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March 2007

In March of last year you asked me to conduct a review of the funding of political parties, and to seek  
as much agreement as was possible about changes to the system by the end of the year. You agreed  
in December that I could extend the timetable to see if a full agreement was achievable. It is not yet.  
It is within reach but not in our immediate grasp. But I believe that in the light of the work I have 
done, the extremely valuable unanimous report of the Constitutional Affairs Committee, and that of 
the Committee on Standards in Public Life on the role of the Electoral Commission, there is a growing 
consensus about the nature of the changes that should be made.

This report sets out the reasons for reform, the objectives of reform, and the package of measures which 
I recommend. I believe that my Review has done all that an independent third party can do in this area 
through analysis, consultation and bilateral conversation.

There is, in my view, an overriding public interest in acting now to reform party funding. Achieving this 
will require tough decisions on all sides, particularly about donation limits and spending limits. There are 
many areas of agreement. But resolving the undoubted differences of view that remain – essentially on 
the nature and level of a limit on donations to parties and on the nature of controls on spending – needs, 
in my view, face-to-face discussion by the parties. I therefore recommend that the Government should 
invite the three largest parties to come together to make a determined effort to solve the remaining areas 
of dispute. The time has come for the major political parties to demonstrate that they can achieve this 
by consensus. My report sets out how I think this could be done, and it identifies where I believe that 
a consensus could, and should, be reached. In the Terms of Reference for this Review you asked me to 
“produce recommendations which are as much as possible agreed between the political parties with a 
view to legislation as soon as Parliamentary time allows.” I believe that the package described in this 
report could provide the basis for future legislation once the remaining obstacles have been cleared.

The timing of the next stage of work is a matter for the Government in discussion with the parties,  
but I very much hope that the momentum towards the solution will not be lost.

I am conscious that such inter-party talks might be criticised as being too inward-looking. For this 
reason, you and the other party leaders will wish to consider how best to ensure that the public can 
be confident in the outcome and how best to reassure the smaller parties that their interests will be 
safeguarded. That end might be served if the three largest parties were to agree to independent  
oversight of the talks.

The parties need to reflect on what they should now do, conscious that all the advice they have received 
– in common with their own publicly expressed views – is that the present system is unsustainable.  
I firmly believe there is now a platform to build a consensus. I hope I will have contributed to making 
that happen.

Hayden Phillips
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1.	 Introduction and Summary
The issue of how best to finance political parties forced its way up the political agenda in  
Spring 2006. But the question was not new and nor are the possible answers novel. For the last 
20 years there has been an intermittent but persistent debate about how to reform the funding 
of party politics. The debate has never been more important. And now, at the conclusion of my 
Review, I believe that a long-term solution is within reach, if there is the political will to grasp it. 

Our mass political parties, which sustained our democracy for most of the twentieth century,  
now seem to be in decline. Fifty years ago one in 11 of the electorate belonged to a political 
party. Today, that ratio is down to one in 88.

Lower party membership, falling turnout in general elections and falling identification 
with political parties are not unique to Britain. Indeed, they are common to most advanced 
democracies. Parties have become the least trusted of our social institutions. A recent 
Eurobarometer survey of European Union member states found that just 17% of the public 
trusted political parties. 

This is a problem for our democratic system. Our Parliamentary democracy cannot operate 
effectively without strong and healthy political parties. The debate about the financing of our 
political parties is therefore a debate about the health of our democracy and how we can  
improve it.

Why do I believe there is now a platform for a long-term solution to the financing of our  
political parties? There are two main reasons. First, I believe the public want change in the 
existing arrangements. Second, there is an emerging consensus on the way forward if the main 
parties are prepared to adjust some of their preferred positions in the interest of an agreement. 
I see evidence of common ground in my talks with the parties and in the conclusions of others 
who have examined this issue over the last few months. It is significant that my Review is in line 
with the findings of the Constitutional Affairs Committee (CASC), whose unanimous report was 
published on 19 December 2006 (CASC 2006), and of the Committee on Standards in Public 
Life (CSPL), whose report on the Electoral Commission was published on 18 January 2007 
(CSPL 2007).

Party funding does not suffer from want of analysis or from a shortage of literature. I do not 
want to add significantly to the weight of reports on the topic. And so I will not use this report 
to review the public engagement activities I initiated, nor to describe the intensive discussions 
I have had with political parties from across the UK. I will simply thank all the participants for 
their contributions and will note that my conclusions will build on the analysis in my Interim 
Assessment, which was published on 19 October last year. My focus here will be to chart the 
route towards a possible solution, noting where agreement is at hand and defining what remains 
to be done. Beyond that, I will set out how a settlement might now be reached and I will  
explain the principles I would urge the parties to adopt if they are ready to make a final push 
towards an agreement. 

A fair and sustainable system
Over the last ten years each of the major parties has experienced acute financial difficulties. 
These fluctuate across the course of the political cycle, but it is reasonable to conclude that 
there is now a long-term structural instability in the financing of political parties in this country. 
There is no reason to believe this will solve itself. On the contrary, it seems probable that matters 
will get worse rather than better. Faced with increasing pressure to spend more and a decline in 
regular supporter income, it is perfectly rational for parties to seek new or additional funding, 
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whether from organisations or individuals. But in doing so they risk further damaging public 
confidence in the probity and equity of party financing. Although our political system is one of 
the cleanest in the world, if the public suspects that influence over parties may be bought by the 
rich and powerful, this can only serve to erode further the support for political parties. Just as 
the public questions the propriety of large donations or loans, so there is disquiet about the way 
parties spend their money and the amount that is spent. In submissions to my Review, voters have 
expressed concern that the outcome of elections is being determined by the depth of a party’s 
pockets rather than the quality of its offering to the public. The problem which we must solve 
therefore has two dimensions: income and expenditure.

What do we want from a new settlement? The answer is simple. We want a system that is – and 
is seen to be – fair. It is worth dwelling on that point for a moment. A fair system will remove 
the suggestion that influence is being bought and it will address the perception that victory in 
elections can be determined by a profligate campaign rather than by an informed judgement by 
the electorate of a party’s policies and competence to govern. But a fair solution needs to take 
account of the nature of our political parties: their history and traditions, their structure and the 
character of their support base. I am sure we should aim to move in the direction of a common 
system over time, but as we get there the guiding principle should be fairness. 

If we can secure a fair solution, that will, of itself, have a positive impact on the public’s 
perception of party politics. But I would want us to do more: we should seek a solution which 
encourages greater engagement by the public in party politics. This is objectively desirable, and 
the parties have all told me that that is an objective they share.

We must also develop a solution which is sustainable over the long term. This will only obtain  
if we put political parties in a position where they may achieve financial stability if they live 
within their means and maintain their popular support. But sustainability also requires us  
to renew the arrangements by which party funding is regulated. The Electoral Commission  
should be in a position to help parties to get it right while acting decisively to root out  
any wrongdoing. Only then will the public – and the parties – have confidence that we have  
a system which is fair and sustainable.

Basis for an agreement
Over the last year it has become clear that many of the elements of a possible agreement are  
now to hand. I will state them briefly here and will then describe them more fully in the main 
body of the report:

(i)	 The status quo, in which there are no caps on donations, is unsustainable and therefore 
donations to parties should be limited.

(ii)	 Restrictions on donations should be buttressed by measures to prevent breaches of  
the new regulations.

(iii)	 Expenditure on general election campaigns has progressively grown and should now  
be reduced.

(iv)	 Controls on expenditure by all third parties should be strengthened.

(v)	 The price of a fairer, more stable system of party political financing may be some increase 
in public funding of political parties.

