent funded project that is ours to promote
or a joint project with a local authority or any other
partner. It is important that that process happens. |
think that committee members would be
concerned if we pulled off the shelf a project that
had not completed its appropriate technical and
financial assessments and simply slotted it in at an
early stage. | have no doubt that that would lead to
cost overrun and slippage of timescale, which | am
determined should stop happening.

I am also familiar with the recommendations and
arguments made by the committee about the need
for as much planning as possible around the
delivery of infrastructure projects. | hope that |
have answered Mr Ewing’s question in relation to
the overall plan and in specific terms, but |
recognise that the transport agency will be an
important part of the process of delivery. My
frustrations about projects such as the Ballinluig
junction were pretty self-evident, but we can
ensure that the new system that is being put in
place will improve the process. | hope that
members, local authorities and—more important—
local people will have as much clarity as possible
about timescales and that those of us who pay for
such projects will have as much clarity as possible
about funding.

Fergus Ewing: | thank the minister for that reply
and | accept that he has answered my question up
to a point. However, the joint submission by CECA
and the Institution of Civil Engineers identified the
issue of bringing forward projects to the
development stage. The submission said:

“the industry believes that having pre-construction issues
resolved and projects on a shorter lead-in time would
undoubtedly allow far greater flexibilty to manage the
programme, the spend and thereby the delivery.”

| hope that the committee will consider those more
detailed recommendations, which | do not really
have time to go into now.

Moving on to other matters, | would like to ask
about the Executive’s commitment to introduce
tramlines to Edinburgh. | know that the minister
will have been following the emerging
developments closely, as his predecessor did. The
report recently published by Transport Initiatives
Edinburgh Ltd shows that the cost is now
estimated, optimistically, at £714 million or
thereabouts. By the Executive’s own net present
value test, do those tram projects still qualify for,
or deserve, the support of the Executive?

Tavish Scott: | shall deal with the tram issue,
but let me deal first with Mr Ewing’s point about
infrastructure projects overall. | accept his
argument about advancing projects to the
development stage, but | caution him against
asserting that we should allocate committed
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expenditure to projects before they have been fully
worked up. He would be rightly critical of us if we
did that before projects had been through the
appropriate processes. | just want to put that on
the record; 1 do not wish to labour the point.

As regards the tramlines, Mr Ewing will just have
to forgive me, but | am not going to give a specific
answer in relation to any capital transport project.
As | said in my opening remarks, when | came into
post, | asked for a review to be carried out of all
the capital transport projects, including those
relating to roads and rail. That review is all but
complete and | hope to have discussions about it
soon. As | have said on the record, | will come
back to the Parliament through the committee or
using whatever mechanism is appropriate if there
is any change to the devolved Government’s
commitments on any project, either in relation to
its financial position or the timescale.

| am sorry that | will not be drawn on any specific
project, but my determination to hit our budget
numbers and our timescales applies to all our
projects. That is why | asked for the review that
John Ewing’s team has all but completed to be
carried out. We will bring that back to the
Parliament at the appropriate stage, when we
have concluded our deliberations on it—if there
are any changes to announce.

Fergus Ewing: | can understand why the
minister does not want to make an instantaneous
judgment but, given that he said that he was
determined to hit the numbers and the timescales,
perhaps | could urge him to get back to us if it
turns out to be the case—as | believe it is—that
the fact that the tramlines in Edinburgh will cost
£714 million now means that the net present value
judgment that his predecessor set out in his
evidence to the Edinburgh tram bill committees no
longer fulfils the one-to-one criteria. That is my
reading of the situation. Perhaps the minister
could look into that and get back to the committee
on it.

The Convener: | think that the minister has
already indicated that he will get back to us if there
are significant departures from the present
proposals as a result of the review that has been
undertaken.

This will be your final point.

Fergus Ewing: My final point is about
concessionary fares, which | suspect are a topic of
continuing interest. The issue is covered on page
128 of the draft budget. | think that | am right in
saying that the planned expenditure of £106
million and £110 million for 2006-07 and 2007-08
respectively is somewhat less than the ceilings
that were referred to in the ministerial statement
on the scheme, which | think was made on 8
December last year. | hope that | understand the
reasoning behind that.

