PART 1

(OPEN TO THE PUBLIC)
ITEM NO.

REPORT OF THE DIRECTOR OF CORPORATE SERVICES

TO BUDGET COMMITTEE ON 7TH JANUARY, 2003  

Subject :
 2003/04 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 outlined above to be followed to consult on and determine the budget proposals for 2003/04.

EXECUTIVE SUMMARY :

The 2003/04 provisional RSG settlement is based upon revised formula and data following a review by the Government, which is aimed at better reflecting spending needs than the previous system.

However, it has produced yet again a poor grant settlement for Salford, which is once again one of the lowest settlements in the country and the lowest in Greater Manchester, after three years of low settlements under the old RSG formula.

Consequently, grant is less than expected and with certain associated and other internal spending pressures, initial projections indicate a spending gap of approximately £6.2m over and above a 5% Council Tax increase.

Work now needs to focus on the parameters for setting the revenue budget and Council Tax levy for 2003/04 and public consultation.

BACKGROUND DOCUMENTS :
Letter from ODPM entitled “Local Authority Finance (England) - Revenue Support Grant for 2003/04 and Related Matters”, 5th December, 2002

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 Corporate Services.

______________________________________________________________________________

WARD(S) TO WHICH REPORT RELATES :


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

______________________________________________________________________________

KEY COUNCIL POLICIES :

2003/04 Budget Strategy

______________________________________________________________________________

REPORT DETAILS

1.
PURPOSE OF THE REPORT  
1.1. To inform Members of the elements of the new Revenue Support Grant system and offer an initial assessment of its implications for Salford.

2. INTRODUCTION

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




2.2. The Government has invited written representations on the RSG proposals by no later than 14th January 2003. Ministers only wish to receive representations in person on the proposals from the local authority associations and special interest groups, and shall only consider requests for individual meetings with local authorities if they feel that their interests cannot be adequately represented in such groups. Such requests for individual meetings must have been made by 20th December.

2.3. Because Salford has received the lowest grant increase in Greater Manchester and the 2nd lowest amongst metropolitan districts, an application for an individual meeting has been made.









3. BACKGROUND TO THE 2003/04 RSG SETTLEMENT

3.1. The Government has carried out its previously announced intention to review the RSG formula for 2003/04 and earlier in the year, in July, issued a consultation paper outlining a range of detailed proposals for change.

3.2. A report was submitted to Cabinet in September outlining the details of the proposed changes, the impact upon Salford and the proposed response. 

3.3. In summary, there were 47 options for change exemplified by the Government which would have produced the following impact on Salford :









· Best case


Salford gains £12.5m (or £201 in Band D Council Tax terms)

· Worst case


Salford loses £7.3m (£118)

· Preferred options

Salford gains £7.7m (£124)

· Most likely options

Salford gains £2.2m (£35)

3.4. Salford's response was submitted to the ODPM by the deadline of 30th September. The main changes Salford sought from the review were :

· Area cost adjustment - a fairer recognition of the cost drivers across the country

· Resource equalisation - narrowing the gap between actual spend and SSA, so reducing the differential in Council Tax levels across the country

· Population - recognition of the impact of falling population

· Deprivation - use of the index of multiple deprivation as the most appropriate measure.

3.5. SIGOMA, on behalf of metropolitan authorities, the LGA and other local government associations have also been lobbying for the most favourable settlement for their members.



3.6. Following the closure of the consultation period, the Office of National Statistics (ONS) published the findings of the 2001 Census, which showed that Salford's population using the 2001 Census was 8,200 less than the figure expected from the annual update of the 1991 Census data for the mid-2000 population.










3.7. The 2001 Census data was not built into the RSG consultation. The LGA had exemplified that had it been used for the 2002/03 RSG there would have been a reduction in RSG for Salford of £1.7m, which served to illustrate the impact upon the 2003/04 RSG settlement, and offset much of the expected gain Salford might have expected from changes to the RSG formulae. 

3.8. The composition of the new RSG formula for 2003/04 follows a similar broad structure in so far as it contains the same 7 major service blocks as previously, but the composition of the formulae and the data used in them for each major service block has been changed, some quite significantly. The sub-structure of the major service blocks has also changed to different degrees, significantly so in the case of Education. The 2001 Census data has also been used.

