	PART 1

(OPEN TO THE PUBLIC)
	ITEM NO. 6


REPORT OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES

TO BUDGET AND AUDIT SCRUTINY COMMITTEE ON 5TH JANUARY, 2005  

Subject :
 2005/06 PROVISIONAL REVENUE SUPPORT GRANT SETTLEMENT 

RECOMMENDATIONS :


Members are requested to note the current information which has been announced in the provisional RSG settlement and the timetable to be followed to consult on and determine the budget proposals for 2005/06.







EXECUTIVE SUMMARY :

The Government has announced the details of its provisional Revenue Support Grant (RSG) settlement for 2005/06.

The settlement has been more favourable to Salford on this occasion by comparison with recent years as a result of an increase in funding being made available to all local authorities across the country, but also because Salford’s population decline of recent years has been halted for the 2005/06 settlement.

The settlement gives Salford a Formula Spending Share (FSS) of £284.772m, an increase of 5% and Formula Grant of £221.601m, also up 5%. The average increases across Greater Manchester and metropolitan districts are 5.5% and 5.7% respectively.

At a 3% increase in Council Tax, the total revenue available to Salford would be £294.915m. A balanced budget can be determined at this level.

As is normal at this stage, there are a number of areas of uncertainty that remain to be clarified before the budget and Council Tax can be finalised, including public consultation.

Work now needs to focus on resolving the outstanding issues and finalising the parameters for setting the revenue budget and Council Tax levy for 2005/06 and public consultation.

BACKGROUND DOCUMENTS :
Letter from ODPM entitled “Local Authority Finance (England) - Revenue Support Grant for 2005/06 and Related Matters”, 2nd December, 2004

________________________________________________________________________________

CONTACT OFFICER :
John Spink



TEL NO :
793 3230

________________________________________________________________________________

ASSESSMENT OF RISK : 

A full risk assessment is carried out as part of the detailed budget considerations which now follow the announcement of the provisional RSG settlement and included within the final report which recommends the level of the revenue budget and Council Tax levy. ______________________________________________________________________________

SOURCE OF FUNDING : 

This report concerns the primary sources of funding for the Council's revenue expenditure and their impact upon the level of revenue expenditure which can be afforded.

______________________________________________________________________________

LEGAL ADVICE OBTAINED :

Not applicable.

______________________________________________________________________________

FINANCIAL ADVICE OBTAINED :

This report concerns key aspects of the Council's finances and has been prepared by the Finance Division of Customer and Support Services.

______________________________________________________________________________

WARD(S) TO WHICH REPORT RELATES :


None specifically at this stage, but potentially all affected when the revenue budget and Council Tax levy are determined.

______________________________________________________________________________

KEY COUNCIL POLICIES :

2005/06 Budget Strategy

______________________________________________________________________________

REPORT DETAILS

1.
PURPOSE OF THE REPORT  
1.1. This report is intended to inform members of the provisional settlement details of the Revenue Support Grant (RSG) for 2005/06 and its implication for the revenue budget.

2. INTRODUCTION

2.1. On 2nd December, 2004, the Secretary of State for the Environment presented the details of the provisional Revenue Support Grant (RSG) settlement for 2005/06 before Parliament and released details to local authorities and their associations.

2.2. This report analyses the provisional RSG settlement and its implications for Salford.

2.3. The Government has invited written representations only on the RSG proposals by no later than 11th January 2005. Ministers do not appear to want to receive representations in person again this year. 

3. BACKGROUND TO THE 2005/06 RSG SETTLEMENT

3.1. The Government has needed to consider a number of issues which have arisen in the lead-up to the 2005/06 RSG settlement, as follows :-

3.2. Comprehensive Spending Review 2004 

This updated the previous review in 2002 and provided revised indications of the Government’s public expenditure plans through to 2006, including those for local government. The headlines focussed on significant real terms increases for Health, Education and Social Services, although other services fair less well, with highway maintenance only keeping pace with inflation in 2005/06 followed by a 2-year cash freeze, whilst the EPCS (Environment, Planning and Cultural services) increase by only 0.6% in 2005/06. CSR 2004 confirmed the continuation of the Neighbourhood Renewal Fund through to 2007/08.

3.3. Gershon efficiency review
This was announced at the same time as CSR 2004, indicating that efficiencies valued at £6.45bn could be achieved in local government by 2007/08, with half being cashable savings and half productivity gains, and the loss of 15,000 jobs. Most of the efficiencies are expected to be made in back office functions, procurement, transactional services and improving the productivity of front-line professionals. The efficiencies were not expected to be taken into account in determination of the RSG settlement.

3.4. Council Tax increases

Following the high level of Council Tax increases in 2003/04, which averaged almost 13% the Government sought to limit the increase for 2004/05 through the threat to cap those authorities with excessive increases. This led to average rises in 2004/05 being 5.9% and action was taken against 5 authorities to cap their increases. Whilst CSR 2004 indicates average Council tax rises of 6.2%, the Minister for Local Government has announced that he expects average tax rises in 2005/06 to be limited to an average of 3% and no individual authority to increase by more 5%.

