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1 Introduction

1. This Report reviews the work of the Scottish Affairs Committee during the
parliamentary Session 2008-09.

2. Departmental Select Committees scrutinise the expenditure, administration and policy
of the department to which they relate. In this mould, the Scottish Affairs Committee’s
remit lies in scrutiny of the Scotland Office and the offices of the Advocate General for
Scotland. However, as a result of the Scotland Act 1998 and the Scottish Parliament
receiving full legislative powers on 1 July 1999, much of what other committees can and do
scrutinise lies outside of our remit. This also applies when referring to the Liaison
Committee’s set of ten “core tasks”; whilst most are applicable to the work of the Scottish
Affairs Committee, not all reflect the scope of the Committee’s remit. However, the
Committee has been given an important additional role by the House of Commons in
Standing Order No. 152: establishing and maintaining relations with the Scottish
Parliament on behalf of the House.

3. During the 2008-09 parliamentary Session the Committee made frequent visits to
Scotland. In January 2009 we travelled to Glasgow to meet stake-holders in, and ask
questions about, the 2014 Commonwealth Games, an event to which all Members of the
Committee extend their full support. In February 2009 we held a meeting with the Scottish
Parliament EU and External Relations Committee in Glasgow. We travelled again to the
city in May 2009 for the launch of our Report on Credit Unions in Scotland. In early July
2009 we launched our Report on Crisis in the Scottish Press Industry in Glenrothes, and
then travelled on to Glasgow to meet informally union representatives to discuss proposals
for the restructuring of Diageo’s Scottish business. In late July we launched our Report on
Dunfermline Building Society in Glasgow, and in October 2009 we travelled to Edinburgh
to launch our Report Enforcement of the National Minimum Wage in Scotland. As part of
our inquiry into Banking in Scotland we travelled to Ireland in November 2009.

4. We held three separate meeting with delegations from the Chinese Ministry of Finance.
These meetings allowed Members to explain their work in the context of devolution, and
enabled both parties to learn more about the workings of each others devolved systems of
government.

5.In the 2008-09 Session, we concluded five inquiries and launched two major new
inquiries. The Government is required to reply to select committee reports within two
months. An Annex is attached showing the conclusions and recommendations from the
Scottish Affairs Committee Reports, and the Government’s responses, where received.
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2 The Committee’s activities in relation to
the “core tasks”

Introduction

6. Three of the ten “core tasks” of select committees are to scrutinise draft bills published
by the Scotland Office, to consider major appointments made by the Secretary of State for
Scotland and to examine treaties within the committees’ subject areas. Scotland has a
separate Parliament with extensive legislative competence. In the 2008-09 Session, the
Scotland Office published no draft bills (and no Bills relating exclusively—or indeed
substantively—to Scotland were introduced), there were no major appointments by the
Scotland Office which required consideration by the Committee, and no treaties within the
Committee’s subject area were concluded. In addition, the Scotland Office has no public
service agreements; and therefore no monitoring was required by the Committee. The
remaining core tasks are dealt with in turn below.

To examine expenditure and performance, and to take evidence
from each Minister at least annually

7. We remain committed to holding an annual oral evidence session with the Secretary of
State for Scotland in order to scrutinise the Scotland Office’s expenditure and performance.
We took evidence on 8 July 2009 from Rt Hon Jim Murphy MP, Secretary of State for
Scotland, Ann McKechin MP, Parliamentary Under Secretary of State for Scotland and Mr
John Henderson, Deputy Director of the Scotland Office.

To consider major policy initiatives

The Commission on Scottish Devolution

8. The Commission on Scottish Devolution was established by the Scottish Parliament and
the United Kingdom Government in 2008 with, as its remit;

To review the provisions of the Scotland Act 1998 in the light of experience and to
recommend any changes to the present constitutional arrangements that would enable
the Scottish Parliament to serve the people of Scotland better, improve the financial
accountability of the Scottish Parliament, and continue to secure the position of
Scotland within the United Kingdom.!

9. The Commission began work in 2008, distributing 150,000 information leaflets,
receiving over 300 written submissions and holding both public and private evidence
sessions. A First Report was published in December 2008, setting out the Commission’s
progress. The Final Report was published in June 2009 entitled Serving Scotland Better:
Scotland and the United Kingdom in the 21% Century.

