	PART 1

(OPEN TO THE PUBLIC)
	ITEM No. 4


REPORT OF THE STRATEGIC DIRECTOR FOR CUSTOMER AND SUPPORT SERVICES

TO BUDGET AND AUDIT SCRUTINY COMMITTEE ON 11TH JANUARY, 2006

Subject :
 2006/07 PROVISIONAL REVENUE SUPPORT GRANT SETTLEMENT 

RECOMMENDATIONS :


Members are requested to :-

· comment on the current information which has been announced in the provisional RSG settlement for 2006/07 and the Council’s proposed consultation response ;







· agree to receive further reports on the development of the budget for 2006/07.

EXECUTIVE SUMMARY :

The Government has announced the details of its provisional Revenue Support Grant (RSG) settlement for 2006/07.

The provisional settlement announces local authorities’ formula grant entitlements for the 2 years, 2006/07 and 2007/08, in keeping with its intention to phase in the introduction of 3-year settlements by 2007.

The Government has changed the manner in which formula grant has been calculated in that it has abandoned Formula Spending Shares (FSS) and focussed solely on the cash amounts of grant to be distributed, adopting a 4-block system for how formula grant has been constructed.

Nationally, total grant support will rise by 4.5% in 2006/07 and 5% in 2007/08. When specific grants and the Dedicated Schools Grant are excluded, this leaves increases in formula grant towards general local government expenditure of 3.1% in 2006/07 and 3.8% in 2007/08.

The increase in formula grant is very tight and falls short of what local government was seeking for 2006/07 by over £1bn.

Salford’s formula grant increase is 2.8% in 2006/07 and 4.3% in 2007/08. Therefore, it has faired worse than the national average in 2006/07 but better in 2007/08. In comparison with Greater Manchester authorities it has the 2nd best settlement in 2006/07 and the 3rd best in 2007/08, a reversal of fortunes from recent years. In comparison with metropolitan districts generally it has faired better than average.

The formula grant settlement has protected authorities from loss of, or minimal increases in grant, by setting grant floor increases of 2% for 2006/07 and 2.7% for 2007/08. Authorities whose grant settlement is above the floor have their grant increase damped to pay for those protected by the floor. Therefore, authorities only get to keep 13% of increases above the floor in 2006/07 and 30% in 2007/08. Salford loses grant of £5m in 2006/07 and £4m in 2007/08 to pay for authorities protected by the floor. 

At a 3% increase in Council Tax, the total revenue available to Salford would be £188m. This now forms the focal point for setting the Council’s budget. Work is currently proceeding to critically examine assumptions made in the budget and to identify efficiencies that would enable a budget to be set within this total resource available that avoids cutting services and enables the Council to progress in delivering its pledges. 

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 the final stage of 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 2006/07 and public consultation.

BACKGROUND DOCUMENTS :
Letter from ODPM entitled “Local Authority Finance (England) - Revenue Support Grant for 2006/07 and Related Matters”, 5th December, 2005

________________________________________________________________________________

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 that now follow the announcement of the provisional RSG settlement and is 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 are affected when the revenue budget and Council Tax levy are determined.

______________________________________________________________________________

KEY COUNCIL POLICIES :

Medium-Term Financial Strategy

2006/07 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 2006/07 and its implication for the revenue budget.

2. INTRODUCTION

2.1. On 5th December, 2005, the Secretary of State for the Environment presented the details of the provisional Revenue Support Grant (RSG) settlement for 2006/07 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 5pm on 11th January 2006. Ministers appear prepared to receive representations in person this year. 

