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SUPPLEMENTARY FINANCIAL MEMORANDUM

INTRODUCTION

1. This memorandum has been prepared by the Scottish Executive to update the Financial 
Memorandum concerning the changes made to the Housing (Scotland) Bill at stage 2.

COSTS ON THE SCOTTISH EXECUTIVE

Right to Buy applications

2. The Scottish Executive meets the cost of almost all Right to Buy valuations, except in 
circumstances where the landlord and tenant agree to having the valuation carried out 
independently, in which case the cost is met by the landlord. Section 110 of the Bill gives 
Ministers the power to prescribe information to be made available to prospective right to buy 
purchasers. In the Financial Memorandum accompanying the Bill as introduced, it was estimated 
that the additional costs to the Executive could be around £700,000 per annum. Actual additional 
costs would be determined by the information required and agreement on the costs of providing 
that information. 

3. In a memorandum to the Communities Committee, discussed on 14 September this year, 
the Executive gave more information on how the provisions in Part 3 of the Bill would be 
applied, including section 110. The memorandum set out the intention that prospective Right to 
Buy purchasers would receive a written report on the construction type of the property and any 
obvious defects. It is estimated that the additional information requirements could cost up to £1.4 
million over the cost of existing right to buy valuations (double the estimate in the original 
Financial Memorandum). The actual figure would depend on demand for the right to buy and the 
actual cost of providing the additional information.

4. Section 110 of the Bill has been amended at Stage 2 to allow Ministers to prescribe in 
regulations information that will only be provided when the prospective purchaser pays (or 
commits to pay) for that information. The effect of this will be that, where information is 
prescribed, the cost of providing the information will be borne by the prospective buyer. No 
decision has been taken as to what information will be the subject of a charge, except that the 
cost of the valuation to determine the price to be paid will continue to be met as per existing 
arrangements.

5. The estimate of additional costs is shaped by the information prescribed; the cost of 
prescribing information on a per unit basis; and the number of Right to Buy applications. The 
additional costs over existing arrangements to be met by the Executive will also depend on how 
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much of the information to be provided will be the subject of a charge to the prospective 
purchaser. Should the outcome be to split the charge equally between the Executive and the 
prospective purchaser, then the additional cost to the Executive would be £700,000 (assuming 
18,000 requests for information as per 2003-04), with another £700,000 to be paid by Right to 
Buy purchasers. There may also be administrative costs for landlords for providing information 
and collecting charges.  Such costs will be taken into account in setting any charges.

COSTS ON LOCAL AUTHORITIES

Single survey costs: assistance for house sellers

6. Members of the Communities Committee expressed concerns about the impact of the 
costs of providing the Purchaser’s Information Pack (PIP), including the Single Survey, on
sellers who are on low incomes or in a slow market and may not be able to fund the costs until 
the house is sold.  They feared that they could be discouraged from selling their property.  

7. In the light of discussions with the Purchasers Information Advisory Group, the 
Executive believes that, in the vast majority of cases, solutions to the funding of the pack will be 
offered by surveyors, mortgage lenders and others involved in the house buying market.  
However, the Executive recognised that there were concerns with regard to this matter and 
therefore brought forward amendments to section 68 of the Bill.  The new provisions will give a 
local authority the power to offer assistance with the costs of selling a house.  Assistance could, 
for example, take the form of a short-term loan, repayable in full upon the sale of the house or 
end of the loan period.  

8. As the detail of the Single Survey and PIP are designed and guidance on the scheme of 
assistance is developed the Executive will consider the need for such a safety net, though it 
would not seek to substitute for private sector activity where the market is capable of delivering 
solutions. Because of the small number of cases expected and the relatively small cost involved 
in providing the pack, it is not expected that this change will make an appreciable difference to a 
local authority’s costs in operating the scheme of assistance.  

