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1. Introductions, apologies and substitutions (9:30 - 9:35)  

2. Papers to note  (Pages 1 - 19)  
FIN(4) 10-12 – Paper 1 - Correspondence from the Minister for Finance – Devolved 
Funding: Borrowing Powers and Innovative Approaches to Capital Funding - 
Additional information  
 
FIN(4) 10-12 – Paper 2 – Correspondence from WLGA – Devolved Funding: Borrowing 
Powers and Innovative Approaches to Capital Funding – Additional information 
 
FIN(4) 10-12 – Paper 3 – Correspondence from Jill Evans MEP – Devolved Funding: 
Borrowing Powers and Innovative Approaches to Capital Funding 
 
FIN(4) 10-12 – Paper 4 – Correspondence from HM Treasury – Devolved Funding: 
Borrowing Powers and Innovative Approaches to Capital Funding 
 
FIN(4) 10-12 – Paper 5 – Correspondence from The Scottish Government – Devolved 
Funding: Borrowing Powers and Innovative Approaches to Capital Funding 
 
Minutes of the previous meeting  

3. Motion under Standing Order 17.42 to resolve to exclude the 
public from the meeting for the following business:    
Items 4 to 6.  

4. Draft report on Devolved Funding: Borrowing Powers and 

Public Document Pack



 

 

Innovative Approaches to Capital Funding (9:35 - 10:30) (Pages 20 - 
80) 

5. Options for handling the Welsh Government Draft Budget 2013-
2014 (10:30 - 11:00) (Pages 81 - 83) 

6. Potential financial implications of legislation (11:00 - 11:30) (Pages 
84 - 87) 
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FIN(4)-10-12 Paper 2  
 

 

Our Ref/Ein Cyf:   JR/SJ 

Your Ref/Eich Cyf:  

Date/Dyddiad:    29 May 2012  

Please ask for/Gofynnwch am:  Jon Rae  

Direct line/Llinell uniongyrchol: 029 2046 8610 

Email/Ebost:    jon.rae@wlga.gov.uk 
 

 

 

Jocelyn Davies AM 
Chair of the Finance Committee 

National Assembly of Wales 

Ty Hywel 
Cardiff Bay  

Cardiff  

CF99 1NA 
 

Dear Jocelyn 

 
 
Thank you for allowing myself, Will McLean and Peter Davies to give 
evidence to the Finance Committee on the 24 May.    
 
I look forward to seeing a copy of the final report of the Committee 
on innovative capital funding and unsupported borrowing.  In the 
meantime I am pleased to answer the questions that could not be 

covered during the course of the evidence session.  
 
 

Local Government Borrowing Initiative  
 

The Local Government Borrowing Initiative is similar to supported 

borrowing, particularly from our perspective, but is not scored as 
capital in the Welsh Government’s Budget as it is not part of the 
General Capital Funding.  General Capital Funding is made up of 

General Capital Grant and Supported Borrowing and the LGBI funding 

is clearly neither.  However like supported borrowing, the financing 
after the second year will come through the revenue support grant 

and the Minister has given a commitment to that effect. The Minister 

has also committed that the revenue funding will continue to be 
provided within the settlement for a twenty two year period.   

In one key respect LGBI is very similar to the supplementary credit 
approval that existed before the introduction of the Prudential Code in 

the Local Government Finance Act 2003 in that it provides capital 

financing for specific projects in this case highways.  As with 

supported borrowing, local authorities will own the asset and the 
liability.   

Local government will always maintain that funding should come 

 

Steve Thomas CBE 
Chief Executive 
Prif Weithredwr 
 
Welsh Local Government 
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Local Government House 
Drake Walk 
CARDIFF CF10 4LG 
Tel: 029 2046 8600 
Fax: 029 2046 8601 
 
Cymdeithas Llywodraeth 
Leol Cymru 
Tŷ Llywodraeth Leol 
Rhodfa Drake 
CAERDYDD CF10 4LG 
Ffôn: 029 2046 8600 
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without conditions but we welcomed this announcement at the time and will continue to do 
so.  The scope for the Welsh Government to further utilise borrowing in this way may be 

limited by the Statement of Funding of Policy which is agreed with the Treasury.  This is 

one of the key questions for the Silk Commission and we would argue that the Welsh 
Government should have more discretion over how its own capital and revenue split is 

determined. 

