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FINANCE  COMMITTEE

AGENDA

  12th Meeting, 2000 (Session 1)

Tuesday 16 May 2000

The Committee will meet at 9.45 am in Committee Room 2 to consider the following
agenda items:

1. Contingent Liability: The Committee will take evidence from—

Alasdair Macleod, Assistant Director of Finance, Scottish Executive

Dr Aileen Keele, Deputy Chief Medical Officer, Scottish Executive

Angus Macmillan Douglas, National Director, Scottish National Blood
Transfusion Service

2. National Parks (Scotland) Bill: The Committee will consider the provisions of
the Bill which introduce new or increase existing expenditure charged on or
payable out of the Scottish Consolidated Fund (under Standing Orders Rule
9.12).

3. Education and Training (Scotland) Bill: The Committee will consider the
provisions of the Bill which introduce new or increase existing expenditure
charged on or payable out of the Scottish Consolidated Fund (under Standing
Orders Rule 9.12).

4. Preparation for evidence taking session:  The Committee will consider how it
wishes to handle the evidence taking session.

5. Inquiry into European Structural Funds:  The Committee will take evidence
from—

Dr Gillian Bristow, Cardiff Business School, University of Cardiff

Dr Nigel Blewitt, Institute of Welsh Affairs

Callum Thomson
Clerk to the Committee

Room 1.6, Committee Chambers
Ext. 0131 348 5205

Email: callum.thomson@scottish.parliament.uk

mailto:callum.thomson@scottish.parliament.uk
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The following are the relevant papers for this meeting:

Agenda Item 1

Executive Note on Contingency Liabilities

Minute from the Scottish Executive Health Department (this
paper was previously issued for the 11th meeting)

Agenda Item 2

National Parks (Scotland) Bill [as introduced]

Explanatory Notes, National Parks (Scotland) Bill

Policy Memorandum, National Parks (Scotland) Bill

Agenda Item 3

Education and Training (Scotland) Bill [as introduced]

Explanatory Notes, Education and Training (Scotland) Bill

Policy Memorandum, Education and Training (Scotland) Bill

Agenda Item 5

Memorandum from Dr Bristow and Dr Blewitt on European
Structural Funds

Summary Report of  “Unravelling the Knot – The Interaction of
UK Treasury and European Union Funding for Wales”

Report of the Select Committee on Welsh Affairs of the House
of Commons on European Structural Funds
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EXECUTIVE NOTE ON CONTINGENCY LIABILITIES

1. MINUTE SE/2000/48: CONTINGENT LIABILITY ARISING FROM
PROPOSED CONTRACT WITH TURKEY

The following additional information is offered as clarification of some of the points
we understand were raised during the Committee’s discussion of the above minute
during their meeting on 9 May:

The limit of the SNBTS Product and Public Liability Insurance, which will be raised
to £20m if this contract goes ahead, is reviewed on an annual basis taking account of:

- the range and type of SNBTS non-NHS activities;
- total volume of non-NHS activity based on annual turnover;
- the professional advice of SNBTS’ brokers; and
- the cost to the service of securing this level of cover.

SNBTS believe that taking account of all of these factors that on an estimated
turnover of £2.6m on non-NHS activities that this cover is adequate.  The Executive
would incur a liability for any awards in excess of £20m.

The definition of ‘an incident’ is ‘one person making a claim or several or more
persons affected by a single event’.  A single event could be treatment with one batch
of product.  Therefore £20m may be required to provide recompense for more than
one person.

2. CONTINGENT LIABILITY: CLINICAL TRIALS OF BLOOD
PRODUCTS PRODUCED BY THE SNBTS PROTEIN FRACTIONATION
CENTRE

We would also take this opportunity to make the Committee aware of an existing
Contingent Liability in relation to the clinical trials of SNBTS blood products.

In 1993, with prior Treasury approval, the Scottish Office Home and Health
Department entered into a liability to pay (in the event of non-negligent harm) legal
and other costs of those medical consultants and their staff working on clinical trials
approved by the Department of new or safety enhanced blood products produced by
SNBTS.