(vi)	 Any increase in public funding should be linked to a recognised measure, or measures,  
of popular support, and should encourage greater democratic engagement.
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(vii)	 The public should have access to better, clearer information on the sources of  
party income.

(viii)	 A new funding settlement will present the regulator with fresh challenges.  
The Electoral Commission must have the powers, the capacity and the practical  
experience needed to fulfil its new role.

I do not claim that these eight points command universal support, nor that every detail of each 
has been resolved. Indeed, I am conscious that Parliament has the final say on the issues raised 
in my report: they cannot be determined in isolation by an independent review, nor even by 
discussions between the parties. But I believe there is agreement between the largest parties on 
the principle of each of the main points and they are consonant with the recommendations of the 
CASC and of the CSPL. And I feel confident that the public argument in favour of party funding 
reform, including some additional public funding, can and should be won. But the country will 
only be persuaded if political parties are able to reach a comprehensive agreement. The eight 
points fall short of that test, but a wider agreement, which has seemed out of reach for so long, 
may now be possible.

Remaining obstacles
There are two principal remaining obstacles. Neither is insoluble but the possible solutions pose 
uncomfortable challenges for the largest parties.

The first concerns the design of a limit on donations. A uniform limit, applied to all sources 
of funding abruptly and without discrimination, would present the Labour Party with serious 
difficulties. Unless change is handled sensibly it could also intrude on the relationship between 
the trade unions and the Labour Party. Our political parties have come from different origins and, 
as voluntary organisations, have each evolved independently. In seeking a comprehensive solution 
we should be mindful of this and I acknowledge that parties will need time to adjust to new 
regulations. In Chapter 3, I explain how this might be done. A neat and tidy solution imposed 
hastily will not deliver the fair, sustainable system we all seek. 

If the first obstacle is about income, the second is about expenditure. Spending by parties, 
especially in election years, has grown very substantially. The attempt to curb campaign 
expenditure in the Political Parties, Elections and Referendums Act 2000 (PPERA) has not 
worked as intended. The main parties’ own judgement is that some of their spending may 
not be value for money. And there has been concern about the level of spending in marginal 
constituencies often well before an election is likely to be called.

However, there must also be a sense of balance. Well-focused expenditure on party political 
campaigning is a good thing and we should welcome the efforts of local parties to attract and 
retain support. Equally it would be naïve and unrealistic to expect that political parties will not 
focus their efforts on marginal seats. And new controls need to be proportionate, minimising  
the bureaucratic burden on local parties. This may especially affect the Conservatives and the 
Liberal Democrats, each of which has a federal structure, granting significant autonomy to their 
local organisations. 

Later in this report I describe these two obstacles in greater detail and I propose possible 
solutions to them. My Review alone cannot solve them. What is now required is an act of 
political will – by each party and by the parties acting together – to define the way through to  
a comprehensive and binding solution. 

Introduction and Summary
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Public funding
There is a third important issue: additional public funding for political parties. Parties already 
receive public funding – in cash (for Parliamentary representation, and for policy development) 
and in kind (including free party political broadcasts). The estimates I have made indicate 
that even if spending is quite severely curtailed, the progressive imposition of a donations cap 
will leave parties financially fragile. As I said at the beginning of this report that cannot be an 
acceptable outcome if we are properly to sustain the health of our Parliamentary democracy.  
I therefore recommend there should be an increase in public funding, but on three conditions: 
first, that it is only granted if there is agreement on an overall reform package; second, that 
parties should be required to demonstrate that additional public funding has assisted in meeting 
desirable public objectives such as policy research and development and better engagement  
with the electorate (outside election periods); and third, that the cost is limited (later in this  
report I argue that an overall cost of around £20–25 million a year would be justifiable).  
The decisions required in designing a new scheme or schemes are set out in Chapter 5. Provided 
a comprehensive agreement is reached and legislated for, I see no reason not to allow a phased 
introduction of public funding during the transitional period to full implementation.

Principles
I would like to add to this description of the substantive issues some personal suggestions  
about the way in which decisions are taken forward, and which, in my view, would help  
underpin a long-term solution. I would commend to the parties the following principles:

●	 Nothing should be agreed until everything is agreed. A sustainable system will be 
interdependent so that modifications to the regulation of expenditure are balanced by 
modifications to the regulation of income.

●	 A fair system need not initially be a uniform system but it should aim for a common result 
over time. Differences in the histories, structures and support base of the principal parties 
might require us to craft solutions which are responsive to their particular circumstances.

●	 A new settlement should be reached by consensus. The public will expect the parties to work 
together to reach a comprehensive agreement, fair to all and sustainable into the future.

●	 Any solution should serve the long-term interests of our Parliamentary system. It is 
particularly important that a solution respects the interests of the smaller parties and of  
parties which have yet to be created.
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Next steps
What should happen next? This is not for me to decide, but I do now recommend that the 
Government invites the three largest parties to come together to make a determined effort to 
resolve the remaining areas of dispute; and to give a lead by accepting that the work done so far 
provides an acceptable platform on which to try to resolve the remaining issues. I am confident 
that my Review has done all that an independent third party can do in this area through analysis 
and bilateral conversations to chart the route towards a solution. The largest parties must 
now decide if they want to follow that route – and I would urge them to signal their decision 
by agreeing to talks to resolve the issues which are still outstanding, and on the basis of the 
principles I have suggested. 

I am conscious that some will question whether the final push towards an agreement should be 
restricted to the three largest parties. This is an important challenge and I do not dismiss it lightly. 
But we need now to have a process which forces the issue to a conclusion – and three-party talks 
seem to me to be the mechanism through which we are most likely to secure that outcome.  
The party leaders will wish to consider how best to ensure that the public can be confident in  
the outcome and how best to reassure the smaller parties that their interests will be safeguarded. 
That end might be served if the three parties were to agree to independent oversight of the talks.

Equally, some will argue that the cost of any reforms should not be left to the parties, each of 
whom has direct interest in the outcome. I understand this concern and it is with this in mind  
that I have calculated the net cost to the taxpayer of my proposals (see Appendix 3). I see no 
reason why an agreement should lead to an annual bill greater than £20–25 million. It is worth 
noting that that cost will change somewhat over time, not least because the system described here 
is a dynamic one and once it is bedded in it will be appropriate to take stock of experience of  
the new arrangements. But I believe that the financial estimates I have given are reasonable and 
that they indicate an order of costs which is justifiable.

There is also a prize to be won here that goes beyond the next stage of discussion. Each party 
has, of course, a keen, direct interest in new legislation in this area. But each party stands to lose 
if policy is shaped only by partisan interest. The pursuit of sectional interests in party financing 
serves to erode public confidence in all parties. Once a new agreement is in place I would 
encourage all parties to commit that their future approach to the question will be non-partisan 
and that they will put in place the Parliamentary machinery, alongside a reformed Electoral 
Commission, needed to foster this approach in future. The report of the CASC on this subject  
is an example of what can be achieved.

I conclude this Review more optimistic than I began it. The status quo is not acceptable.  
The public wants reform. The system needs reform. The parties know that reform is necessary. 
Many of the elements of an agreement are now within reach. Obstacles do remain, but they are 
not insoluble. 

This is an historic opportunity for all political parties and, more fundamentally, for the future of 
our Parliamentary democracy. I encourage the parties to seize the chance which is now at hand. 

Introduction and Summary
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Note on scope of this Review
I have interpreted the Terms of Reference of this Review to cover the whole of the United Kingdom. 
Accordingly, I have had discussions with parties in Northern Ireland and have included the 
province in my research.