3.5. Schools Funding

The Government has announced their intention to transfer school funding from FSS to specific grant in 2006/07. Detailed arrangements have yet to be released by the Government and are not expected until spring 2005, and therefore unable to be taken into account for the 2005/06 budget, but Salford could be financially well placed for 2006/07 in view of spending more on schools than its schools FSS. 

3.6. Census data

Due to the dissatisfaction with the population data expressed by some local authorities in previous RSG rounds the use of the 2001 Census data to update certain elements of the RSG formulae has been deferred to 2006/07. The Government also intends to lay amending reports to the 2003/04 and 2004/05 RSG settlements to correct for changes to the population count.

3.7. Total Government Funding for 2005/06

This announcement has been delayed by almost 3 weeks amid growing pressure on the Government to provide sufficient funding to local government for 2005/06 to enable authorities to deliver the Government’s intention to keep the average Council Tax increase to 3%. This has led to widespread speculation than additional funding over and above the CSR 2004 commitment would be made available.

4. THE 2005/06 PROVISIONAL RSG SETTLEMENT
4.1. Details of the 2005/06 national totals by comparison with 2004/05 are set out in Appendix A, whilst the national FSS (Formula Spending Share) control totals and Salford’s FSS by service are shown in Appendix B.
4.2. The headline national impact is as follows :-

	
                                ENGLAND

	•
Total Assumed Spending (TAS) 
£79.6bn
of which :-

          Specific Grants
                          £15.4bn  

          Formula Spending Share (FSS)
 £ 64.2bn

•
Formula Grant Allocation (FGA)
£60.1bn

of which :-


NNDR -Total Business Rate Income
£18.0bn


Revenue Support Grant                                            £26.7bn

         Specific Grants                                                        £15.4bn          
	up 
5.9% 


up     7.9%

up
5.4% 

up      6.2% 

up     20.0%

down  2.2%      up       7.9% 



	•
Assumed National Council Tax (ANCT)
£19.5bn
 up
       4.8% 

·    Band D Council Tax at FSS                                   £1,100        up      3.6%
(NB. Variations are shown against adjusted 2004/05 figures on a like-for-like basis, where relevant)


4.3. The major features of the provisional RSG settlement have been :-






· The Government is assuming local authorities will increase their spending (TAS) by 5.9%, but as specific grants towards this spending will rise by 7.9% Formula Spending Shares (FSS) are set to increase by 5.4%. 
· The increase in FSS is skewed in favour of Education and Social Services, with increases of 5.6% and 6% respectively on adjusted figures, whilst highways and other services receive broadly an inflation-only increase. 

· Formula Grant (Revenue Support Grant plus NNDR) will increase by 5.7%, thus resulting in an increase of 4.8% from Council Tax. Because of buoyancy in the national taxbase, the level of the reference Band D tax is only expected to rise by 3.6%.
· There will continue to be a system of damping arrangements, whereby education and social services authorities will receive a floor of 4%. However, this year there will be no ceiling limitation, but all authorities above the floor will have their grant damped to pay for those protected by the floor. 

· On average, metropolitan districts and London boroughs have similar Formula Grant increases at 5.5% and 5.6% respectively, and shire counties 5.9%, although within the shires, districts with an average 4% increase fair the worst. Unitaries get 6.3%. Regional increases vary between 5.1% for the North West and Yorkshire/Humberside to 6.2% for the East Midlands. 

· There has been a further substantial increase in specific grants of 7.9%, and they now make up 19.4% (17.1% in 2004/05) of TAS in 2005/06. This increase in specific grants is contrary to the Government’s expressed intention to reduce them. Within the Personal Social Services and Other Services blocks there have been significant movements in certain grants between specific and general grant, significant increases in others and certain grants removed to reflect function changes, all of which make it impossible to assess the detailed impact of all changes at this stage without further supporting information. Details of the grant changes are contained in Appendix C.
4.4. Overall, the Government has listened to the concerns of local government with regard to the insufficiency of funding for certain areas of service, notably with the Other Services block. The Chancellor of the Exchequer has announced that an extra £1bn has been made available by the Government. Much of this has been put into the Other Services block to increase the funding from a 0.6% to a 2.5% increase, which feeds into increasing  Formula Grant Allocations by 6.2% instead of the planned 5% increase in CSR 2004 (£678m). The remainder has been required to consolidate the extra RSG put into the 2004/05 settlement as a one-off.

4.5. The importance of the announcement is that it provides the first indication of the likely level of the City Council's FSS for 2005/06 and the likely expenditure limit to keep to Government spending and tax guidelines. 

4.6. The final FSS may be slightly different due to late data changes, eg on capital financing to reflect actual instead of estimated credit approvals, but the City Council's likely expenditure guidelines for 2005/06 can now be calculated.