My question is a general one. From speaking to
operators and companies involved in the project,
my information is that there are serious logistical
and practical problems that will make it highly
difficult, if not impossible, for the concessionary
fares scheme that will use smart card technology
to be introduced as planned in April next year. Am
I right about that?

Tavish Scott: | certainly accept that the
timescale is challenging, but it is my job as the
minister who is responsible for the transport
portfolio to deal with such challenges and to
ensure that we hit our commitments. | am
determined that we will make the best stab that we
can at doing that. Given that the target is
undoubtedly challenging, | am sure that Mr Ewing
will not be surprised to hear that I, too, meet bus
operators regularly and that they have expressed
concerns to me. It would be surprising if they had
not, given the complexity and the challenging
nature of the project. | can say to the committee
that the tenders for the smart card technology and
the installation of the information technology
support for the concessionary travel scheme have
been received and we are analysing them. Mr
Ewing should be in no doubt about the fact that we
are progressing the project as quickly as we can.
As | have said, | am determined to sort out any
problems and to deliver the scheme.

Fergus Ewing: | hope that the minister makes
his stab in the daylight rather than in the dark.

Tavish Scott: | will not get into stabbing today.

Bruce Crawford: | for one am glad about the
increase in the resources that are being put into
transport infrastructure. In the draft budget, you
say that putting in place new transport links will
make a significant contribution to the growth of the
Scottish economy because those links will get
goods to market and people to work. However, |
am not yet sure whether | applaud your efficiency
targets—I| want to burrow down into them a bit
more.

The Executive’'s efficiency technical notes
suggest that, by 2007-08, efficiency savings will be
made that equate to 1.4 per cent of the
departmental expenditure limit of the transport
budget, yet the average savings for Scottish
Executive departments will be 4.4 per cent of the
DEL. Why do the efficiency savings that are
identified in the transport budget appear to be less
ambitious than the average for the Scottish
Executive portfolios?

16:15

Tavish Scott: | will get John Ewing to deal with
the detail of that, because he was the lead officer
in pulling those figures together. By definition,
there will be figures above and below the average
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for the Executive. Some portfolios, including
transport, are below the average figure. | was the
Deputy Minister for Finance and Public Service
Reform when we carried out the departmental and
portfolio assessments for the efficient government
programme and, from my recollection, transport
had some of the harder choices on efficiency
savings, not least because cutting transport
spending or changing the spread between capital
and revenue means that projects would simply not
happen. That is one of the choices that the
Government has. | ask John Ewing to burrow
down into the detail, as Mr Crawford asked.

John Ewing: Part of the reason is the issue that
the minister has hinted at: an awful lot of
expenditure in the transport programme is
delivered by other people or through a competitive
procurement process for individual projects. We
expect to drive our efficiencies through that, but
they were not scored as part of the broader
efficiency analysis. We identified several specific
examples that fitted into the definitions that we
were given and which we thought we could deliver
in the timescale.

Bruce Crawford: | appreciate what the minister
says and | accept the difficulty. However, the
Executive’s definition of efficiency improvements
hardly sits comfortably with what has just been
said. The technical notes define efficiency as

“producing the same outputs with few er inputs”

or
“producing more or better outputs for the same inputs.”

That is the guideline that the Executive has set
and, in that regard, transport is no different from
other portfolios.

Tavish Scott: That is a fair point—we are no
different from any other Government portfolio. |1 do
not want to cover the same ground, but one
element is that some portfolios do better than
others, if that is how we wish to see the matter,
rather than looking at the Executive as a whole. |
understand that the committee is scrutinising the
transport portfolio rather than anyone else’s. John
Ewing is right that much of our expenditure is dealt
with by other organisations. There is no point in
making excuses; we have made the best estimate
of the efficiency savings that we can make and
those are the figures that you have.