Adjustments to landlord registration system

9. The Bill makes a number of detailed adjustments to the provisions in the Antisocial 
Behaviour etc. (Scotland) Act 2004 for the registration of private landlords.  These adjustments 
take account of matters raised during consultation and the development of systems to implement 
the registration scheme.  They include ensuring that a local authority takes account of the fact 
and nature of an agency arrangement and managing the availability of registered information to 
the public to avoid misuse, particularly through Internet access.  Since these are adjustments to 
the process rather than additional tasks, they are not expected to have a significant effect on the 
costs to local authorities of running the registration scheme or the costs to landlords and agents 
of registering.
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COSTS ON OTHER BODIES, INDIVIDUALS AND BUSINESSES

Adaptations to meet the needs of disabled people or to improve energy efficiency

10. The Bill as introduced requires that assistance for adaptations must be in the form of 
grant where the adaptation provides a disabled person with access to standard amenities 
(washing and sanitary facilities).  This requirement already exists and so there should be no 
additional costs to local authorities or the Scottish Executive.  The Bill as amended also allows 
Ministers to make regulations specifying the form of any assistance (within the range available) 
that is provided for disabled adaptations and in particular to extend the circumstances in which 
grant must be paid in relation to adaptations.  The financial implications of any such extension 
will be considered when deciding whether to make such regulations and what form they should 
take, with the intention of confirming that the financial effect of those regulations can be 
contained within the appropriate budgets by consequential adjustments of priority between 
expenditure on assistance for disabled adaptations and other types of expenditure.  The costs will 
depend on the detail of what is proposed at the time and will be set out in a Regulatory Impact 
Assessment which will be given to the relevant committee.  The Bill does not commit local 
authorities or the Scottish Executive to additional expenditure in this connection.

11. The original Bill introduces a right for tenants of private sector landlords to adapt their 
houses to suit the needs of disabled occupants. The amended Bill introduces a similar right to 
carry out work to improve energy efficiency (e.g. to have central heating installed under the 
Scottish Executive’s central heating programme).  Costs of installing central heating would be 
met by the Executive (the average unit cost in 2004-05 was £3,200), with the tenant meeting 
some costs in certain circumstances.    

12. It may be that some tenants who did not previously apply for central heating, suspecting 
that the landlord would refuse permission, might now apply, increasing demand on the 
programme.  We have no information on how many tenants may be in this position.  We are 
aware of fewer than 10 tenants who have applied but been unable to proceed because their 
landlords have refused permission unreasonably. 

13. Both rights are subject to the landlord being able to refuse or apply conditions on 
reasonable grounds.  The tenant may appeal to the sheriff against the landlord’s decision.  Any 
appeals to the sheriff would lead to costs falling on the courts.  In both cases the landlord may, if 
that is reasonable, require that the house be reinstated to its previous condition.  The Bill 
provides that any costs that fall on the landlord may be taken into account in deciding whether a 
refusal or a condition is reasonable.  The right should therefore not require landlords to meet any 
additional costs.

Rent Assessment Panel

14. The Bill as amended gives Ministers powers to extend the functions of the proposed 
Private Rented Housing Panel so that it, instead of the sheriff court, makes decisions as to 
whether a landlord has been reasonable in dealing with a tenant’s application to carry out 
adaptations to suit a disabled occupant.  It is likely that additional cases which would result from 
any such extension would be few in number and that they could be accommodated within the 
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costs already estimated for the expansion of the Rent Assessment Panel to form the Private 
Rented Housing Panel. 

Tenancy Deposits

15. A new Part was introduced at Stage 2 dealing with tenancy deposit schemes.  Ministers 
will have the power to approve a tenancy deposit scheme or schemes and to make regulations 
setting out the conditions a tenancy deposit scheme must meet before it can be approved by 
them.

16. During preparatory work on the Bill, provision for tenancy deposits was not included as 
the Bill focussed largely on improving house condition and quality.  However, a number of 
responses to the consultation paper Maintaining Houses - Preserving Homes indicated support 
for some form of tenancy deposit scheme in the private rented sector.  Some stakeholders also 
made their case to the Communities Committee during the Stage 1 evidence-gathering sessions.  
The Committee therefore recommended in their Stage 1 report that Ministers be given the power,
through regulations, to introduce such a scheme following consultation. As a result, the 
Executive has not yet consulted on the various options to safeguard tenancy deposits, nor have 
any options been costed.