1 Commission on Scottish Devolution, Serving Scotland Better: Scotland and the United Kingdom in the 21 Century,
June 2009, p 3



The work of the Committee in 2008-09 5

10. We held an oral evidence session on 11 February 2009 with Sir Kenneth Calman,
Chairman of the Commission, Professor Jim Gallagher, Commission Secretary and Paul
Kett, Head of Secretariat, during which we questioned the witnesses on the findings of the
Commission’s First Report.

11. A further oral evidence session was held on 6 July 2009 in Glasgow following the
publication of the Commission’s Final Report. Sir Kenneth Calman and Professor Jim
Gallagher gave evidence on the Report’s recommendations and on Scotland’s future in the
context of this report.

12. The Secretary of State for Scotland has set up a Steering Group to take forward work on
the recommendations of the Calman Commission Final Report. We have agreed to keep a
watching brief on the work of the Steering Group and to consider the Government’s
response to the Final Report of the Calman Commission.> There is also an inter-
parliamentary dimension to the recommendations of the Commission, particularly in Part
Four of its Report. We hope to work with the Procedure Committee on examining the
implications for the procedure and practice of the House of Commons of some of these
ideas.

To consider the Government’s response to major emerging issues;
and to propose changes where evidence persuades the Committee
that present policy requires amendment

Credit Unions in Scotland

13. As part of our 2007 inquiry into Poverty in Scotland, we looked at the issue of debt, and
found that “a thriving industry has grown up based upon making money from the poor
and those who lack [...] financial education.” One of the conclusions reached by us was
that “the impact of high cost lending could be mitigated by greater access to affordable
lending.” It was in this context that we announced an inquiry into Credit Unions in
Scotland. We looked at the future for credit unions in Scotland, the problems of financial
exclusion, financial literacy and affordable lending. Credit unions are co-operative
organisations which allow members to save and borrow money, as well as having a
statutory role of providing financial education. Participation in credit unions is higher in
Scotland than in the UK as a whole.

14. During our inquiry we heard from representatives of the Scottish Parliament Cross-
Party Cross-Parliamentary Group on Tackling Debt, Citizens Advice Scotland, South
Lanarkshire Credit Union Network, Association of British Credit Unions Limited, Scottish
League of Credit Unions as well as from Ian Pearson MP, Economic Secretary, HM
Treasury. We also travelled to Lanarkshire in October 2008 to meet representatives from
credit unions.

2 The Government's White Paper, Scotland’s Future in the United Kingdom: Building on ten years of Scottish
devolution, was published by the Scotland Office on 25 November, Cm 7738

3 Scottish Affairs Committee, Second Report of Session 2007-08, Poverty in Scotland, HC 128, para 128
4 HC (2007-08) 1281, para 129
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15. Our Report was published on 18 May 2009. It supported the work of credit unions, and
concluded that they were valuable for both communities and individuals alike. We found
that provision of low-cost, responsibly-lent finance was crucial to mitigating the debt crisis
that affects parts of Scotland and we considered that saving should be encouraged in order
to ensure future generations of financially responsible people.> We also concluded that
both Government support and public awareness were needed if credit unions were to
expand their services and reach a wider group of beneficiaries.® We recommended that the
Government provide funding to promote credit unions across the UK as part of a financial
education strategy.” We welcomed the proposed legislative changes that Government
intended to make to allow credit unions to offer a more modern service. We noted that
credit unions interest rates on loans are capped at 26.8% and we recommended that the
Government introduce a cap on interest rates for all financial institutions to help tackle the
problem of the extortionate interest rates that are being charged by some lenders.®

16. The Government’s response to the Committee’s Report was received on 15 July 2009.
Whilst the response was generally positive, we were disappointed that the Government
chose to reject our recommendation of a cap on interest rates. We felt that this matter was
of a great concern to customers, especially in the current economic climate.’

Crisis in the Scottish Press Industry

17. Scotland is one of the most competitive markets for newspapers, with 17 daily papers
serving a population of 5 million. We launched a short inquiry in March 2009, looking at
the issues facing the Scottish press industry. That month we took evidence from the
Scottish Trades Union Congress, National Union of Journalists, University of Stirling and
Cardonald College, Glasgow. In May 2009 we heard from Newsquest, Trinity Mirror plc,
The Scotsman newspaper, Scottish Daily Newspaper Society, and Johnston Press. We also
received a memorandum from the Scotland Office on this issue.

