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DETAILS

INTRODUCTION

1.1. The purpose of this report is to update the medium-term financial forecast and to set out some of the key issues for consideration in establishing the budget strategy for 2005/06.

2. CONTEXT

2.1. The next 3 years will see some important changes in local government finance, notably :-

2006/07
- schools to be funded from specific grant

· planned introduction of 3-year revenue and capital settlements

· planned review of RSG data to take account of outstanding 2001 Census updates

2007/08
- planned implementation of revised Council Tax bandings following revaluation

2008/09
- changes to the balance of funding (Lyons review).

(or possibly 2007/08)

3. ASSESSMENT OF AVAILABLE RESOURCES

3.1. An assessment of available resources has been undertaken for the next 3 years, bearing in mind in particular the possible impact of the changes planned in 2006/07 to schools funding and RSG data.

3.2. Firstly, it is worth reflecting upon how Salford faired for 2005/06 by comparison with the national picture in order to establish a guide as to the future prospects for available resources. The following table (Table 1) compares the RSG settlement nationally with Salford and comments on the reasons for the differences :

Table 1 - 2005/06 RSG Settlement

	Service
	% Increase
	Reasons for Salford’s settlement differing from National settlement

	
	National
	Salford
	

	Formula Spending Shares
	
	
	

	Education
	5.7%
	4.5%
	Falling pupil numbers

	Social Services
	6.0%
	5.1%
	Population change (slight increase) did not match national average increase

	Highway Maintenance
	2.5%
	2.8%
	Adjustment to road lengths data

	EPCS
	2.5%
	2.1%
	Population (as above)

	Capital Financing
	19.3%
	16.6%
	Borrowing approvals and debt proportionately lower share of national totals than in 2004/05

	Total FSS
	5.4%
	4.9%
	

	
	
	
	

	Funded by :-
	
	
	

	CTSS
	4.8%
	4.7%
	

	AEF 
	5.7%
	5.0%
	

	Total Funding
	5.4%
	4.9%
	


3.3. From the above table it can be seen that Education, Social Services and the EPCS blocks all suffered declines based around population count.

3.4. Currently available data indicates that the decline in pupil numbers will continue. 

3.5. The marginal increase in Salford’s population in 2005/06 (based on ONS population estimate as at 30th June 2003) came as a surprise given the trend of previous years and the underlying reason would appear to have been a one-off. We should be prepared to see a resumption of decreases in ONS population data forecasts for Salford from 2006/07.

3.6. Looking therefore at 2006/07 onwards, the guide to likely funding increases is the projected spending plans set out in the 2004 Comprehensive Spending Review (CSR) for 2006/07 and 2007/08. The following table (Table 2) sets out the CSR 2004 planned increases and the suggested increases to be adopted for Salford, bearing in mind the comments regarding pupil numbers and population above.

Table 2 – 2006/07 and 2007/08 Government Funding

CSR 2004 Spending plans vs Salford assumptions

	Service
	
	CSR 2004 planned % increases
	
	Salford assumed % increases

	
	
	2006/07
	2007/08
	
	2006/07
	2007/08

	Formula Spending Shares
	
	
	
	
	
	

	Education (LEA only)
	
	3.7%
	3.9%
	
	2.7%
	2.9%

	Social Services
	
	5.0%
	4.5%
	
	4.0%
	3.5%

	Highway Maintenance
	
	0%
	0%
	
	0%
	0%

	EPCS
	
	3.4%
	3.7%
	
	2.9%
	3.2%

	Capital Financing
	
	11.6%
	10.2%
	
	11.6%
	10.2%

	Total FSS
	
	4.5%
	4.4%
	
	4.2%
	4.0%

	
	
	
	
	
	
	

	Funded by :-
	
	
	
	
	
	

	CTSS 
	
	7.5%
	5.1%
	
	7.5%
	5.1%

	AEF (NNDR + RSG)
	
	1.7%
	3.7%
	
	2.4%
	2.0%

	Total Funding
	
	4.5%
	4.4%
	
	4.2%
	4.0%


3.7. These figures are based upon the likely effect of funding schools by specific grant instead of FSS from 2006/07. Further details are provided later at paragraph 6.1.