3.9. The Government also undertook to reverse the expansion in the extent of specific grants and has transferred a number of specific grants into the general RSG. However, as will be seen later, it has more than compensated by adding new specific grants.

3.10. These changes make it a significantly more complex task to undertake year-to-year comparisons and assess the budgetary impact of this year's provisional settlement, particularly on those services, ie Education and Social Services, where there has been most shift from specific to general grant.

4. THE 2003/04 PROVISIONAL RSG SETTLEMENT
4.1. Details of the 2003/04 national totals by comparison with 2002/03 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) 
£69.3bn
of which :-

          Specific Grants
                      £11.4bn  

          Formula Spending Share (FSS)
   £57.9bn

•
Formula Grant Allocation (FGA)
£51.2bn

of which :-


NNDR -Total Business Rate Income
£15.6bn


Revenue Support Grant                                           £24.2bn

         Specific Grants                                                        £11.4bn          
up 
7.6% 


up    14.9%

up
6.0% 

up      8.0% 

down  6.2%

up     16.1%      up     14.9% 



•
Assumed National Council Tax (ANCT)
£18.1bn
 up
       5.7% 

·    Band D Council Tax at FSS                                    £1,036        up       4.1%

(NB. Variations are shown against adjusted 2002/03 figures on a like-for-like basis, where relevant)

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






· Some new terminology to get used to, ie :








TAS (Total Assumed Spending) replaces TSS (Total Standard Spending)


FSS (Formula Spending Shares) replaces SSA (Standard Spending Assessment)


ANCT (Assumed National Council Tax) replaces CTSS (Council Tax at Standard Spending)


FGA (Formula Grant Allocation) replaces AEF (Aggregate External Finance)

· The Government is assuming local authorities will increase their spending (TAS) by 7.6% and will provide an increase of 8% in grant funding towards it, thus producing an increase of 5.7% from Council Tax. Because of buoyancy in the national taxbase, the level of tax is only expected to rise by 4.1%.

· Formula Spending Shares (FSS) are to increase by 6%. In addition, they are also uplifted by £4bn to equalise assumed spending more in line with actual spending. However, the Government has assumed that all this uplift will fall on Council Tax.  

· There will continue to be a system of damping arrangements, whereby education and social services authorities will receive a floor of 3.5% and a ceiling of an 8% increase in Formula Grant. On average, metropolitan districts fair best with a 7.2% increase, whilst London authorities get a 5.3% increase, and regionally the Midlands and the North fair better than London and the South. The area cost adjustment would appear to be the influencing factor in this regional shift. 

· There has been an increase of 14.9% in specific grants, which now make up 16.4% of TAS in 2003/04, compared with 15.1% of the adjusted 2002/03 TSS. This increase in specific grants is contrary to the Government’s expressed intention to reduce them. Within the Education and Personal Social Services blocks there have been significant movements of grants between specific and general grant and certain new grants created. 
 

4.4. The importance of the announcement is that it provides the first indication of the likely level of the City Council's FSS for 2003/04 and the likely expenditure limit to keep to Government spending and tax guidelines. 

4.5. The final SSA 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 2003/04 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:-

· SSA has increased from £232.350m (adjusted for function and grant changes from £227.858m) to £244.055m (+ 5%) before being uplifted for resource equalisation to an FSS of £260.362m. This once again compares poorly with the national, metropolitan and Greater Manchester authorities average increases of 5.9, 7.2 and 7.2% respectively.

· At 5.6%, Salford has the lowest Formula Grant Allocation (FGA) increase in Greater Manchester and the second lowest amongst metropolitan districts. The average increase is 7.2%, with 6 authorities in GM receiving 8% or more. This is particularly disappointing bearing in mind that for the past 3 years under the old formula Salford had the lowest increase twice and the second lowest increase once. Only one metropolitan district has a lower increase. 