Patients and clinicians are reluctant to participate in clinical trials because of the
possible risks of injury, however minimal, in testing new products.  Approval for the
new products are given by the Department on a product by product basis based on an
assessment of the need for the product and the risk of any ill effect.  All of the trials
are approved by the Medicines Control Agency under the Clinical Trials exemption
scheme and are also subject to Ethics Committee approval.

The clinical trials are an essential part of the process for SNBTS to obtain a licence
for the product and the indemnity is of a standard type given in the course of trials
conducted on behalf of pharmaceutical companies.

A total of 26 clinical trials have been approved since 1993 and 106 letters of
indemnity have been issued.  No claims have so far been received.
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Briefing Paper for the Scottish Parliament Inquiry into European Structural
Funds:

The Structural Funds and their Interaction with the Block Grant and Barnett
Formula

Dr Gillian Bristow (Cardiff University) and Dr Nigel Blewitt (Institute of Welsh
Affairs)

1. Introduction

This briefing paper is intended to summarise the results of the 18-month long study
we have undertaken into the interactions between European Structural Funds and
domestic public expenditure in the UK (see Bristow and Blewitt, 1999). This study
has focused on unravelling the interactions between the Structural Funds, the block
grant and the Barnett formula in Wales, with a view to understanding the implications
of these interactions for the volume of resources made available. This has become a
particularly important issue in Wales, since the granting of Objective 1 status to some
63% of the area of Wales (2000-06) has significantly increased the scale of the
interaction between European Structural Funds and the block grant. However, as the
same funding formulae and mechanisms also apply in Scotland, the same questions
about their appropriateness for determining the volume of Structural Fund resources
made available in Scotland also apply.

The purpose of this paper is thus to explain the mechanisms by which European
Structural Funds are channelled to Scotland via the UK public expenditure system,
and to explore the implications of this interaction for the critical issues of
additionality and match funding. The paper also considers the role played by the UK
rebate as a disincentive to the drawing down of EU funds in the UK. This paper does
not therefore provide any quantification of the precise net gains or losses to Scotland
as a result of these interactions. Rather, it seeks to provide a clear understanding of
the practices and conventions applied by the Treasury in allocating Scotland’s share
of European funds. This is necessary if their appropriateness is to then be properly
assessed.

2. European Structural Funds and the UK Public Expenditure System

In the UK, Structural Fund allocations continue to be administered by central
government, with the public expenditure system acting as the conduit for their
distribution to eligible regions and programmes. This is justified on the basis that this
spending is ultimately financed by the UK taxpayer (HM Treasury, 1998). The
relationship between Structural Funds and the block grants in Wales and Scotland is
complicated, however, by both the UK government’s definition as to what counts as
public expenditure and the timing of payments to sponsors of Structural Fund
projects. European funding for Wales and Scotland encompasses three elements. The
first is the grant from the European Commission, which is further sub-divided into
commitments (budgeted amounts to be made available under particular programmes
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and priorities) and payments (which are amounts paid each year into a suspense
account at the Assembly until needed).

The second element is the public expenditure defined by the UK government as
‘provision’ in the block grant. Grant money from the European Commission does not
become public expenditure until it is drawn from the suspense accounts of the
Assembly/Scottish Parliament and paid over to project sponsors. However, provision
to spend grant commitments from the European Commission is included in the block
grant to allow for expenditure which occurs in advance of payments being made. This
provision relates exclusively to the European Regional Development Fund (ERDF)
and some European Guidance and Guarantee Fund (EAGGF) monies. All other
Structural Funds are administered through relevant central government departments
and allocated to Wales and Scotland according to their eligibility under specific
Structural Fund Objectives and Community Initiatives.

The third element of European funding for Wales is match funding, or the non-EU
grant element of project costs, which consists of both a public and a private sector
component.

3. The Barnett Formula and Block Grant

For the foreseeable future, the budget for the National Assembly for Wales and the
Scottish Parliament will continue to be determined by ‘block’ grants from UK central
government. Under this arrangement a block of resources (the changes in which are
chiefly determined by means of the population-based Barnett formula), is made
available annually to the Assembly / Scottish Parliament, which then exercises the
freedom to make its own spending decisions on devolved programmes within the
overall total of the assigned budget.