3. BACKGROUND TO THE 2006/07 RSG SETTLEMENT

3.1. The Government has needed to consider a number of issues which have arisen in the lead-up to the 2006/07 RSG settlement, as follows :-

3.2. Formula Grant Changes

The Government has previously updated key data such as population from being based on the 1991 Census to the 2001 Census. Their intention for 2006/07 is to update the remaining data still based upon the 1991 Census, eg density and sparsity factors, certain deprivation indicators, ethnicity, in-commuters and day visitors. However, they have also taken the opportunity to review certain elements of the RSG formula where they believe them to also require updating. They have also consulted on the disbandment of Formula Spending Shares and moving to a grant determination system based on 4 formula blocks. This has led to great uncertainty and unpredictability over the likely grant settlement at an individual local authority level to the extent that the ability to predict the likely level of grant settlement has been impossible, particularly with other changes and announcements.

3.3. Schools Funding Changes

The Government proposes to make a major change to the way in which schools are funded from 2006/07. Schools will be wholly funded by a specific grant, the Dedicated Schools Grant (DSG), in future rather than as part of the Education Formula Spending Share (FSS) and RSG.

However, whilst the DfES has been continually releasing information during the summer about how it expects the new schools grant system to operate, there has been continuing uncertainty around the precise about of the grant transfer between RSG and DSG.

Where such grant transfers are made it is normally the rule that the Government withdraw from FSS the appropriate amount provided in the formula. However, in this instance the DfES intend to withdraw from FSS the appropriate amount of local authority expenditure on schools in order not to financially disadvantage schools from the funding change and no doubt to avoid the national exchequer picking up a cost.

Transitional arrangements are intended to operate to ensure no local authority or school loses out, but the details of such a scheme have not been announced in sufficient detail as to predict the impact prior to the announcement of the provisional RSG settlement.

3.4. Sufficiency of Funding for Local Government

There has been concerns in local government this year of an extremely tight grant settlement and consequently considerable lobbying has been taking place by the Local Government Association (LGA) in particular to ensure that the Government makes sufficient funding available to meet the continuing spending pressures upon local government arising from increased responsibilities, increased demands for certain services and inflationary pressures in others. The LGA has identified the need for an additional £2.2bn of funding for local government in 2006/07 to meet these pressures.

The Government has announced their intention to cap any local authority to council tax increases of no more than 5%, following on from their success in the last 2 years in using the threat of capping to bring down the average national increase.

However, this capping level has seemed inconsistent with data they have produced which originates from the 2004 Comprehensive Spending Review indicating that RSG may only rise by 1.5% next year after allowing for the schools grant transfer and other adjustments and resulting in a 7.5% council tax increase.

There has also been concern that the Government may take the opportunity to claw back some of the Gershon efficiency savings to keep to a tight grant settlement. 

3.5. 3-Year Revenue and Capital Settlements

The Government intend to phase in the introduction of 3-year settlements for both revenue and capital from 2006/07 by initially introducing 2-year settlements covering 2006/07 and 2007/08, before introducing fully rolling 3-year settlements from 2007/08 which will dovetail with Comprehensive Spending Review announcements, the next one being due in 2006 to begin from 2007/08.

Under this proposal, the first year grant will be fixed with the 2nd and 3rd years being provisional, although only changing with the annual updating of certain key data, eg population. This therefore offers the opportunity for greater certainty and predictability in future budget setting beyond 2006/07.

4. THE 2006/07 PROVISIONAL RSG SETTLEMENT
4.1. The provisional settlement announces Formula Grant for authorities for both 2006/07 and 2007/08. Following a period of consultation until 11th January 2006, the final grant details for 2006/07 will be announced in late January or early February, whilst the grant for 2007/08 will remain provisional until it is updated this time next year.

4.2. The Government has disbanded the use of Formula Spending Shares and moved to a system of determining the cash grant available to local authorities.