18. We published our Report on 13 July 2009."° We expressed concern at the increasing
trend for Scottish local authorities to move public notices and job vacancies away from
traditional print media towards online public sector portals. We concluded that the
Scottish newspaper industry was an integral part of Scottish culture and that the Scottish
Executive and the UK Government should ensure that the industry was not made unviable
through overbearing competition. The industry must be able to adapt itself to create
sustainable business models."!

19. We received the Government’s response to its report on 16 September 2009 and we
welcomed the Government’s view that local authorities should not have a policy of

Scottish Affairs Committee, Second Report of Session 2008-09, Credit Unions in Scotland, HC 128, p 3
HC (2008-09) 128, paras 74-75

HC (2008-09) 128, para 35

HC (2008-09) 128, para 32

O 00 N o U

Scottish Affairs Committee, Second Special Report of Session 2008-09, Credit Unions in Scotland: Government
Response to the Committee’s Second Report, HC 982

10 Scottish Affairs Committee, Fourth Report of Session 2008-09, Crisis in the Scottish Press Industry, HC 401
11 HC(2008-09) 401, para 29
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publishing notifications only online, but should also be expected to place notifications,
such as job advertisements, by other appropriate means, if necessary.'?

The Banking Crisis in Scotland and Dunfermline Building Society

20. Since the financial crisis deepened in autumn 2008, we have been increasingly
concerned at the impact on Scottish financial institutions. We took evidence in a one-off
session in December 2008 on the implications for the Scottish economy of the current
economic climate.”® As part of ongoing scrutiny into the financial sector, we announced an
inquiry into the Banking Crisis in Scotland on 26 February 2009. We initially decided to
look at the implications of the merger between Lloyds Banking Group and HBOS, the
operation of banks in Scotland following the recent developments in the UK banking
sector and the provision of banking services to the public in the current economic climate.

21. Subsequent to the evidence sessions we held in March, we decided to widen the inquiry
to look at the effect of the banking crisis on jobs, banking services to the public and small
business lending in Scotland, the effect of the failure of Scottish banks and building
societies on the international reputation of Scotland’s banking sector and the effectiveness
of measures put in place by the UK Government to tackle the impact of the banking crisis
and to aid recovery in Scotland. Evidence sessions started in November 2009.

22. We travelled to Ireland from 8-10 November 2009 to examine the operation of banks
and provision of banking services in a neighbouring country that has also suffered from the
failure of its banks.

23. Part of the fallout from the recession was the intervention of the Bank of England, the
Financial Services Authority and HM Treasury, “the tripartite authorities”, into
Dunfermline Building Society, which occurred in March 2009.

24. We heard evidence from a variety of sources on the circumstances leading to the failure
of Dunfermline Building Society (DBS) including representatives from the previous Board
of DBS, Nationwide Building Society (to whom core parts of DBS were transferred) and
the tripartite authorities. We published our Report on 30 July 2009. Our overall conclusion
was that the responsibility for the fate of DBS lay with the Board of the Society which took
the risk of diversifying into areas traditionally outside a building society’s core business.
Poor project management had also made a significant contribution to the failure of the
Society."* However, we found that the Financial Services Authority (FSA) had failed to give
adequate specific warnings to the Dunfermline Building Society to justify the assertion that
it was repeatedly warned about the dangers of commercial lending. We concluded that the
FSA failed wholly to discharge its duties to protect the interests of investors and savers."
The FSA disagreed with our conclusions.

12 Scottish Affairs Committee, Third Special Report of Session 2008-09, Crisis in the Scottish Press Industry: Government
Response to the Committee’s Fourth Report, HC 981

13 Uncorrected transcript of oral evidence taken before the Scottish Affairs Committee on 10 December 2008, HC
(2008-09) 38-i

14 Scottish Affairs Committee, Fifth Report of Session 2008-09, Dunfermline Building Society, HC 548, para 87
15 HC (2008-09) 548, para 54
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25. The Government’s response to the Report was received on 2 October 2009, and the
Financial Services Authority submitted a response on 6 October 2009. These were
published as annexes to our First Special Report.'®

Enforcement of the National Minimum Wage in Scotland

26. In late 2008 we agreed to hold a one-off evidence session on the enforcement of the
national minimum wage in Scotland. Her Majesty’s Revenue and Customs (HMRC)
provided a memorandum but informed us that HMRC “does not retain statistics at a
regional level relating to the sectors in which employers were found to be non-compliant
with NMW legislation.”” On 22 March 2009 however, the Sunday Times published an
article on Scottish businesses by sector breaching national minimum wage regulations,
based on HMRC figures obtained through a Freedom of Information request. Following
the publication of the article, we held evidence sessions with the Financial Secretary from
the Treasury and officials from HM Revenue and Customs. We also took evidence from
two of the trade organisations from the sectors identified as having the highest levels of
non-compliance with national minimum wage regulations in Scotland.

