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A Reformed Local Property Tax

Note from the Author


This paper was kindly funded by the Joseph Rowntree Reform Trust with a grant to
Willie Rennie, Leader of the Scottish Liberal Democrats, specifically to research tax
reforms in Scotland.



This paper should be considered as a response to “Just Change: A New Approach to
Local Taxation”, the Final Report of the Commission on Local Tax Reform published
in December 2015.



The Report concluded that:
“The present Council Tax system must end.”1



As to what would replace Council Tax the Commission had no clear conclusions but
stated that:
“We recognise that political parties in Scotland will attach different weights to the
considerations we have set out on each of the tax options, and will therefore draw
different conclusions about the best way forward. Our expectation is that this report
informs the development of those policies which will be put to the electorate in the
Scottish Parliamentary election in May 2016 and beyond.”2



Acknowledging the Commission’s call for the end of Council Tax this paper is
designed to provide a set of alternative policy options.



The policy options set out in this report seek to provide a new pathway forward for
the Scottish Liberal Democrats in their approach to Council Tax reform and represent
a starting point for the debate of how best the principles of “Localism” can be
achieved following the Scottish Parliamentary elections in May 2016.

1 Just a Change: A New Approach to Local Taxation, The Commission on Local Tax Reform < http://localtaxcommission.scot/downloadour-final-report/>
2 Ibid
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Executive Summary
Chapter 1: The History and Principles of Local Taxation


The first section will look at the recent history of Council Tax in Scotland as well as the
principles behind local taxation in general.



When designing any form of local taxation the following three questions need to be
considered:
1. What are the funding requirements of the local area?
2. Are these requirements best served by local government, central government
or a mixture of the two?
3. What is the fairest way of raising this tax?



In addition any attempts to reform local taxation should also consider a fourth concern:
4. What impact will this have on the behaviour of tax-payers?



As such a full reform of local taxation would require not merely proposals to reform local
domestic taxation but also non-domestic and non-local taxes.



For reasons of space and pragmatism, this paper is limited merely to local domestic
taxation, whilst still taking the others into account.



The Scottish Liberal Democrats have a recent history of supporting a Local Income Tax
(LIT) as the fairest mechanism for local domestic taxation3, although the party has also
historically supported a form of Land Value Tax (LVT).4



Council Tax in its current form was introduced in 1993 and designed to be a compromisesolution to the discontent caused by the Community Charge which was introduced into
Scotland in 1989.5



The current system of Council Tax is based on property prices, but was designed to be
regressive and has continued to be so.



Major reform of Council Tax has been politically difficult despite various attempts.

3

A Fairer Way: Report by the Local Government Finance Review Committee, Chaired by Sir Peter Burt (Known as the Burt Review) <
http://www.gov.scot/Resource/Doc/153766/0041377.pdf>
4
A Land Tax for Scotland: Fair, Efficient, Sustainable, Andy Wightman < http://www.andywightman.com/docs/LVTREPORT.pdf >
5
Local Government Finance: the 1990 reforms, Michael Ridge and Stephen Smith of the Institute for Fiscal Studies <
http://www.ifs.org.uk/comms/comm22.pdf >
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The so-called “Council Tax Freeze” may or may not have been funded by the Scottish
Government, but the major beneficiaries continue to be occupants of larger dwellings and
as such the policy has merely perpetuated the regressive nature of the tax.6



A major revaluation of property for Council Tax purposes is not merely advisable in order
to ensure that the properties are valued correctly, but also necessary to maintain fairness
between old and new buildings.7

Chapter 2: Progressive Solution to Council Tax


The second section will outline a new system replacing Council Tax with examples.



This chapter shall claim that the most suitable policy option would be to redesign the tax
along the lines of those advocated in the so-called Burt Review of 2006.8



The principles of Local Property Tax will be outlined in the first three sections whilst the
adapted policy options themselves will be laid out in the fourth section.



The strengths and weaknesses of the system will be assessed in the final section which
will take into account both the principles of taxation and how the tax the options of
Domestic Rates (Rates), a Community Charge (Poll Tax), a Local Income Tax (LIT) or
Land Value Tax (LVT) set out in Chapter 1.



A reformed system of domestic local taxation outlined in the Burt Review was based on
property prices and called a “Local Property Tax” (LPT).



It advocated:
i.
ii.
iii.
iv.



A revaluation of all property for Council Tax purposes and that further
revaluations should take place regularly thereafter, ideally every 5 years.
All properties would be charged an annual levy, set by the local council, of
approximately 1% of their property’s capital value for Council Tax purposes.
Payments could be spread out over 10 to 12 months depending on need.
The discount provided to second homes and single occupants should be amended
whilst all the others within the current system should be maintained.

This paper will advocate a similar system but with some notable differences:

6 Financial Scrutiny Unit Briefing Local Government Finance: facts and figures, 1999-2016 The Scottish Parliament Information Centre
(SPICe) Allan Campbell < http://www.scottish.parliament.uk/ResearchBriefingsAndFactsheets/S4/SB_15-58_Local_Government_Finance__facts_and_figures_1999-2016.pdf >
7 The Commission on Local Tax Reform
8 The Burt Review
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1) A revaluation of all property for Council Tax purposes should take place and that
further revaluations should take place regularly thereafter, ideally every 5 years.
2) Rather than advocating a 1% annual levy, properties should be placed into 13
Bands:
Band
Band 1
Band 2
Band 3
Band 4
Band 5

Value
£25K and under
£25K - £50K
£50K - £100K
£100K - £150K
£150K - £200K

Liability for Council Tax Purposes
N/A
£37,500
£75,000
£125,000
£175,000

Band 6
Band 7
Band 8
Band 9
Band 10
Band 11
Band 12

£200K - £250K
£250K - £300K
£300K - £350K
£350K - £500K
£500K - £750K
£750K - £1 Million
£1million - £2million

£225,000
£275,000
£325,000
£425,000
£635,000
£875,000
£1,500,000

Band 13

Over £2 Million

£2,000,000

3) Similar to the current system of Council Tax all properties will be assumed to
have the same liability, which will be considered to be the midway point between
the bands.
For example:


A property worth between £50,000 and £100,000 would be considered to have a liability
of £75,000 for Council Tax purposes = Band 3.



A property worth between £500,000 and £750,000 would be considered to a have a
liability of £635,000 for Council Tax purposes = Band 10.
4) A property’s value for Council Tax purposes will be distinct from its value on the
open market, although this will naturally be a factor within the valuation process.
5) Similar to the Burt Review’s LPT, local authority will be able to set an annual
levy but they will also be able to amend the levy for each band similar to the
recent reforms to Land and Buildings Transaction Tax (LBTT).
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For Example:
£25K and under
£25K - £50K
£50K - £100K
£100K - £150K
£150K - £200K

Value for Council Tax
Purposes
N/A
£37,500
£75,000
£125,000
£175,000

Local Authority’s chosen
rate
0%
0.75%
0.75%
1%
1%

Band 6
Band 7
Band 8
Band 9
Band 10
Band 11
Band 12

£200K - £250K
£250K - £300K
£300K - £350K
£350K - £500K
£500K - £750K
£750K - £1 Million
£1million - £2million

£225,000
£275,000
£325,000
£425,000
£625,000
£875,000
£1,500,000

1%
1%
1%
1%
1%
1%
1%

Band 13

Over £2 Million

£2,000,000

1.5%

Band

Value

Band 1
Band 2
Band 3
Band 4
Band 5

6) The Nil-Rate band for the first £25,000 of a property’s value would be mandatory,
although Local Authorities could chose to taper off for reductions past the
£150,000 point in a similar fashion to the tapering of the tax free allowance with
Income Tax for those earning over £100,000 a year.
7) Thereafter Local Authorities would be free to set a different rate for each band and
so take into account both their spending requirements and local property prices.
8) The 25% Single occupancy discount will be reformed so that it only applies to the
first £150,000 of a property’s value.
9) Serious Disability allowance will be amended so that an additional 25% discount
(on top of any other discounts) will be applied to any property housing one or
more individuals that qualify.
10) Local Authorities will maintain the right to reduce the Council Tax levied on
Second Homes by up to 50% but it will only apply to the first £150,000 of a
property’s value.
11) As with the LBTT, a property’s tax liability will correspond to the amount of a
property’s capital value that is within each band.
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For example, using the Local Authority rates above:


The tax bill for a property worth between £50,000 and £100,000 would be:
Tax Liability = £75,000
Tax Rate for a property worth between £50,000- £100,000 (ie. liability of £75,000)

Band

Value

Local
Authority’s
chosen rate

Calculation

Bill

£25K and under

Value for
Council
Tax
Purposes
N/A

Band
1
Band
2
Band
3

0%

£0

£25K - £50K

£37,500

0.75%

£50K - £100K

£75,000

0.75%

0 to £25,000 = £25,000
x 0%
£25,000 to £50,000 =
£25,000 x 0.75%
£50,000 to £75,000 =
£25,000 x 0.75%

Total Bill



£187.50
£187.50
£375

The tax bill for a property worth between £500,000 and £750,000 would be:
Tax Liability = £625,000
Tax Rate for a property worth between £500,000- £750,000 (ie. liability of £625,000)

Band

Value

Local
Authority’s
chosen rate

Calculation

Bill

£25K and under

Value for
Council
Tax
Purposes
N/A

Band
1
Band
2
Band
3
Band
4
Band
5
Band
6
Band
7
Band
8
Band
9
Band
10

0%

£0

£25K - £50K

£37,500

0.75%

£50K - £100K

£75,000

0.75%

£100K - £150K

£125,000

1%

£150K - £200K

£175,000

1%

£200K - £250K

£225,000

1%

£250K - £300K

£275,000

1%

£300K - £350K

£325,000

1%

£350K - £500K

£425,000

1%

£500K - £750K

£625,000

1%

0 to £25,000 = £25,000
x 0%
£25,000 to £50,000 =
£25,000 x 0.75%
£50,000 to £100,000 =
£50,000 x 0.75%
£100,000 to £150,000 =
£50,000 x 1%
£150,000 to £200,000 =
£50,000 x 1%
£200,000 to £250,000 =
£50,000 x 1%
£250,000 to £300,000 =
£50,000 x 1%
£300,000 to £350,000 =
£50,000 x 1%
£350,000 to £500,000 =
£150,000 x 1%
£500,000 to £625,000 =
£125,000 x 1%

Total Bill

Funded by the JRRT

£187.50
£375
£500
£500
£500
£500
£500
£2,500
£1,250
£6812.50
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A Progressive Solution to Council Tax


This chapter shall summaries the history of, and the principles behind, domestic taxation



There are 7 subsections:
1. Subsection 1: Systemic Tax Reform
2. Subsection 2: The Principles of Local Taxation
a. Subheading A: Justification for Taxation
b. Subheading B: Spending requirements, Localism and Fairness
c. Subheading C: Collection Mechanisms and Current Revenues
3. Subsection 3: Domestic Rates
4. Subsection 4: The Poll Tax
5. Subsection 5: Local Income Tax
6. Subsection 6: Land Value Tax
7. Subsection 7: The History of the Council Tax
a. Subheading A: Rationale, structure and history of Council Tax in Scotland
b. Subheading B: The discounts and reductions
c. Subheading C: The Council Tax Freeze
d. Subheading D: The need for reform
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Subsection 1: Systemic Tax Reform


In the final report of the Mirrlees Review, “Tax by Design”, the Institute of Fiscal Studies
attempted to summaries the UK tax system but explain that complications arise from any
attempt to reform claiming9:



“Real and effective reform remains politically extremely difficult.”



There are a number of interrelated reasons for this political difficulty:



Tax reform creates “winners” and “losers”, that is to say individuals that benefit and
individuals that lose out.



Losers are often vocal in their opposition, whereas winners either are unaware of their
windfall or remain silent.



Policymakers tend to reform taxes in a piecemeal fashion rather than dealing with the
system as a whole.



Policymakers often underestimate the extent to which individuals and companies will
respond to the financial opportunities presented to them by the tax system.



These reasons are, to some extent, contingent on one another:



Because governments need to be re-elected they must focus on being perceived to create
more winners than losers.



Because losers are more vocal than winners attempts at reform tend to focus on reducing
the number of losers rather than increasing the number of winners.



This creates a bias towards piecemeal giveaways rather than systemic reform because
even if an individual is better off as a whole because of changes to the tax system they are
likely to focus on any losses incurred rather than gains they have benefitted from.



As such the political discourse as a whole focuses on the winners and losers within
specific taxes rather than within a whole system leaving policy-makers with a blind-spot
with regards individual behavioural responses and tax planning.

9 Tax By Design, Sir James Mirrlees et al (The Mirrlees Review) from the Institute of Fiscal Studies,
<http://www.ifs.org.uk/docs/taxbydesign.pdf >
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As such theoretically any attempt to reform Council Tax should be conducted in
conjunction with systemic tax reforms which make the system as a whole more equitable.



Practically, however, this is both immensely difficult and politically reckless; a point
recognised by the Commission on Local Tax reform which limited its scope to domestic
property, rather than including non-domestic (business) rates, in its recent report on
Council Tax reform.10



As such whilst taking account of their impact on taxpayer behaviour and other taxes, the
reforms advocated in this paper are limited to domestic tax reform, not least because the
same restrictions were also made by the Commission on Local Tax Reform itself.

10

Commission on Local Tax Reform

Funded by the JRRT
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Subsection 2: The Principles of Local Taxation


This subsection shall investigate the principles of Local Taxation.



The subsection has 3 further subheadings:
Subheading A: Justification for Taxation
Subheading B: Spending requirements, Localism and Fairness
Subheading C: Collection Mechanisms and Current Revenues

Subheading A: Justifications for Taxation




There are two major justifications for any form of taxation:
I.

As a means by which the state can raise the money necessary to fund the services that
it provides.

II.

As a means by which the state can discourage or encourage the behaviour of
individuals.
In a perfect system the two principles are inter-linked. For example:
 A “Road Tax” is the means by which the state can fund the building of new roads and
the provision of public bus services. An increase in road tax could be hypothecated to
the funding of improvements in public services which would help discourage the
driving of private vehicles.



As has been acknowledge above, however, no tax exists in isolation and nor can all
behaviours be well predicted. For example:
 A higher road tax could discourage consumers to buy cars leading to a fall in Value
Added Tax (VAT) receipts; or the tax could incentivise employees to work from
home, impacting on productivity levels and corporation tax take; or the tax could
make it financially more productive for workers to work less days a week thus
reducing income tax levels. Indeed the lack of cars on the roads could also reduce the
road tax take itself leading to a fall in the funding for public service bus companies
and the need to raise taxes in other areas.



This is problematic for policy-makers not only because they cannot be sure of the
repercussions of their actions, but also because it can lead to a tension between different
levels of government.

Funded by the JRRT
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If a Local Authority has no control over VAT or over VAT receipts then it is unlikely to
take VAT rates into account when making their decisions. As such the Local Authority
will be unlikely to be interested in the wider behavioural responses of a policy such a
raising road tax, only on the effect it will have on their own tax take.



It is at least partly because these repercussions are so complex and difficult to predict that
policy makers do not give as much importance to the behavioural responses to taxation as
they do to the predicted rise and fall in revenue.



As such policy-makers tend to focus on Justification I (the need for more/less money to
fund public services) rather than Justification II (the need to change public behaviour) in
their arguments about the need to reform Council Tax.

Funded by the JRRT
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Subheading B: Spending requirements, Localism and Fairness


The debate about local government funding tends to centre around three key questions:
1. What are the funding requirements of the local area?
2. Are these requirements best served by local government, central
government or a mixture of the two?
3. What is the fairest way of raising this tax?



The individual answers that policy-makers have to these questions tend to reflect their
own political tastes:
1. What are the funding requirements of the local area?
Those in favour of limited government interference and a smaller state will
naturally gravitate towards claiming that the funding requirements of the local
area are low; conversely those in favour of increased welfare and
infrastructure spending are more likely to be supportive of higher government
spending.
2. Are these requirements best served by local government, central
government or a mixture of the two?
Those in favour of larger state intervention are likely to have a bias towards a
system which relies more heavily on central government grant formulas than
on local tax collection, as this provides more opportunity for redistribution
from wealthier to poorer regions of the country. Conversely those that support
an increased level of local accountability may be in favour of greater taxraising as well as tax-spending opportunities for local councils, allowing
councillors the opportunities to either raise taxes to increase revenue or
reduce taxes to encourage new businesses and residents.
3. What is the fairest way of raising this tax?
Those in favour of a redistributive understanding of “fairness” are likely to be
in favour of more progressive forms of taxation whereby those with the
greatest ability to pay or with the most wealth are taxed more heavily and at a
greater rate than those with less ability to pay. Alternatively those who
consider “fairness” to constitute equal contribution for an equal access to
services are more likely to be in favour of flat charges, which, because such
charges will naturally constitute a smaller percentage of your wealth the more
wealth you have, will be by their very nature regressive.