· This would appear to be due to a combination of the continuing population decline, as reflected in the change from the 1991 adjusted Census data to the 2001 Census data for the new system, which gives a reduction of 8,397 from 224,279 at June 2000 (2002/03 budget) to 215,882 at June 2001 (2003/04 budget), but also by the choice of options for change in the new formula.
· Of the four main changes (referred to at paragraph 3.4) Salford sought :-
- the area cost adjustment change has been made, but an option with close to the least disruption has been preferred,




- the resource equalisation change has been made, but without the Government putting any money into the system for it, ie they expect the cost to continue to be met from Council Tax, as at present,



- the change to recognise the impact of falling population has not been implemented, 








- the index of multiple deprivation has not been applied. 

· Special and specific grants, principally for Social Services and Education, will once again be made available to Salford in 2003/04. The details of some of these are still awaited, but there has been a substantial adjustment to SSAs for a switch between special grant and general grant for a range of functions within these services. 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 C.





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 2003/04.

6. THE IMPACT ON SALFORD'S REVENUE BUDGET 2003/04
6.1. Members will recall that over recent months the medium-term budget strategy for the City Council for the next three years has been under development, taking into account the progress made against the three-year strategy set in 2000/01 following the deterioration in the financial position through the situation with children in care, the potential impact of the RSG changes for 2003/04 and the Government spending plans outlined in the 2002 Comprehensive Spending Review.

6.2. The following financial objectives were set as part of determining the medium-term budget strategy :-

· Council Tax rises to be below the national average ;

· Reserves to achieve the target of £8m over the next three years, ie by continuing an annual contribution of £1m ;

· Decapitalising revenue expenditure currently funded from capital in a phased manner over the next three years ;

· 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.

6.3. As a result, and taking into account the most likely effect of the RSG changes, a budget planning level of £269.285m was adopted, assuming a Council Tax rise of 5%. 




6.4. The provisional RSG settlement figures and recent budget developments can now be used to work out the City Council's indicative budget and Council Tax levy for 2003/04, which must now become the focal point of the budget process.

6.5. The provisional RSG settlement for 2003/04 differs from assumptions made from the consultation proposals in the following key aspects :-

· The consultation proposals were based upon the 2002/03 RSG settlement data - the spending increases planned in the 2002 CSR have now been added ;

· Different RSG options for change have been selected by the Government compared with those preferred by Salford with the following effect :





Option
       Impact
|     Option
 Impact   |
Difference





Chosen         £m
|     Preferred      £m
   |               £m

Area Cost Adjustment
ACA2
        + 0.9
|      ACA4
 + 5.1
   |
     - 4.2

Fixed Costs

FC1
        -  0.3
|      FC2           -  0.3
   |
      Nil

Population

no change   

|      PC1           + 0.2
   |
     - 0.2

Education


EDU3
        -  0.7
|      EDU3        -  0.7
   |
      Nil

Children’s PSS

SSC3
        -  0.5
|      SSC2         -  0.1
   |
     - 0.4

Elderly PSS

SSE2
        -  0.4
|      SSR1         -  0.1
   |
     - 0.3

Young Adults

SSO1
        + 0.1
|      SSO3         + 0.2
   |
     - 0.1

Highway Maintenance
HM1
        -  0.1
|      HM1          -  0.1
   |
      Nil

EPCS


EPC3
        -  1.5
|      EPC1
  + 1.0
   |
     - 2.5

Capital Financing

no change

|      CF2
  + 0.2
   |
     - 0.2

Resource Equalisation     no change                   |      RE2            + 2.3    |             - 2.3

Total



        -2.5
|

  + 7.7    |
     -10.2
· There has been a significant shift from specific grant to general formula grant, which was not exemplified in the original consultation proposals. It has been assumed for the purposes of assessing the budgetary impact on Salford that the effect of changes to Education specific grants will be met from within the passporting of the increase in Education FSS above the adjusted 2002/03 SSA. For Social Services, the grant changes add approx. £1.3m to the spending requirement.

· Updated data has been used, most notably the 2001 Census data, which shows Salford to have 8,397 less population than that projected forward by ONS from the 1991 Census. The impact of this population loss is to reduce FSS and hence formula grant by approx. £3.5m.
6.6. It is too early to be able to assess the individual impact of these changes, but the combined effect of these changes is that they have led to Salford having a 5.6% increase in grant, compared to the metropolitan and GM average of 7.2%. The difference of 1.6% represents a shortfall of £3m. There are 6 GM authorities who have received a ceiling grant of 8%. Had Salford's population been unchanged it would have been close to this ceiling.