4.3. Formula grant will in future be determined by 4 blocks of funding :-







· Relative needs – the “Relative Needs Amount”

· Relative ability to raise Council Tax – the “Relative Resources Amount”

· Grant per head of population – the “Central Allocation”
· Grant floor to give a minimum grant increase – “Floor Damping”

4.4. The government has also updated the grant distribution to :-

· reflect the 2001 Census data 

· introduce new formulae for Personal Social Services for children and adults

· increase the resource equalisation

· introduce free off peak bus travel for over 60s and the disabled from 1/4/06

· other minor formula changes

4.5. Grant floor increases have also been introduced, as follows :-

	
	2006/07
	2007/08

	
	%
	%

	For education and social services authorities (ie like Salford)
	2.0
	2.7

	For police authorities
	3.2
	3.7

	For fire authorities
	1.5
	2.7

	For shire districts
	3.0
	2.7


4.6. Those authorities whose grant increase is above the floor will have their grant increase scaled back to pay for those protected by the floor. Education and social services authorities whose grant increase is above the floor only get to keep 13.4% of any cash increase above the floor in 2006/07 and 30.6% in 2007/08.

4.7. The headline national impact of the grant distribution is as follows :-

	
	2006/07
	2007/08

	
	£bn
	%
	£bn
	%

	Business Rates (NNDR)
	17.500
	- 2.8
	17.500
	0.0

	Revenue Support Grant (RSG)
	  3.424
	+ 53.4
	4.150
	+ 25.0

	Net Aggregate External Finance
	20.924 
	+ 3.4
	21.650
	+ 4.0

	Specific Grants
	14.919
	
	15.475
	+ 3.7

	Dedicated Schools Grant
	26.260
	
	27.958
	+ 6.1

	Total Aggregate External Finance
	62.103
	+ 4.5
	65.083
	+ 5.0


4.8. Within these headline grant figures Formula Grant payable to local authorities comprises the following components :-
	Business Rates (NNDR)
	17.500
	- 2.8
	17.500
	0.0

	Revenue Support Grant (RSG)
	  3.424
	+ 53.4
	4.150
	+ 25.0

	Police Grant
	3.931
	+ 1.2
	4.028
	+ 2.5

	Total Formula Grant payable to LAs
	24.791
	+ 3.1
	25.620
	+ 3.8


(NB. All comparisons for 2006/07 are made with adjusted 2005/06 grant figures taking account of function changes and grant transfers, the major one being the Dedicated Schools Grant adjustment).

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

· Formula Grant for local authorities (Revenue Support Grant plus NNDR plus Police Grant) will increase by 3.1% in 2006/07 and by 3.8% in 2007/08.
· On average, Formula Grant for metropolitan districts increases by 2.6% in 2006/07 and 3.6% in 2007/08, for London boroughs 2.7% and 3.5%, and unitaries 2.8% and 4.2%, whereas shire districts increase by 3.3% and 4.7%.

· Regionally, Formula Grant in 2006/07 for the North West increases by 2.9% with increases ranging between 2.7% and 3.5%. In 2007/08, the North West increases by 3.8%, with increases ranging between 3.4% and 4.5% 
4.10. The distribution of Formula Grant according to the 4 block model is as follows :-

	
	Proportion
	2006/07
	2007/08

	
	of Total
	£bn
	£bn

	Relative Needs Amount
	71.0%
	14.817
	15.337

	Relative Resources Amount
	-24.6%
	-5.129
	-5.309

	Central Allocation
	53.6%
	11.172
	11.564

	Floor Damping
	0%
	0
	0

	Total Formula Grant (excl Police Grant)
	100%
	20.860
	21.592


4.11. Overall, the Government’s grant settlement has fallen far short of what local government was seeking. Whilst they have publicised the fact that they have provided an extra £305m in 2006/07 and £508m in 2007/08 over and above their previous plans, this nevertheless falls at least £1bn short of what local government was seeking for 2006/07. 
4.12. However, the importance of the announcement is that it provides the first indication of the likely level of the City Council's grant support for 2006/07 and 2007/08 and the likely expenditure limit to keep to Government spending and tax guidelines. 

4.13. The final grant for 2006/07 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 2006/07 and 2007/08 can now be calculated.