But in writing this report I have taken the view that it would be inappropriate to include Northern 
Ireland within its scope. The regulations governing the funding of parties in Northern Ireland 
are not yet the same as those in Great Britain although the intention is that they will converge 
in stages between the end of this year and 2010. My judgement is that it is best to allow that 
convergence to proceed further before the recommendations in this report are applied there.  
But my hope is that this will be possible in time, not least because my discussions with the 
Northern Ireland parties suggest that the principles I have developed would find favour there.

My financial calculations have all been based on party political activity in Great Britain.  
There would be an additional cost to extend the proposals to Northern Ireland. 
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2.	 List of Recommendations
The chapters which follow describe my recommendations in detail. The list which follows is not 
comprehensive, but it sets out my principal proposals.

An agreement on the future of party funding should be built on the broad consensus between  
the parties, as described below:

(i)	 The status quo, in which there are no caps on donations, is unsustainable and therefore 
donations to parties should be limited.

(ii)	 Restrictions on donations should be buttressed by measures to prevent breaches of  
the new regulations.

(iii)	 Expenditure on general election campaigns has progressively grown and should now  
be reduced.

(iv)	 Controls on expenditure by all third parties should be strengthened.

(v)	 The price of a fairer, more stable system of party political financing may be some  
increase in public funding of political parties.

(vi)	 Any increase in public funding should be linked to a recognised measure, or measures,  
of popular support, and should encourage greater democratic engagement.

(vii)	 The public should have access to better, clearer information on the sources of party 
income.

(viii)	 A new funding settlement will present the regulator with fresh challenges. The Electoral 
Commission must have the powers, the capacity and the practical experience needed to 
fulfil its new role.

An agreement must be fair and sustainable. To that end, it must tackle the two issues which 
remain in contention between the parties:

●	 the design of a limit on donations; and

●	 controls on party spending.
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Additionally, there is a need to resolve the detail of the new scheme (or schemes) to provide  
the parties with additional public funding. I have explained in this report why I think the cost of 
additional support to the parties, and of a strengthened Electoral Commission, should not exceed 
£20–25 million a year.

The Government should now invite the three largest parties to come together in direct talks  
to reach a comprehensive agreement on party funding. 

If the parties agree to this approach, I would encourage each of them to adopt these  
four principles:

●	 Nothing should be agreed until everything is agreed. A sustainable system will be 
interdependent so that modifications to the regulation of expenditure are balanced by 
modifications to the regulation of income.

●	 A fair system need not initially be a uniform system but it should aim for a common result 
over time. Differences in the histories, structures and support base of the principal parties 
might require us to craft solutions which are responsive to their particular circumstances.

●	 A new settlement should be reached by consensus. The public will expect the parties to work 
together to reach a comprehensive agreement, fair to all and sustainable into the future.

●	 Any solution should serve the long-term interests of our Parliamentary system. It is 
particularly important that a solution respects the interests of the smaller parties and of parties 
which have yet to be created.
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Why limit donations?
At the 2005 general election it was clear that the two main parties were each determined that  
they should not be outspent by the other. Their combined expenditure in the 12 months leading 
up to the election rose to around £90 million, as against about £65 million in the 2001 election. 
This increase came about despite the controls on general election campaign expenditure 
introduced in 2000. Driven by a determination to gain a competitive advantage over their 
opponents, it is no surprise that the parties will seek large donations to fuel their spending.  
If we are to arrest this pattern, we must address both the income and the expenditure sides  
of the equation. I endorse the argument put forward by the CASC:

The UK currently limits expenditure but does not limit donations, while in the USA, 
donations are capped but spending is not. Both systems lead to significant problems.  
In Canada, both income and expenditure are comprehensively capped and regulated,  
and we were convinced by the strengths and benefits of this model.  
(CASC 2006, page 55, para 152)

Opinion poll data and qualitative research indicate that the public fear that large donations may 
buy inappropriate influence or favours (see CASC 2006, page 36, para 97 and Ipsos MORI 2006, 
pp 54-56). It would be unrealistic to expect further controls on donations alone to restore public 
confidence, but the evident public disquiet provides a clear mandate for change.

Increased transparency, more proactive regulation and tighter control of expenditure combined 
with other measures, such as a vigilant honours scrutiny system, might alleviate concerns 
surrounding large donations. But this cannot be assumed and, for the foreseeable future,  
will not be believed to be a satisfactory response to the perceived problem.

Few would now dissent from the proposition that there should be a limit on how much any  
one donor may contribute to a party each year. Of the parties consulted by my Review, just one 
– UKIP – does not favour this approach.

The CASC came to the same view in saying that the “parties should take steps to agree 
voluntarily to binding limitations on donations” (CASC 2006, page 41, para 109), and, elsewhere 
in its report, that “the preferred solution to this problem would be for the parties voluntarily to 
agree a binding framework to limit all large donations” (page 55, para 153). My hope is that the 
talks that I am recommending will lead to an agreement on a limit on which the Government will 
then bring forward legislation for Parliamentary approval.

There is also agreement that a limit must be buttressed by measures to curb avoidance and  
to punish breaches. This requirement will impose new, and significant, burdens on the  
Electoral Commission.

I see no reason at present to include new parties and those smaller parties without elected 
representatives within the scope of a donation limit. They would come within them if they secure 
election of a minimum of two representatives to a devolved assembly or parliament, to the 
European Parliament or to Westminster.1

While parties will still, of course, continue to receive donation income, it will necessarily be 
significantly reduced, and we should all recognise that this may put them in an unsustainable 
financial position unless public funding is increased.

1	Eligibility criteria are discussed further in Chapter 5.
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Reaching a solution
The detailed design of a limit on donations does present difficulties: each party has a distinctive 
structure, tradition and approach to fund-raising. The Labour Party continues to take a significant 
share of its income from trade unions. The peremptory imposition of a simple cap on donations 
from all organisations and individuals alike would place the Labour Party at a peculiar 
disadvantage because it, uniquely, continues to depend heavily on funding from a relatively small 
number of large organisations. Hence I do not recommend the early imposition of a common cap, 
because it would be neither fair nor sustainable. 

In searching for a solution to this problem, it is perhaps best to begin by describing the 
destination we are aiming to reach, before turning to the journey needed to get there. I believe  
we must, in time, have a common approach to donations, applying to each of our political parties. 
I have no doubt that the final approach should respect the distinct structures, traditions and 
constitutions of our political parties.

The parties will want to consider the precise level of the limit on donations. But a ceiling of 
£50,000 on donations from any one source – whether individual or organisational – seems to me 
to be a reasonable and attainable target.

The journey towards a common destination will necessarily take time. And it is reasonable that 
it should do so: this solution would require one party – the Labour Party – to make significant 
changes to the way in which it has always been funded. 

I do not underestimate the challenge that the Party will face. But a limit on donations need not, 
in my view, challenge the Party’s constitutional relationship with the trade unions. In common 
with the CASC, I would not favour an approach to funding reform which prescribes how parties 
should or should not organise themselves (see CASC 2006, page 41, para 110) beyond any 
necessary changes in donations policy.

In seeking a possible solution, much will turn on the treatment of the decisions by individual 
trade union members to pay money to the party to which their union affiliates. In my view these 
payments may be regarded as individual donations for the purposes of the new limit if, and 
only if, the decisions reached are clearly transparent and it is possible to trace payments back to 
identifiable individuals.2 If this can be agreed, I believe this would be a reasonable outcome.  
But I accept that my view on these payments is still in contention and the parties will need  
to return to this issue before a comprehensive solution is reached. (In my calculations of the  
impact of my proposals on the parties, I have assumed that the Labour Party will continue  
to benefit from the payment by individual members of affiliation fees through trade unions.  
If this assumption is not made, the financial impact on the Labour Party would be greater,  
and the financial calculations in this report would have to be reconsidered.)