27. We published our Report on 26 October 2009. It examined the issues of HMRC
investigations in Scotland, tipping practices and raising awareness of the minimum wage.
We were concerned that the sectors with the highest levels of non-compliance in Scotland
have not shown a reduction in the numbers of complaints despite the efforts of the
Government to raise awareness of the national minimum wage, and concluded that more
needed to be done by the relevant sectors, HM Revenue and Customs and the Department
for Business, Innovation and Skills to publicise both the rates of the national minimum
wage and the penalties that exist for non-compliance.'”® We also concluded that all
employers who are found to be non-compliant with national minimum wage legislation
should be “named and shamed” to discourage other employers from breaking the law."

28. Finally, we expressed our disappointment at discovering that the Sunday Times had
obtained statistics, relating to the sectors in Scotland in which employers had been found
to be non-compliant with NMW legislation, through a request under the Freedom of
Information Act when this information had previously been denied to us by HM Revenue
and Customs.” Stephen Timms MP, Financial Secretary to HM Treasury, when giving
evidence to us, apologised for not sending the information to us in the first place. He
explained that advice from the Information Commissioner subsequent to the
Government’s memorandum had led HMRC to collate information on a regional level
where it had not done so previously. He then apologised for HMRC not sending the
information to us at the time it answered the Sunday Times FOI request. HMRC officials
told us that a lack of communication between teams which had led to this oversight.

16 Scottish Affairs Committee, First Special Report of Session 2008-09, Dunfermline Building Society: Government
Response to the Committee’s Fifth Report, HC 979

17 Scottish Affairs Committee, Sixth Report of Session 2008-09, Enforcement of the National Minimum Wage in
Scotland, HC 380, para 1

18 HC(2008-09) 380, para 57
19 HC(2008-09) 380, para 33
20 HC(2008-09) 380, para 14
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29. Whilst we accepted Mr Timms’ apology and explanation, we remained concerned that
a newspaper was able to obtain data under the Freedom of Information Act when a select
committee had been told that it was not available. In our Report we reminded the
Government of the Resolution of the House of 19 March 1997 which includes the principle
that Ministers should be as open as possible with Parliament.”’ We also brought this matter
to the attention of the Chairman of the Liaison Committee.

Scottish Transport Links and the Credit Crunch

30. We held a one-off evidence session on 21 April 2009 investigating Scottish transport
links and the credit crunch. Mr Robert Boyle, Director of Strategy and Business Units,
British Airways, Mr Alec McTavish, Director of Policy and Operations, Association of
Train Operating Companies and Lord Adonis, Minister of State for Transport, gave
evidence. The Committee examined the current situation for rail and air travel from
Scotland to England, and asked questions regarding infrastructure and investment in these
routes. We also asked about any future plans to these services, and discussed ways in which
Scottish people have been affected by the economic downturn.

To take evidence from independent regulators and inspectorates,
and consider the reports of Executive Agencies

Work of the Equality and Human Rights Commission, Scotland

31. The Equality and Human Rights Commission was established by the Equality Act 2006
and came into being on 1 October 2007. The Commission works to “eliminate
discrimination, reduce inequality, protect and promote human rights and to build good
relations, ensuring that everyone has a fair chance to participate in society.”” We
conducted a brief inquiry into the role of the Commission in Scotland and how its work
relates to other Scottish and UK bodies. We received oral and written evidence from the
Scottish Directorate of the Commission, whose role is to “inform the GB-wide

Commission and make sure that its approaches and strategies are appropriate for
Scotland.”**

32. Our Report was published on 30 June 2009. We recommended that the Scottish
Directorate of the Commission take up the need for developing and funding legal advice
and assistance in the equality field with the Scottish Government, and that the Scottish
Directorate of the Equality and Human Rights Commission takes forward its plan to
publish its own strategic plan.