Funded by the JRRT
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Subheading C: Collection Mechanisms and Current Revenues


These three factors (size of government, levels of localism, and understanding of
“fairness”), alongside the kind of behaviour that the state wants to encourage, play a key
role in defining the mechanism or manner in which a local government wishes to raise its
taxes.



Local Authorities in Scotland do not, however, have an unlimited choice when deciding
their tax raising mechanism. The following taxes, for example, are not feasible options for
the following reasons:
Tax11
1. A tax on the sale of local goods
2. A tax on the export of local goods

Reason
Any local sales tax or export duty would be likely to
violate European principles concerning the free
movement of trade and mandated VAT rates

3. A tax on local corporation gains
4. A tax on inherited wealth
5. A tax on capital gains
6. A tax on the purchase of local
property



These taxes remain reserved to Westminster since
differential rates between regions could open up greater
opportunities for tax avoidance and possibly even
evasion.
Such a tax is currently levied Scottish Government under
the guise of the Land and Buildings Transaction Tax.
(This tax has only recently been introduced to replace the
old system of “Stamp Duty Land Tax” and as such is
unlikely to be devolved for local authority control for the
time being.

As a result local authorities are left with a number of options including levying:
a) A tax on the income of local businesses.
b) Fees, charges and rents on services provided as well as raising income from the
sales of council property.
c) Specific taxes on behaviour such as environmental/green taxes or a tourist tax.
d) A tax on the income of local residents.
e) A tax on the property of local residents.

11 Devolution of tax powers to the Scottish Parliament: the Scotland Act 2012, Antony Seely of the House of Commons Library
<http://researchbriefings.files.parliament.uk/documents/SN05984/SN05984.pdf >
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Addressing each in turn:
a) Non-domestic (business) rates: These are a key method for local authorities to
raise tax rates. The debate over the extent to which local councillors should be
able to change the poundage rate or their rates of tax is important and mirrors the
debate over local domestic taxes. As has been addressed above, however, for
reasons of space as well as meeting the brief of providing a response to the
Commission on Local Tax Reform’s findings, business rates shall only be
addressed tangentially in this paper.
Total receipts for 2013/2014: £2,435,000,00012
b) Customer Client Receipts: Local Authorities receive income from sales, rents,
fees and charges as a result of providing services. Again these play a significant
role in local government funding. By their very nature, however, issues such the
cost of car parking or the sale of council property fall are local and fall outwith the
scope of the paper. To give an example of the extent of customer client revenue
and from where it derives the figures for 2013/2014 are broken down below:
Total receipts for 2013/2013: £2,327,259,000
Source
Education
Culture and Related Services
Social Work
Roads and Transport
Environmental Services
Planning and Development Services
Central Services
Non-HRA (Housing Revenue Account) Housing
Trading Services
HRA
Common Good Fund
Road Bridges
Total

Income
£120,563,000
£71,185,000
£276,012,000
£175,218,000
£117,457,000
£121,077,000
£131,709,000
£160,800,000
£69,843,000
£1,073,362,000
£9,867,000
£166,000
£2,327,259,000

This figure is not comparable with previous years as the receipts from the Police
and Fire service have been centralised since 2013, nonetheless it is apparent that
HRA (which records income and expenditure relating to Local Authority housing
stock) provides the largest signal contribution to this category.
It is, however, worth noting that the principle behind only charging for services
rendered lay at the heart of the Community Charge or so-called Poll Tax, which
will be discussed below.
12 Scottish Local Government Financial Statistics (2013-14), The Scottish Government
<http://www.gov.scot/Resource/0048/00481380.pdf >
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c) Specific taxes on behaviour: New environmental taxes or tourist bed taxes are
potential avenues via which local authorities can change behaviour and raise
revenue, however, as can be seen from the Customer Client receipts above, their
revenue raising potential is limited in comparison to Council Tax and as such
again fall outside of the scope of this paper. The Commission on Local Tax
Reform drew a similar conclusion stating:
“However, one key attribute for a replacement to the present Council Tax is that
it has the potential to raise revenues of similar scale, and that it also provides a
suitable basis should a council wish to vary local taxes according to local
priorities. Our quantitative analysis confirms that taxes on property, land and
income have the capacity to do this, whilst other optional taxes, such as a tourist
bed tax, do not, but could nonetheless have a future role in supplementing core
budgets where there is local mandate to do so.”13

d) A tax on the income of local residents: This is commonly known as a Local
Income Tax (LIT), and shall be discussed below.
e) A tax on the property of local residents: This can be done in a number of ways
including a tax on the discrete value of the property, which was the mechanism
used by the old system of Domestic Rates (Rates); or on merely the land on which
the property rests known as Land Value Tax (LVT); or on a property’s historical
banding which takes place under the current system of Council Tax. These shall
be discussed below.

13 The Commission on Local Tax Reform
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To give an indication of how each of these different revenue streams contribute to local
government finance, as well as the balance between local and central funding, the sources
of local government finance for 2013/2014 are published below14:
Source

Locally Raised/
Centrally
Granted

Revenue

Percentage of
Total Revenue

£1,981,000,000

11.8%

£2,435,000,000

14.4%

Customer Client Receipts

£2,327,000,000

13.8%

General Revenue Grant

£7,782,000,000

46.1%

Centrally
Granted

£370,000,000 (approx.)

2.1%

Either Centrally
or Externally
Granted

£2,513,000,000

14.9%

£16,851,000,000

100%

Council Tax
Non-domestic (business) Rates

Council Tax Reduction
Other Income
(such as Grants from bodies
including the E.U)
Overall Total

Locally Raised



This shows that the majority of Local Government income is Scotland is not raised
locally.



Even Non-domestic business rates, although collected locally, are redistributed by the
Scottish Government on a funding formula based on population.



As such it cannot be considered to be an entirely “local” form of local funding because
even if a local authority did wish to raise extra revenue via Non-domestic business rates,
the rate rise would have next to no effect on their income revenue.



As such local authorities in Scotland only truly have control over approximately 25% of
their revenue.



Because of this if local councils want to see even a moderate rise in their overall budget
they can only do this by making a drastic rise in a select number of taxes. This is known
as the gearing effect.

14 Local Government Finance Statistics 2013-2014 (other sources may vary)
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This problem has been exacerbated by the effects of the so-called Council Tax Freeze,
which has resulted in councils only being able to make meaningful choices over the
services they provide rather than on the taxes that they raise.



The subsections above have illustrated the reasons that local taxation is necessary, some
of the principles which impact on the manner in which local councils choose to levy
taxes, and the current restrictions that exist with regards the methods that can be chosen.



This subsection has highlighted the current mixture between centrally granted and locally
raised incomes for local councils in Scotland, noting the gearing effect.



This subsection has also shown that although other taxes can be considered, such as
reforms to business rates and environmental taxes, when it comes to providing a suitable
replacement for Council tax there are only two major options: taxing income and taxing
property/land.



This next 5 subsection will analyse the four methods mentioned above: Rates, Poll Tax,
LIT, LVT as well as the current system of Council Tax, in order to demonstrate their
strengths and failings in comparison to a system of Local Property Tax.
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Subsection 3: Domestic Rates


As highlighted above, the traditional form of local taxation throughout the UK, up until
1989, was a property tax on both domestic (residential) and non-domestic (business)
property, a principle which had roots dating back to the Poor Relief Act 1601.15



The original justification for these taxes was predominantly based on the fact that with the
dissolution of Monasteries, the main source of poor charity, no longer existed and
parishes needed a means to raise revenue to provide for local services and work houses.



The taxation of property was primarily chosen because of the ease of collection and
because the social benefits that the taxes paid for were enjoyed by the local community.



Property was also considered appropriate right until the 20th century, because, in an age
when the assessment of income was more difficult, it was generally assumed that a
family’s dwelling provided an accurate indication of their wealth.



These justifications remained the overriding justifications throughout the history of the
rates system.



Rates were a tax on occupation rather than ownership, and so were paid by private and
council tenants as well as owner occupiers. As a result many who lived in council owned
dwellings often paid their “rent” and “rates” at the same time and were unaware of the
separation between the local tax and the landlord charge.



The level of tax paid was calculated by multiplying the “rateable value” of a property by
the “poundage rate”.



The “poundage rate” referred to the number of “pence in the pound” that would be tax.
(For example: A 40p poundage rate would mean that 40p of every pound of a property’s
“rateable value” would be liable for tax purposes. Eg. A property with a “rateable value”
of £10,000 would only be liable for £4,000).



The “rateable value” of domestic property was defined as their “net annual value”, which
normally constituted the rent that the property could reasonably expect to receive if the
property was let, minus the cost of repairs and maintenance.



This rateable value would be decided by local assessors, who in Scotland are part of the
umbrella organisation of the Scottish Assessors Association (SAA).16



Ideally this system would have been flexible and included regular reassessments of
rateable values.

15 For greater detail of the history of Domestic Rates see Chapter 3 of the Burt Review pages 9-20.
16 Scottish Assessors Association website < http://www.saa.gov.uk/ >
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Without regular reassessment some properties in less desirable areas, which commanded
falling rents, would be over-valued and over-charged. Conversely rejuvenated areas,
which could command higher rents, would be under-valued and under-charged.



Up until 20th century much of the legislation with regards changes to local taxation was
piecemeal, but with the growing ambition of National Governments to modernise the
state, the number of specific grants to local authorities to pay for the provision of specific
services had increased.



As a result by 1920 24% of local government spending came from central government
grants.17



Due to the piecemeal nature of the legislation, some of the grants were tied to specific
services or specific regions and some of them required local authorities to match the level
of funding from their rate payers.



The consequence of this was that the relationship and funding formulas between Central
and Local Government had become more complex and the purpose of rates had become
less clear.



The Local Government (Scotland) Act 1929 was designed to rationalise the relationship
between Local and Central Government. It reduced the number of local authorities,
simplified the nature of centralised grants and created an equalisation formula for a
region’s block grants based on its specific tax-raising capacity and its level of need.



As the size of the state increased throughout the 20th century, particularly with the
introduction of the welfare state, so did the size and scope of central grants thus
decreasing the percentage of local government spending that arose from rates.



As a result most local residents were shielded from rate rises as local councillors could
rely on increased grants.



A rise in inflation in the 1960’s however, coupled with a general reassessment of rateable
values in 1961, meant that rate bills rose sharply for many local residents. In some cases
bills rose from between 17% to 68% in just one year.



This problem also highlighted to policy-makers that there was a disconnection between
residency and ability to pay.

17 For greater detail see Chapter 3 of the Burt Review pages 9-20.
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The Government’s answer to this problem was to introduce a system of “rate rebates”, a
recommendation of the Allen Committee (1965) which had been established to provide a
response to the problem of unaffordable rate bills.



The rebates, paid through Housing Benefit, provided a partial or complete redemption of
local rates to residents depending on the level of their local tax bill, the household’s
income, and the number and ages of household members.



By 1989 about a quarter of households in the UK received some level of rebate.



By the time of the Layfield Report (1976) Central Government was responsible for
roughly 60% of a Local Authority’s income.



Together the Allen and Layfield Reports identified many of the problems with rates that
still exist within Council Tax today, namely:
 The complexity of the grant system made it difficult for local residents to
adequately understand how their local councillors were funded and thus
weakened local democracy.
 The over dependency on Central Government funding also weakened the tax
raising powers of Local Authorities which again weakened local democracy.
 The rates system was a highly regressive tax, as it took up more of the
disposable household income of poorer families than of wealthier ones.
 Rates no longer reflected ability to pay, but were now a tax on the
consumption of property making any future increases politically very difficult
and thus undermining a key avenue to fund new local expenditure.



Despite the calls for greater independence from Central Government, the Conservative
Government of 1979 responded to the economic difficulties caused by stagnation in
wages and the economy but inflation in commodity and property prices through a policy
of retrenchment and reduced spending.



Local Authorities has their specific and block grants from Central Government reduced
and were encouraged to make savings to their budgets. At the same time inflation in the
housing market increased rateable values resulted in councils increasing their rate bills
sometimes drastically. (Lothian Regional Council for example imposed 40% rate rises
twice in 1981 and 1982.)18



The Government took the view that many local authorities were excessive in their public
spending and were excessive in their use of rates to pay of this spending. This was
considered particularly egregious as the prevalence of rebates meant that left-wing local

18 For greater detail see Chapter 3 of the Burt Review pages 9-20.
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councillors in poorer areas could significantly increase both domestic and non-domestic
(business) rates, hitting business owners and the residents of more valuable properties,
without impacting on their own core voters.


The Government’s response was to introduce “rate-capping” through the Local
Government (Miscellaneous Provisions) (Scotland) Act 1981. In essence rate-capping
was a mechanism by which the Secretary of State for Scotland was empowered to
intervene and reduce the grant to specific local councils if their rates or spending was
“excessive and unreasonable”.



It was this desire by the Conservative Government of the 1980s to reduce what in their
view was the excessive and unregulated spending power of local councils that lead to the
introduction of the Poll Tax.
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Subsection 4: The Poll Tax


The “Community Charge” or Poll Tax which was introduced Scotland in 1989 was
designed primarily to deal with the issue of “accountability”.



In the Government’s view the domestic rates system’s focus on households rather than
individuals, and its generous rebate system, had undermined the relationship between the
spending decisions that a local council made and the willingness of local residents to pay
for it.



The Government’s Green paper on the subject in 1986 specifically stated:
“Effective local accountability must be a cornerstone of successful local government. All
too often this accountability is blurred and weakened by the complexities of the national
grant system and by the fact that differences arise among those who vote for, those who
pay for, and those who receive local government services” (p.vii)19



Because of the gearing effect most voters were unaware of the effect that rate rises really
had a local government’s budget.



Because the rates system local electorates would be encouraged to vote for councillors
that increase public spending without having any responsible for paying for this increase.



Whereas the rate system was specifically levied on a property’s value without taking any
regard of the number of individuals living within it or their income, the Poll Tax was
based on individual payments.



As a result the Poll Tax was more difficult to collect than rates. Rather than relying on a
list of addresses it required a list of all the residents at these addresses as well.



To solve this issue the Government decided to tie payments to registrations on the
electoral role.



This was deliberately done so as to increase the accountability of the electorate. Indeed
even the old practice of collecting council rents and rates within the same bill was
discontinued so as to highlight the level of contribution that each individual was making
to the council budget.



The tax was a flat service charge and so was philosophically justified entirely on the
principle that council facilities are equally open to all residents and that a council’s
budget should be paid by all, rather than merely some, of its residents.

19 As mentioned in IFS 1990 Report on Poll Tax
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The rate of poll tax was set by each local authority with bills ranging from £250 to £450
per person. 60% of which were between £300 and £400.20



Certain groups could apply for discounts including students and those on a low income.
The discount, however, was only worth at most 80% of the bill, meaning that each
individual still made a contribution.



The two major problems with the Poll Tax were that it was considered highly regressive
by the public and that it was much more difficult to collect.



This second problem was partially caused by the first.



Traditionally local rates were easy to collect as they required the authorities merely to
locate the address of the property and enforce payment. Households could apply for
rebates, but they could not avoid the tax altogether.



By requiring each individual resident to pay, the assessors had the more cumbersome task
of locating each resident within a property and each individual on the electoral register.



As a result, individuals were disincentivised from registering on the electoral roll and
households were incentivised to withholding their true number of occupants.



As a result collection costs rose from £14 million under rates in 1988 89, to £43.5 million
by 1990 91.21



Additionally there was a large campaign against payment. Many residents that had never
paid the rates before, since they were not the primary tenant, were suddenly confronted
with a large bill. Council tenants that had previously paid rent and rates simultaneously
were often unaware of their apparent fall in rent but very sensitive to the new poll tax. As
a result by January 1990 there were 421,400 cases of non-payment being pursued.22



Much of the disenchantment with the system was fed by the regressive nature of the tax
and the perceived unfairness of a flat tax which charged the same to council tenants as it
did to millionaire homeowners.