I know that some will want to go further, arguing that all organisational money should be 
removed from politics. I have some sympathy with this argument, but I have not been persuaded 
that it is necessary to decide this issue at this stage. It is argued that ending all donations from 
organisations would make politics “cleaner”: no organisation could conceivably buy influence. 
But if the limit on donations is set at an appropriate level then we will have removed that risk.  
If there is evidence that the problem remains, then it might be necessary to reduce the limit 
further – but that decision can be taken in the light of experience.

2	A related point arises with respect to the Co-operative Party. It is owned by the Co-operative Societies which are, 	
in turn, owned by their individual members, and the Party receives its funding from them. The payments are made 
by the Societies acting together, but they are an expression of the views of individual members. I do not think it 
appropriate that these payments should be caught by a cap.
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I have described how a limit on donations might be designed. I hope that my perspective is 
helpful. I offer it as guidance for the next stage of work, not as prescription. My Review has not 
been able to locate a consensus on this issue but it has prepared the ground for an agreement  
if the parties choose to take this opportunity.

Enforcing a limit on donations
There would be no point introducing a limit on donations without mechanisms to prevent abuse. 
There is a role here for legislation and enforcement, and a role for the parties. But the principal 
defence against avoidance will be public opprobrium. Legislation, however carefully framed, 
and regulation, however vigilant, will not be able to close every conceivable loophole. I would 
encourage party leaders to take the opportunity to make clear that they will not tolerate avoidance 
by donors to their own party.

If a limit were to be introduced, parties should become legally liable if they knowingly accept 
multiple donations from a single source. The limit should apply to donations made in kind as well 
as cash donations.

Unincorporated associations and companies that make donations to political parties should be 
required to identify the people involved in making the decisions to give money to the parties. 
This will make it harder for individuals to make multiple, covert donations against the spirit or 
letter of the new limits. 

To facilitate enforcement, the processes for reporting donations and recording them will need  
to be improved to ensure that donors are always registered consistently, even if their name or title 
changes. The donor database should include the total amount an individual gave to third parties 
as well as to political parties so that a donor’s total financial influence may be judged.

A donation limit will significantly add to the complexity and volume of the Electoral 
Commission’s work. Its investigatory capacity will need to bolstered and, just as importantly, 
it will have to work with the parties to help them to understand and apply the cap satisfactorily 
in the first place. The substantial change to the regulatory approach this implies is addressed in 
Chapter 6.

Political parties should remain the primary agents of campaigning, not third parties. Third parties 
are already subject to the same rules for receiving donations, declaring donations and providing 
accounts as political parties. The new regime I am recommending for political parties – a limit 
on donations and greater transparency of income and expenditure – should also be applied to 
third parties. Expenditure by third parties should be further controlled in line with changes to 
the overall regulation of spending (see Chapter 4) and the ban on political advertising on TV and 
radio by third parties must remain.

The Electoral Administration Act 2006 has made the arrangements for loans to parties more 
transparent: they are now treated in the same way as donations. Therefore, a limit on donations 
should also apply to loans: ordinarily donations and loans taken together should not exceed  
the statutory limit. Parties will from time to time have a need to take out commercial loans  
or mortgages, for example, to renew their computer systems or to acquire new premises.  
This need must be acknowledged and so it is accepted that some loans in excess of the cap 
should be allowed. But they must come from UK financial institutions registered with the 
Financial Services Authority and their amount, their terms and the institution providing them 
should be noted in the parties’ accounts.

Limiting Donations
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Summary
I believe there is an emerging consensus that:

● the status quo, in which there are no caps on donations, is unsustainable and 
therefore donations to parties should be limited; and

● restrictions on donations should be buttressed by measures to prevent breaches 
of  the new regulations.

We do not yet have a consensus on the level and scope of  a donations limit.  
This must now be addressed in direct talks between the parties. I would encourage 
them to work towards a long-term solution which is common to all parties. But a 
common approach cannot be delivered in the short term. It will be necessary to 
have a transitional period during which parties are able to adapt to the future regime. 
What matters is that the solution is fair and sustainable and that it is arrived at 
through agreement.
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4.	 Limits on Spending

Why limit spending?
All parties want to win elections, and they are under intense pressure to spend up to and beyond 
the limits of financial prudence to increase their chances of doing so. However robust the 
controls we put in place over the sources of the parties’ income, the current problems of financial 
instability must be expected to recur unless we also do more to curb campaign spending.  
We should limit it through generally accepted, easily understood, and enforceable rules.

At the last general election the expenditure of the Conservatives and of Labour showed  
an increase far above the trend of rising party spending. The two largest parties spent some  
£90 million between them in the year of the election, and some £60 million the year before, 
leaving aside local expenditure. 

A vigorous election is good for democracy and we should not expect it to be cheap. But this 
sharp upturn is excessive and it cannot be in the public interest. The heavy expenditure on 
billboard advertising and direct marketing did nothing to restore voter turnout. The spike in 
spending also plunged the two parties further into the red.

But the objective here is not simply the financial stability of the parties, important though that 
is. We must also seek fairness: the state must do what it can to ensure a level playing field in 
elections. At the last general election the Conservative and Labour Parties spent on a scale  
which overwhelmed the resources which any other party was able to bring to bear. 

PPERA sought to control the level of spending, but it has proved inadequate to the challenge. 
Parties may be complying with the letter of the law, but not the spirit. The current approach is 
built around a definition of ‘campaign expenditure’ which is at one and the same time inadequate 
and excessively complicated. One expert has compared it, aptly, to building a dam in the middle 
of a stream. As the CASC noted in its report, the time has come for a new approach (see, for 
example, CASC 2006, page 32, para 87).

All parties accept that campaign spending in an election period must be cut, and the cuts made  
to stick. This much is now common ground, but the issues involved go wider than an election 
period and they are genuinely difficult. I have not been able to resolve all of them definitively 
in this Review. To reach a lasting agreement, there needs to be a focused discussion on four 
key issues: the period over which spending should be limited; the categories of spending which 
should be limited; the geographical scope of the limits on spending; and, in the light of the nature 
of an agreed scheme, the amount by which spending should be reduced.

Period over which spending should be limited
Campaigning is a continuous activity for national political parties. Building a national following 
and winning support at the constituency level are goals which the parties pursue without a pause. 
There is, of course, an intensification of this campaigning effort before each national election, 
but because a national election (Westminster, devolved or European) occurs, on average, at 
least twice in every three years, there is little respite. As campaigning is continuous, it would 
be logical for the limits on campaign spending to apply on a continuous basis as well. I repeat 
my sympathy for the CASC’s preference for a model in which both income and expenditure are 
comprehensively capped and regulated.
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This would also make compliance more straightforward. In the current situation, parties must 
limit their spending over a period beginning 365 days before the general election, but do not 
know the date of the election until a few weeks beforehand. This oddity gives rise to great 
complexity in the regulations and distorts patterns of party expenditure.

Not all parties agree with limiting campaign expenditure on a continuous basis. Some feel it 
would make regulation too onerous and heavy-handed. These concerns need to be explored 
in talks between the parties and met, perhaps, by ensuring that the outcome of the change is 
a regulatory system that is simple and clear, making compliance and reporting a matter of 
straightforward routine rather than complex retro-fitting of spending to periods of time. It would, 
for example, be easier for all concerned if party treasurers could simply report their annual 
spending on publications, instead of being obliged, as they are now, to apportion the costs of a 
particular leaflet print run in line with the ratio of leaflets delivered before or after a given date.