Bruce Crawford: | appreciate that, but | hope
that you understand that the purpose of the
question is that every efficiency saving that we can
find may be able to produce more to spend on
other transport projects. | hope that you can
continue to find ways in which to increase the
outputs with fewer inputs, as the Executive has
suggested should happen.

Tavish Scott: | accept that point—that is our
thinking on the matter, too. However,
fundamentally, if we want to spend more money
on a particular project or in a particular budget
line—such as the route development fund, which
David Davidson mentioned—we could do so, but if
that is to be a quantum leap, we would simply
have to cut expenditure elsewhere. As | am sure
Tom McCabe, the Minister for Finance and Public
Service Reform, has explained to the Finance
Committee, we can do so much in the system but,
if a quantum leap in the profile of expenditure was
needed, we would have to make hard choices
about which budget line we wished to change
dramatically to support that other one.

Bruce Crawford: | appreciate that, but the
terminology that the Executive has used about
getting better outputs for the same inputs does not
necessarily support your point. The definition is
that you should produce the results that you are
expected to produce from less input. | am just
using your definition, although, as you say, it may
not fit with the transport portfolio as well as it does
with others. However, there is an issue.

Tavish Scott: We do our best. You will not be
surprised to hear that there is an internal exercise
that demands of us and other portfolios the
delivery of better value for money in the way that
you describe. That process is on-going.

The Convener: Michael McMahon has a
guestion.

Michael McMahon: | am sorry, convener, but |
meant to indicate earlier that Bruce Crawford had
cowered the area on which | wanted to question
the minister. Although | might have asked the
questions differently, | do not think that the
minister's answers would be markedly different.

Dr Jackson: There seems to be a lot of work
going on with contracts, minister. In my
constituency, the Raploch regeneration project
has been doing an enormous amount on the
opportunity gap—it has been constructing a road
and it has been able to take on local labour and
provide training, which has led to permanent jobs.
That seems a win-win situation.

My first question is on the back of what Bruce
Crawford said. What is your department doing
generally on contracts and innovative
approaches? My second question is on the skills
gap. | am sure that the section of the report to
which Fergus Ewing referred on the engineering
sector earmarked the difficulty that the sector
envisaged with regard to skills. What work has
been done on the skills gap? Is it decreasing?
When we raised the issue of local roads with
George Lyon earlier in the meeting, he suggested
that we might ask you—

Tavish Scott: Did he now?
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Dr Jackson: He suggested that we might ask
about the possibility of getting a more holistic view
of roads. Obviously, that issue is outwith your
portfolio at the moment, but we have always been
keen to have a much more planned approach to
the maintenance of local roads. We would like that
to be dealt with in the context of transport as a
whole.

Tavish Scott: | will deal with your questions in
reverse order and perhaps ask my colleagues to
deal with the contracts issue. First, on local roads,
one of the pieces of work that we are conducting
in conjunction with local authorities is to pull
together an asset management register of local
roads across Scotland so that we have on record
the same kind of analysis as we have for our trunk
road network. That will give us, in simple terms, as
accurate a record as we can of both the condition
of local roads, because that is part of the asset
register, and the maintenance schedule for them.

| am extremely keen for us to ensure that the
money that is allocated to local authorities for local
road maintenance through the GAE mechanism is
spent on local roads. The picture is a bhit patchy;
some local authorities spend more and some
spend less than their GAE entitlement. However, |
am always keen to point out to my colleagues in
local government that we fulfilled the COSLA bid
in the most recent spending review in relation to
local roads, not least because of pressure from
local government and members of the Parliament.
It is frankly disappointing for me to see that some
local councils have not spent their full GAE
allocation on local roads, although they asked for
it. | want to come back to that issue with my
colleagues in the Finance and Central Services
Department and see what we can do to help that
process.

Part of that process—and this is why the asset
management register is so important—involves
ensuring that we and local government have as
clear a picture as we can of the condition of local
roads, the maintenance schedules and the
planned expenditure, broken down by each local
authority area. | hope that that is helpful to Sylvia
Jackson and that it gives a flavour of where we are
on the issue.