5. THE PROPOSALS FOR SALFORD
5.1. Salford’s Formula Grant can be summarised as follows :-

	
	Formula Grant
	Increase

	
	£m
	%

	2005/06 Formula Grant
	221.487
	

	Adjustment for Dedicated Schools Grant
	- 116.797
	

	Other Function and Grant Transfer Adjustments
	-3.978
	

	2005/06 Adjusted Formula Grant
	108.668
	

	
	
	

	2006/07 Formula Grant
	111.728
	+ 2.8

	Function and Grant Transfer Adjustments
	- 0.804
	

	2006/07 Adjusted Formula Grant
	110.924
	

	
	
	

	2007/08 Formula Grant
	115.690
	+ 4.3


5.2. Salford’s increase in Formula Grant for 2006/07 at 2.8% compares favourably with the metropolitan district average of 2.6% and with other Greater Manchester districts, with only Manchester at 3.8% and GM Police at 3.6% getting a higher increase.

5.3. For 2007/08, Salford’s increase at 4.3% again exceeds the metropolitan district average of 3.6% and is only exceeded locally by Manchester at 4.7% and Oldham at 4.4%.

5.4. Salford’s Formula Grant is analysed between the 4 blocks as follows :-

	
	2006/07
	Proportion
	2007/08
	Proportion

	
	£bn
	of Total
	£bn
	of Total

	Relative Needs Amount
	89.435
	80.0%
	92.093
	79.6%

	Relative Resources Amount
	-8.615
	-7.7%
	-9.173
	-7.9%

	Central Allocation
	35.982
	32.2%
	36.790
	31.8%

	Floor Damping
	-5.074
	-4.5%
	-4.019
	-3.5%

	Total Formula Grant)
	111.728
	100%
	115.690
	100%


5.5. The above table illustrates that Salford has received a higher proportion of grant to reflect its needs than the national average and a significantly lower resources deduction, which suggests that, in some respects, this settlement is more skewed to those authorities with high needs and low resource. However, a counter argument is the fact that shire districts have generally fared the best from this settlement.

5.6. Because Salford is one of the authorities with a grant increase above the floor it has had its grant scaled down to pay for those authorities supported by the floor, to the tune of £5m in 2006/07 and £4m in 2007/08. This damping adjustment is the 2nd highest in Greater Manchester in both years. Without damping, Salford would have had grant increases of 8% in both 2006/07 and 2007/08.

5.7. A comparison with all Greater Manchester authorities is set out in Appendix 1.


5.8. An analysis of the Dedicated Schools Grant figures nationally and for Salford is attached at Appendix 2.
5.9. 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 2006/07.




5.10. It is proposed that further consideration for the 2007/08 position follows in due course.

6. THE IMPACT ON SALFORD'S REVENUE BUDGET 2006/07
6.1. Through the Budget and Efficiency Cabinet Working Group the medium-term financial strategy for the City Council for the next three years has been developed, taking into account the progress made in recent years to restore the financial health of the Council, and a rolling 3-year financial forecast updated as key developments have emerged from the Government.

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

· 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 the FSS increase for Social Services ;

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

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

· Identify areas for efficiencies.

6.5. If it continues to be assumed that the Council Tax levy rises by 3% then an indicative resource for 2006/07 would be as follows :-


Council Tax for Salford’s services



- Levy
at + 3% (2005/06 £1,178.40)





£1213.75
    £m

- Council Tax income
(for taxbase of 62,918 dw =  + 700 dw on 2005/06)
  76.367

Add :
Formula Grant per provisional settlement 




111.728

Total Resource Available







188.095
6.4. Initial budget projections prior to the RSG announcement had indicated that a standstill budget requirement incorporating the above-mentioned objectives and other known spending commitments and assumptions would produce a spending requirement of £196m.

6.5. The RSG settlement has been tighter than expected and not helped by the loss of grant due to damping. Consequently, a range of options is being examined to ensure spending can be contained within the total resource available.