Categories of spending which should be limited
The current regulations and guidance defining campaign expenditure are complex, difficult  
to understand and burdensome to implement. This is partly because of the regulated period,  
but it is also because there are numerous grey areas. Party staff do not count towards spending 
limits, even if they are permanently engaged in campaigning. Spending on websites, or  
on policy research for the manifesto, does count if it takes place in the regulated period.  
All these ambiguities diminish the authority of the regulations and make the regulator’s task  
far more difficult.

One possible approach to more effective limits would be to acknowledge that political parties  
are campaigning organisations through and through, and that therefore all their expenditure 
should be limited. This would be much simpler, and could be effectively enforced. I believe the 
possibility deserves serious examination. But it may not be the best way forward. Objections of 
principle – that parties, albeit regulated by statute, are private associations, and are not and should 
never become cash-controlled by the state – should be weighed in the balance in considering such 
an approach.

A more acceptable alternative might be to aim for smarter enforcement of smarter limits.  
In Chapter 6 I make proposals for enhancing the role and capability of the Electoral Commission 
as a regulator, and such a change is critical to the success of any limits on campaign spending. 
Those changes will deliver smarter enforcement. Smarter limits would, once implemented, 
constitute an effective, pragmatic control regime which is easy to comply with and hard to 
evade. Making compliance easy will require greater clarity and logic in the boundaries of what 
is controlled and what is not. Making evasion hard will mean tying the new control framework 
closely into a new format of accounting for expenditure so that the Electoral Commission and  
its auditors can readily focus on known risk areas and on any anomalies in the normal patterns  
of spending. 
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Geographical scope of spending limits
Currently, limits on campaign expenditure apply only to the national party campaign, and not 
to expenditure at a local level. This is separately regulated by the long-established controls on 
candidate spending (which I believe are likely to remain valid and useful whatever overall control 
regime emerges), but these only come into effect on the dissolution of Parliament and so most 
of the time local spending is unlimited. Concerns have been expressed to me, not only that this 
offers a ready loophole for avoidance of any tightening of the national limits, but also that there 
is already saturation spending in marginal constituencies, and a disproportionate advantage 
gained in others by a large injection of funds for one party, sometimes from a single donor who 
may thus gain influence over local policies.

I take these concerns seriously, but I am also conscious of the difficulties which any extension of 
regulation into local party activity will entail. Targeting marginals is an inevitable consequence of 
our electoral system, and any attempt to impose tight controls on spending in marginals may well 
prove forlorn. Constituency boundaries, of course, vary in different types of election, and parties 
themselves do not necessarily organise their accounting units by constituency. Moreover, most 
local party officers are volunteers, and it is essential to be realistic about the risks and liabilities 
which they can reasonably be expected to assume.

There are a number of possible approaches to this issue. Spending limits could be set to embrace 
all national and local party spending, with the national party held accountable for delivering an 
auditable set of consolidated accounts demonstrating compliance with the limits. Constituency 
limits could be set, but at a relatively high level such that only those most heavily targeted would 
be affected by the new regulations. The parties will need to consider carefully what level of local 
control is necessary to realise their commitment to limit campaign spending as a whole. 

Amount by which spending should be limited
While all parties (whether or not in receipt of public funding) will need to comply with whatever 
controls on campaign spending are put in place, in practice they are likely to have an impact 
primarily on the Conservatives and on Labour. Precise figures for the reductions in their spending 
cannot be specified since they would be meaningless without agreement on the scope of the new 
controls. But if one considers the sharp increase in expenditure by Labour and the Conservatives 
in the run-up to the 2005 general election to have been undesirable it is possible to suggest 
cuts in their overall expenditure to return their spending to levels broadly in line with the trend 
which was observable in the run-up to the 2001 general election. To realise this objective, each 
should cut their spending by £20 million over the life of a full Parliament. A cut of this order 
– sensibly managed to recognise the inevitable peaks of expenditure at election time – seems to 
me to be both realistic and desirable. It would help make the election fairer. And it would give 
the two main parties an opportunity to balance their books without fear of suffering a competitive 
disadvantage.

Any new limit on the expenditure of the two largest parties should leave them with the 
freedom to determine how best to spend their funds and the scope to develop new campaigning 
techniques. But tougher controls on their spending would require them to look afresh at whether 
their own activities represented good value for money. I would much prefer parties to decide of 
their own accord – and in the context of new spending limits – that activities such as billboard 
advertising were wasteful rather than see the state ban parties’ posters.

Limits on Spending
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Summary
I believe there is general agreement that:

● expenditure on general election campaigns has progressively grown and should 
now be reduced in line with a new spending control regime to be agreed 
between the parties; and

● controls on expenditure by all third parties should be strengthened.

This chapter has described the options available to the parties in crafting new 
controls on spending. To reach a lasting agreement, there needs to be a focused 
discussion on four key issues: the period over which spending should be limited; the 
categories of  spending which should be limited; the geographical scope of  the limits 
on spending; and, in the light of  the nature of  an agreed scheme, the amount by 
which spending should be reduced.

But it is clear to me that progress must be made on this point and that a new 
approach to curbing expenditure is necessary. A comprehensive agreement on party 
funding should, at a minimum, include within it measures to return the overall rise in 
party spending to the trend line as it was before the spike in spending prior to the 
2005 general election.
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5.	 Public Funding

Why public funding?
Political parties already receive a significant measure of public funding, both in cash (including 
£2 million in Policy Development Grants) and in kind (including free media time for party 
political broadcasts). Debate has continued for many years as to whether parties should receive a 
more general and substantial direct cash grant. In this chapter I recommend that the time is now 
right to introduce a higher level of public funding for political parties.

There are three reasons for this.

First, other measures proposed in this report would impose significant restrictions on the parties’ 
freedom to raise their own funds, and new obligations in terms of compliance and reporting. 
These measures are in the public interest, and it is fair and reasonable to use public funds to help 
offset their financial impact.

Second, our political parties all face long-term financial instability because of the rising costs  
of their business, and it is this which has prompted them to follow the trend among large  
non-profit making groups to pursue large donations from wealthy individuals and organisations. 
Financial instability is the enemy of healthy politics, and an injection of public funds is merited  
if we are to maintain public confidence in our democracy.

Third, there is a widely discussed and lamented decline in democratic engagement in this country, 
manifested in falling election turnouts and falling party membership rolls. Properly targeted, 
public funding can make some contribution to reinvigorating the parties’ drive to involve and 
engage more members of the public in political debate.

I am, of course, well aware that there are many who will argue against the use of public funding 
to support political parties and I have sought to identify in this chapter an approach which tries  
to address some of these concerns.

It is argued that resources are scarce and there are better ways to spend public money. While I 
believe ensuring financial stability and encouraging democratic engagement are important and 
appropriate uses of public funds, I also accept that it is right to keep the cost to the minimum 
necessary. I do not see any reason why the net cost of my proposals, when fully implemented, 
should be more than £20–25 million per annum (see Appendix 3).

It is argued that the parties are self-seeking, and do little in the public interest. I take a different 
view. Healthy parties are, in themselves, good for democracy. It is in our interest that they 
prepare robustly researched policies, that they consult widely, and that they train people in the 
skills needed to be effective in public office. In future, I would like the parties to demonstrate 
– in an annual statement – what they have done in using public funds to meet such policy 
objectives. Each year the Electoral Commission should publish parties’ reports showing both 
what they did with the money, and the results of the Electoral Commission’s own audit of the 
spending of public funds.
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How should public funding be earned?
It is essential that the system by which available public funding is allocated among the political 
parties is fair and is seen to be fair by the public. 