3.8. The key figures which come out from the above table are the increases for AEF for Salford, which would be 2.4% and 2% for 2006/07 and 2007/08 respectively. At these levels of increase, the grant floor which the Government uses to guarantee local authorities a minimum level of increase would apply.

3.9. In 2004/05 and 2005/06 for authorities like Salford the grant floor has been at 4%, so the increase for Salford in 2006/07 and 2007/08 would be at this level, assuming it remains the same.

3.10. Estimated available AEF, taking account of the adjustment for the transfer of schools funding to specific grant in 2006/07, is as follows :-











   £m





2005/06




221.454




Less :
Schools funding adjustment


110.640





2005/06 adjusted



110.814





2006/07
+ 4%



115.247





2007/08
+ 4%



119.856





2008/09
+ 4%



124.650

3.11. Using these figures for AEF and assuming the continuation of a 3% Council Tax increase for all 3 years, the available resource to Salford as shown in Table 3 below :-

Table 3 – Estimate of Available Resource to Salford

	
	2006/07
	2007/08
	2008/09

	
	£m
	£m
	£m

	AEF
	115.247
	119.856
	124.650

	Council Tax
	75.518
	77.783
	80.117

	Total Resource
	190.765
	197.639
	204.767

	
	
	
	

	Increase on previous year
	3.5%
	3.6%
	3.6%

	Proportion raised by Council Tax (currently 25%)
	39.6%
	39.4%
	39.1%


3.12. Other issues which could affect this assessment which have not been taken into account at this stage are, all of which could be potentially adverse, are :-

· any impact of the review of RSG data

· any clawback of the one-off funding used to support the 2004/05 and 2005/06 RSG settlements – the Government put in an additional £340m in 2004/05 and £637m in 2005/06

· any clawback out of local government funding of the one-off rebate off Council Tax bills to be paid to pensioners that was announced in the 2005 Budget.

4. ASSESSMENT OF SPENDING REQUIREMENT

4.1. An assessment of the likely spending requirement over the next 3 years has been undertaken, based on the following assumptions :-

· a like-for-like adjustment to the 2005/06 base budget as the schools FSS reduction to reflect the transfer of schools funding to specific grant ;

· pay inflation at 3% for all 3 years

· price inflation at varying amounts to reflect current budgetary practice, current economic conditions and spending plans, ie

General supplies items




0% all 3 years

Other specific charges determined externally

2.5% all 3 years

Insurance/pensions





5% all 3 years

DSOs






3% all 3 years

Gas (contract renewal 1/6/06)



60% 2006/07 (10 months)

Water (OFWAT agreed 10% + inflation for UU)

12.5% all 3 years

GMPTA (as per spending plans)



4% 2006/07 ; 6% 2007/08

GMWDA (as per spending plans)



7.2% 2006/07 ; 12.4% 2007/08

The level of significant above-inflation increases for utility and waste disposal costs should be noted.

· allowance for specific issues inherent in the 2005/06 budget, eg

Pensions contribution rate




+ 1% 2006/07 ; + 0.9% 2007/08

Job evaluation

Decapitalisation of revenue




eliminated 2006/07

Rent rebate adjustment




eliminated 2006/07

· Passporting Social Services FSS increases – this would lead to significant reductions in the forecast of spending requirements in 2006/07 and 2007/08 for Social Services.

4.2. The assessment of spending requirement taking the above-mentioned assumptions into account is therefore as shown in Table 4 below.