17. There are various ways to safeguard tenancy deposits and Ministers will consult widely 
before deciding on the most effective method of doing so prior to developing the detail of any 
regulations.  Options range from a full custodial scheme or schemes (where the deposit is held by 
a third party) with dispute resolution (where adjudication would be carried out by the tenancy 
deposit operator rather than the courts, as at present) to a minimal ‘do nothing’ situation - if 
developments in the private rented sector warranted this.  The financial impact will therefore be 
dependent on the approach taken following consultation. A full regulatory impact analysis of the 
options will be carried out before consultation.  

18. Whilst stakeholders recognised that further research is required, some of the evidence 
submitted to the Communities Committee at Stage 1 provided a rough estimate of costs for a 
custodial scheme.  Evidence submitted by the National Rent Deposit Forum suggested this might 
vary between £0.4 million to £1.2 million for a custodial scheme without dispute resolution to 
between £0.8 million to £2.8 million for a custodial scheme with dispute resolution.  It was also 
suggested that nearly £2 million could be raised annually by way of interest if all deposits were 
held in a custodial scheme.

19. On these rough estimates, a full custodial scheme may be self-financing, but it can also be 
seen clearly that there is a risk of a shortfall (particularly if Ministers were also to prescribe that 
tenants should receive interest on their deposit).  The Executive might therefore have to 
underwrite such a scheme or fund the dispute resolution element.  There would also be the usual 
setting-up costs, promotion and awareness raising.  Such costs are also likely to fall on the 
Executive.

20. It has also been suggested that, at present, the amount of deposits unreasonably withheld 
each year is less than £1 million, out of an estimated £45 million of deposits held by landlords at 
any one time.  Various other developments in the private rented sector, either proposed in the 
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Bill or in progress under other initiatives (landlord registration, HMO licensing, the Letting Code 
– if required, etc.), will weed out many of the remaining rogue landlords and potentially reduce 
even further the amount of tenancy deposits being withheld unreasonably. The Executive is 
therefore mindful to ensure that a situation does not develop where the machinery that might be 
put in place to deal with tenancy deposits costs significantly more than the amount of deposits it 
is intended to safeguard.  

21. The prospect of provisions governing how tenancy deposits are to be handled by 
landlords may also result in other changes in the marketplace.  Whilst the provisions are 
designed to ‘catch’ a deposit even if called by any other name, landlords may develop other 
forms of security, for example, requiring a guarantor for tenants or favouring some kind of 
insurance protection.  We also have to be mindful of any potential side effect such provisions 
may have in increasing rental levels.  The possibility of such changes taking place must be
assessed and this will be done as part of the extensive consultation on the options for tenancy 
deposits.  Likewise, any move away from deposit taking by landlords could undermine the 
ability for a custodial scheme to pay for itself from the interest on deposits held.

22. There are likely to be start up costs for any new scheme and these may be borne by the 
Executive.  The regulations also make provision for a fee to be levied on landlords or tenants for 
using a scheme (this may go towards the funding of such a scheme), if this is considered 
necessary.  Should a custodial scheme be promoted, we would have to take into account the 
response by landlords who will no longer be able to access such funds as short term working 
capital.  If a tenancy deposit scheme includes a dispute resolution process, then this might also 
displace some activity from the small claims and other courts.  There may be some costs on local 
authorities, dependent on their involvement or role in any scheme.  The impact on other bodies, 
individuals and businesses is generally likely to be the same, irrespective of whether they be in 
remote, island or rural communities or be disabled persons.

23. The introduction of a tenancy deposit scheme would be a significant step.  It is therefore 
vital that Ministers consult and assess the financial impact, having fully costed it, of such a 
provision (on tenants, landlords and the marketplace) before making a commitment to introduce 
any scheme.  Ministers have therefore emphasised that they will not introduce any scheme for 
which they consider the costs to be disproportionate.
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