6.7. If Salford spends at the level of its FSS then the Council Tax levy for Salford's services (ie not counting the Police and Fire precepts) would be as follows :-












    £m


Total Resource/Budget






260.362
Less :
NNDR





63.204 


RSG 




          137.702

200.906








 



  59.456


Add :
    Collection Fund deficit





    1.098

Amount required from Council Tax





  60.554

Council Tax levy







£  977


6.8. This would be approximately £41 (or 4%) lower than the current Council Tax for Salford's services in 2002/03.












6.9. The current uncertainties around the revenue budget position mean that a standstill budget projection could be anywhere between £267.3m and £277.5m.







6.10. The revenue budget for 2002/03 is £21.2m above SSA. A revenue budget for 2003/04 at a similar margin above FSS would be £281. 6m.







 

6.11. Issues to be looked into before finalising the budget requirement for 2003/04 are as follows :-
· Passporting the FSS increase for Education,

· The effect of changes made to specific grants, notably for Education and Social Services, 

· Other service spending pressures,

· Any further growth bids from directorate budget submissions,


· Funding of the capital programme,

· Any consideration to tightening of certain assumptions, eg price inflation, 

· The scope to increase income,

· The scope for efficiency savings.

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 2003/04 is as follows :-

Wed, 11th – Fri, 20th December      Individual meetings with Lead Members and Directors concerning outstanding efficiency and other budget issues 

Fri, 13th December                          Leader, Deputy Leader and Lead Member for Corporate Services agree proposals for public consultation

Fri, 20th December
                             Publication of public consultation document

W/c Mon, 6th January                        Budget consultation week

Tues, 28th January

Cabinet Briefing – to determine views on Revenue      Budget and Council Tax

Tues, 11th February                   Cabinet Briefing/Meeting – to recommend Revenue     Budget and Council Tax to Council

Wed, 19th February                         Council – to determine Revenue Budget and Council   Tax

8. PUBLIC CONSULTATION

8.1. Responses have been received from the first stage of consultation with the public and business ratepayers, and members are requested to consider the issues raised in formulating the revenue budget.

8.2. In summary, the responses concentrate on the following themes :

· Pledge 1 - better education for all









- engaging pupils in after-school activity






- more attractive schools, play areas, parks and playing fields
- make schools a local resource

· Pledge 2 - quality homes for all









- do not change perfectly good fittings







- retention of family homes sold under Right-to-Buy legislation



- fairer distribution of investment between private and Council owned property

- disregard 100% of war disability pension in assessing benefit


· Pledge 3 - a clean and healthy city








- removal of litter and debris








- improve sports facilities and support to small sports clubs




- save money by stop mowing grass verges






- support households to recycle rubbish







- undertake an annual health impact assessment of the budget




- complement the work of the SHIFT project








· Pledge 4 - a safer Salford










- condition of the highways and pavements, better information about planned repairs and co-ordinate repair work









- illegal parking










- proper security of buildings to avoid vandalism





- CCTV to make streets safer








- anti-social behaviour









- high crime rates in certain areas of the City and insufficient Police presence


- drugs













· Pledge 5 - stronger communities









- consult residents groups on spending priorities





- co-ordinate volunteers and charities to reduce spending




- economic support, eg Salford businesses, the social economy, training and employment opportunities for Salford citizens, child care and play facilities, promoting transport and the image of Salford










- give priority to the most disempowered and vulnerable citizens












· Pledge 6 - supporting young people








- supporting good parenting from an early age to prevent children being taken into care or turning to crime










- employ more youth workers to organise activities





- discourage truancy, anti-social behaviour, drugs and crime




- provide popular leisure, youth orientated activities 







· Supporting the pledges










- minimise refreshments at meetings







- peg Council Tax rises to inflation







- replies to enquiries take too long







- too many staff, wasteful practices and duplication

9. RECOMMENDATIONS
9.1. 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 2003/04.

ALAN WESTWOOD

Director of Corporate Services
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