Table 4 – Assessment of Spending Requirement

	
	2006/07
	2007/08
	2008/09

	
	£m
	£m
	£m

	Base Budget
	294.772
	198.589
	212.235

	
	
	
	

	Add : Contribution from reserves
	0.643
	-
	-

	Less : Transfer of schools funding
	(110.640)
	-
	-

	
	
	
	

	Adjusted Base Budget
	184.775
	198.589
	212.235

	
	
	
	

	Add : Pay and price inflation
	7.390
	8.317
	8.724

	          Other commitments – increments, capital financing,     pensions, rent rebates, efficiency savings
	4.423
	3.957
	3.006

	
	
	
	

	Continuation of Service Budget
	196.588
	210.863
	223.965

	
	
	
	

	Add :  Other adjustments – job evaluation, decapitalisation, airport dividend
	1.659
	1.495
	-0.541

	           Social Services passporting adjustment
	-0.658
	-1.123
	0.566

	           Growth
	1.000
	1.000
	1.000

	
	
	
	

	Spending Requirement
	198.589
	212.235
	224.990

	Year-on-year increase
	7.5%
	6.9%
	6%


5. AVAILABLE RESOURCES vs SPENDING REQUIREMENT

5.1. Comparing estimates of available resources and spending requirements gives the following position, as shown in Table 5 :-

Table 5 – Comparison of Available Resources and Spending Requirement

	
	2006/07
	2007/08
	2008/09

	
	£m
	£m
	£m

	Spending Requirement
	198.589
	212.235
	224.990

	Available Resources
	190.765
	197.639
	204.767

	Funding Gap
	7.824
	14.596
	20.223

	Funding Gap year on year
	7.824
	6.772
	5.627


6. SENSITIVITY ANALYSIS 

Key variables that are currently known about and will affect consideration of the forecasts of available resources and spending requirements as the year unfolds are considered below.

6.1.  Issues Affecting Resources

6.1.1. Impact of Schools Funding Changes 2006/07

The Government will no longer provide funding via FSS and RSG for schools but through specific grant from 2006/07.

The mechanics of precisely how they will do this are not entirely clear, but is likely to involve a combination of :-

· The removal of the schools FSS

· Transitional protection to schools

Whenever sources of funding are switched between FSS and specific grant, there is normally an adjustment of funding between the 2 sources which taken together are cost neutral. The schools element of FSS nationally is £24.706bn for 2005/06 and it would normally be expected that this sum would be removed from schools FSS when adjusting for the move to specific grant in 2006/07. However, local authorities collectively spend a net £200m or thereabouts above FSS on schools. Salford currently spends £4.2m over FSS on schools, ie it has a schools budget of £114.8m (excluding other grants) against an FSS of £110.6m and this excess over FSS would be retained by Salford if the Government do no more than adjust FSS. (NB. Salford is the highest % spender above schools FSS in GM) 

However, in its consultation paper on schools funding proposals, the Government has proposed that transitional protection will apply to ensure that no school is worse off from the funding change, but are not clear about how this protection will be funded. They could adopt 1 of 3 options :-

· Put additional specific grant for schools into the system ; or

· Increase the amount to be taken from FSS by the net spend over FSS, thereby reducing FSS/RSG available for other services ; or

· Expect local authorities to top up any balance required from the retained excess, phasing this out over a number of years (as yet undetermined).

Another aspect of the proposed school funding change that is even less clear concerns the treatment of those LEA-funded services which the DfES intend to count within the ring-fenced school grant. This concerns services such as special needs, pupil referral units, nursery education and match funding for Standards Fund grant. The adjustment that will be made to FSS for the transfer to special grant is not sufficiently transparent to assess what will be the financial effect.

The budget projections at this stage assume a cost neutral position and that the £4.2m is retained in the budget. It would therefore be available for any transitional protection required :-

· to be given to schools ; or 

· to be used on other services ; or

· to be taken out of the budget to keep the Council Tax increase down ; or

· any combination of the above,

subject to the level of any discretion permitted by Government.

The Government is currently consulting on their proposals for changes to schools funding and further details will only become known during the summer and autumn after the consultation responses have been analysed and final proposals emerge.  