Another potential limit is the wider availability of revenue funding to service the debt – a 

question of balancing capital investment needs with the need to manage revenue funding 

pressures in order to continue to deliver local services. 

Non-Profit Distributing Model  

 

The limitations of PFI are well documented by Professor Alison Pollock who gave evidence 
to this Committee in 2007.  Under PFI schemes, the options appraisal is weighted towards 

accepting the PFI option and the risk is seldom transferred to the private sector.  An 

advantage of PFI from the Treasury point of view is that PFI is not reflected in net debt. 
Though accounting changes brought about in 2009/10 as part of International Financial 

Reporting Standard (IFRS) convergence ensured that schemes that met the requirements 
of IFRIC12 were brought on to the balance sheet such that they were reflected in the 

Whole of Government Accounts but not in net debt 
 
PFI is a form of Public Private Partnership that is supposed to deliver public infrastructure 

goods with private sector know-how and public sector funding.  A criticism by a recent UK 
PAC is that the borrowing costs were always poor value for money, especially when interest 
fell dramatically with the onset of the global financial crisis.  Local Government would 

welcome any innovative approach of the type Gerry Holtham is suggesting or 
improvements to PFI announcement by the Treasury1.  
 

 
Tax Incremental Financing  
 

We would welcome any move that gives local government greater freedom to use its 

resources for to improve the wellbeing of all its citizens.  TIF is a label that has been 
applied to the earmakarking of business rates growth for borrowing.  In a similar way you 

could securitise additional income from council tax on second homes or from empty 
properties and this requires changes to primary or secondary legislation currently in the gift 

the Welsh Government.  
 

The Minister may be correct in stating that this currently may not raise significant amounts 

nationally but for certain authorities, and especially in the context of the work that the 
Minister for Business, Enterprise and Technology and Science is pursuing around City-

Region economic growth then it has the potential to be a useful additional funding 

mechanism.  The review currently being undertaken by Professor Brian Morgan into 
business rates should be a useful contribution to that debate.  

 

The Community Infrastructure Levy is also a potential model that may need some 

development but again there are questions about the significance of sums involved over 
and above ‘S106 contributions’ achieved under existing arrangements. 

                                                 
1
 http://www.hm-treasury.gov.uk/press_128_11.htm   
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Alternative local government funding mechanisms  
 

Some of these alternative funding mechanisms are being pursued collectively by local 

government.  During the course of the evidence session my colleague Will McLean talked 
about work the WLGA and the LGA had been involved with in setting up an agency to raise 

financing directly through bond markets, powers that some committee members 

remembered that local government had in decades gone by.   

 
The lack of freedom to borrow in this way is symptomatic of the decline of local discretion 

that characterised central-local relations over the course of the latter half of the twentieth 

century.  So in one respect the lack of innovation may be explained by excessive central 
prescription and the work of innovation, at a strategic level, has to be done nationally and 

collaboratively through groups like the Capital Financing and Investment Group and 

through the work of the WLGA and the LGA.   
 

The innovation that is being done by local authorities is usually being done within the 

constraints of the current system.  The evidence we presented shows that whether these 

schemes range from sophisticated approaches to boosting resources for the Housing 
Revenue Account to School Reorganisation, local government is making good progress. 

 
In the final analysis, there is nothing about local government borrowing that is different 
from the choices faced by the average mortgage payer.  The amount you can borrow is 
based on the value of the revenue stream and your existing commitments.  For local 
government, that revenue stream may be tax income, a rental income, grant income, or a 
cashable efficiency saving.  The opportunity cost of that revenue stream is lower Council 
tax or more funding for current services. 
 

For local government, borrowing costs are long-term and cannot be easily removed from 
the revenue stream where borrowing concerns assets used in day-to-day service provision.  
In times of funding restrictions and a very uncertain financial climate due to the on-going 

Eurozone crisis this is a real concern for treasurers.   
 