5. THE PROPOSALS FOR SALFORD
5.1. The provisional RSG settlement details relevant to Salford are set out in Appendix B. In summary:-

· FSS has increased from £271.185m (adjusted for function and grant changes from £270.510m) to £284.772m (+ 5%) and compares with the national, metropolitan and GM authorities average increases of 5.4, 5.2 and 5.5% respectively.

· At 5%, Salford's Formula Grant Allocation (RSG + NNDR) increase is similar to several authorities in Greater Manchester (6th=). 
· Special and specific grants, principally for Social Services and Education, will once again be made available to Salford in 2005/06. There have again been some substantial adjustments to FSS for a switch between special grant and general grant for a range of functions within these and other services, which means that the impact of these grants upon the budget remains to be fully assessed as some remain to be announced.

5.2. A comparison with Greater Manchester authorities is set out in Appendix D.





5.3. The provisional RSG settlement now enables detailed budget planning to take place and consideration to be given to the possible Council Tax levy for Salford for 2005/06.

6. THE IMPACT ON SALFORD'S REVENUE BUDGET 2005/06
6.1. Through the Budget Strategy Group the medium-term budget strategy for the City Council for the next three years has been under review, taking into account the progress made in recent years to restore the financial health of the Council.

6.2. The following financial objectives were set in planning the medium-term budget strategy :-

· Council Tax rises to be planned at 3% per annum ;

· Continue to make progress towards eliminating the dependence upon capitalising revenue expenditure ;

· Continue to passport SSA increases for schools and similarly recognise Government funding commitments to Social Services by adopting a similar passporting approach ;

· Provide growth of £1m per annum for other services ;

· Seek to eliminate the use of DLO/DSO surpluses to support the budget ;

· Make appropriate allowance for expected pay and price inflation and other financial commitments over the next three years ;

· Identify areas for efficiencies.

6.3. If it continues to be assumed that the Council Tax levy rises by 3% then an indicative resource for 2005/06 would be as follows :-


Council Tax for Salford’s services



- Levy
at + 3% (2004/05 £1144.08)





£1178.40









     £m

- Council Tax income
(for taxbase of 62,215 dw =  +3% on 2004/05)
  73.314

Add :

Formula Grant per provisional settlement : 
NNDR


  

  72.157 







RSG 




149.444













----------
Total Resource Available







294.915












======

6.4. A standstill budget requirement incorporating the above-mentioned objectives and other known spending commitments can be broadly set at this level of resource.
6.5. The details of how the Council’s budget planning level of £294.915m for 2005/06 has been determined is detailed in Appendix E.

6.6. This is a far healthier position that the Council has been in at this stage of the budget process than for many years. 

6.7. At this stage there remains a number of key decisions that need to be determined before the proposed budget and Council Tax for 2005/06 can be finalised, namely :-














· Supporting People Grant for 2005/06 was announced on the same day as RSG and has resulted in a reduction in grant to Salford of £0.711m and £0.052m in associated admin grant. The impact of this reduction, and how/whether this reduction in funding can be managed through the Supporting People programme without impacting on the revenue budget, is being evaluated. 

· Time-expired grant funded schemes - consideration needs to be given as to whether or not schemes costing up to £1.5m should continue to be funded from the mainstream budget.

· The outcome from the first stage of public consultation.






· Whether any resources can be reallocated into priority areas of crime, youth and the environment.

· On the other hand, no account has been taken of the LPSA reward grant which becomes available to the Council in 2005/06. This will be approx. £500,000 for each (of a total of 12) target successfully achieved, split equally between revenue and capital and paid in 2 instalments in 2005/06 and 2006/07.
· Equally, a decision will need to be taken on whether further savings may be required to fund any budgetary impact from the issues mentioned above.
· The level of the Police and Fire precepts.
· The impact of any changes which may arise in the final RSG settlement, which is due at the end of January.











6.8. It is proposed to work through Budget Strategy Group and Cabinet to clarify these outstanding and bring a report back to members at their next meeting early in February.

7. BUDGET TIMETABLE

7.1. The timetable which now needs to be followed to be able to set the revenue budget and Council Tax levy for 2005/06 is as follows :-

Mon, 10th January
Budget Strategy Group to consider reports on outstanding budget issues and agree proposals for final (stage 2) public consultation

Tues, 11th January
                              Report to Cabinet on Lead Member/Directors meetings, stage 1 public consultation and progress with outstanding issues

Tues, 11th - Mon, 17th January
Stage 2 public consultation

Tues, 18th, 25th January,

Reports to Cabinet Briefing, as required, to determine 1st, 8th February


views on Revenue Budget and Council Tax and                                                                        feedback on stage 2 public consultation

Wed, 9th February                   
            Cabinet Meeting – to recommend Revenue Budget and Council Tax to Council

Wed, 16th February                        Council – to determine Revenue Budget and Council   Tax

8. RECOMMENDATIONS
8.1. Members are requested to note the current information which has been announced in the provisional RSG settlement and the timetable outlined above to be followed to consult on and determine the budget proposals for 2005/06. 

ALAN WESTWOOD

Strategic Director of Customer and Support Services
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