6.6. These options cover :-

· Reviewing the Council Tax and Business Rates base for expected new dwellings coming through the planning system to identify any potential to raise the level of available resource
· Reviewing the budget assumptions to identify the scope to reduce expenditure
· Seeking efficiency savings from services to reduce expenditure without cutting services
· Reviewing the level of reserves to examine the scope to use reserves without reducing them below the minimum level required by a risk assessment. 
6.7. These options are based on the presumption that directorates contain current expenditure within budget. Whilst 2006/07 outturn is expected to be within budget, issues arising from budget monitoring during 2006/07 have identify demand pressures for 2007/08 in the learning difficulties service in Community, Health and Social Care and with children in care in Children’s Services. Further consideration needs to be given to these issues as part of the review of the options mentioned above.

6.8. Also, it should be noted that the Government has announced the Supporting People Grant allocations for 2006/07 and 2007/08. Grant in 2006/07 will reduce by £233k in 2006/07 and a further £658k in 2007/08. The budget projection for 2006/07 provides for clawback of the £500k contingency allowed for implementing grant reductions to providers in 2006/07. No allowance has been made for the loss of grant in both years on the basis that the financial strategy for the service should be to achieve the accumulated grant reduction of £891k for the 2007/08 baseline, and in so doing should be capable of achieving part year reductions of £233k in 2006/07. Housing Services are currently examining this strategy.

6.9. It will also be necessary to have regard to the financial prospects for 2007/08 bearing in mind the indicative resources now made known and develop a strategy accordingly. 

6.10. At this stage there still remain some key areas of the RSG settlement and budget that need to be clarified, namely :-



-    finalisation of formula grant for taxbase figures

· AGMA units, waste and passenger transport levies

· determination of Government supported borrowing and grant allocations

6.11. It is proposed to continue to work through the Budget and Efficiency Cabinet Working Group to clarify outstanding issues in terms of :-

· unresolved matters in the RSG settlement
· how outstanding spending pressures are to be dealt with
· what options for bridging the funding gap might be available
· identifying what scope exists for bringing any new spending priorities into the budget
· aligning capital programme considerations with the revenue budget
· considering the longer-term strategy for 2007/08.
7. RSG CONSULTATION RESPONSE

7.1. The consultation period for responses to the provisional RSG settlement ends at 5pm on 11th January.

7.2. A draft consultation response has been prepared for consideration by the Lead Member for Customer and Support Services on 9th January and by this Committee today with a view to despatching it immediately after this meeting, subject to there being no fundamental change required to its content.

7.3. A copy of that draft is attached at Appendix 3.
8. BUDGET TIMETABLE

8.1. The timetable which now needs to be followed to be able to set the revenue budget and council tax levy for 2006/07 is provisionally as follows :-

Thurs, 12th January

Stage 2 public consultation meeting

Mon, 16th, 23rd, 30th January,

Reports to Budget and Efficiency Group, as required,   to determine views on revenue budget and council tax and feedback on stage 2 public consultation

Wed, 1st February


Budget and Audit Scrutiny Committee to consider feedback from stage 2 public consultation and receive report on progress with determining the revenue budget and council tax 

Tues, 14th February                   

Cabinet Meeting – to recommend revenue budget and council tax to Council

Wed, 22nd Feb or 1st March

Special Council – to determine revenue budget and council tax, HRA revenue budget, capital programme and prudential borrowing limits 

(NB. Because the Police Authority meeting to set their precept is expected to be on 17th February it will not be possible for the Council to set their revenue budget and council tax at their scheduled February meeting and a special meeting will be required).

9. RECOMMENDATIONS
9.1. Members are requested to :-

· comment on the current information which has been announced in the provisional RSG settlement for 2006/07 and the Council’s proposed consultation response ;







· agree to receive further reports on the development of the budget for 2006/07.

ALAN WESTWOOD

Strategic Director for Customer and Support Services
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