Although the Poll Tax was replaced by Council Tax, in 1993, some of the features of the
system still remain. These will be explored in the final section of the chapter.

20 For greater detail see the IFS 1990 Report on Poll Tax pages 2-7.
21 The Burt Review Section 3.
22 Ibid
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Subsection 5: Local Income Tax


The principle behind a Local Income Tax (LIT) stands in opposition to the principles of a
Poll Tax.



Whilst the Poll Tax was designed to charge all local residents an equal charge for the
services that are equally available to them, LIT is designed to be the most progressive
mechanism for funding local authority budgets.



National Income Tax is one of the most progressive forms of taxation in the UK. For the
tax year 2015/2016 for example: there is a tax free allowance of £10,600, with all taxable
income between £0 - £31,785 being taxed at 20%, taxable income between £31,785£150,000 being taxed at 40% and all income over £150,000 taxed at 45% with a tapering
off of the tax free allowance beyond £100,000 of earnings.23



The rates of Income Tax are different for earnings from savings and dividends and don’t
apply to capital gains, which has its own separate tax.



A LIT would achieve the same ends as a Community Charge with regards local
accountability because, depending on how it was administered, it would maintain a link
between the local services provided and a willingness to fund these services. Moreover if
it were established in a similar manner to National Income Tax it would do so in a more
progressive manner.



As such the technicalities with regards implementing a working LIT mechanism are not
merely academic but are integral to the justification of the tax as a whole. Without an
effective implantation the tax is likely to lose the elements that make it progressive and so
the principles behind its justification.



There are, however, a number of technical questions that would need to be resolved
before any LIT could be implemented. These questions include, but are not limited to:

1. What Income would be liable for LIT? Given that UK saver and dividend income is not
strictly “earned” in any specific region it would be difficult to tax this in the same manner
as income earned in a traditional manner. More importantly for the principle of LIT is the
fact that many of the very wealthiest individuals have the ability to arrange their tax
affairs such that their actual Income Tax liability is significantly reduced. Indeed by
realising their income through capital gains and via trust income outside of Scotland or
the UK, some residents currently in the most taxed properties could see their local tax
contribution fall in comparison to their Council Tax bill. This would significantly
undermine the principle justification for LIT, namely that it is more progressive than any
other system of local taxation.

23 Government website < https://www.gov.uk/topic/personal-tax/income-tax >
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Even self-employed individuals could choose to limit their “income” to less the tax free
personal allowance or incorporate their business meaning that profits would be liable for
corporation tax rather than income tax. Either way they could avoiding paying LIT.
2. Would there be separate Bands and Rates? If the LIT was to be truly “local” then
individual local authorities would need to be in control of specific bands and rates. As
will be seen below with regards collection, this would be incredibly difficult. If there
were 32 different rates of LIT each with different bands the potential for confusion and
avoidance would be extremely great. It is possible that, similar to the Scottish Rate of
Income Tax (SRIT) which is being introduced into Scotland as of April 2016, each
authority could have discretion over 10p in every pound and set their own rates that
would apply to all bands, but even this would be confusing and would limit a local
authority’s ability to be truly progressive, as a tax rise for the wealthiest would have to
apply to all rates of income.
Additionally there would need to be clear discussion over what the rate of LIT would
need to be in order to cover the cost of replacing Council Tax. Council Tax currently
raises approximately £2 Billion. To raise this kind of revenue, without taking into account
behavioural responses, a new LIT would have to be levied at an extra 5% on top of the
current Income Tax rate for every band.24
3. What provision would be made for residents who earn in different regions? It would
need to be made clear whether individuals would be liable to pay the tax for the region in
which they earn or the region in which they reside. A system of LIT which based an
individual’s tax liability on where they worked would be disproportionally beneficial to
major cities such as Edinburgh and deeply unfair on their commuter belt regions such as
Lothian. Attempting to cross a tax-payer’s residential address with the address of their
employer, however, would provide an added level of complexity that would make LIT
less efficient and more difficult to collect. There would also be difficulties in trying to
calculate the LIT of individuals with more than one job as well as those who work in
more than one region or who work abroad.
4. What provision would there be those with homes in different regions? Leading on
from the problem of individuals that earn in more than one region is the problem of
individuals with multiple properties in different regions. If they are taxed based on one
address then other local councils providing services to their other properties would be
underfunded. In oral evidence to the Burt Commission in 200625 the Scottish Liberal
Democrats claimed that a separate “second home property tax” would need to be
maintained, but the mechanism of instituting this tax as well as defining “second home”
would not be straight-forward. Would such a secondary tax apply to holiday lets, or to
24

These estimates are based on figures produced in:
Financial Scrutiny Unit Briefing: The Scottish rate of income tax and additional rate taxpayers The Scottish Parliament Information Centre
(SPICe) Anouk Berthier <http://www.scottish.parliament.uk/ResearchBriefingsAndFactsheets/S4/SB_14-14.pdf >
and
Constitutional change and inequality in Scotland David Comerford and David Eiser of the University of Stirling <
<https://esrcscotecon.files.wordpress.com/2014/01/inequality-paper-for-press-release.pdf >
25

The Burt Review, Section 10 pages 91 to 114.
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individuals that are forced to live in two properties due to their work requirements, or
would it be reserved merely for buy-to-let land lords who have yet to find tenants for an
empty property?
5. Would the tax be collected locally, or by HMRC or by Revenue Scotland? It would
be nearly impossible for each local authority to collect LIT as this would require a great
increase in staff so that authorities could not only process bills but also cross-reference
them against individual earnings. Such a system would also mean that LIT, as with
current Council Tax, would be highly “visible” – that is to say noticeable to those who
pay it. One of the major benefits of Income Tax, highlighted by the IMF’s Mirrlees
Review26, was the Pay As You Earn (PAYE) system. The system taxes individuals at
source meaning that the Income Tax and National Insurance contributions employees
make towards HMRC are less visible, noticeable and painful.
Maintaining this tax collection system, which is used by over 83% of the population,
would maintain this benefit. It would, however, required HMRC to cross-reference an
employee’s earnings with their residential addresses as well as maintain separate tax
codes for each of the 32 Scottish Councils.
Furthermore with Income Tax due to become the sole reserve of the Scottish
Government, following the Scotland Act 2015, it would be prudent for Revenue Scotland
to play a role in the distribution of LIT which would add a further level of complexity.
It is also worth pointing out that reducing the visibility of LIT runs counter to the
principle of accountability espoused by proponents of a Community Charge.


According to the Burt Commission the process of delivering LIT: including debating the
legislation at Holyrood, gaining royal assent at Westminster and reforming the systems
necessary for collection; would take roughly 6 years.27



Although this estimate may now be reduced because similar groundwork has already been
implemented by HMRC in preparation for the SRIT, it is still unlikely that LIT could be
introduced over one Parliament. As such LIT cannot be considered a short or even
medium-term solution to the current problems with Council Tax.



There are also principled arguments that can be made against LIT because of some of its
consequences including:

1. The Tax could be unsustainable because the tax base is set to fall. With both the
number of self-employed expected to rise above 20% of the labour market as well as an
increasing number of pensioners, caused by an aging population, the long-term future for
a LIT would be an increasingly smaller number of workers paying for the services which
are likely to be used by an increasingly larger percentage of the population. This problem
of an aging population is not unique to a LIT but by reducing a tax on property and
increasing a tax on Income the overall tax basket becomes more unbalanced and sensitive
to the labour market which is forecasted to be in decline relative to an aging population. 28
26
27
28

Tax by Design, p. 27.
The Burt Review, Section 10 pages 91 to 114.
The Burt Review, Section 9 pages 68 to 91.
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2. LIT shifts the burden of tax from homeowners to working individuals. One of the
major advantages of a system of LIT is that deals with the disconnection between size of
property and ability to pay that was highlighted by the Allen Report. This is particularly
beneficial to pensioners that are no longer in the same position to pay high levels of local
taxation as they were during their working careers. Whilst in specific cases it is
understandable that such individuals are protected from excessive tax rises, a system of
LIT disproportionately rewards those currently reaching pension age, the so-called “babyboomer generation”, at the expense of younger working families.
Homeownership has become increasingly difficult and the average age of a first time
buyer has risen from below 28 in the 1980s to 37 today.29 Whilst there are a number of
factors behind the rise in house prices, one is that homeowners are reluctant to downsize
from family homes, at least partially because parents are often required to provide a
secure “base” for children who are struggling to buy.
This problem would be perpetuated by a LIT, as retired homeowners would be given a tax
cut and have even less reason to downsize, at the expense of their employed children who
would face a tax rise and be even less able to build up the deposit needed to purchase a
property.

3. LIT would be likely to increase the tax rate of most working households. The
current system of Council Tax assumes that each property has two occupiers and the
average bill for Scotland for 2014/2015 was £1,023. Under a system of LIT, set at 5%,
two residents, each earning the average income of £23,000, would be taxed £620 off
their salary each. Meaning their household’s total local tax contribution would be
£1240. Such a tax rise is not in itself a reason to object to LIT, but it demonstrates that
the tax would not only impact on very well paid individuals but also on working
families.

4. Unlike Council Tax Reduction, LIT does not take into account family circumstances.
The current system of Council Tax Reduction, which shall be discussed in greater detail
below, is calculated by assessing an individual’s ability to pay based on subtracting the
reasonable amount that a person could be expected to live on in their situation (including
their rent and number of children) from their income. In other words whilst Council Tax
as a mechanism is fairly crude, the reduction scheme is sensitive to circumstances. As
such vulnerable groups such as low-earning single parents are protected from heavy
contributions. A LIT based purely on income would not provide the same level of
protection and so could lead to rising bills for these at risk groups.

29 Housing affordability for first time buyers from the Shelter policy library www.shelter.org.uk
<http://england.shelter.org.uk/__data/assets/pdf_file/0004/1076926/2015_02_26_Affordability_for_first_time_buyers_-_FINAL.pdf >
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5. A LIT would be sensitive to Behavioural Responses. Behavioural responses refer to
any decision that a tax-payer makes to reduce their tax bill, in the case of LIT their
income tax bill. Some of these have already been highlighted above including selfemployed individuals become incorporated and wealthy individuals making use of
creative accounting mechanisms such as off-shore trust funds. The problem, however,
extends to ordinary part-time employees on low wages who may find that working
additional hours is no longer beneficial given the increased level of tax they will face.
Having a higher tax rate in Scotland than the rest of the UK may also impact on the
choices of business leaders when deciding whether or not to expand north of the border,
or high-paid public employees, such as doctors, when determining where they should
practice. These kind of behavioural responses would decrease the overall revenue
expected from the LIT and may mean that the overall rate would need to be increased.
6. LIT would not provide the same certainty of budgets for councillors. One of the
major advantages of the current system of Council tax is that Councillors and council
officials are able to calculate, with a high degree of accuracy, what the annual revenue
will be from year to year. Because the tax is based on the number of properties in each
Council Tax band, Councillors need only multiply the number of properties in each band
with the band’s tax rate (taking into account specific reductions) in order to estimate their
annual income. As such the income is steady year on year and Councillors are in a good
position to make specific spending choices. By its very nature LIT is far more sensitive to
shocks in the labour market and to the economy in general than Council Tax. Whilst this
is beneficial to tax-payers, as it means that their reduced ability to pay is reflected in a
reduced bill, it means that local councils will be far less able to predict what the receipts
from one of their major income streams is likely to be, and as such will not be able to
make such informed decisions.
7. The SRIT has only recently been introduced to the Scottish Parliament. Although
this is not a specific criticism of LIT per se, because the SRIT, which is due to come into
force in April 2016, has only recently been devolved to the Scottish Parliament it would
be prudent to wait and see what the effects of the tax are before calling for its further
devolution in the form of LIT. Many of the criticisms of LIT, particularly with regards
behavioural and cross-border behavioural responses, are also applicable to the SRIT. It
would, therefore make sense to see how the tax is enforced in order to learn what the
consequences of different income tax rates within the UK are. Additionally it is also
worth noting that part of the principle behind the argument in favour of an LIT in 2006
was that it would make taxation in Scotland more progressive and mean that those are
most capable of paying pay the most. As has been highlighted above, however, the most
important aspect of a tax system is not to ensure that every tax is progressive, but that the
system as a whole is progressive. Throughout the Smith Commission negotiations, the
Scottish Liberal Democrats argued, alongside other parties, that income tax rates and
bands ought to be devolved to the Scottish Parliament. It seems somewhat
counterintuitive, therefore, to argue that this power should be taken away from the
Holyrood so soon after it has been granted. This is particularly true given that the Scottish
Liberal Democrats are already committed to raising the SRIT to fund the education
budget.30
30 Penny for Willie Rennie's tax raising thoughts < http://www.bbc.co.uk/news/uk-scotland-35417810 >
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8. An LIT would reduce the link between property and local services. In its purest form,
LIT advocates for the elimination of one of the only forms of property tax, with the
exception of LLBT, that exists in Scotland. As shall be discussed below, there is a strong
link between the value of local property and the services provided by the local council. To
sever this link and base the system of local taxation on income alone would not only
make the tax base more volatile and discourage movement in the housing market, it
would also deny local authorities the ability to tax the rise in a property’s value that they
have, at least partially, contributed to and so have at least some principled right to tax.
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Subsection 6: Land Value Tax


Although often considered a slightly fringe alternative to Council Tax, Land Value Tax
(LVT), alternatively known as Site Value Tax and sometimes Land Tax, has long history
of political support in Scotland and was in fact introduced by David Lloyd George in his
so-called “People’s Budget” of 1909.31



The main rationale behind why LVT is a suitable replaced for both Domestic Council Tax
and Non-domestic (business) Rates rests on a number of premises:
A. The value of a parcel of land is based on its scarcity.
At a fundamental level any tax on land or property comes into conflict with the concept
of an absolute right to exclusively own property. Yet even under a Lockean conception
of private property one can divide the right to own the property from the land itself.



For example:
If an individual purchases a parcel of land for £10 they may be able “by the fruits of their
labour” to cultivate this land, possibly by planting and watering a tree, in order to produce
fruit.



This individual would now have the right of ownership over not only the land but also the
tree and the fruit.



Should the individual wish to sell the land with the tree to a second person in the future
they could command a much higher price of £50 as the land now has a tree on it which
bears fruit which can be sold for a profit.



It would appear that the increased value of the land was as a result of the labour of the
first person; this however would be a misunderstanding of what constitutes “land”.



What the second person has purchased with the £50 is both the tree and the land.



The tree would constitute the majority of the value, for example £35-£40, because it is the
thing which provides fruit.



The land itself may not have risen in value at all as it is useless without the tree.



Any rise in the value of the “land” itself would be as a result of the second individual
having proof that the land is fruitful and capable of producing trees.



Although the first individual may have cultivated well, the fact that the land was fruitful
and capable of growing trees in the first place had nothing to do with their labour and as
such the rise in the land price rather than the property price was intrinsic.

31 Much of this theory is based on A Land Tax for Scotland, Andy Wightman
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As such the value of the land is based on its scarcity.



If there are many plots of land capable of growing trees, the land will be worth less. If
there are few, the land will be worth more.
B. A rise in a land’s value is based on actions by society.
The example of the tree above can obviously be replaced with domestic property to
provide a more updated example relevant to the modern day. Nonetheless the principle
separating land and property remains the same and moreover the rise in land values can
be attributed to society rather than to the individual.



For example:
An individual purchases a house within a town for £50,000.



During the 10 years in which they live in the area: a new by-pass is built leading to less
congestion on the roads, the town centre is rejuvenated with public money, a new
museum built to a local figure of historical note, a new business opens up on the outskirts
of town providing higher paid jobs and the local school benefits from better investment.



As a result when the individual comes to sell their property they are able to command a
much higher price of £100,000.



Even if they had completed some renovations of their own during that time the vast
majority of this increase in price is based on the actions of the local council and local
businesses rather than their own labours.



In other words the value of the property itself may have risen slightly, but it is the value
of the land which has increased.



