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Justice Committee 
 

Police and Fire Reform (Scotland) Bill 
 

Letter from the Cabinet Secretary for Justice to the Convener 
 
Our officials have been discussing for some time the VAT status of the proposed 
Scottish Police Authority (SPA) and Scottish Fire and Rescue Service (SFRS). I 
understand that you have decided that you are not prepared to allow the new bodies 
to recover VAT. 
 
We have not received any formal reasons for your decision but I understand it is on 
the basis that the SPA and SFRS will be funded by central government.   
 
We have sought to work with you cooperatively and constructively.  This included 
setting out the ways in which the Police and Fire Reform (Scotland) Bill provides for 
enhanced local democratic scrutiny of the delivery of policing and fire and rescue 
creating a new direct relationship with the 32 local authorities, not joint boards.  We 
have reiterated that both SPA and SFRS will continue to be able to receive funding 
from Scottish local authorities to pay for the cost of agreed local priorities.   
 
I consider that this availability of a local funding mechanism meets your policy as set 
out in your letter of 29 February to the Scottish Parliament‟s Finance Committee.  
However, to provide you with reassurance that our proposals meet your policy, we 
had shared with your officials options for providing an express provision in the Bill to 
make that funding link totally explicit.  We considered this would demonstrably satisfy 
your policy and facilitate your decision to make the necessary changes to UK 
legislation to allow the SPA and SFRS to recover VAT.      
 
It is therefore extremely disappointing that you have rejected our proposals and 
furthermore have been unable to co-operate with us, failing to provide a credible 
basis for your decision or to offer suggested amendments that would meet your 
policy without undermining our whole programme of reform.   
 
Whether or not we can agree that there is an element of „local funding‟, we still think 
there are other compelling reasons for allowing the new Fire and Police Authorities 
to recover VAT.  This will ensure that the reform of Scotland‟s police and fire 
services is fiscally neutral, and maintain parity of treatment between police and fire 
services across the UK.  
 
By failing to agree the continuation of the services‟ ability to recover VAT, your policy 
is in stark contrast with your treatment of Academy schools in England.  These 
schools are fully funded by central government.  Originally the funding UK 
Government department (Department for Education) met new VAT costs associated 
with the shift to central funding and those costs were reimbursed by Treasury.  You 
then changed the rules, by creating a new provision in the Value Added Tax Act 
1994, to allow the Academy schools to reclaim VAT thereby taking funding pressure 
off the Department for Education.  You stated to the Public Bill Committee of the UK 
Parliament on 9 June 2011 that in doing so your “objective is to ensure that we can 
proceed in a fiscally neutral way” and that “if we did not introduce such a refund 
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scheme, academies would be at a significant disadvantage compared with local 
authority schools”. 
   
This demonstrates the flexibility in the VAT system, where there is a will to do so, to 
enable Treasury to take steps to ensure that the creation of new public bodies is tax 
neutral even where they are centrally funded. You were willing to do this for your 
own initiative of Academy schools, but have refused to do so in respect of the 
Scottish Government‟s reform of police and fire services.  This is not acceptable. 
 
In the same way as you provided a level playing field for Academies and local 
authority funded schools, agreeing to SPA and SFRS being able to reclaim VAT 
would ensure a level playing field for police and fire services across the UK, as well 
as equitable treatment between UK Government Departments which are leading 
programmes of reform and the Scottish Government and Parliament.   
 
As you will be aware, an order is being prepared under section 104 of the Scotland 
Act to make various consequential changes to UK legislation resulting from the Bill. 
This work is being coordinated by the Scotland Office.  Scottish police and fire 
authorities are currently able to recover VAT under the Value Added Tax Act.  With 
your agreement the necessary minor amendments to that Act to enable this to 
continue could readily be included in that order as they are clearly consequential on 
our reform programme.  We have already prepared draft amendments for this 
purpose, which I am more than happy to share with your officials.   
 
On that basis, and in light of the considerations I set out above, I urge you to re-
consider your decision and agree to allow both SPA and SFRS to be included as 
bodies who are entitled to recover VAT under the Value Added Tax Act 1994.  
 
Kenny MacAskill MSP 
Cabinet Secretary for Justice 
21 June 2012 
 