On skills and engineering, | have discussed with
ministerial colleagues in the Enterprise, Transport
and Lifelong Learning Department the issues in
relation to the skills gaps. | have also discussed
with education ministers the issue of encouraging
more young men and women to look for careers in
engineering and to pursue engineering degrees.
There is ministerial involvement across portfolios
to ensure that we take off our normal departmental
hats to address such issues across boundaries.

| am not sure that | picked up the point about
contracts; perhaps John Ewing could speak about

it. However, | can say that the transport agency
will have a role in disseminating best practice on
contracts. That may be of assistance in the
situation that Sylvia Jackson described. The
agency may be able to help in contract
management and the construction of contracts or
in creating conditions that help particular groups. |
am sure that the agency will work with local
authorities in disseminating best practice.

John Ewing: There are no specific initiatives
along the lines of the Raploch scheme that Syhia
Jackson mentioned. Part of the difficulty in
operating such a scheme is a combination of the
general procurement rules, European Union rules
and striking a balance in judging which company
should be taking a contract forward. Should a
company be judged on its willingness to employ
local people or on the price for which it is prepared
to deliver, which relates to what Bruce Crawford
said about outputs and inputs? Sylvia Jackson
raises an interesting question, but at the moment
we have no specific schemes in that area.

Dr Jackson: That innovative way of
approaching the opportunity gap might be made
more general. Even if it is not applicable at the
Scottish Executive level, it might be at the local
level. It would put us in a win-win situation in
addressing the skills issue as well as the
opportunity gap.

Tavish Scott: | will give a commitment to raise
the matter with George Lyon. If there is a good,
appropriate working model, the improvement
service could pursue the issue in local
government; it would be exactly the kind of issue
that the improvement service would wish to take
up and provide advice on across local boundaries.

Dr Jackson: Lovely. Thank you.

The Convener: | note that expenditure under
the heading “Other Air Services” in table 8.07 has
increased from £2.4 million in 2004-05 to £16.8
million in 2005-06. Is that the air route
development fund?

Tavish Scott: Yes.
The Convener: That is what | wanted clarified.

Mr Davidson: There is talk in academic circles
and in the industry that massivwe savings and
efficiencies could be made if the rolling stock
operators on the railways were responsible for the
maintenance and management of the rail system.
Do you have any thoughts on that, minister? Is
any work being done on the matter?

Tavish Scott: | hope that Mr Davidson will
accept that, given the devolution of rail powers
and the challenge that that undoubtedly creates
for Government and for the agency in particular,
we need a little time to bed down both the delivery
and monitoring of rail. We need to ensure that the
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franchisee’s performance targets are met. | will be
more than happy, using the agency’s expertise, to
discuss with the rail industry any innovative
solutions that can improve the performance of the
system and introduce improvements for
passengers. However, you will have to give me a
little time to let the system bed down before we
can take forward new ideas, thoughts and
initiatives on the operation of the system.

Mr Davidson: | thank the minister for that
positive response.

Bruce Crawford: Does the minister agree that
the Conservative member seems to accept that
some of the disjunction and fragmentation that
happened as a result of the privatisation of the
railways can be undone and that we can have a
much more joined-up system? Does the minister
accept that that is a good idea?

Tavish Scott: It is difficult for me to deal with
being drawn into politics. However, | note the
points that Mr Crawford makes and | do not
necessarily disagree with them.

John Ewing: May | make a point of
clarification?

Tavish Scott: Not on politics, John.

John Ewing: The heading “Other Air Services”
includes the air route development fund and the
potential support for the development of the
Highlands and Islands air services, about which
we are in discussions with the Highlands and
Islands transport partnership.

The Convener: What is the split between the
two?

John Ewing: | think that it is £12 million for air
senices and £4.8 milion for the route
development fund.

The Convener: Thank you. That brings us to
the end of questions. | thank the minister and his
colleagues for answering the committee’s
guestions. You will receive our report in due
course.

Tavish Scott: Thank you.

The Convener: That is the end of the public part
of the meeting. As soon as the minister has left,
we will go into private session.

16:30
Meeting continued in private until 17:05.
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