It is the state that has been responsible for this rise in the land price and so it is the state
that should be able to benefit from the profit through taxation.
C. The tax system should shift to reflect this rise in value and provide an annual levy
on the benefit of property ownership.
As has been shown above, the act not merely of owning but also having the right to
reside in property provides a clear benefit to some that is not provided to others. Rather
than having a one off tax at the point of purchase or transfer of a property, which is
currently administered in the form of LBBT or CGT/Inheritance Tax respectively, there
should be an annual levy. The state already has annual charges on an individual’s right
to receive broadcasts, through the licence fee, as well as on their right to drive cars
through vehicle tax. It would make sense for a similar system to exist for land as well.



Aside from the philosophical justification behind LVT and the fact that the state can
begin to benefit from the role it plays in increasing land values, there are a number of
other advantages that LVT brings. These include:
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1. LVT is an extremely difficult tax to avoid. Unlike a LIT which can be avoided by
wealthy individuals or the self-employed, land is in a fixed location and its owners
can be traced and forced to pay. Even in cases where the owner lives abroad or their
identity is concealed behind a trust or company name, it is still possible to make
some part of the organisation liable for the levy. As a result, the tax base is also very
stable meaning that local authorities will have a clear idea of the level of revenue that
is likely to be received each year. Additionally, as with Council Tax, once a system
has been established, the tax is very easy to administer when compared to other
alternatives and involves merely confirming that each parcel of land in a residential
area has been taxed.
2. LVT encourages the best use of land. As will be shown below, a system of LVT, if
constructed appropriately, will only tax the land rather than the property that an
individual owns. As a result landowners are encouraged to make the best use of their
land as their tax rate is not dependant on the type of building they construct atop of it.
In other words developers will have no incentive to merely sit on land without
constructing as they will be taxed at the same rate with or without a building. As a
result it will be within their interest, and the interest of those who purchase new
builds, to ensure that the buildings themselves are of the highest quality as it incurs
no extra tax liability.
3. LVT will help to rejuvenate derelict areas of land. If an area of land is derelict then
it will be likely to have a low land value. As such it will be within the interests of
developers to build new homes upon this land rejuvenating and attracting new
residents through a low tax rate. As the area continues to improve the price of the
land will rise alongside the tax, but owners will be able to benefit from this rise and
the higher level of tax should help to fund further improvements in local services.
Although such a system is in theory an ideal example of LVT at work, it does suffer
from the potential problems posed by “hope value” as discussed below.
4. LVT would also serve to curtail a housing boom and help manage the economy.
If landowners had to pay annual levies rather than one off taxes at the point of
transfer then investment in land would take on a much more nuanced character
within Scotland than is currently the case. Presently the purchasing of land provides
investors, both within Scotland and from overseas, with an asset which rises in value
and which is not taxed heavily. With a system of LVT speculative foreign investors
would be deterred and the only individuals interested in making purchases of land in
Scotland would be those who are willing to contribute to the local community. Whilst
property prices in desirable parts of Edinburgh have more than doubled in the last 15
years, such drastic increases would be far less likely within a system of LVT as they
would incur a much higher tax rate thus causing the price of the land to fall to more
natural and sustainable level.


The main problem with the tax concerns the feasibility of managing a transparent system
which only captures land values. It leads to a number of key questions:
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1.

How do you separate the value of the land from the value of the property?
LVT has been proven to work in countries like Denmark, Estonia as well as in Hong
Kong and Russia.32 Each of these countries takes a slightly different approach to
calculating “land” prices, but they tend to be variants on a principle known as the
“optimum use” of the land. This is calculated by:
a. Assessing the current value of the property and the land as a whole.
b. Estimating what the value of the land would be worth if the property was to
be demolished taking into account the optimal use of the current planning
regulations.
Once this is achieved the national or local authority would be able to levy either a flat
rate annual tax on the value of the land, such as this:

Value of the Land
£100,000

Rate of LVT
1%

Total Tax Paid
£1,000

Or they could charge a progressive LVT rate such as this:

Total Value
of the Land
£100,000

Band

Value within the Band

Rate of LVT

Total Tax Paid

1
2

£0-£50,000
£50,000 - £100,000
Total

0.5%
1.5%

£250
£750
£1,000

This process of land assessment is not unique and assessors engage in such
valuations frequently with land developers. As such there would not be any great
difficulty in extending such a policy for all land assessment for domestic tax
purposes.
Nonetheless the tax system places a great deal of power in the hands of the
assessors as well as requiring the planning permission system to be open and
transparent. Neither of these are criticisms of LVT per se, but as with the current
system of Council Tax or any land or property based system there would need to be
regular revaluations of property and land values to account for the problems of
“hope value” rises.

32 The Land Value Tax Campaign < http://www.landvaluetax.org/what-is-lvt/ >
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2.

Would the tax be paid only by landowners or by all occupants?
In its purest form a LVT would be designed to capture the rise in the value of a
landlord’s capital asset. As such the tax would only be paid by owner occupiers and
landlords, whilst tenants would contribute towards the tax in the form of higher rents.
This naturally would go against the principle of accountability and the encouragement
of universal contributions.

3.

Would the tax rate be set by the local authority?
In order to be a truly local tax the rates of LVT would need to be set locally. This
would also be necessary in order to counteract the fact that some city regions have
much higher land values than other rural ones. A flat rate of LVT throughout Scotland
could be completely untenable for property owners in major cities.
To a certain extent this is one of the purposes of the tax, namely to discourage over
speculation in land, but nonetheless if a system of LVT were not introduced with care
it could lead to an increasing number of local residents, who had lived in certain areas
throughout their life, being forced to move out because they can no longer afford to
pay the new tax. Additionally the tax would also make these properties harder to sell
meaning residents could be trapped in their unaffordable homes paying an
unavoidable tax.
Apart from ensuring that any new system of LVT is introduced gradually, it would
also make sense to ensure that each region is in a position to set its own rate. As a
result rural areas with low land values could set higher rates knowing that the
relatively low value of the land would mean that residents would be capable of
paying. Alternatively cities with high land values could set lower rates to
accommodate their current residents.
Such a system already exists in Denmark and the “municipal ejendomsskat”33 rates
range from roughly 1.5% to 3.5% from region to region. Indeed the Danish system
provides a clear model for how the system could be implemented successfully and
how, after initial start-up costs, LVT could be manageable within Scotland.

4.

What types of land would be taxed?
One of the biggest questions with LVT, however, is how each section of land is
defined and then taxed. Ideally a system of LVT would be used for both domestic and
non-domestic taxation and the same principles of optimal use would be applied to
each. There are, however, a number of examples of land that may need to be given
different rates of taxation:

33 Tax in Denmark- An introduction to the Danish tax system for non-Danish speakers Danish Government website
<http://skat.dk/getFile.aspx?Id=128537>
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1. Farm Land. Whilst not strictly a matter for domestic LVT, farm land in Scotland has
been exempt from any form of taxation since The Local Government (Scotland) Act
1929.34 Under a strict interpretation of LVT, farm land ought to be taxed at a rate
consummate to its productive value. Yet rural landowners often highlight the difficulties
with making farm land productive and an additional tax would be, in almost cases, in
direct opposition to European Common Agricultural Payments which are also calculated
upon, among other aspects, a farm’s productive land value. Although such an issue ought
to be addressed with relation to business rates, it highlights the difficulty with assigning
similar land values to different types of land. For example a farmer wishing to build
domestic dwellings on what was once agricultural land may be able to avoid paying a
higher rate of LVT. This problem also highlights issues concerning planning permission
and hope value that lie at the heart of LVT.
2. Areas subject to development. When an area is subject to a major development then the
price of the land in local areas tends to rise in line with the expectation of improvements.
This is often termed “hope value”. It is unclear how to tax this rise in an areas’ land value
without causing hardship to some party.
In a very flexible system of LVT assessors would quickly assign a parcel of land a higher
land value and so the tax rate would be higher. This, however, could discourage the
developer from then wishing to build resulting in the plans for the development being
shelved and the land value falling again. A further consequence could be that surrounding
properties would see their land values rise leading to a corresponding tax rise and
residents being forced to move out of the area.
Alternatively in a less flexible system the developers could sell properties to residents
expecting low rates of local tax only to find that their rate of LVT rises drastically at the
next revaluation.
3. Urban sites, semi-urban and rural areas. Whilst the some of the differences between
the land values of urban and non-urban parcels of land were addressed above via the
solution of separate local rates of LVT to account for a region’s general geography, this
doesn’t take into account the fact that a number of regions in Scotland contain towns and
rural areas with wildly differing land values. To a certain extent a pure system of LVT
deals with this problem as residents of towns are encouraged to live in rural areas with
lower land values and so are likely to have lower rates of tax. Nonetheless a
predominantly rural region which has to levy fairly high LVT rates on account of its low
tax base will, by default, be setting a punishingly high rate on its town residents, or
residents who happen to own desirable land because it is within commuter distance of a
major city in another region. In essence this criticism is related to the criticism of any
land or property based tax which is that the value of a person’s land does not necessarily
reflect their ability to pay.


Whilst a system of LVT has a number of potential benefits, it is not an ideal solution as
an alternative to Council Tax at the present time for 3 major reasons:

34 The Burt Review, Section 11 pages 115 -121.
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1. LVT requires systemic change. As has been discussed in the previous section,
ideally a change to local taxation would be a systemic reform rather than a
piecemeal solution. LVT would be such a change but it would require reform to
take place not just within Council Tax and the taxation of domestic property, but
also within Non-domestic (business) rates. Indeed an annual levy on property or
land would necessitate reforms to LBTT and CGT, as is the case in Denmark.
Whilst it is a laudable aim, such a systemic change to Scotland’s tax system
would not be a short-term or even medium-term solution to the problem of
Council Tax. Since Non-domestic (business) rates are already calculated based
on notional rental values it may be advisable for a system of LVT to be piloted
as a replacement for this tax in some regions before being rolled out in the rest of
Scotland and in place of Council Tax.
2. The information on land values does not currently exist. Although the Danish
system, amongst others, provides clear evidence that a LVT system could work
in Scotland, there is, as yet, simply not enough evidence on what the land values
are for enough properties in Scotland for proper modelling to take place. It
would be highly advisable for any future system of revaluation to ensure that it
includes land as well as property values within it so as to provide policymakers
with the information needed in order to move towards a system of LVT but again
this would be a long-term aim rather than a short-term solution.
3. Currently there is not enough public understanding of the LVT. The concept
of LVT is one that is alien to the general public and most voters. Introducing a
system that can be perceived to tax their gardens, or tax them more heavily on
the homes they have lived in for a number of years would require a shift in the
public attitude towards property; from an individualistic concept of absolute
ownership to a more communal understanding of society’s role in a property’s
value. This will take time.
Policymakers and politicians would also need to investigate and clarify what
effect an annual tax on land would have on property prices, particularly because
these play such a key role in defining mortgages and a homeowner’s access to
credit, which in turn drives the economy.
Again this is a criticism that can be levelled at any property based taxation
system, but unlike a Local Property Tax, LVT has the added disadvantage of
requiring the public to understand the difference between property and land
values. This may be a step too far at the present time, particularly as the evidence
on what the actual difference is has yet to be produced.
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Subsection 7: The History of the Council Tax


This subsection shall detail the current system of Council Tax; the rationale behind the
tax and the discounts that it has put in place.



The subsection has 4 further subheadings:
Subheading A: Rationale, structure and history of Council Tax in Scotland
Subheading B: The discounts and reductions
Subheading C: The Council Tax Freeze
Subheading D: The need for reform

Subheading A: Rationale, structure and history of Council Tax in Scotland


As has been highlighted above, the system of Council Tax that was introduced in
Scotland in 1993 was designed to provide a political solution to the perceived unfairness
of the Poll Tax.35



The original Poll Tax itself had insisted on each resident making a contribution towards
local services and deliberately tied paying tax to being placed on the electoral role.



It was this policy of deliberately highlighting the “visibility” of the tax that was as much
to blame for the public disquiet at the tax’s introduction. Indeed even measures
introduced in 1991 which reduced the liability of the poorest residents from only having
to pay 20% of the tax to only having to pay 15%, failed to make the tax any more
palatable.



As a result, the aim of the new Council Tax was not to create a progressive tax related to
property value or income, but to amend the Poll Tax’s principle of universal contribution,
to reduce the perceived unfairness of a flat tax, and to make the process of tax collection
less burdensome and more straightforward.



Council Tax assumes that each household contains two adults and rather than taxing each
individual within the property, the tax provides one bill for the whole house. As a result
properties with 3 or more adult residents can be considered to have been provided with a
tax exception. Conversely properties with just one resident are entitled to a 25% discount.



Council Tax also reversed to flat nature of the Poll Tax and rather than charging each
household the same bill, properties were placed into one of 8 bands, A-H, based on 1991
property prices.

35 For greater detail see in IFS 1990 Report on Poll Tax
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The tax was not, however, designed to be strictly “progressive” and although the size of
Council Tax bills increases with each band, the size of this increase is comparatively
small when compared to the size of the increase in property values.



Local councils are also unable to make the tax more progressive as the bill for each band
is dependent on the central band (Band D) rate. Although local councils set the level for
Band D the properties in all other bands pay either a larger or smaller proportion of this
based on a factor of 9ths.



The current 2015/2016 rates for each Council Tax Band in Scotland are provided below
alongside the number of dwelling in each band36:

SCOTLAND

Band A

Band B

Band C

Band D

Band E

Band F

Band G

Band H

1991 Values

Under
£27,000

£27,000 –
£35,000

£35,000 £45,000

£45,000 £58,000

£58,000 £80,000

£80,000 £106,000

£106,000 £212,000

Over
£212,000

6/9

7/9

8/9

9/9

11/9

13/9

15/9

18/9

£766

£893

£1,021

£1,149

£1,404

£1,659

£1,914

£2,297

Number of
Chargeable Dwellings

506,424

569,737

394,252

324,461

326,438

186,282

120,179

12,745

Percentage of Total
Dwellings

20.75%

23.34%

16.15%

13.29%

13.38%

7.63%

4.92%

0.52%

Ratio to Band D
Average Bill



A number of discounts and exemptions to the tax exist and shall be set out below, but is
worth noting that the rationale behind this banding system was not as a way of ensuring
that properties were taxed upon their value, nor was it a means to allow local councils to
vary the rates to make them more progressive.



The main rationale was to amend the Poll Tax so that it was more progressive, easier to
collect and more palatable to public sensitivities.



Indeed despite the fact that properties have increased in value since 1991, the banding
system has meant that house-price inflation is kept in check as homes are valued not on
what they are currently worth, but what they would have been worth in 1991.



The bands themselves are designed to reduce the number of appeals, since a property’s
general valuation is far more difficult to query than its specific one.

36 Local Government Finance Statistics 2013-2014 (other sources may vary)
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Indeed the need to have constant revaluations is not strictly necessary as the actual value
itself is not relevant to the rationale of Council Tax. Property is merely the instrument
used to ensure that the Council Tax is more progressive than the Poll Tax. It is not,
however, the property itself that is being taxed and as such the property’s specific value is
not relevant so long as it is in more or less the correct band.37



If the system were based on specific property prices then revaluations would be
absolutely integral to maintaining fairness, but if all properties can be given a roughly
accurate valuation based on 1991 prices a complete revaluation is not as necessary.



Whether such a system based on 1991 prices works in practice shall be discussed below,
but it is clear that the system of Council Tax itself does not in theory require up to date
property prices in order to be viable.

37 For greater detail see in IFS 1990 Report on Poll Tax
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Subheading B: Discounts and Reductions


One of the major objections to the original system of rates, that was used as a justification
for the Poll Tax, was that not every person in a household paid rates and nearly 25% of
rate-payers received some kind of a rebate. As a result the council electorate were less
accountable for raising the funds that their elected councillors spent.



The Poll Tax tried to encourage participation, even if only paying 15% of the bill, from
each individual taxpayer including non-earning groups likes students.



The current system of Council Tax broke with this rationale and has specific exemptions
and reductions for a number of groups. These include38:






















Properties that have been empty for 6 months or more.
Homes adapted for a Disabled Person
Single Person Discount
Second Home Discount
Student Discount
Unoccupied Properties
Properties Entirely Occupied by People under the age of 18
Properties Entirely Occupied by Apprentices
Armed Forces Accommodation
Carers and people being cared for
Charities
Members of International Headquarters and Defence Organisations
Members of Religious Communities
People aged 18 for whom child benefit is payable including school leavers
People considered to be 'Severely Mentally Impaired'
People in Prison and Other Forms of Detention
People with Diplomatic Immunity
Visiting Forces
Youth Trainees

Many of these exemptions are overlapping, such as carers and persons considered
mentally impaired. Others such as those with diplomatic immunity are negligible and are
often categorised as merely “disregarded persons”. Many of those connected with the
military are exempt since the MOD make other contributions in lieu of tax.