There are a number of different approaches to supporting the parties in their efforts to encourage 
greater participation from members of the public and more broadly based small-scale financial 
contributions. One possibility, advocated by the CSPL in 1998, is to offer tax relief on donations 
to political parties (CSPL 1998, page 99, recommendation 38). This might operate in a manner 
similar or analogous to the Gift Aid scheme which allows charities to reclaim the basic rate 
tax paid on donations from taxpayers. This might help to encourage donations, and would have 
the advantage of following an existing model. On the other hand, some argue that it would be 
better to ensure a clear distinction between the scheme for charities and the scheme for political 
parties, which do not enjoy charitable status. Without ruling out the option of exploring ideas for 
tax relief further, I am in this report recommending schemes which link public funding to the 
preferences of those who choose to vote and those who choose to contribute, without regard to 
their status as taxpayers.

Having carefully weighed the advantages of each option, I have been persuaded of the particular 
merits of two mechanisms, one based on public support, one on public engagement.

There is no better measure of public support for a political party than its performance at the 
ballot box. As in a number of other countries, and as recommended by the CASC, I propose the 
introduction of funding to political parties directly linked to the number of votes they receive 
at elections (CASC 2006, page 49, para 131). My proposal – which is dependent on the final 
outcome on donation limits – is that eligible parties should receive 50p each year for every vote 
cast for them in the most recent general election, and 25p for every vote cast for them in the most 
recent elections for the devolved administrations in Scotland and Wales and for the European 
Parliament. This formula recognises the primacy of Westminster and it acknowledges that the 
legislatures in Edinburgh and Cardiff, and the European Parliament, now play a significant 
part in policy-making. Local elections are a different matter: the costs of participating in them 
are relatively modest and it would introduce unnecessary complexity to the scheme if all local 
elections were to come within it. 

The level of funding available to each eligible party would therefore fluctuate with their 
performance at the ballot box, and voters would know that they were directly influencing the 
allocation of public funds to the party of their choice. 

Additionally, I propose the introduction of a matched funding scheme to encourage the parties 
to recruit paying supporters. Parties have quite different membership schemes, as is their right, 
and it would be not be appropriate to try to match the subscription payments or donations, large 
and small, of every different type of party member. Moreover, I would rather that we introduce 
a scheme which rewards parties for reaching out beyond their existing base of party members, 
encouraging them to attract new supporters. I share this objective with the CASC, which 
advocated incentives for parties to increase their activity in seats other than marginals  
(CASC 2006, page 49, para 131).

The scheme I propose builds on the current trend towards public political engagement and 
subscription through the internet. Eligible parties would be invited to establish a registered 
subscriber scheme, primarily using the internet, through which any voter could subscribe a 
minimum of £5 to support the party. Each subscription would be matched with £5 of public 
funding.
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The level of funding available to eligible parties through this scheme would therefore be  
directly related to their ability to attract paying supporters, and the energy they put into doing 
so. The scheme would not discriminate between those able and willing to pay a lot and those 
only wishing to subscribe a small amount. Once parties had established a supporter scheme, 
they would have the opportunity and the means through which to communicate with a wider 
group of voters. They might choose to seek their views on policy proposals or to encourage them 
to become full members: either way, the scheme would offer the prospect of widening public 
engagement in party political activity. And I would argue that the national parties should share 
their income from the scheme with their constituency parties, which are so critical to democratic 
engagement.

Parties might choose to encourage existing members to enrol in the supporter scheme in addition 
to paying their membership subscription. That would be a perfectly reasonable thing to do,  
but I would hope that they would do more, reaching out beyond their existing party base.  
Indeed, the scheme is designed to encourage them to do just that.

The annual cost of this scheme is harder to predict, but I would propose that it be capped so that 
the cost to the taxpayer could be controlled. The level of the cap will depend on the other parts  
of a comprehensive agreement, but on the basis of the proposals described in this report, a cap  
of £5 million would seem reasonable – enough to match contributions from one million 
subscribers. The scheme would, of course, be subject to audit by the Electoral Commission.

Eligibility
The purpose of providing public funding to political parties is to support those parties which aim 
to represent the interests of all the people and the views of a significant national cross-section of 
the people. Parties which succeed in these aims and thus have to put forward a balanced spectrum 
of policies, and organise and campaign on a wide geographical basis, offer a distinct kind of 
public service, meriting public support in a way which single-issue groups, local organisations, 
charismatic individuals, and parties with only a small following do not. If a party is not able to 
command enough support to win two seats at Westminster, Edinburgh, Cardiff or the European 
Parliament, I propose that they should not be eligible for public funding.

I recognise that these criteria will not meet universal approval. In particular, some argue that 
votes in European elections should not attract public funding and that the threshold requirement 
should exclude representation in the European Parliament. Political groupings in the European 
Parliament receive funding from the European Commission and so, it is argued, there is no need 
for the British taxpayer to make any further contribution to the costs of European democracy.  
But this is to confuse two arguments. I am proposing to include votes in European elections and 
to acknowledge representation in the European Parliament as indications of popular support –  
not as activities which attract direct funding.

So as not to raise a barrier against new parties, it would be fair to stipulate that parties not 
eligible for public funding are not subject to the limits on donations. So as not to place smaller 
parties in a position where they might be suddenly unable to meet financial obligations, 
transitional arrangements could be developed to assist previously eligible parties which lost  
their eligibility due to election results.

Public Funding
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The restrictions on the parties’ freedom to raise their own funds, together with the costs of 
compliance with the new system, and the loss of the Policy Development Grants, will cause a 
net loss in the amount of funds that parties will have available.3 I believe that it is an appropriate 
use of public funding to offset this loss and thus help provide parties with a measure of financial 
stability, and that the pence-per-vote scheme I have proposed is in my view the best mechanism 
to deliver this, and as outlined above it is set at a sufficient level to allow this to occur.

If the parties want to achieve healthier finances they would then need to modify their behaviour, 
and re-engage with the general public, in three specific ways: first, to cut spending, especially in 
the case of the two largest parties (which they tell me they want to do), and this should be done 
in the context of the overall system of regulation of spending; second, to seek to raise more small 
donations from their members and supporters; and third, linked to the second point, to use the 
incentivisation scheme to engage directly with more people (which again they tell me they want 
to do), and this will produce a benefit to democracy of more people engaged in politics, as well 
as providing a benefit to the parties.

As I have said earlier in this report, the proposals must be taken as a package. No party  
should receive any additional public funding until agreement has been reached on all aspects  
of the proposals, including the limitation of donations and campaign expenditure. The level  
I recommend here should in my judgement be considered an upper limit. Once an agreement has 
been reached and legislation passed, it would seem prudent to phase in the implementation of the 
new arrangements. As donation limits progressively tighten, the level of public funding can be 
stepped up.

Summary
I believe there is an emerging agreement that:

● the price of  a fairer, more stable system of  party political financing may be  
some increase in public funding of  political parties; and

● any increase in public funding should be limited to a recognised measure,  
or measures, of  popular support, and should encourage greater democratic 
engagement.

This chapter has described two funding mechanisms which I believe have merit and 
could provide the solution we need. But I recognise that there are alternatives which 
can be considered alongside the schemes I have proposed.