21 HC Deb, 19 March 1997, cols 1046-47
22 Oral evidence taken before the Scottish Affairs Committee on 21 April 2009, HC (2008-09) 412-i
23 Equality and Human Rights Commission Scotland, www.equalityhumanrights.com/scotland/

24  Scottish Affairs Committee, Third Report of Session 2008-09, Work of the Equality and Human Rights Commission,
Scotland, HC 176, Q 2

25 HC (2008-09) 176, paras 33 and 36
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Financial Services Authority

33. As part of our inquiry into Dunfermline Building Society, we held an oral evidence
session with the Financial Services Authority (FSA), during which we questioned
representatives about the work of the FSA in relation to the failure of the Society.*

26 HC(2008-09) 548, Qq 1-124
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3 Future work of the Committee

Introduction

34. In the 2009-10 Parliamentary Session we will continue our inquiry into the Banking
Crisis in Scotland. It is likely that the economic situation in Scotland, as for the rest of the
UK, will be a priority concern for us in the months to come. We will examine the
Government’s response to the Final Report of the Commission on Scottish Devolution and
will keep a watching brief on the work of the Secretary of State’s Steering Group on this
matter. We will also maintain an interest in examining the changes made to the legislation
governing credit unions.

Scotland and the UK: co-operation and communication between
Governments

35.0n 21 October 2009 we announced our latest inquiry, into cooperation and
communication between the Scottish and UK Governments when the UK Government
formulates international policy that specifically affects Scottish interests and devolved
matters.” We will particularly be looking at whether there are effective channels of
communication between the Scottish Executive and UK Government, whether
arrangements exist to assess the impact of UK foreign policy on Scottish interests. This
inquiry will incorporate the previously announced Scotland and the EU inquiry, and
written evidence already received will form a vital part of this new inquiry.

27 "Scottish Affairs Committee announces new inquiry”, Scottish Affairs Committee Press Notice No. 38 of 2008-09, 21
October 2009
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Formal Minutes

Wednesday 25 November 2009
Members present:

Mr Mohammad Sarwar, in the Chair

Mr Ian Davidson Lindsay Roy
Mr Jim Devine Pete Wishart
Mr Jim McGovern

Draft Report (The work of the Committee in 2008-09), proposed by the Chairman, brought
up and read.

Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 35 read and agreed to.

Annex agreed to.

Resolved, That the Report be the First Report of the Committee to the House.
Ordered, That the Chairman make the Report to the House.

Ordered, That embargoed copies of the Report be made available, in accordance with the
provisions of Standing Order No. 134.

ook

[Adjourned till Wednesday 2 December at 2 p.m.
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List of Reports from the Committee during
the current Parliament

The reference number of the Government’s response to each Report is printed in
brackets after the HC printing number.

Session 2008-09
First Report

Second Report

Third Report

Fourth Report

Fifth Report

Sixth Report

Session 2007-08

First Report

Second Report

Third Report

Fourth Report
Fifth Report

Sixth Report

Session 2006-07
First Report

Session 2005-06
First Report

Second Report

Third Report

Fourth Report

Work of the Committee in 2007-08

Credit Unions in Scotland

Work of the Equality and Human Rights Commission,
Scotland

Crisis in the Scottish Press Industry

Dunfermline Building Society

Enforcement of the National Minimum Wage in Scotland

Effects of tax increases on the oil industry

Poverty in Scotland

Child Poverty in Scotland

Work of the Committee in 2007

Experience of the Scottish Elections

Employment and Skills for the Defence Industry in Scotland

Work of the Committee in 2006

Work of the Committee in 2005

Meeting Scotland’s Future Energy Needs: the Westfield
Development Centre

Putting Citizens First: the Report from the Commission on
Boundary Differences and Voting Systems

The Sewel Convention: the Westminster perspective

HC 55

HC 218
(HC 982)

HC 176

HC 401
(HC 981)

HC 548
(HC 979)

HC 380

HC 35
(HC 376)

HC 128
(HC 525)

HC 277
(HC 525)

HC 278

HC 78
(HC 1098)

HC 305
(HC 830)

HC 308

HC 836

HC 1010
(HC 579)

HC 924

HC 983
(HC 1634)