38 Local Government Finance Statistics 2013-2014
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An explanation and details (correct for 2014/2015) for some of the most significant
discounts39 include:

1. Single Occupancy discount: As highlighted above, the system assumes 2 residents
within each household and so provides a 25% reduction for properties with just a
single occupant.
The number of residences claiming single occupancy per band is provide below:
SCOTLAND

Band A

Band A

Band B

Band C

Band D

299,450

264,611

154,620

102,567

Band E

Band F

Band G

Band H

78,818

34,098

17,574

1,362

Total

(with
disabled
relief)

Number of
single
occupancy
chargeable
dwellings

512

953,612

2. Disabled Reduction: Properties which house one or more residents with a physical or
mental disability are entitled to disability reduction which essentially places their
property down a Council Tax band (eg. A Band H property would be charged as a
Band G and so on.) Properties in Band A are charged at 5/9ths rather than 6/9ths of the
Band D rate.
The number of properties capable of claiming is provided below:
SCOTLAND
Number of
chargeable
dwellings subject
to a disabled
reduction

Band A
1,206

Band B
2,499

Band C
2,384

Band D
2,196

Band E

Band F

Band G

Band H

2,857

1,601

913

80

Total
13,736

39 From information provided by SPICe which provided special break downs of the following sources:
The CTAXBASE data collection, including an example form and guidance to LAs when completing the form:
http://www.scotland.gov.uk/Topics/Statistics/Browse/Local-Government-Finance/ReturnCTAXBASE
Information leaflets explaining discounts, exemptions, and guides for people with special needs, their carers, and students:
http://www.scotland.gov.uk/Topics/Government/local-government/17999/counciltax/leaflets
The Council tax exemption regulations: http://www.legislation.gov.uk/uksi/1997/728/made
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3. Second Home Reduction: Because Council Tax was not specifically designed as a tax
on property, local authorities were given the option of reducing the rate of tax by up to
50% on a property if it is not a primary residence. The rules on what can be designated
a “second home” differ from Council to Council but the discount is designed to
capture individuals that require two homes for work or other purposes.
The number of properties for which second home discount is relevant is provided
below:
SCOTLAND

Band A

Number of
chargeable
dwellings entitled to
a discount due to
being second homes

5,016

Band B

4,828

Band C

4,726

Band D

4,419

Band E

Band F

Band G

Band H

4,301

2,455

1,705

429

Total

27,879

4. Empty Properties: Generally speaking if a property has been empty for less than 6
months the owners are still liable to pay Council Tax, although exceptions are made in
specific cases such as if the property has recently been repossessed or is registered as
undergoing formal repairs. Local Authorities have the discretion to reduce or eliminate
the tax on properties that have been empty for more than 6 months.
The number of long-term empty properties is provided below:
SCOTLAND
Number of
chargeable
dwellings entitled
to a discount or
an increase due to
being an empty
property for 6
months or more



Band A

9,632

Band B

7,536

Band C

4,945

Band D

3,597

Band E

Band F

Band G

Band H

3,099

1,487

947

214

Total

31,457

There are also a further 112,525 properties that are fully exempt from Council Tax, of
which are exempt 43,137 are unoccupied. It must be noted that since these properties are
given full exemptions, unlike those were mere discounts, these properties are not included
in the total number of “chargeable dwellings” provided in the previous subheading.
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A couple of the specific full exemptions include:
5. Student Dwellings: Students are entirely disregarded from Council Tax meaning that
any property entirely occupied by students is exempt. When a student is resident in a
property with non-students they are again disregarded meaning that if there is 1 nonstudent living with a number of students the property is considered to be single
occupancy and entitled to a 25% discount. If there are two or more non-students the
property is considered to be fully occupied like any other property and any student
residence is immaterial to their Council Tax bill.

The number of properties with full student discounts is provided below:
SCOTLAND

Dwellings occupied entirely by students

Halls of residence

28,866

9,948

6. Those who are severely mentally impaired: Although there are discounts for
disabled residents, those with significant metal impairments are fully disregard from
Council Tax. For most Council Records this category is usually synonymous with that
of the reductions for full-time carers. The reduction accounts for 22,664 residencies in
Scotland.


The most important discount, however, is Council Tax Reduction.40
7. Council Tax Reduction: Council Tax Reduction (CTR) was introduced from 1 April
2013 to replace the pervious system of Council Tax Benefit (CTB). CTR is a benefit
which individual claimants can receive from Central Government to help pay for their
Council Tax bill.
 The system works by comparing the amount of income a person has with the amount
that a person needs to live on which is known as their “applicable amount”. If their
income is less than the applicable amount, they may be entitled to a reduction of
100%.
 If a person’s income is above the applicable amount, their entitlement to CTR is
reduced by 20p for every £1 they are over the limit.
 There are three key elements needed to calculate how much Council Tax Reduction
an applicant may be entitled to.

40 Council Tax Reduction in Scotland, 2014-15 The Scottish Government < http://www.gov.scot/Resource/0047/00479309.pdf >
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 A typical calculation would be:
 A person’s weekly Council Tax
Minus
 Any deductions for others in the household who should contribute towards that tax
liability
Minus
 20% of [Their income minus their “applicable amount”]
Equals
 Their Weekly entitlement to Council Tax Reduction.

 Although the system is fairly complex and requires many applicants to complete a
paper or online application, a great number of individuals that are entitled to other
benefits are “passported” into CTR, that is to say they are considered eligible for
CTR automatically. Examples include residents that are receiving unemployment or
incapacity benefit.
 The number of individuals in receipt of CTR has fallen by 7.2% since its introduction
in April 2013, from 552,380 down to 512,340 in September 2015.41
 The most recent figures for how the applicants break down per band are currently
only available from March 2015 where the total number of applicants was 515,260
which represented 21% of all Council Tax bills.

Band A

Band B

Band C

Band D Band E Band F

Band G Band H

Total
number of
dwellings
that receive
CTR

224,170

157,285

110,089

55,698

27,309

21,155

17,519

41

515,260

Expressed as
a percentage
of the total
number of
dwellings in
the band.

44.27%

27.61%

27.92%

17.17%

8.37%

11.36%

14.58%

0.32%

21.11%

Total

 It is clear therefore that CTR is both strongly correlated to the size of property that
residents live in and a necessary system to support the residents of Bands A and B
which constitute nearly 75% of all applicants.
41 Local Government Finance Statistics 2013-2014
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 Given the fact that nearly 45% of Band A occupants receive CTR, Council Tax begins
to appear to be less regressive, but a system which didn’t set such a high tax rate on
these properties in the first place would see a fall in the level of CTR required and the
amount of benefit received from Central Government.
 Although calculating the level of CTR support each band receives is difficult, as it is
dependent on incomes which fluctuate as applicants move in and out of work, the
average CTR weekly award in March 2015 was £12.74, and nearly 40% (38.2%) of
the applicants were over the age of 65.
 The total overall cost of CTR for the Scottish Government in 2014/2015 was
approximately £339,684,800.
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Subheading C: The Council Tax Freeze


Between 1997 and 2007 the average Council Tax bill for a dwelling in Scotland rose from
£589 to £980 per annum.42



This rise was caused primarily because Local Authorities used Council Tax as their
primary tool for raising revenue to pay for increased service charges and wage bills which
in turn had risen due to the rate of inflation, which had been high as a result of the
sustained economic growth in the UK economy and coincidental rise in house prices.



In 2007 the SNP Government introduced the Council Tax “Freeze” in order to protect
local tax-payers from the seemingly ever increasing tax bill.



The Freeze itself was essentially an agreement whereby Local Authorities would not raise
their central Band D rates in exchange for an extra £70 million per annum from the
Scottish Government to be divided between them.



The policy was introduced in 2008-2009 and has cost the Scottish Government in total
£580 million (£70 x the eight years it has been continued).



According to a September briefing from the Scottish Government Information Centre
(SPICe), if Council Tax had continued to rise in line with the inflation (as calculated via
the Retail Price Index) then between 2008 and 2014 Local Authorities would have raised
only additional £255.1 million compared to the £480 million that was provided as a result
of the Freeze.



As a result Councils were ‘overfunded’ in this period by £164.9 million, which would
suggest that the policy has been a success.



The policy can, however, be criticised because:
a) The decision of a Local Authority to raise their rate of Council Tax is not
necessarily tied to inflation (particularly since inflation rates fell after 2008 due
to the economic downturn and this would not necessarily have precipitated
stagnation in Council Tax rises).
b) The structure of the Council Tax means that properties in higher bands would
have expected a greater rise in the Council Tax bills during this period than those
in lower bands. As a result the freezing of Council Tax disproportionately
benefits the residents of more valuable properties.



Assuming that the rate of Council Tax rises had remained similar between 2008 and 2014
to the rate between 1997 and 2007 then the savings per band would have been43:

42 Financial Scrutiny Unit Briefing Local Government Finance: facts and figures, 1999-2016 The Scottish Parliament Information Centre
(SPICe) Allan Campbell
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Year

Band A

Band B

Band C

Band D

Band E

Band F

Band G

Band H

2008

£12

£18

£24

£31

£40

£49

£58

£69

2009

£24

£36

£49

£62

£81

£99

£118

£139

2010

£36

£55

£75

£94

£123

£152

£179

£212

2011

£49

£76

£98

£129

£167

£204

£248

£296

2012

£62

£97

£128

£163

£213

£261

£309

£396

2013

£75

£118

£157

£199

£259

£318

£376

£450

2014

£89

£140

£186

£236

£308

£377

£446

£533

Total

£348

£540

£716

£913

£1,191

£1,461

£1,735

£2,068



If you multiply these savings by the number of properties in each band for each of the
years then it would appear not only that the increase in total Council Tax would have
been over £500 million rather than the £480 million predicted but that the majority of the
money spent on the Freeze would have been subsidising properties in Band E or above.44

Year

Band A

Band B

Band C

Band D

Band E

Band F

Band G

Band H

Total

2008

£6,273,336

£10,156,446

£8,897,184

£9,248,974

£12,239,400

£8,245,377

£6,259,998

£789,981

£62,110,696

2009

£12,467,616

£20,370,960

£18,376,078

£18,790,464

£25,045,686

£16,943,157

£12,954,394

£1,620,601

£126,568,956

2010

£18,627,948

£31,203,535

£28,377,525

£28,753,190

£38,393,466

£26,341,600

£19,910,170

£2,495,240

£194,102,674

2011

£25,204,522

£43,177,120

£37,452,072

£39,893,121

£52,576,610

£35,810,568

£27,946,624

£3,569,168

£265,629,805

2012

£31,800,792

£55,118,989

£49,399,808

£50,980,695

£67,628,352

£46,462,698

£35,313,138

£4,505,859

£341,210,331

2013

£38,122,200

£67,055,152

£60,990,575

£62,932,755

£82,978,161

£57,357,660

£43,596,072

£5,559,750

£418,592,325

2014

£45,292,100

£79,745,120

£74,014,479

£75,688,740

£99,531,124

£69,078,841

£52,630,676

£6,704,607

£502,685,687

43 A Revenues Practitioner’s Perspective and the Institute’s work oral evidence provided by Jim McCafferty to the Commission on Local
Tax Reform < http://localtaxcommission.scot/wp-content/uploads/Jim-McCafferty-April-2015.pdf >
44 From information provided by SPICe which provided a special breakdown of the Local Government Financial Statistics 2013-2014
specifically table 1.6 in the 2013-14 Statistics and equivalents from previous years < http://www.gov.scot/Publications/2015/02/3131/2 >
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It is for this reason that the Freeze has been declared unfair.



Indeed the Commission on Local Tax reform stated that: “this policy cannot go on
indefinitely and that it acts as a barrier to different tax and spending choices being
offered in local elections”.45

45 The Commission on Local Tax Reform
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Subheading D: The need for reform


As has been highlighted above, the Council Tax system is not without its merits.
1. The banding system ensures that rates of appeal against the tax are low.
2. The system is clearly understood by local council officials and by the assessors
who are able to estimate a property’s value at 1991 fairly accurately and place it in
the correct band.
3. The fact that the system is based on property means that rates of collection are
upwards of 98%. This is because property cannot be easily hidden, unlike
income, making it a very hard tax to avoid.



There is, however, a clear case for the revaluation of all property for the purposes of
Council Tax.
1. The fact that property is valued based on 1991 prices means that any property with
a large extension, and which has risen considerably in value since 1991, may be in a
very low Council Tax band compared to a smaller property that has recently been
revalued because it has been sold.
2. The process of valuing new build properties based on 1991 prices becomes
increasingly difficult with each successive year because of the new types of
building material. Furthermore a new build property in an area which has had
considerable rejuvenation in recent years may, quite understandably, be placed in a
high Council Tax band, whereas properties in the same area may retain their lower
Council Tax band despite the improvement in amenities.
3. The value of properties has not only risen because of inflation but also as a result of
the nature of new build properties, compared to the properties that are being
demolished and that are being replaced. As the graph below demonstrates, the
number of Band A properties is falling whereas the number of properties in Band D
or above is rising. Without a revaluation there will continue to be a bias towards
older properties at the expense of the residents of newer builds.
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Graph showing the increase in the number of properties in Scotland within each band
between 2007 and 2014.
Year

Band A

Band B Band C

Band D

Band E

Band F

2007-2014

-18,273

6,815

22,994

26,542

21,014

2007-2014 (%)

-3.5%

1.2%

6.2%

9.0%

7.0%

Band G

Band H

Total

19,189 12,311

1,323

91,915

11.7%

11.8%

3.9%

11.6%



These inequalities are, to a certain extent, inevitable products of a regressive system
which chooses to Band properties only up to £212,000 by 1991 values, since it means that
the residents of extremely large properties face a tax bill that is only 3 times as big as the
residents of static caravans that are in Band A.



In the words of the Commission:
“People in the most expensive homes pay no more than 3 times the tax on the lowest value
homes, even though we estimate those homes, on average, are now worth around 15 times
as much. That means people in less expensive homes are paying a higher proportion of
their property’s value in Council Tax than those in the most expensive homes.”46



Arguably what is more significant, however, is not that the tax is regressive but that it is
does not provide local authorities with the level of autonomy which is required for a
genuine degree of localism.



The Council Tax Freeze has perpetuated the issues concerned with the regressive nature
of the tax and has compounded the problems that are apparent with a system which does
not have an inbuilt mechanism for revaluation. It is, however, also a policy which has
shown how little control Local Councils have over their own funding.



One of the key principles of localism is that democracy thrives when decisions are made
locally because residents are encouraged to participate and to scrutinise their local council
in order to ensure that the best decisions are being made.



When decisions over taxation are not made locally then the council is not only less
accountable but is also seen to be less accountable, meaning that residents are less likely
to participate.



Only by providing Local Councils with the ability to change tax rates for specific bands
will councillors be in a position to make genuinely radical proposals over tax as well as
spend.

46 The Commission on Local Tax Reform
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Additionally with a well-structured system, councils could even affect their overall tax
take and impact on the gearing between central and local tax revenue.



As such an ideal improvement to Council Tax would be a tax which could be:
A. Raised Locally.
B. Allow Local Councillors to be progressive/regressive (according to their
political taste).
C. Ensure that discrepancies (such as those created by a failure to revalue
property) are eliminated.
D. Reengage local residents in local democracy.
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The History and Principles of the Council
Tax


This chapter shall outline a progressive solution to Council Tax.



There are 6 subsections:

1. Subsection 1: Explanation of a Local Property Tax in the Burt Review
2. Subsection 2: Problems with the Burt System of Local Property Tax
3. Subsection 3: Solutions to the Burt System of Local Property Tax
4. Subsection 4: Outline of a new system of Local Property Tax
5. Subsection 5: How a Local Property Tax might function in various local authorities
6. Subsection 6: Weaknesses and Strengths
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Subsection 1: Explanation of a Local Property Tax in the Burt Review


In 2006 the Local Government Finance Review Committee published their findings on
Council Tax in a paper that became known as the Burt Review.47



One of their recommendations was:
“A root and branch reform of local domestic taxation, based on individual valuations of
properties. We call our recommended model the “local property tax” or LPT. Under
LPT, banding would be abolished and tax would be charged as a percentage of the
capital value of each property. LPT would be payable by households occupying
properties (whether as owner-occupiers or as tenants) and by the owners of second
homes and unoccupied properties.”