3	During the passage of the Electoral Administration Bill 2006 the Government said that it would ask my Review to 
consider the recommendation of the Electoral Commission that the eligibility criteria for Policy Development Grants 
should be broadened. The approach described here removes the need for a bespoke system of policy grants. 	
Earlier in this chapter I deal with the question of eligibility for the new funding schemes.
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6.	 Regulation

The case for change
Effective, transparent and proportionate regulation of the finances of political parties is essential. 
Without it, the public will not trust the system and the parties will not have the confidence that 
regulation is fair and well-informed.

Since its establishment in 2001, the Electoral Commission has improved the quality of public 
debate on party funding, it has undertaken valuable research and it has issued rulings on breaches 
of funding regulations. It has made an important contribution to the modernisation of party 
funding in this country. 

But the finances of political parties are changing rapidly. The general election of 2005 witnessed 
a sharp increase in spending by the two largest parties, an increase which was not arrested by  
the new limits on campaign expenditure. Moreover, this increase in spending ran far ahead of the 
parties’ ability to acquire additional income. This pattern has created new pressures within the 
system, pressures which bear on the regulator as much as on the parties. The reforms proposed  
by this Review will add to the burden on the Commission.

If the Electoral Commission is to respond satisfactorily to these pressures, it must take rigorous 
action to investigate wrongdoing and it must have access to appropriate sanctions. But if the 
Commission is to succeed in the future it must make a more profound change: it must renew its 
whole approach to regulation. We now need a regulator which helps parties to observe the rules, 
while reserving the right to intervene robustly to tackle breaches of the regulations.

Party funding regulations are complex. The great majority of party officials and volunteers 
want to comply with those rules and would benefit not just from clear written guidance but also 
from advice on the interpretation of the rules. This would not absolve the parties from taking 
responsibility for their actions, but it should reduce confusion and prevent inadvertent breaches 
of the regulations.

The reforms I describe in this chapter will present the Commission with its greatest challenge 
to date. Its organisational capacity, its culture and its structure will all need to be renewed if it 
is to regulate parties in the wake of a new, comprehensive financial settlement. I am not alone 
in recommending such thoroughgoing change: my proposals for the Commission are consonant 
with those of the CASC and of the CSPL. Where appropriate, I will make reference here to the 
corresponding recommendations in the recent reports of both Committees.
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New ways of working: investigations
In the course of its work, the Commission will come across prima facie evidence of breaches 
of the regulations. In common with the CSPL, I think it is right that the Commission should be 
under a statutory duty to investigate breaches which seem to be systemic or serious (CSPL 2007, 
recommendation 2). This change would send a clear signal to all concerned that we expect the 
Commission to intervene robustly where it has reason to suspect wrongdoing.

But it would be a mistake to will the end without willing the means. The Commission should 
have access to a new, more proportionate range of sanctions to penalise breaches. The current 
system of criminal penalties is all but unusable in any but the most serious cases. A more 
comprehensive graduated system of fines would provide a more effective deterrent, a view  
shared by the CSPL (CSPL 2007, recommendation 7). I understand that the Commission will 
soon be publishing its own views on this question and they should inform the preparation of  
new legislation on the issue.

These two statutory changes will help to put the Commission in a position where it can mount 
effective investigations. But they are not sufficient by themselves: the Commission must acquire 
the organisational capacity to discharge this responsibility. 

The Commission must develop the core expertise needed to launch and run investigations, to 
determine whether breaches have been committed and to learn lessons for the future. It will 
no doubt choose to buy in some of this capacity as and when an investigation is launched; it 
should, at a minimum, have access to forensic accountants, auditors, trained investigators and 
lawyers. I agree with the CSPL, which identified a similar need and which recommended that 
an investigations unit should be run as a separate unit within the Commission (CSPL 2007, 
recommendation 3).

New ways of working: helping the parties to comply
If the Commission is to adopt a more facilitative approach, helping parties to get things right  
in the first place, it will need not just a new strategic direction but a new relationship with  
the parties.

At present, the Commission is reluctant to issue advisory opinions on the interpretation of the 
rules of party and election funding. This is understandable: it might subsequently be asked to 
rule on the question in doubt. But if the Commission were to adopt the practice of issuing early 
advisory opinions it would help the parties to avoid infringements and it would, over time,  
reduce its own compliance casework.

If the Commission is to develop its new relationship with the parties it must learn to give them 
leadership and to support them in following that lead. This is best illustrated by considering  
one practical challenge facing the Commission: how best to make financial data from the parties 
more intelligible.

It is right and proper that the public should know the sources of parties’ income and the nature 
of their expenditure. PPERA went a long way to meeting that need. The legislation provides for 
registers, maintained by the Electoral Commission, listing donations to parties and describing 
their expenditure on election campaigns. This information – all of it in the public domain –  
provides one check against abuse. Parties now have to account to the public for donations  
which give rise to suspicion, or for expenditure which seems questionable.
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But the experience of the last few years has shown the present system to be inadequate. It does 
not give the public access to the full range of information needed to understand the finance of 
parties and of others engaged in political campaigning. We can and should go further, without 
imposing an excessive regulatory burden on the parties, or on the Electoral Commission.

In recommending that we do more to reveal the workings of party finances, I am mindful of  
the views of the CASC:

While the PPERA 2000 introduced closer regulation and some improved transparency, 
it has not finally resolved problems with the system; if anything, increased transparency, 
by revealing the extent of and dependency on donations from a few rich individuals, 
corporations and trade unions, has increased the negative impact on public confidence. 
(CASC 2006, page 20, para 49)

While we endorse a transparent system, transparency does not solve problems,  
but draws attention to them. (CASC 2006, page 21, para 53)

I take the same view: greater transparency is necessary but not sufficient. It is but one part of  
an interdependent package of reforms.

At present, there is no consistency in the way in which parties’ and accounting units’ annual 
statements of accounts are presented to the Electoral Commission. The CASC identified this as  
an obstacle for those seeking to understand the comparative position of the parties. For any 
but the most expert, the financial data presented on the Commission’s website is opaque and 
potentially misleading. 

The Electoral Commission should establish a common standard for party accounts and it should 
require parties to observe this standard.

But the problem will not be solved simply by giving the Commission new authority and by 
imposing new standards on the parties. The Commission should go further, supporting the 
introduction of this standard with training and advice for the parties. To deliver this – and to  
give advice to local party treasurers on how best to comply with the complex and evolving 
regulations – I propose that the Commission establish a team of advisers across the country.  
They would be charged with giving regulatory and accounting advice to the parties. This would 
be consistent with the regional structure proposed by the CSPL to support the Commission’s 
regulatory responsibilities for electoral administration (CSPL 2007, recommendation 9).  
The responsibility for compliance would rest with the parties, but they would be helped in  
their discharge of this responsibility by ready access to local advisers.

It will be necessary for the parties to incur additional costs to comply with the new system.  
It would be reasonable for them to look to the state for support in meeting those expenses.

Regulation
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New ways of working: audit
In Chapter 5 I have recommended that, if a comprehensive settlement on the future of party 
funding is reached, there should be an increase in public funding of parties. The concomitant of 
this is that the expenditure of this money by the parties must be subject to public audit.

The Commission should take on this new audit role. Again, it must have the resources needed to 
do the job. But it does not seem to me to be necessary that the work is done by Commission staff. 
Rather, the Commission must have the capacity to buy in appropriate auditors and to manage 
them effectively, directing them to undertake their work in a way which is proportionate and 
consistent with the Commission’s new regulatory approach. The National Audit Office (NAO)  
has offered to help the Commission develop its capacity to take on this new role and I have no 
doubt that the NAO’s broad experience of audit will be invaluable to the Commission.