6.1.2. RSG and Schools Funding – affect on AEF

Work by the LGA has identified that the removal of the schools FSS creates a skewed effect upon the annual increases for FSS and AEF for remaining services, as Table 6 below illustrates :- 

Table 6 – Impact of Removing Schools FSS

	
	CSR 2004 assumptions
	CSR 2004 after schools DSG taken out
	CSR 2004 after RSG settlement 2005/06
	CSR 2004 after RSG 2005/06 and DSG taken out

	2006/07
	
	
	
	

	Education FSS increase
	6.8%
	(LEA only) 3.6%
	6.8%
	(LEA only) 3.7%

	FSS increase
	5.5%
	4.5%
	5.6%
	4.5%

	Implied Council Tax increase
	5.5%
	5.1%
	7.5%
	7.5%

	AEF increase
	5.5%
	3.5%
	4.7%
	1.7%

	
	
	
	
	

	2007/08
	
	
	
	

	Education FSS increase
	6.0%
	(LEA only) 3.8%
	6.0%
	(LEA only) 3.9%

	FSS increase
	5.1%
	4.4%
	5.2%
	4.4%

	Implied Council Tax increase
	5.1%
	5.1%
	5.1%
	5.1%

	AEF increase
	5.1%
	3.6%
	5.2%
	3.7%

	
	
	
	
	


These figures imply a much tighter RSG settlement in 2006/07 and a greater burden falling on Council Tax. They also imply that the one-off funding put into previous settlements will fall to be met by Council Tax payers in 2006/07, which does give the Government some room for manoeuvre to redress the imbalance between implied Council Tax and AEF increases.

6.1.3. Free Travel for Pensioners


This was announced by the Chancellor in his March Budget to be implemented from 1st April, 2006 and will cost the Government £350m to implement.

At issue is the impact upon individual local authorities if this additional funding is distributed via RSG. Those authorities who provide free travel now will get windfall gains in RSG, whilst others that operate a concessionary fare system stand to lose. In GM’s case, the GMPTA has estimated a potential loss of up to £7m, of which Salford’s share would be £600k. Payment of specific grant could overcome this situation.

Lobbying via MPs has already begun to seek to ensure no local authority loses out from this initiative. Further detail will only emerge as RSG negotiations proceed during the summer and autumn.

As yet, no provision has been made in budget projections.

6.2.  Issues Affecting the Spending Requirement

6.2.1. Time-expired grant funded schemes
An assessment of the schemes coming out of grant funding over the next 3 years is currently being undertaken and an initial report should be available by the end of June for consideration.

Current information indicates that there are a considerable number of schemes falling out of funding.

As yet, no provision has been made in budget projections on the basis that the growth provision of £1m can accommodate any need to mainstream fund certain schemes, whilst others will find continuing external funding or, where no longer a priority, be terminated.

6.2.2. Job Evaluation

The evaluation of appropriate rates of pay for jobs across the Council is nearing the end of its first stage, from which an assessment of the potential financial impact can be made by the summer.

However, emerging evidence from other local authorities and public bodies, including information about equal pay claims with associated back pay, indicates that the impact could be considerable.

6.2.3. Efficiencies

The projection does not allow for any new efficiencies at this stage from 2006/07 onwards.

A 1.25% cashable efficiency target applied to the total net budget, in line with the Gershon principles, would realise approximately £2.5m per annum.

A decision will be required as to where cashable efficiencies should be targeted.

6.2.4. Value for money self-assessments

All directorates have undertaken self-assessments of the value for money provided by their services and a separate report is available for consideration on the conclusions to be drawn from those self-assessments in terms of areas for potential review and for consideration of future policy.

Should members agree to review certain services or the policy towards certain services, this may contribute towards an action plan for targeting the delivery of cashable efficiencies.

6.2.5. Social Services passporting

Continuation of the approach used in recent years to passporting the increase in the Social Services FSS will result in the need in 2006/07 and 2007/08 to reduce their budget by £0.658m and £1.123m respectively because inflationary pressures will exceed the estimate of available resource from the increase in FSS. If they are expected to find efficiencies on top of this amount, this would compound the pressures on their budget.