The basic premise behind this proposal was that by eliminating Bands and introducing
charges on the discrete values of individual properties, many of the inequalities within the
current system of Council Tax would be eradicated.



Charging a percentage of the capital value would mean that a property worth 25 times
more than another would pay 25 times more in tax rather than just 3 times.



Discrete values rather than banding would also encourage the system to have regular
revaluations as a resident’s tax rate would be far more sensitive to changes in the market.



The tax would also be justified under the principle, explored above in relation to LVT,
that the capital value increases are strongly related to services and infrastructure
investment provided by the local authority, and as such it is appropriate that part of this
rise in value be captured by the state to fund the services that are advantageous to house
prices.



The paper argued that there would be a number of advantages to a system based on
capital property values including:

1. It could serve to dampen House prices: The report claimed that the reintroduction
of a local property tax could reduce house prices in the long run perhaps by 15% on
average, which would be a useful tool for curbing excessive property speculation and
making homes more affordable for first time-buyers. This would be particularly true
at the more expensive end of the market where prices are more susceptible to wider
degrees of fluctuation. Additionally, if an annual property levy were to inhibit house
price rises this would also make the tax more stable and manageable for tax-payers.

47 The Introduction to the Burt Review
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2. The tax would be more progressive: The tax would quite clearly target properties
which were of a higher capital value. The owner-occupiers of these properties,
although not necessarily cash rich, certainly possess a larger capital asset than the
majority of the population. More significantly, however, is the fact that a person’s
residence is a fairly good indicator of ability to pay. Naturally there are exceptions
such as single occupancy pensioners living in large assets that they are unable to sell,
as highlighted above. But in reality such exceptions are rare, with the bottom 5
household income deciles of the population paying between 4-5% of their annual
income in Council Tax, whereas the top decile pays less than 3%.48
Although the size of dwelling that a person inhabits is not a perfect indictor of their
wealth and disposable income, neither is the level of Income Tax they pay.
3. The tax is straightforward to understand: One of the most important aspects of any
change to a tax system is that public perception of the tax is favourable and taxes
which are difficult to understand and comprehend are unlikely to gain broad public
appeal. Given that LPT is an adaptation of the Council Tax rather than a complete
reform, it is likely to be understood and respected by tax-payers.
4. The tax could also be made easier to pay: Although a tax on income, deducted at
source, would be the easiest tax of all to pay and administer, the Burt Review
recommended allowing households to spread payments over 12 rather than 10
months, or even allowing individuals to pay a direct debit 13 times every four weeks.
Such a reform would again simplify the system of taxation and collection.
5. The system of equalisation would remain relatively simple: The equalisation of
funds from wealthy areas to areas with less ability to raise tax and more need
currently takes place through the system of Specific and E qualised Grants provided
by the Scottish Government. Since LPT would be a direct replacement for Council
Tax this equalisation would remain.
6. The transition to the new system would be less painful than any other system:
Although a general revaluation would undoubtedly be politically difficult, as residents
would be fearful of paying more and would complain if they did, this process is one
that is well understood by local authorities which have the skills and expertise to
conduct the changes quickly, unlike a LVT or LIT which would take time to institute.
Using analysis of house prices provided by Herriot-Watt University, the more recent
Commission on Local Tax Reform suggested that:
“57% of properties in Scotland would have changed Council Tax band if revaluation
had taken place in 2014, with roughly an equal amount moving up as moving down.
Around 44% of properties would have moved up or down by one band, 11% would
have moved up or down by two bands, and around 2% would have moved up or down
by three bands or more. 43% of properties would have remained in the same band.”49
48 For more detail see Section 14 of the Burt Review, pages 138 to 152.
49 The Commission on Local Tax Reform
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Undoubtedly the “losers” within the 2% of residents that move up 3 Bands would be
highlighted as being treated unfairly by the change of system, but such losers would
exist within any reform and, by comparison, provide only a small number of isolated
unfortunate cases.


The Burt Review also addressed the issue of discounts and discretions. Given the fact that
the system is similar to that of Council Tax many of the same reliefs can be instituted in a
similar way. The report recommended the maintenance of:
1. Council Tax Reduction: The report claimed that Council Tax Relief (as it was
then known) could be calculated in the same fashion, and, unlike Local Income
Tax which would only provide a discount depending on what you earned, it would
take into account a households spending.
2. Student Discounts: Since students are normally dependant on their student loan,
parental support or grants, such a tax would be difficult for them to pay whilst not
earning full-time. Additionally students are often in a captured market, tied either
to their campus or their University/college town. As such they are not in a positon
to make the same choices about which residence they can live in, particularly as
they may not be in a position to privately commute.
3. Severely Mentally Impaired and Disability Reduction: As with the old system,
local authorities would be in a position to reduce or eliminate bills on the grounds
of mental or physical disability. The old system for disability reduction relied on
eligible residents being placed in a lower band. With discrete values this would
not be possible. (A suitable alternative is suggested below).
4. Empty Residences: Again the different discounts contained with the old Council
Tax system could be applied, with lesser or greater discounts being provided for
properties that have been empty for +/- 6 months.



The Report, however, rejected the continuation of the following two discounts:

5. Single occupancy discount: As has been suggested, the discount itself was
justified within Council Tax because the system was predicated on the belief that
the average household contained two adult tax-payers, and the tax was designed to
continue the principle of encouraging wider participation that was at the heart of
the Poll Tax. In the case of LPT, single occupancy is not really a strong indicator
of ability to pay as a wealthy single occupant of a valuable property is probably in
a better positon to pay than two less well paid occupants of a less valuable home.
As such the Burt Review recommended discontinuing the single occupancy
discount.
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6. Second Home Discount: The Report took the view that since LPT is a tax on the
capital value of property rather than on individuals, all property ought to be tax
similarly. Indeed those who are in a position to own or run two households, it was
held, should be in a position to pay for the upkeep of both the local areas in which
their properties are situated.
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Subsection 2: Problems with the Burt System of Local Property Tax


The system of LPT advocated in the Burt Report provides a clear blue-print of how
revaluation of property can take place as well as the advantages that a system based on
percentage values would provide both with regards creating a more progressive system
and with being considered understandable and fair by the public.



An annual charge on a property based on a percentage of its capital value does have a
number of drawbacks:
1. It does not provide local authorities with much of an ability to target tax rises:



The report suggested that a 1% charge on property prices in Scotland (at 2006 prices)
would cover the shortfall in Council Tax.



Without allowing Local Authorities to set a different rate, however, a system which raised
a flat 1% on the value of all properties in Scotland would have significant consequences.



Using house price data, acquired from Registers of Scotland, it is possible to estimate
what the effect of a 1% charge would be. 50



Because property values have not risen uniformly throughout Scotland and because the
most valuable properties are concentrated in a few small areas, a 1% charge would result
in huge tax increases for most residents of areas such as Edinburgh, leading to a rise in
the Council Tax take of the local authority by nearly a third.



Conversely less affluent regions such as Inverclyde would need to have a higher than 1%
charge on properties in order to cover a shortfall in revenue.



The system could be amended to allow each region to set their own tax rate, but it would
still seem unfair that local authorities had not control over how progressive these rates
are.



More affluent areas, such as Edinburgh, may wish to make their tax rate quite regressive
so that the residents of larger properties are not encouraged to move away.



Less affluent regions, such as Inverclyde, may wish to make their tax rates more
progressive, so that more valuable properties bear the brunt of tax rises.

50 All estimates are based on house price data for 2013 and 2014 purchased from the Registers of Scotland November 2015.
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2. It does not take account of the extremely large tax rises that the occupiers of more
valuable properties would have to pay.


One of the principle reasons behind a proportional system is that it reverse the
regressive nature of the current Council Tax system and ensures that the
residents of the most valuable properties pay as great a proportion of the value
of their homes as those in smaller properties, not a smaller percent.



One of the major difficulties with such a system is that residents of properties
worth £500,000 are not necessarily in a better position to pay their LPT bill
than those in properties worth £100,000 even if they are earning more.



Two individuals, both earning the average wage of approximately £23,000,
renting a property worth £100,000 and paying £1,000 a month would have
close £25,000 per annum after their rent and Income Tax and National
Insurance Contributions had been deducted. This figure would obviously have
to cover their food, heating and living costs, but it would still provide them
with the required income to cover the £1,000 Council Tax bill, which would
not be a substantial difference from the current Band D.



A household worth £500,000 containing one breadwinner may well have less
disposable income even if that individual was earning £75,000 per annum.
After mortgage repayments of £2,500 per month and Income Tax and National
Insurance contributions are deduced, that household would have only £20,000
left over from which they would need to find £5,000, which is nearly twice the
rate of the current Band G or H.



To a certain extent the tax bill of the individual in the £500,000 reflects their
life choices. It should, however, be acknowledged that large properties do not
always equate to large disposable incomes and such a sudden change in the tax
system could be extremely difficult for some seemingly well-off households to
cope with.



Indeed the Burt Report acknowledged this point by suggesting a maximum cap
on the level of LPT that could be charged, although the details of how this
would work were not investigated fully.51

51 For more detail see Section 14 of the Burt Review, pages 138 to 152.
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3. Eliminating the Banding System could potentially increase the number of
appeals.


Currently the number of appeals to Council Tax banding is particularly low.



Between 2007 and 2014, for example, the four Councils of Edinburgh, Midlothian, East
Lothian and West Lothian had on average 170 appeals against council tax Bands despite
having an average of 1,500 new domestic properties added to their Council Tax roll each
year.52



As has been shown above, the current valuation system is geared against new build
properties, but the vast majority of residents do not question their Council Tax band for
two reasons:
1. The Banding system is general rather than specific and it is difficult to
question an approximate valuation within a Band.
2. Most residents are unaware of the differences between Bands and
generally accept their Council Tax bill accordingly.



With a system based on individual and discrete valuations of a property’s value, it is still
likely that a great number of residents, particularly in smaller properties, will not question
their rate.



The residents of larger properties, however, are far more likely to appeal. This is not only
because their bills are the ones most likely to rise, but also because if they are being
charged close to 1% of their property’s value every year then every pound of their home’s
value will be an added expense.



At the high end of the market the differences between prices can be marked yet the
differences between the properties small. The same property could, quite reasonably, be
valued at £360,000 or £380, 000 without there being any noticeable difference. Yet this
would create an annual bill of £200 more.



Such a large difference would naturally encourage more appeals from residents in such
homes, a problem which would be particularly acute in areas where there are sharp
increases in property prices, such as major cities, and where there is a high level of
turnover.

52

Information provided privately by the Lothian Valuation Joint Board < http://www.lothian-vjb.gov.uk/ >
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4. Eliminating Second Home and Single Occupancy discounts could be challenging
for many local residents.


According to the Burt Report, the principle behind both of these discounts, as explained
above, is clear and any tax which is centred around the capital value of a property itself
should avoid providing a discount for the residents within it unless there is a good reason.



In the case of students, carers or individuals with a disability a discount is understandable
as the size of property and the area that they reside in may well be limited due to their
circumstances. In addition, their ability to pay may well also be impaired.



In the case of single occupancy, or particularly second home owners, their circumstances
are, to a certain extent, dictated by their life choices. If they are unable to pay the rate of
LPT due to the fact their property is larger than they can afford then they should downsize
or sell their second home.



Although this may well be unfortunate in a number of cases, it is a justified position to
take at the systemic level, particularly because single occupancy is not necessarily a
strong indicator of ability to pay, and those who really are unable to pay should be using
Council Tax Reduction which provides far more targeted support.



Nonetheless a system which does not recognise the need for single occupancy or second
home ownership could be extremely short-sighted.



Not all those who qualify for second home discounts own both their properties. Often it is
the case that the second home is required for work purposes. In addition local authorities
in tourist regions of the country could well be impacted by a policy which would deter
individuals from purchasing holiday homes and contributing to the local economy.



Similarly whilst single occupancy is not synonymous with ability to pay, it would
disproportionally impact on single mothers and those of pensionable age who are less
able to change their circumstances.



Whilst eliminating single occupancy discounts would in theory encourage more people to
live together and a better use of housing. In reality it would penalise individuals for lifechoices of which they are not always necessarily in control
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Subsection 3: Solutions to the Burt System of Local Property Tax


One way to counter both of the first two problems highlighted in the previous subsection
is by providing Local Authorities with the ability to amend the tax rate on increasing
portions of the property’s value as is the case for Land and Buildings Transaction Tax
(LBTT) and Income Tax.



Rather than charging a flat rate for all incomes or transactions, Income Tax and LBTT
have increasing progressive rates.



Income Tax rates 2015/2016 (on Non-saver Non-Dividend Income):53
Income

Income Tax rate

0 - £10,600

0% (Personal Allowance)

On Taxable Income



£0 – £32,785

20%

£32,786 to £150,000

40%

Above £150,000

45%

LBTT rates for 2015/2016.54
Purchase price

LBTT rate

Up to £145,000

0%

Above £145,000 to £250,000

2%

Above £250,000 to £325,000

5%

Above £325,000 to £750,000

10%

Over £750,000

12%

53 Government website < https://www.gov.uk/topic/personal-tax/income-tax >
54 Scottish Government < https://www.revenue.scot/land-buildings-transaction-tax/tax-calculators >
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In both cases the increasing rate only applies to the portion of the value that is within the
band. That is to say that if a person had £32,786 of taxable earnings for Income Tax
purposes, £32,785 of it would be taxed at 20% and £1 at 40%.



Similarly if a property is worth £250,100, for LBTT purposes, the first £145,000 would
be charged at 0% and would be free, the next £105,000 (up to £250,000) would be
charged at 2% and only the £100above £250,000 would be charged at 5%.



Introducing a similarly progressive element into a system of LPT, and allowing Local
Authorities to set the rates for each of these bands could allow local councillors to either
be progressive, and increase the rate for the more valuable proportion of expensive
properties, or be regressive, and reduce the rate to reflect the inability that many
homeowners have to pay.



As for the problems concerning discrete valuations. There are two possible solutions:
1. Continue to allow discrete valuations but ensure that revaluations only take
place every 5 years and not at the point of transfer.


This would ensure that individuals that are purchasing a new property
would be less likely to appeal the council’s value of the property for LPT
purposes as even if the valuation is different from their purchase price,
this information would be known to them before purchase.



This would, however, have the effect of “bunching” appeals every 5
years, although over time the system should adapt to cope with these
spikes.

2. Provide approximate valuations based on bands and assume all properties
within these are worth the middle value.


Such a system would essentially be the retention of banding. A property
worth £180,000 for example would be valued as worth between
£150,000 and £200,000 and as such would be assumed to be worth
£175,000.



Such a system would have a number of problems associated with it,
particularly that it would be unfair on any property that is just within the
band, such as one that is worth £155,000. Furthermore it would retain
many of the same problems with any Banded system such as “slabbing”,
whereby properties tend to be sold just under the threshold to any new
band as individuals are not prepared to pay a higher council tax.



Nonetheless the system would also have its advantages, not least that it
would make the job of individual Assessors much easier and potentially
reduce appeals.
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A property worth £155,000 for example may well reasonably be
assessed to be on the margins and the Assessor could have the discretion
to value it at £150,000 and so place it in the £100,000-£150,000 Band.
For a property worth £160,000 there would be less discretion but its
value as close to £175,000 would be more or less appropriate.



More significant, however, is the fact that all properties within the Band
would pay the same and as such there would be less need to appeal, and
appeal rates would most likely resemble the low rate that they are under
the current system.



To reduce the level of slabbing, however, it would be prudent to have a
large number of bands so the difference between any annual bill is
reduced.



A system based on proportional values rather than one flat tax would also have the
advantage of being able to address the issues of ability to pay, single occupancy and
second homes.



This could be done in two ways:
1. Introduce a Tax Free Allowance:


Similar to the tax free allowance contained within LBTT whereby the first
£145,000 of a property’s value is untaxed or the Income Tax personal
allowance whereby the first £10,600 of a person’s income is untaxed; a similar
system could be introduced into LPT whereby the first £25,000 of a property’s
value is untaxed.