There are three factors involved in determining annual changes to the block grant.
First, the planned annual changes to the spending of the UK government’s
departmental programmes are estimated. These are then multiplied by comparability
percentages, which measure the extent to which the relevant UK departmental
programme is comparable with the services carried out by the Assembly / Scottish
Parliament. Finally, these figures are then multiplied by the relevant population
proportion and aggregated, to give the overall annual change in the discretionary
element (the assigned budget) of the block grant.

The key point is that European funding (specifically the ERDF) is treated as a
“comparable programme” for the purposes of calculating the assigned budget.

4. The Interactions Between European Funded Programmes and the Block
Grant

The inclusion of ERDF provision in the block grant results in a direct interaction
between Structural Fund payments to Scotland and Wales and UK public expenditure.
Since ERDF provision is included in the block grant and is not identified as a ring-
fenced item of expenditure (i.e. it is part of the assigned budget), it is subject to the
workings of the Barnett formula. That is, the volume of provision that Wales and
Scotland receive from the Treasury for anticipated ERDF allocations is determined by
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the population-based formula and is linked to changes in ERDF provision in England.
In other words changes in the eligibility for ERDF receipts in England influence
the level of ERDF provision made available as part of the block grant in Wales or
Scotland.

Thus, the potential exists for there to be a mismatch between the level of ERDF
provision that is made available to Wales and Scotland through the operation of the
Barnett formula, and the levels of ERDF funding which the European Commission
says that Wales and Scotland are entitled to according to agreed Single Programming
Documents. In Wales, this has raised the concern that if the forthcoming
Comprehensive Spending Review (CSR) negotiations for extra provision for
Objective 1 rely solely upon the Barnett formula, Wales would not obtain a fair share
of EU expenditure. In other words, it might secure only 6% of any increase in ERDF
provision in England (as calculated using the latest comparability percentage), which
would be significantly less than the sum needed to meet the Objective 1 funding
requirements. At the very least, this has revealed something of an anomaly in the
process of distributing Structural Fund allocations across the UK (which one would
expect to be determined solely by the agreed details of EU programmes).

Within the block grant, ERDF monies are spread across several expenditure lines
including central government expenditure, central government grants to local
authorities, and central government credit approvals to local authorities. It is for the
Assembly and Scottish Parliament to decide how to allocate provision across these
different expenditure lines, according to the needs of their particular Structural Fund
programmes. This may mean moving resources into or out of ERDF provision from
elsewhere in the block grant, according to need. The total sum of provision within the
Welsh and Scottish block grants to cover expected ERDF receipts is what is known as
‘PES cover’. If not all ERDF provision is spent in any one year there is scope for
carrying forward provision into the next financial year. It is worth noting that carry-
forward resources are likely to be used to accommodate the level of anticipated
spending under Objective 1 in Wales for the first year of the programme

5. Match Funding

The requirement that European Structural Funds be matched by domestic finance,
results in a further significant interaction with the block grant. The traditional sources
of public sector match funding include local authorities, higher and further education
institutions, LECs (TECs in Wales) and agencies such as Scottish Enterprise (Welsh
Development Agency), and the Tourist Board. These public sector providers of
match funding in Wales and Scotland receive the bulk of their funding out of the
block grant, which can lead to tensions between their need to fulfil other (non-EU
supported) spending commitments, and their need to match fund EU projects. These
tensions obviously increase as the scale of the European programmes increase,
ceteris paribus. What this also means is that Structural Fund allocations to Wales or
Scotland result in twin pressures being placed upon the respective block grants.
Firstly, there is the pressure to ensure that an appropriate level of ERDF provision is
made available from the UK Treasury, and secondly, there is the pressure to
accommodate the match funding pressures contingent upon public sector bodies.
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6. Additionality

These different elements of European funding and their direct interaction with UK
public expenditure allocations to Wales and Scotland through the block grant generate
significant scope for debate as to the additionality of Structural Funds. To what
extent, for example, does public expenditure in Wales and Scotland (via the block
grant) have to rise for Structural Fund allocations in the two countries to be regarded
as additional? Must there be an increase in ERDF provision under the block grant as
well as an increase in funding for public sector match funding providers to enable
them to meet their co-financing obligations?