I hope this additional information is useful to your evidence gathering. 

 
Yours sincerely 
 

 
 

Jon Rae 
Director of Resources 
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JILL EVANS ASE / MEP 
 

Plaid Cymru - The Party of Wales  

 
45 Gelligaled Road 

Ystrad 
Rhondda Cynon Taf 

CF41 7RQ 
 

 

 

Dear Jocelyn, 

Thank you for your question and I apologise for the delay in my response. I have not seen 

any papers, nor heard anything being discussed at EU level regarding the ability of regional 

governments to borrow or issue bonds. I have, therefore, made enquiries with financial 

advisors in the European Parliament as well as politicians from Catalonia. The European 

Commission cannot prevent regional governments from borrowing money and is thus unable 

to dictate to Member States whether or not they should be allowed to issue bonds to regional 

governments. Furthermore, the EU looks at the debt of a Member State as a whole, not in 

terms of regions. 

The question of jointly issued bonds is currently being discussed in several EU countries. 

One such country is Spain. The Spanish government is debating whether or not to enable 

regional governments to issue bonds in cooperation with the central government. 

"Hispanobonos" as they are referred to in Spain, would be common bonds issued by the 

Autonomous Communities and backed by the Spanish Treasury. The idea behind the bonds 

is that regional governments are to be jointly liable for their debt (i.e. jointly issued bonds). 

These bonds will enable Spain's regions to tap the financial markets and allow them to meet 

the payment of their debts. The German government is also discussing the creation of 

"Deutschlandbonds", which would work in much the same way as "Hispanobonos". 

Furthermore, in Germany, the Länder (or states) already have the ability to issue bonds. 

"Länder Bonds" are issued by a number of federal states join together with one federal state 

acting as a paying agent in order to issue a bond with liability on a pro rata basis. 

I hope this will assist you in your work. 

Yours sincerely, 

Jill Evans MEP

FIN(4)-10-12 Paper 3 
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CabinetSecretary for Finance,Employment and Sustainable
Growth

John Swinney MSP

T:0845 7741741

E: scottish.ministers@scotland.gsi.gov.uk

Jocelyn Davies AM
Chair

Finance Committee

National Assembly for Wales
Cardiff Bay

Cardiff

CF99 1NA

(~June 2012

~

The Scottish
Government

~

~DELIVERING
A GAMES LEGACYFOR SCOTIAND

Thank you for your letters of 23 May regarding your Committee's inquiry into devolved

funding to inform the work of the Independent Commission on Devolution in Wales.

I am glad that you have had the opportunity to take evidence from the Scottish Futures Trust

in relation to its role in developing financial models and being a centre of expertise. The full

strategic business case supporting the creation of the organisation prepared in 2008 can be

found at http://www.scotland.qov.uk/Publications/2008/05/19155435/O.

In terms of the Committee's request for further information about our long-term sustainability

framework, the Scottish Government's Infrastructure Investment Plan 2011 outlines plans for

for infrastructure investment totalling up to £60 billion in the period 2015 to 2030. The Plan

sets out why we invest, how we invest and what we will invest in over the coming years. The

full Plan can be found at: http://www.scotland.qov.uk/Publications/2011/12/0514192210.

As you point out, the Plan sets a cap on revenue commitments related to capital investment

at 5 per cent of the expected future total DEL, which is equivalent to around £1.4 billion at

current levels of funding. Revenue commitments include the Scottish Government share of

historical PFI commitments, debt repayments on future borrowing flowing from the new

powers in the Scotland Act 2012, and payments in relation to Network Rail's Regulatory

Asset Base (RAB) and our Non Profit Distributing (NPD) programme.

Officials are currently discussing with procuring bodies the timeframe for progressing

individual NPD projects and, where projects have been advertised to market, with

prospective private sector delivery partners the likely ran~~eof costs associated with these

projects. In addition, we are in process of agreeing with HM Treasury the detail of how the

Scotland Act borrowing powers will operate. Against this background, it is not possible to

state with certainty the long-term level of revenue commitments in relation to the cap.