This would significantly reduce the tax bill of less value properties as well as
taking many individuals in caravans and other such mobile accommodation
completely out of tax altogether. This would be a significant reduction for
most properties that are considered to be in Band A and who currently have
bills which are only a third of those charged to genuine mansions.



Like the Income Tax Personal Allowance, this reduction could be tapered
away for properties worth in excess of £500,000.
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2. Limit the Second Home and Single Occupancy discount to only a fraction of
the proprieties value:


For the reasons highlighted above, maintaining both these discounts is
desirable for many individuals. Nonetheless it is also unfair that large second
homes or single individuals living in extremely large properties should benefit
under the tax system.



As such Local authorities should be allowed to maintain the 25% and 50%
discounts for single occupancy and second home properties respectively, but
only up to the value of £150,000.



Properties worth over £150,000 would still maintain the discount for the
portion of their property below that level, but it would mean that very large
second homes or individuals living alone in very expensive properties would
not be unduly rewarded by the tax system.
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Subsection 4: Outline of a new system of Local Property Tax


Based on the arguments above the following is an outline of how a New Local Property
Tax (LPT) could work:
1. All domestic property in Scotland should be revaluated for LPT purposes and
legislation should be enacted to ensure that revaluations take place every 5/7 years.
2. All properties should be placed into Council Tax Bands similar to those provided
below:
Band
Value
Band 1
£25K and under
Band 2
£25K - £50K
Band 3
£50K - £100K
Band 4
£100K - £150K
Band 5
£150K - £200K
Band 6
£200K - £250K
Band 7
£250K - £300K
Band 8
£300K - £350K
Band 9
£350K - £500K
Band 10
£500K - £750K
Band 11
£750K - £1 Million
Band 12
£1million - £2million
Band 13
Over £2 Million

3. Values could should either remain discrete and unchanging over a 5 year period,
or any property within the Band will be considered to be the middle value similar
to the examples provided below:
Band
Value
Liability for Council Tax Purposes
Band 1
£25K and under
N/A
Band 2
£25K - £50K
£37,500
Band 3
£50K - £100K
£75,000
Band 4
£100K - £150K
£125,000
Band 5
£150K - £200K
£175,000
Band 6
£200K - £250K
£225,000
Band 7
£250K - £300K
£275,000
Band 8
£300K - £350K
£325,000
Band 9
£350K - £500K
£425,000
Band 10
£500K - £750K
£635,000
Band 11
£750K - £1 Million
£875,000
Band 12
£1million - £2million
£1,500,000
Band 13
Over £2 Million
£2,500,000
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4. Similar to LBTT or Income Tax, tax-payers should pay different rates for each
portion of their property’s worth.
5. These rates would be set by the Local Council such the example set out below:
Band

Value

Band 1
Band 2
Band 3
Band 4
Band 5
Band 6
Band 7
Band 8
Band 9
Band 10
Band 11
Band 12
Band 13

£25K and under
£25K - £50K
£50K - £100K
£100K - £150K
£150K - £200K
£200K - £250K
£250K - £300K
£300K - £350K
£350K - £500K
£500K - £750K
£750K - £1 Million
£1million - £2million
Over £2 Million

Liability for
Council Tax
Purposes
N/A
£37,500
£75,000
£125,000
£175,000
£225,000
£275,000
£325,000
£425,000
£635,000
£875,000
£1,500,000
£2,000,000

Tax Rate

0%
0.75%
0.75%
1%
1%
1%
1%
1%
1%
1%
1%
1.5%
1.5%

6. For each portion of a property’s value the resident pays the corresponding tax
rate.
(0% on the first £25,000, 0.75% on the value between £25,000 and £50,000 etc…)
For example:






Property’s Market Value: £160,000.
Property’s Assumed LPT Value: £175,000
£175,000 = Band 5
Tax Rate = (£25K x 0) + (£75 x 0.75%) + (£75 x 1%)
Tax Rate = 0 + £562.50 + £750 = £1312.50

7. A tax free allowance on the first £25,000 of property’s value to be mandatory,
although this can be tapered away for properties worth more than £500,000.

8. Collection of the Tax, the revaluation of property and the setting of rates (with the
exception of the £25,0000 tax free allowance) should all be the responsibility of the
Local Authority.

9. All current discounts and discretions, including Council Tax Reduction and reliefs
for Severely Mentally Impaired Residents, to be maintained.
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10. Reduction on the grounds of disability to be amended to be a 25% discount,
although grounds for qualification to be maintained.

11. The 25% Single Occupancy Discount should be maintained, but only for the first
£150,000 of a property’s value.
12. Local Authorities should retain the right to reduce the tax rate on second homes by
up to 50% but only on the first £150,000 of a property’s value.
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Subsection 5: How a Local Property Tax might function in various local
authorities


Using the most recent data on domestic sales prices for each of the Local Authorities in
Scotland it possible to make an estimate of the number of properties that would fit into
each of Bands 1 – 13 of the previous section.55



Using data on their current Council Tax receipts as well as the number of claimants of the
major discounts of Council Tax Reduction, Single Occupancy Discount, Disability
Reduction and the Empty Property Discount in each Local Authority, it is possible to
estimate what rate of LPT each Authority may wish to set to cover their Council Tax
receipts.56



For reasons of space examples shall be given for:
Example 1: Scotland as a whole
Example 2: City of Edinburgh
Example 3: Glasgow City
Example 4: Aberdeen City
Example 5: Inverclyde



The following are examples of choices that Local Authorities could make.

55 Data obtained from Registers of Scotland see footnote 50.
56 From information provided by SPICe see footnote 39.

Funded by the JRRT

Page 69

A Reformed Local Property Tax

Example 1: Scotland
Current System
 Council Tax Reduction: £359,708,000
Current Council Tax Receipts: 1,980,733,000
Band

Bill

Number of Households

Percentage of population

Total Percentage

Band A

£769.83

506,424

20.75%

20.75%

Band B

£896.22

569,737

23.34%

44.10%

Band C

£1,022.61

394,252

16.15%

60.25%

Band D

£1,149.00

324,461

13.29%

73.54%

Band E

£1,401.78

326,438

13.38%

86.92%

Band F

£1,654.56

186,282

7.63%

94.55%

Band G

£1,918.83

120,179

4.92%

99.48%

Band H

£2,298.00

12,745

0.52%

100.00%

LPT
 Council Tax Reduction: £359,708,000

LPT Receipts: £1,995,185,000

Band

Value

Liability for
Council Tax
Purposes

Tax Rate

Band 1
Band 2
Band 3
Band 4
Band 5
Band 6
Band 7
Band 8
Band 9
Band 10
Band 11
Band 12
Band 13

£25K and under
£25K - £50K
£50K - £100K
£100K - £150K
£150K - £200K
£200K - £250K
£250K - £300K
£300K - £350K
£350K - £500K
£500K - £750K
£750K - £1 Million
£1million - £2million
Over £2 Million

N/A
£37,500
£75,000
£125,000
£175,000
£225,000
£275,000
£325,000
£425,000
£635,000
£875,000
£1,500,000
£2,000,000

0%
0.75%
1%
1%
1%
1%
1%
1%
1%
1%
1%
1.5%
1.5%
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Number of
Households

Percentage of
population

Total
Percentage

Bill

69728
109855
620878
579891
424984
282376
113607
83720
109229
34082
8911
3108
116

2.86%
4.50%
25.44%
23.76%
17.41%
11.57%
4.66%
3.43%
4.48%
1.40%
0.37%
0.13%
0.005%

2.86%
7.36%
32.80%
56.56%
73.97%
85.54%
90.20%
93.63%
98.10%
99.50%
99.87%
99.99%
100.00%

£0.00
£93.75
£375.00
£875.00
£1,375.00
£1,875.00
£2,375.00
£2,875.00
£3,875.00
£5,875.00
£8,375.00
£14,625.00
£19,625.00
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Example 2: City of Edinburgh
Current System
 Council Tax Reduction: £ 27,687,000
Current Council Tax Receipts: £208,086,000
Band

Bill

Number of Households

Percentage of population

Total Percentage

Band A

£779.33

20,039

8.99%

8.99%

Band B

£909.22

43,283

19.41%

28.40%

Band C

£1,039.11

40,722

18.26%

46.66%

Band D

£1,169.00

34,978

15.69%

62.34%

Band E

£1,428.78

36,794

16.50%

78.84%

Band F

£1,688.56

23,059

10.34%

89.18%

Band G

£1,948.33

20,362

9.13%

98.31%

Band H

£2,338.00

3,764

1.69%

100.00%

 Council Tax Reduction: £ 27,687,000

LPT
LPT Receipts: £208,762,000

Band

Value

Liability for
Council Tax
Purposes

Tax Rate

Band 1
Band 2
Band 3
Band 4
Band 5
Band 6
Band 7
Band 8
Band 9
Band 10
Band 11
Band 12
Band 13

£25K and under
£25K - £50K
£50K - £100K
£100K - £150K
£150K - £200K
£200K - £250K
£250K - £300K
£300K - £350K
£350K - £500K
£500K - £750K
£750K - £1 Million
£1million - £2million
Over £2 Million

N/A
£37,500
£75,000
£125,000
£175,000
£225,000
£275,000
£325,000
£425,000
£635,000
£875,000
£1,500,000
£2,000,000

0%
0.65%
0.75%
0.75%
0.75%
0.75%
0.75%
0.75%
0.75%
0.75%
0.75%
0.75%
0.75%
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Number of
Households

Percentage of
population

Total
Percentage

Bill

1448
1523
29060
54265
42988
31126
15962
13162
20722
8444
3024
1278
0

0.65%
0.68%
13.03%
24.33%
19.28%
13.96%
7.16%
5.90%
9.29%
3.79%
1.36%
0.57%
0.00%

0.65%
1.33%
14.36%
38.70%
57.97%
71.93%
79.09%
84.99%
94.28%
98.07%
99.43%
100.00%
100.00%

£0.00
£81.25
£357.50
£732.50
£1,107.50
£1,482.50
£1,857.50
£2,232.50
£2,982.50
£4,482.50
£6,357.50
£11,045.00
£18,545.00
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Example 3: Glasgow City
Current System
 Council Tax Reduction: £ 71,791,000
Current Council Tax Receipts: £182,087,000
Band

Bill

Number of Households

Percentage of population

Total Percentage

Band A

£808.67

55633

20.14%

20.14%

Band B

£943.44

73544

26.63%

46.77%

Band C

£1,078.22

63430

22.97%

69.74%

Band D

£1,213.00

38524

13.95%

83.69%

Band E

£1,482.56

26725

9.68%

93.37%

Band F

£1,752.11

11835

4.29%

97.65%

Band G

£2,021.67

5867

2.12%

99.77%

Band H

£2,426.00

622

0.23%

100.00%

LPT


Council Tax Reduction: £ 71,791,000

LPT Receipts: £183,338,000

Band

Value

Liability for
Council Tax
Purposes

Tax Rate

Number of
Households

Percentage of
population

Total
Percentage

Bill

Band 1
Band 2
Band 3
Band 4
Band 5
Band 6
Band 7
Band 8
Band 9
Band 10
Band 11
Band 12
Band 13

£25K and under
£25K - £50K
£50K - £100K
£100K - £150K
£150K - £200K
£200K - £250K
£250K - £300K
£300K - £350K
£350K - £500K
£500K - £750K
£750K - £1 Million
£1million - £2million
Over £2 Million

N/A
£37,500
£75,000
£125,000
£175,000
£225,000
£275,000
£325,000
£425,000
£635,000
£875,000
£1,500,000
£2,000,000

0%
0.95%
1.2%
1.2%
1.2%
1.2%
1.2%
1.2%
1.2%
1.2%
1.2%
1.2%
1.2%

11722
20727
95541
71257
36930
19873
7440
5050
5036
1992
512
100
0

4.24%
7.50%
34.59%
25.80%
13.37%
7.20%
2.69%
1.83%
1.82%
0.72%
0.19%
0.04%
0.00%

4.24%
11.75%
46.34%
72.14%
85.52%
92.71%
95.41%
97.23%
99.06%
99.78%
99.96%
100.00%
100.00%

£0.00
£166.25
£556.25
£1,156.25
£1,756.25
£2,356.25
£2,956.25
£3,556.25
£4,756.25
£7,156.25
£10,156.25
£17,656.25
£29,656.25
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Example 4: Aberdeen City
Current System
 Council Tax Reduction: £ 9,838,000
Current Council Tax Receipts: £102,739,000
Band

Bill

Number of Households

Percentage of population

Total Percentage

Band A

£820.26

19880

18.67%

18.67%

Band B

£956.97

26130

24.53%

43.20%

Band C

£1,093.68

17542

16.47%

59.67%

Band D

£1,230.39

13079

12.28%

71.95%

Band E

£1,503.81

13626

12.79%

84.75%

Band F

£1,777.23

8142

7.64%

92.39%

Band G

£2,050.65

7214

6.77%

99.16%

Band H

£2,460.78

891

0.84%

100.00%

 Council Tax Reduction: £ 9,838, 000

LPT
LPT Receipts: £102,759,000

Band

Value

Liability for
Council Tax
Purposes

Tax Rate

Number of
Households

Percentage of
population

Total
Percentage

Bill

Band 1
Band 2
Band 3
Band 4
Band 5
Band 6
Band 7
Band 8
Band 9
Band 10
Band 11
Band 12
Band 13

£25K and under
£25K - £50K
£50K - £100K
£100K - £150K
£150K - £200K
£200K - £250K
£250K - £300K
£300K - £350K
£350K - £500K
£500K - £750K
£750K - £1 Million
£1million - £2million
Over £2 Million

N/A
£37,500
£75,000
£125,000
£175,000
£225,000
£275,000
£325,000
£425,000
£635,000
£875,000
£1,500,000
£2,000,000

0%
0.5%
0.8%
0.8%
1%
1%
1%
1%
1%
1%
1%
1%
1%

884
924
10447
27284
22261
17178
8499
5927
8599
3295
763
442
0

0.83%
0.87%
9.81%
25.62%
20.90%
16.13%
7.98%
5.56%
8.07%
3.09%
0.72%
0.42%
0.00%

0.83%
1.70%
11.51%
37.13%
58.03%
74.16%
82.14%
87.70%
95.77%
98.87%
99.58%
100.00%
100.00%

£0.00
£87.50
£347.50
£747.50
£1,247.50
£1,747.50
£2,247.50
£2,747.50
£3,747.50
£5,747.50
£8,247.50
£14,497.50
£24,497.50
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Example 5: Inverclyde
Current System
 Council Tax Reduction: £ 7,073,000
Current Council Tax Receipts: £26,492,000
Band

Bill

Number of Households

Percentage of population

Total Percentage

Band A

£798.67

17975

48.38%

48.38%

Band B

£931.78

5631

15.16%

63.54%

Band C

£1,064.89

3400

9.15%

72.69%

Band D

£1,198.00

3236

8.71%

81.40%

Band E

£1,464.22

3411

9.18%

90.58%

Band F

£1,730.44

1884

5.07%

95.66%

Band G

£1,996.67

1407

3.79%

99.44%

Band H

£2,396.00

207

0.56%

100.00%

LPT
 Council Tax Reduction: £ 7,073,000

LPT Receipts: £26,562,000

Band

Value

Liability for
Council Tax
Purposes

Tax Rate

Number of
Households

Percentage of
population

Total
Percentage

Bill

Band 1
Band 2
Band 3
Band 4
Band 5
Band 6
Band 7
Band 8
Band 9
Band 10
Band 11
Band 12
Band 13

£25K and under
£25K - £50K
£50K - £100K
£100K - £150K
£150K - £200K
£200K - £250K
£250K - £300K
£300K - £350K
£350K - £500K
£500K - £750K
£750K - £1 Million
£1million - £2million
Over £2 Million

N/A
£37,500
£75,000
£125,000
£175,000
£225,000
£275,000
£325,000
£425,000
£635,000
£875,000
£1,500,000
£2,000,000

0%
1.25%
1.45%
1.45%
1.45%
1.45%
1.45%
1.45%
1.45%
1.45%
1.45%
1.45%
1.45%

3318
3722
12940
6970
4846
2827
1001
562
737
123
88
18
0

8.93%
10.02%
34.83%
18.76%
13.04%
7.61%
2.69%
1.51%
1.98%
0.33%
0.24%
0.05%
0.00%

8.93%
18.95%
53.78%
72.54%
85.59%
93.19%
95.89%
97.40%
99.39%
99.72%
99.95%
100.00%
100.00%

£0.00
£218.75
£690.00
£1,415.00
£2,140.00
£2,865.00
£3,590.00
£4,315.00
£5,765.00
£8,665.00
£12,290.00
£21,352.50
£35,852.50
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Using estimates of property values, the examples above demonstrate the rates that local
authorities could set in order to meet the revenue that they currently raise from Council
Tax through a LPT system.



