Background on Options for Local Domestic Taxation

Current System - Council Tax

The current Council Tax is a tax on domestic property.  The amount paid is based on property value.  Each local authority keeps a list of all the domestic property in its area.  Each property is valued at April 1991 prices and put into a valuation band.  A different amount of council tax is then charged on each band.  Some property is exempt from council tax. 
	Valuation band
	Range of values

	A
	Up to £27,000

	B
	Over £27,000 and up to £35,000

	C
	Over £35,000 and up to £45,000

	D
	Over £45,000 and up to £58,000

	E
	Over £58,000 and up to £80,000

	F
	Over £80,000 and up to £106,000

	G
	Over £106,000 and up to £212,000

	H
	Over £212,000


Each year, every local authority sets a rate of council tax for each valuation band.  Usually one person in a household, called the liable person, is liable to pay council tax.  In the current year 2008/09, and for the next three years, Council Tax has been frozen at 2007/08 levels as a precursor to introducing a Local Income Tax.

Local Income Tax

The Scottish Government proposes to abolish the Council Tax and introduce a Local Income Tax.  Further details on the Government’s proposals can be found in the consultation document available at http://www.scotland.gov.uk/Topics/Government/local-government/17999/Local-Income-Tax
Under this system, all people would pay an extra flat rate of 3% on top of the existing UK 23% and 40% standard and higher income tax rates on all their income (except income from savings and investments) over the current UK income tax personal allowance level.
Other Possible Systems

The Scottish Government’s consultation document outlines some other options for funding local authorities.  The relevant sections from the Government consultation paper are set out here:
Alternative LIT

It would be possible for local authorities to set their own rate for local income tax, and for this to apply to those who live in their area.  Councils could be given the power to set any rate of local income tax they choose, or the power to vary the rate within a defined range. This level could be within a range – for example, 3% plus or minus ½%.  A more limited power to vary the LIT rate might be introduced.  For example, a rate of 3p could be set and local authorities could be allowed to vary the tax rate BELOW this level, but not ABOVE it. This would allow for a degree of local variation while not breaking our commitment to a LIT rate no higher than 3p 

Land Value Tax 
In its simplest form, land value tax is a tax based on the value of land owned.  This contrasts with our current methods of local taxation based largely on properties.  For this reason, land value tax is usually proposed as an alternative to both domestic property taxation and Non-Domestic rates. 

Land value tax can take many forms, such as being introduced in certain geographical (usually urban) areas only or being combined with, for example, a land improvement tax.  Land value tax could have a range of economic impacts on the property and land markets. It would be likely to re-distribute the taxation burden, narrow the tax base and simplify the valuation process.

Environmental Taxes 
There have been a number of recent proposals to encourage sustainable behaviour through taxation measures, including a plastic bag levy and council tax discounts for energy efficiency changes to homes.  

Local Property Tax

The independent Local Government Finance Review Committee recommended introducing a Local Property Tax (LPT) charged as a percentage of the capital value of individual properties and payable by households occupying properties (whether as owner-occupiers or as tenants) and by owners of second homes and unoccupied properties.
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