St Andrew's House, Regent Road, Edinburgh EH1 3DG

www.scotland.gov .uk

r-,
\ J
"'~<;

Th."VESTOR IN PEOPLE
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We have, however, provided the Scottish Parliament with our projections for the spending

review period as a percentage of the resource departmental expenditure limit (DEL) and the

total DEL as shown in the following table.

2012-13 2013-14 2014-15

Revenue-Financed investment 3.4% 3·.5% 3.9%
Charges as a % of Resource DEL

Revenue-Financed investment 3.1% 3.3% 3.6%
Charges as a % of Total DEL

The total is likely to be an overestimate of the charges related directly to investment, as

some of the PFI payments will include costs related to ongoing maintenance. At present it is

not possible to separate the different elements of the unitary charges.

We will make available further information regarding future revenue commitments in due

course when the NPD pipeline and capital borrowing plans have progressed further.

I hope this information is helpful to the Committee.

I

Jl---
JOHN SWINNEY

St Andrew's House, Regent Road, Edinburgh EHl 3DG

www.scotland.gov.uk
1I'o'VE.'nOR IN PEOPLH
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Finance Committee 

 

Meeting Venue: Committee Room 2 - Senedd 
 

 

  
Meeting date:  Wednesday, 30 May 2012 

 

  
Meeting time:  09:20 - 12:00 

 

  

This meeting can be viewed on Senedd TV at: 
http://www.senedd.tv/archiveplayer.jsf?v=en_300000_30_05_2012&t=0&l=en 

 
 

Concise Minutes: 

 

   
Assembly Members:  Jocelyn Davies (Chair) 

Peter Black 
Christine Chapman 
Paul Davies 
Mike Hedges 
Ann Jones 
Julie Morgan 
Ieuan Wyn Jones 

 

  

   
Witnesses:  Alun Davies 

O'Brien, WEFO 
Jonathan Price, Chief Economist 
 

  

   
Committee Staff:  Helen Finlayson (Clerk) 

Daniel Collier (Deputy Clerk) 
Eleanor Roy (Researcher) 
Tom Jackson (Clerk) 
Joanest Jackson (Legal Advisor) 

 

  

 

1. Introductions, apologies and substitutions  
1.1 The Chair welcomed Members and members of the public to the meeting. 
 

2. Effectiveness of European Structural Funding in Wales  
2.1 The Chair welcomed Alun Davies, Deputy Minister for Agriculture, Fisheries, Food 
and European Programmes; Jonathan Price, Chief Economist; and Damien O’Brien, 
Chief Executive, WEFO. 
 
2.2 The Committee scrutinised the Deputy Minister. 
 

Page 18



The Welsh Government agreed to provide: 
 

• Details on the training undertaken by WEFO staff to provide advice to project 
sponsors on procurement processes. 

• A note updating the Committee on the progress of negotiations between the 
Welsh Government and the European Commission to address legal and technical 
issues relating to the JESSICA funding stream. 

• More detail on forthcoming discussions with the Programme Monitoring 
Committee exploring the impact that rate of exchange could have on projects 
and how to manage potential risks.  

 

3. Papers to note  
3.1 The Committee noted the additional evidence provided by Scottish Futures Trust. 
 
3.2 The Committee ratified the Minutes of the previous meeting on 24 May 2012. 
 

4. Motion under Standing Order 17.42 to resolve to exclude the public 
from the meeting for the following business:  
Items 5 and 6. 
 

5. Discussion of evidence - Effectiveness of European Structural 
Funding in Wales  
5.1 The Committee discussed the evidence received on its inquiry into the 
Effectiveness of European Structural Funding in Wales. 
 

6. Devolved Funding: Borrowing Powers and Innovative Approaches to 
Capital Funding - Key evidence and emerging themes  
6.1 The Committee discussed the key evidence and emerging themes for its inquiry 
into Devolved Funding: Borrowing Powers and Innovative Approaches to Capital 
Funding. 
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