In each case the rate rises have been proportionate, with the first Band being free, the next
band being a starting rate, with rate rises at specific points.



In the case of the example for the whole of Scotland, a form of Mansion Tax has been
levied on a property’s value beyond £1 million, as the rate rises to 1.5%.



As can be seen from the estimated bills under a system of LPT for the whole of Scotland,
roughly 56% of the population would be paying less than £875, which would likely be
less than the rate that they were paying under the current rate of Council Tax as the Band
B rate, which over 60% of households are above, has a rate of £896.



On the other hand the tax rise for properties worth more than £250,000 would be fairly
drastic, and for million pound plus properties, the tax would be unrecognisable.



This is an inevitable consequence of a progressive system of LPT; nonetheless it does
demonstrate the need to phase the tax in slowly over several years at the top end.



It is, however, worth highlighting that properties worth more than £250,000 represent less
than 10% of households in Scotland and, as has been argued above, are in a better
position to contribute more.



What is also noticeable is the impact that a large number of valuable properties can have
on the Council’s tax base.



In the cases of Aberdeen and Edinburgh, the higher proportion of valuable properties in
these areas means that they are able to set a lower tax rate generally to compensate for
potentially higher residential bills.



Conversely regions such as Glasgow and Inverclyde have a concentration of households
at the lower end of the market. As such the Nil Rate Band 1 means that there are a large
number of households that would see a significant cut in their LPT bill compared to their
Council Tax bill. As a result the basic rate must be higher to compensate for the
comparatively lower proportion of more valuable homes and thus lower tax base.



It is also worth noting that the example tax rates above are deliberately very conservative
and progressive. Councillors could however, amend the system to make it more or less
progressive to suit their political tastes.
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For example in Edinburgh to achieve a tax take of: £209,377,000 the council could set the
following progressive rates:

Band

Value

Liability for
Council Tax
Purposes

Tax Rate

Number of
Households

Percentage of
population

Total
Percentage

Bill

Band 1
Band 2
Band 3
Band 4
Band 5
Band 6
Band 7
Band 8
Band 9
Band 10
Band 11
Band 12
Band 13

£25K and under
£25K - £50K
£50K - £100K
£100K - £150K
£150K - £200K
£200K - £250K
£250K - £300K
£300K - £350K
£350K - £500K
£500K - £750K
£750K - £1 Million
£1million - £2million
Over £2 Million

N/A
£37,500
£75,000
£125,000
£175,000
£225,000
£275,000
£325,000
£425,000
£635,000
£875,000
£1,500,000
£2,000,000

0%
0.65%
0.675%
0.7%
0.725%
0.75%
0.775%
0.8%
0.825%
0.85%
0.875%
0.9%
0.925%

884
924
10447
27284
22261
17178
8499
5927
8599
3295
763
442
0

0.83%
0.87%
9.81%
25.62%
20.90%
16.13%
7.98%
5.56%
8.07%
3.09%
0.72%
0.42%
0.00%

0.83%
1.70%
11.51%
37.13%
58.03%
74.16%
82.14%
87.70%
95.77%
98.87%
99.58%
100.00%
100.00%

£0.00
£81.25
£333.13
£683.13
£1,045.63
£1,420.63
£1,808.13
£2,208.13
£3,033.13
£4,733.13
£6,920.63
£12,545.63
£21,795.63



Similarly if the tax rate was too punishing for the residents of more valuable households,
the Council could choose to set a regressive rate.



For example in Inverclyde to achieve a tax take of: £24,677,000, the Council could set the
following regressive rate.

Band

Value

Liability for
Council Tax
Purposes

Tax Rate

Number of
Households

Percentage of
population

Total
Percentage

Bill

Band 1
Band 2
Band 3
Band 4
Band 5
Band 6
Band 7
Band 8
Band 9
Band 10
Band 11
Band 12
Band 13

£25K and under
£25K - £50K
£50K - £100K
£100K - £150K
£150K - £200K
£200K - £250K
£250K - £300K
£300K - £350K
£350K - £500K
£500K - £750K
£750K - £1 Million
£1million - £2million
Over £2 Million

N/A
£37,500
£75,000
£125,000
£175,000
£225,000
£275,000
£325,000
£425,000
£635,000
£875,000
£1,500,000
£2,000,000

0%
4%
2%
0.5%
0.5%
0.5%
0.5%
0.5%
0.5%
0.05%
0.05%
0.05%
0.05%

3318
3722
12940
6970
4846
2827
1001
562
737
123
88
18
0

8.93%
10.02%
34.83%
18.76%
13.04%
7.61%
2.69%
1.51%
1.98%
0.33%
0.24%
0.05%
0.00%

8.93%
18.95%
53.78%
72.54%
85.59%
93.19%
95.89%
97.40%
99.39%
99.72%
99.95%
100.00%
100.00%

£0.00
£700.00
£1,350.00
£1,600.00
£1,850.00
£2,100.00
£2,350.00
£2,600.00
£3,100.00
£3,200.00
£3,325.00
£3,637.50
£4,137.50
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It could be argued that given the fact that there are so few properties worth more than
£150,000 in the region, setting progressive rates, whilst nominally fairer, does not provide
the kind of tax yield that is worthy of the excessive tax rise that the residents of more
valuable homes would have to pay.



By having a number of different rates and by empowering local authorities to make the
decisions on these rates it would be the role of the Councillors to decide on the most
appropriate form of local taxation to meet their needs and it would be the role of voters to
elect Councillors that meet both the regions tax as well as spending requirements.
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Subsection 6: Weaknesses and Strengths
Weakness:
1. Public antipathy towards property revaluations: Introducing a complete revaluation
will obviously have a major impact on the Council Tax bill of properties which have had
a significant rise in value since 1993. Because all properties have risen in value during
that period this shouldn’t pose a problem for most households, as their relative value
compared to other households in the area remains the same. A significant problem does
exist for the roughly 2% of residents whose properties have risen at a faster rate than most
due to properties in their local area becoming highly desirable since 1993. It must,
however, be noted that a homeowner with an LPT bill which is significantly higher than
their previous Council Tax bill almost certainly now also has a capital asset which has
risen disproportionately in value.
2. The Banding system creates winners and losers as well as encouraging “slabbing”:
Any system of property tax is always going to have cases where values are disputed or on
the margins. Under the reformed system of LBTT these are no longer a problem as a taxpayer only pays for that portion of their property that is above the limit. In the case of an
LPT system with Bands, however, the difference rate of tax for a property worth around
about £200,000 could be marked. If it is valued as between £150,000 and £200,000 then
its tax liability is much smaller than if it is valued between £200,000 and £250,000. This
could create slabbing whereby many properties are sold just below the “cliff edge” of
£200,000 to guarantee a lower LPT rate; this is known as the slabbing effect. This
problem is not that significant as the LPT valuation is separate from market prices, and a
property sold for over £200,000 could still be given a lower or indeed a higher value by
the Assessors for LPT purposes Nonetheless the LPT liability of a property is still a major
factor in property sales and this could cause long term problems.
3. Asset rich but cash poor individuals may be severely disadvantaged or trapped by
LPT. As has been highlighted several times above, the most significant problem with any
property or land tax is that where an individual lives does not necessarily reflect their
ability to pay. This problem of the so-called “asset rich, cash poor” is one which is most
pertinent to pensioners living in large properties. For most individuals in this category,
the purchase of a property and the paying off of a mortgage represents both the biggest
purchase and most significant outgoing of their working life. Whilst the property may
now have a large asset value many residents living in these large properties are not in a
position to pay increased tax bills now that they are not earning without resorting to a sale
of the property. Whilst in theory agreements could be struck whereby local authorities
could allow some payments to be deferred to the point of sale and/or transfer this could
further disincentives individuals to downsize and/or create an enormous problem for their
heirs, not to mention a short term short fall in the local authorities tax take.
This problem is not easily resolved, but as has been noted above, there is a strong
correlation between property size and ability to pay and the problem is often over
emphasised in the policy debate. It certainly highlights the need to act with caution when
introducing a new system of LPT, and measures should be taken to accommodate very
large property owners. It is, however, worth noting that these individuals can still apply
for CTR and they can still elect local councillors that will set less punishingly progressive
tax rates.
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4. LPT could unduly impact on Tenants without an asset: The disconnection between
property price and ability to pay would also affect tenants who do not even own their
properties and so have not even benefitted from seeing their asset rise in value. A
significant increase in local domestic taxes could make inner city and urban dwellings,
which are already expensive, completely untenable as living options for most, further
driving poorer residents from urban centres. This problem, to a certain extent could be
corrected both by the local council setting an appropriate LPT rate and by landowners
responding to the market and keeping rents competitive to the area.

5. LPT would reduce house prices: An increase in property taxes could have a significant
impact on house prices as a whole and the housing market in general. A rise in LPT could
make many homes unaffordable and though this could encourage individuals that under
occupying their homes to downsize, it could also mean that expensive houses become
incredibly undesirable which could lead to a stagnant market, particularly at the top end.
This could lead to individuals being trapped in properties they cannot afford to pay LPT
on and which they are unable to sell.

6. LPT could have unintended consequences on other taxes: As was highlighted in the
first chapter, any change in a tax has an effect on all other taxes and this would be no
different with LPT. An increased LPT would impact on property sales and so on LBTT,
Capital Gains Tax (CGT) and Inheritance Tax (IT). If part of the rationale behind an
increase in property taxation is that a property’s value is in part created by the services
provided by the local authority then it is reasonable to argue that an increase in LPT
should see a corresponding decrease in the centralised taxes on housing that currently
exist. This is particularly relevant if property owners are able defer payments until
transfer, as this is the point at which either CGT or IT are paid on properties that are not
primary homes.

7. Allowing Councils to reduce the rate of LPT for second homes is unfair: As was
discussed above having any form of discount, even if only for the first £150,000 of a
property’s value, still provides some wealthy individuals with an untargeted tax
reduction. One main principle behind the maintaining this discount is that it allows local
councils that rely on tourism to support their local economy. Nonetheless in principle if
individuals are both able to afford second homes and able to see the value of these homes
rise as a result of council endeavours it is unfair that their bills should be less than those
of primary residents.
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8. LPT relies on a shift in the public perception of how property is taxed: Currently
most tax payers consider the Council Tax to be the mechanism via which the local
council raises revenue. The underlying assumption about property in Scotland, and in the
UK as a whole, is that it belongs to the owner and consequently any rise in a property’s
value between purchase and sale also belongs to the owner.
This is a very powerful assumption which is deep rooted in Scottish and indeed British
culture. Homeownership is considered a central life aspiration by most and a fundamental
element of homeownership is that an individual’s home is personal asset which the state
has very little right to tax once it has been purchased. As such residents don’t merely
consider their house as a home to live in, but also an asset which they can mortgage and
release equity from. This is a cultural phenomenon which is central to the current system
of a debt-fuelled economy and will be very difficult to shift.
LPT makes the opposite assumption about property. Property values are more dependent
on the actions of society than the individual and consequently all properties owe some
debt to society for any rise in their value. At the heart of this principle is the concept that
the residents of a property, whether they are renting or they are the owner-occupiers, are
only the temporary custodians of the building and the land. They have a duty to preserve
the building for the next occupant and to pay society for the right to enjoy the benefits
that living in that area brings.
Such a change in perception will take time.
It is worth noting, however, in an age in which more and more economic activity is taking
place online, taxing sales, profits and even income is becoming a more and more difficult
endeavour. Property is, and shall always remain, a tangible asset which is difficult to hide
and shifting the public perception from taxing economic activity to taxing immoveable
objects could be a more sensible long term trend.
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Strengths:
1. Revaluation is necessary to create fairness in local taxation: Even if Council Tax as a
whole was not to be amended a revaluation of all domestic property is necessary
recalibrate the system so that the residence of properties built since 1993 are not at a
disadvantage compared to the occupants of older properties.
2. LPT is a difficult tax to avoid: As has been highlighted above, continuing to base the
tax on residency will ensure that avoiding the tax will remain difficult.
3. Local Councils have a right to charge a LPT because property prices are linked to
local services: The value of domestic property is linked to its location and rises as a result
of the activities of the local council such as the building of new roads, schools and streetlighting. It is, therefore, appropriate for the council to levy a tax on properties to pay for
the services and infrastructure which their rise in value.
4. LPT would be a tax on wealth which is under taxed in comparison to consumption
and income in Scotland: With the exception of Council Tax, property as a form of
wealth is only taxed at point of transfer in Scotland through the newly reformed Land and
Buildings Transaction Tax (LBTT). A well-Constructed LPT would both limit the buildup of wealth in Scotland and encourage pensioners and individuals who are underutilising
their properties, such as families with children who have left home permanently, to
downsize to more appropriate housing, which will in turn help the housing market.
5. LPT is potentially a more progressive tax than a tax on Income: A Local Income Tax
(LIT) is not only an easier tax for self-employed and high net worth individuals to avoid
than LPT, but it also focuses on taxing earned income rather than unearned wealth.
Eliminating the property element to local taxation in favour of a LIT would further shift
the burden of taxation on to earners rather than those who possess wealth as it would
provide a tax cut for retired owner-occupiers of large properties at the expense of the
younger generation who are earning, but who as a section of society are less likely to own
homes. LIT is also more sensitive to local changes in the economy, such as the large drop
in incomes experienced in recent years by Aberdeenshire, Aberdeen City and the North
East of Scotland generally.
6. LPT would guarantee the same protections for vulnerable groups that already exist:
Since LPT maintains many of the same mechanisms as Council Tax it is easier to
guarantee the protection of single occupants and seriously disabled residents as well as
retaining the Council Tax Reduction scheme for those on benefits or low incomes. In
addition the £25,000 tax free allowance should function in a similar way to the Income
Tax personal allowance helping to reduce the level of tax paid by individuals in smaller
homes. As such the LPT would not only provide the same protections as currently exist,
but would also provide less uncertainty than a new system such as Land Value Tax
(LVT).
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7. LPT would build on the tax powers granted to the Scottish Parliament in recent
years, rather than conflict with them: As a party within the Smith Commission, the
Scottish Liberal Democrats argued for the full devolution of Income Tax bands and rates
to the Scottish Parliament. As a result the party has been able to advocate for an increase
in Income Tax rates in order to supplement spending on Education. The principle behind
this policy is that the Scottish Parliament is the best place for decisions over income in
Scotland to be made. An LIT would both undermine this principle in theory and
complicate tax collection in practice.
The Scottish Liberal Democrats also have a proud history of advocating land reform in
Scotland and for land to be both distributed and tax fairly. A system of LPT would allow
the Scottish Liberal Democrats to deliver on this ambition and make sure property
ownership was taxed in a more equitable fashion.
8. LPT is a system which can be introduced relatively quickly and does not suffer from
the same technical difficulties as a new tax on land would: The principles behind a
Land Value Tax (LVT) are not without merit, but there is not, as yet, enough evidence
concerning the current value of all land in Scotland for a system of local domestic
taxation to be based upon it. A requirement for all land prices, as distinct from property
prices, to be included in any future property revaluation would help to generate such
information. Without this information, however, legitimate questions about how the tax
would function, including how to distinguish between urban, semi-urban, rural and
agricultural land, cannot be answered. As such LVT should remain a medium to long
term aspiration rather than a short term policy.
9. LPT would empower local councils and provide a greater degree of local autonomy:
LPT is meaningful step towards Localism as it increases the power that local authorities
have to target their tax rises and tax cuts as opposed to current system whereby any
council that wishes to raise or lower council tax must do so for all properties regardless of
their Band.
10. LPT could improve local democracy: By empowering local authorities, LPT should
also reenergise local democracy as local councils move away from merely being service
providers and move towards making significant choices over how money is raised as well
as spent. This will not only increase the power of local authorities but should also
increase the different policy options open to councillors thus providing local residence
with greater political choice to elect representatives with greater levels of responsibility.
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