New ways of working: understanding of political parties
The reforms I am proposing all require the Commission to have a close, informed understanding 
of the operation of political parties. Since its establishment it has already developed considerable 
expertise, but it has, by law, been denied immediate and direct access to the one resource 
which would most help it. At present, it is not possible for senior party politicians to serve as 
Commissioners. This rule was made for understandable reasons when the Commission was first 
established but I concur with the CSPL’s recommendation that four individuals with “recent 
experience of politics and the political process” should serve as Electoral Commissioners  
(CSPL 2007, recommendation 29). They should be in addition to the current complement of  
six Commissioners, which would mean that the statutory maximum of Commissioners would be 
raised to ten. In common with the CSPL, I propose that three of the four should come from the 
major parties and one from the smaller parties represented in the House of Commons. 

Would the addition of these four Commissioners unbalance the Commission itself, causing it 
to be divided along party lines? It would not. The majority of Commissioners would not come 
from the political parties and the four with party experience would not be representatives of 
their parties. For the most part, I would envisage that they would be former politicians, men and 
women who understand party politics but whose primary allegiance as Commissioners would 
be to the public interest, rather than to a partisan cause. There are very good examples of this 
working well, for example, the former Honours Scrutiny Committee, and now the House of Lords 
Appointments Commission, and indeed the CSPL itself.

This important step need not prevent the Electoral Commission continuing with the quarterly 
Parliamentary Parties Panel, which has provided a valuable forum within which the Commission 
meets party administrators. Nor need it prevent the Electoral Commission from meeting 
frontbench politicians, if it wishes to do so. 

Just as it is appropriate to relax the rules governing Commissioners, so I would amend the rules 
restricting the Commission from employing staff who have had a recent connection with a party. 
The ban currently prevents the hiring of staff who have held office in a political party, made a 
reportable donation or been in paid employment in a party within the last ten years. In common 
with the CSPL, I would cut this period to five years for senior managers and regional electoral 
officers – and one year for other staff (CSPL 2007, recommendation 27).
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Challenge facing the Commission
It would be irresponsible if I did not identify clearly the scale of the task now facing the 
Commission. To make progress on the agenda I have described, the Commission will need the 
management capacity to tackle a radical change programme. A reformed Commission will 
have a new ethos, a new structure, new competences and a new relationship with the parties. 
To help it make the transition successful, I would recommend that it drops some functions 
which are tangential to its new purpose. For example, I agree with the CSPL’s recommendation 
that the Commission should no longer undertake its public engagement work (CSPL 2007, 
recommendation 22). And I recommend that it identifies partners who can provide some of the 
additional capacity that it now needs.

But I accept that this chapter constitutes a daunting challenge for the Commission and it can  
only be expected to respond to it successfully if it has the resources needed to renew its 
regulatory approach and to deliver the services described here. I estimate that it will cost some 
£3–4 million to make the necessary changes and there will be a continuing cost of £2.2 million  
a year of running the renewed Commission, over and above its current budget.4

Summary
There is agreement that:

● the public should have access to better, clearer information on the sources  
of  party income; and

● a new funding settlement will present the regulator with fresh challenges.  
The Electoral Commission must have the power, the capacity and the  
practical experience needed to fulfil its new role.

Regulation

4	This estimate does not take account of any potential reduction to the Commission’s budget if it ceases to undertake 
functions which are tangential to its new purpose.
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Appendix 1

Terms of Reference
In establishing this Review in March 2006, the Prime Minister gave it the following  
Terms of Reference:

“To conduct a review of the funding of political parties.

In particular, to:

●	 examine the case for state funding of political parties, including whether it should  
be enhanced in return for a cap on the size of donations;

●	 consider the transparency of political parties’ funding; and

●	 report to the Government by the end of December 2006 on the recommendations  
for any changes to the current arrangements.

Sir Hayden Phillips will work closely with stakeholders including, especially, the 
political parties and the Electoral Commission. He has been asked to aim to produce 
recommendations, which are as much as possible agreed between the political parties,  
with a view to legislation as soon as Parliamentary time allows.”
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Appendix 2

Abbreviations and References
CASC:	 Constitutional Affairs Committee

CSPL:	 Committee on Standards in Public Life

PPERA:	 Political Parties, Elections and Referendums Act 2000

CASC (2006). Party Funding: first report of session 2006–07. The Stationery Office, London.

CSPL (1998). The Funding of Political Parties in the United Kingdom. The Stationery Office, 
London.

CSPL (2007). Review of the Electoral Commission. Cm 7006.

Ipsos MORI (2006). Public Perspectives: the future of party funding in the UK. Final report. 
Electoral Commission, London.

The Review of the Funding of Political Parties (2006). The Review of the Funding of Political 
Parties: an interim assessment. The Stationery Office, London.
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Appendix 3

Indicative Annual Cost of the Package of Reforms

£ Million

Public funding (vote scheme) 	 17.9

Public funding (supporter scheme: maximum figure) 	 5.0

Strengthening the Electoral Commission 	 2.2

Cessation of Policy Development Grants 	 (1.7)

Total 	 23.4

Notes

1.	 These are costs to the Exchequer. The totals will, of course, be influenced by the detail of  
any final agreement reached between the parties. 

2.	 The table shows the costs which might arise each year in steady-state (i.e. after an initial 
transitional period).

3.	 This estimate does not take account of any potential reduction to the Commission’s budget  
if it ceases to undertake functions which are tangential to its new purpose. For example,  
the CSPL recommended – and I concur – that the Commission should no longer undertake 
public engagement work.

4.	 The total cost of Policy Development Grants as cited here excludes parties active in  
Northern Ireland. The Government may wish to consider whether the grant currently  
available to parties in Northern Ireland should be redistributed on the basis of a measure  
such as the relative strengths of the parties (possibly as established by the most recent 
election to the Northern Ireland Assembly) until such time as the reforms described in  
this report apply to the whole of the United Kingdom.
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Appendix 4

Engagement with the Public and Political Parties
We began our engagement with the public in May 2006 with the launch of our website  
(www.partyfundingreview.gov.uk) and the publication of our information booklet and factsheets.

On 25 July 2006, we started our online forum. This gave members of the public the opportunity 
to debate issues with one another and to raise questions with the Review team. The forum, which 
was supported by the Hansard Society, ran for 11 weeks.

On 19 October 2006, I published an Interim Assessment (The Review of the Funding of Political 
Parties 2006). This sought to describe the principal issues underlying party funding, to inform 
public debate and to identify the policy choices open to the public and to the political parties. 

I reported in my Interim Assessment that I had received over 1,000 letters, 200 e-mails, 200 posts 
to our online forum and 3,500 visits to the website. Since then I have received another 450 letters 
and e-mails. In addition, nearly 200 people responded to the discussion questions I raised in my 
Interim Assessment using an online survey. I have continued to feed their views into my analysis 
and my discussions with the political parties.

On 30 October 2006, I hosted a live Question & Answer webchat. During this online debate,  
I had a number of lively and informative exchanges with members of the public.

Over the course of this Review, I have twice appeared before related enquiries into the regulation 
of political parties. In May, I gave evidence to the CASC as part of its work on party funding. 
Four months later, I answered questions from the CSPL, which was preparing a report into the 
Electoral Commission.

In parallel with this public engagement process, I also engaged in dialogue with the political 
parties. At the onset, I issued an invitation to all parties with representation at Westminster, in the 
European Parliament or in Edinburgh, Cardiff and Belfast. I subsequently hosted meetings with 
the parties in Scotland, Wales, Northern Ireland and England.
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