6.3. Possible Budget Scenarios

Possible budget scenarios on a best, likely and worst case basis for 2006/07, based upon a sensitivity analysis of the above-mentioned issues is shown in Table 7 below :-

Table 7 – Budget Scenarios

	
	Best Case
	Likely Case
	Worst Case

	
	£m
	£m
	£m

	Funding Gap
	7.824
	7.824
	7.824

	Schools funding change
	-4.200
	-1.400
	0

	Free travel for pensioners
	0
	0
	0.600

	Time-expired schemes
	0
	1.000
	2.000

	Job evaluation
	0
	1.000
	2.000

	Social Services adjustment
	0
	0.658
	0.658

	Lower RSG grant floor (at 3%)
	0
	0
	1.110

	Government introduces further funding to keep Council Tax down
	-2.000
	0
	0

	Balance to be met from Efficiencies/ Budget Reductions/ Savings
	-0.876
	9.082
	14.192


The most likely scenario would still indicate a funding gap of £9m.

To put this into context, each additional 1% on Council Tax raises £733,000, therefore to raise an additional £9m would require a 12.25% increase on top of the 3% built into assumptions, ie a 15.25% increase in total. 

7. LGA BUDGET SUBMISSION

7.1. The LGA made a submission to the Government immediately prior to the Chancellor’s Budget announcement in March that set out the issues it wished the Government to address for 2006/07 and beyond as its case for long-term community funding.

7.2. The key points were :-

· Funding pressures on local authorities in 2006/07 could be in the region of £1.5bn.

· In 2004/05, 106 authorities planned to spend £332m more than their schools FSS (£200m net of underspenders). This investment could be lost with a ring-fenced Dedicated Schools Grant. Equally, authorities spending below FSS should not lose resource.

· The outcome of the Hampton Review of inspection and enforcement needs to be adequately funded.

· Changes to the FSS formulae, which have been postponed for 2 years already, could bring uncertainty and turbulence.

· The need to consolidate the one-off injection of £637m of funding which was put in by the Government in 2004/05 and 2005/06 to keep Council Tax levels low.

· New duties are adequately funded, eg licensing, freedom of information.

· The FSS is not adequately recognising rising cost and demand, eg :-


waste disposal, 









residential care (children, adult and elderly), 






pensions, 









school transport.

· Other local services, eg art galleries, parks, libraries, leisure and community safety, should not have to bear the brunt of savings.

8. DEVELOPING THE BUDGET STRATEGY

8.1. In taking the budget strategy forward, consideration needs to be given to the following :-

· The Government’s intention to introduce 3-year revenue and capital settlements from 2006/07.

· Corporate priorities for 2006/07 

· Will they continue to be similar to those set out for this year ?

· Are any new ones emerging ?

· How will they be influenced by the balanced scorecard ?

· Will the funding provided for growth be sufficient to meet spending priorities ?

· Does any specific provision need to be made now for future developments ?

· What approach do we take towards time-expired grant funded schemes ?

· Review of value for money

· What services should be reviewed ?

· Are any policy changes necessary for certain services ?

· Development of efficiency plan and targets for 2006/07

· Should the efficiency target match the minimum required to satisfy Gershon ?

· Should we seek to set a higher target to make further inroads into the funding gap ?

· Should there be a corporate approach to decision conferencing ?

· Financial policy 

· Are any changes necessary ?

· Do we continue to passport Social Services and, consequently, can Social Services bear the possible negative impact of passporting in 2006/07 and 2007/08 ?

· Do we give indicative 3 year budgets to services and ask them to provide service plans in line with these budgets ?

8.2. It is proposed that further reports will be brought forward on these issues, but members’ initial  views are requested.

ALAN WESTWOOD

Strategic Director of Customer and Support Services

PAGE  
1