The granting of Objective 1 status has resulted in these questions being debated quite
extensively in Wales. According to the European regulations on additionality (Article
11, Regulation 1260 / 99 EC), the UK government is required only to demonstrate
that public expenditure in eligible regions benefiting from Structural Fund
programmes is at least equal to the level achieved in the previous programming
period. This baseline level of public expenditure includes an assumed level of ERDF
receipts. Furthermore, additionality will be assessed for all Objective 1 regions in the
UK as a whole, and not on the basis of each individual programme or region.

What this means in practice is that to satisfy the additionality principle, all that is
required is that the levels of provision to spend Structural Funds in Wales and
Scotland (as determined by the UK Treasury), are appropriate to the levels of demand
generated by the particular European programmes for which they are eligible. There is
therefore no compulsion on the UK Treasury to provide extra resources in line with
any increased public sector match funding commitments. However, as the case of
Objective 1 in Wales has illustrated, this is considered important in principle in order
to allow the net economic impact of the Structural Funds to be maximised.

The importance of the appropriate level of ERDF provision has been critically
exposed by Objective 1 in Wales. Under the 1998 CSR, public spending plans for all
departments and devolved administrations had been set for the three-year period from
1999/2000 to 2001/02. Thus, the public expenditure total in Wales had already been
fixed for the first year of Objective 1 (i.e. 2000/01) before the extra demands
prompted by Objective 1 could have been taken into consideration. Therefore, whilst
the next CSR (to be completed by July 2000) will revise the spending totals in Wales
for the year 2001/02, extra money for provision (and potentially for match funding)
will not be made available until at least April 2001 i.e. 15 months into the Objective 1
programme. Furthermore, as indicated above, if the CSR relied exclusively upon the
Barnett formula, the level of provision would not be appropriate to the level of need.
The current funding mechanism therefore lacks flexibility and does not fully
correspond to the needs of Wales and Scotland as identified by European Structural
Fund programming documents.

7. UK Rebate

The funding relationships between the EU, UK and Wales/Scotland are further
complicated by the unique rebate which the UK government receives on its net
contribution to the EU budget. This rebate ensures that approximately two-thirds of
the UK’s net contribution to the EU budget is returned each year as an abatement to
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the Treasury. This means that any increase in EU Structural Funds for Wales and
other parts of the UK, is largely balanced by a reduction in the rebate paid to the
Treasury. In effect, this means that the UK government has to spend more of its EU
receipts on the regions, whereas when a greater share of EU receipts comes in the
form of the rebate, the government has the flexibility to spend this money wherever
it sees fit. This provides a potential incentive for the UK government to exercise
restraint in the drawing down and spending of available EU funds in the UK. This is
significant in providing a potential explanation for public expenditure restraint in
ERDF provision and matching finance as part of the block grant. According to the
Treasury, “the UK government will press for restraint in the level of Community
spending, not just because we are a net contributor but also because it is necessary to
ensure that Community spending delivers value for money and that the UK taxpayer
should be asked to contribute no more than is necessary to the costs of the
Community” (HM Treasury, 1998; paragraph 7.1).

8. Conclusions

The Barnett formula is not the most appropriate way of allocating European Structural
Funds.

Central government and European sources of funding for the National Assembly and
the Scottish Parliament are calculated according to very different criteria, but
nonetheless they interact directly with one another because of the administration of
the Structural Funds through the UK public expenditure system.

UK central government funding for the Welsh Assembly / Scottish Parliament
continues to be by means of a block grant, the annual changes in which are chiefly
determined by the simple population-based Barnett formula. Structural Funds,
however, are specifically intended to address issues of regional prosperity and
development, with the level of entitlement being determined by the EU on the basis of
indicators which explicitly reflect relative prosperity and development.
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