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REPORT OF THE CITY TREASURER 

_______________________________________________________________________

TO BUDGET SCRUTINY COMMITTEE

ON WEDNESDAY, 5TH SEPTEMBER, 2007  

_______________________________________________________________________

TITLE:
BUDGET PLANNING 2008/09 – NATIONAL DEVELOPMENTS

_______________________________________________________________________

RECOMMENDATION:


Members are requested to note the emerging national developments and to comment upon their potential impact upon Salford.        

_______________________________________________________________________

EXECUTIVE SUMMARY:

This report identifies the financial implications for Salford of some of the Government announcements that have emerged during the summer.

_______________________________________________________________________

BACKGROUND DOCUMENTS:



Various Government department and LGA announcements. 

_______________________________________________________________________

ASSESSMENT OF RISK:


No direct risk associated with this report. The extent of financial risk of Government funding announcements will be considered as part of budget planning and in particular following the Government’s formula grant announcement for 2008/09 to 2010/11 in early December.

_______________________________________________________________________

SOURCE OF FUNDING:
Revenue Budget


_______________________________________________________________________

LEGAL IMPLICATIONS:
None


_______________________________________________________________________

FINANCIAL IMPLICATIONS:
Covered in this report


_______________________________________________________________________

VALUE FOR MONEY IMPLICATIONS:


No direct impact on the value for money of services, but the proposals will affect the amount of funding available to Salford and hence how much is available for improving value for money. 


_______________________________________________________________________

HUMAN RESOURCES:
None


_______________________________________________________________________

CONTACT OFFICER:
John Spink

Tel : 793 3230






E-mail : john.spink@salford.gov.uk
_______________________________________________________________________

WARD(S) TO WHICH REPORT RELATES:
Potentially all


_______________________________________________________________________

KEY COUNCIL POLICIES:
Budget strategy


_______________________________________________________________________

REPORT DETAILS

INTRODUCTION

The purpose of this report is to inform members of information that has emerged from the Government during the summer that will impact upon budget planning for the next 3 years.

Key Government announcements have been made concerning the following matters :-

Review of economic development and regeneration

· Stronger local incentives and targeting of funding

· Review of LABGI

· Supplementary business rate

· NRF – more focus on deprived areas

· Empty property rates relief

Grant changes and announcements

· Review of formula grant 

· Carers grant

· Council tax and housing benefit administration subsidy

· Schools funding

Housing Green Paper

· Funding affordable housing

· Housing and Planning Delivery Grant

Accounting changes

· Calculation of the minimum revenue provision
Each of these, apart from the review of formula grant, which is the subject of a separate report, is considered below.

REVIEW OF ECONOMIC DEVELOPMENT ROLE

The Government issued the conclusions of a review of sub-national economic development and regeneration in July, which included specific proposals affecting local government finance, as follows :-

· Stronger local incentives and targeting of funding
Local authorities are to be more empowered to spread economic well-being and opportunity to everyone in their region as part of the Government’s objectives to promote growth and tackle deprivation, and enable decisions that affect economic well-being to be taken at the right level. The Government recognises that a new duty will impose a cost upon local authorities and will ensure that the financial burden of such new duties will be fully funded. 

Local authorities will be given stronger incentives, including financial, to promote economic well-being and performance in delivering it. Funding will be better targeted at deprived areas.

· Review of LABGI

A reform of the Local Authority Business Growth Incentive scheme (LABGI), which rewards local authorities by retaining business rates from new business developments, will be undertaken to give a clearer focus and incentive for local authorities to promote economic growth. This reform had previously been announced in the 2007 Budget in March and changes are likely to be implemented for 2008/09.

· Supplementary business rate

Options for a supplementary business rate are to be proposed, in line with the recommendation by the Lyons Review, to fund investment in infrastructure to support long-term economic growth in their areas, with the support of local businesses. This is a longer-term development than the reform of LABGI. 

· NRF – more focus on deprived areas

Neighbourhood Renewal Funding (NRF) is to be more focused on deprived areas by applying it to the most deprived wards/neighbourhoods, rather than all local authorities with some deprived neighbourhoods in their district. This should provide greater NRF funding to Salford.

· Empty property rates relief

The Government announced in the 2007 Budget in March that it would be reducing the amount of relief from business rates given for empty property.

Currently, relief is given for empty business property, as follows :-

· Factories, warehouses and listed buildings – 100% relief

· Other business property – 100% relief for the first 3 months, then 50% thereafter

The Government has laid legislation before Parliament that reduces relief, as follows :-

· Factories, warehouses and listed buildings – 100% relief for the first 6 months only

· Other types of business property – 100% relief for the first 3 months only

Thus, after the initial rate-free period, 100% of the rates bill will be payable.

Charities and community sports clubs with empty property will generally receive 100% relief continuously.

This will provide substantial additional revenue to local authorities (an estimate has put this at £900m nationally), although there will be an offsetting burden for any empty business property in the ownership of a local authority.

GRANT CHANGES AND ANNOUNCEMENTS

· Review of formula grant

See separate report elsewhere on the agenda.

· Carers grant

Carers grant will change from a specific grant to being incorporated into formula grant. There will be distributional implications which are as yet not known. Salford’s current Carers Grant amounts to £1m.

· Council tax and housing benefit administration subsidy

The Department for Works and Pensions (DWP) has announced that there will be a 5% per annum reduction over each of the next 3 years of the CSR to the amount of council tax and housing benefit administration subsidy to reflect efficiencies they expect local authorities to make. This reduction would appear particularly arbitrary in that there is no information as to where they expect efficiencies to be made. The loss of subsidy to Salford that will need to be factored into future budget planning will be £136k in 2008/09, £265k in 2010/11 and £388k in 2011/12 compared with this year’s subsidy amount.

· Schools funding

The Department for Children, Schools and Families (DCSF, formerly the DfES) has announced changes to schools funding, a timetable for the issue of specific grant announcements and the amounts of certain specific grants already for the next 3 years.

The significant changes to schools funding involve :-

· distributing the Dedicated Schools Grant (DSG) by the “spend plus” method for 2008-2011 with the increase per pupil set at 1%, 0.8% and 0.8% above the minimum funding guarantee over the next 3 years

· reviewing the DSG formula with a view to moving back to a single formula in 2011/12

· extra funding for children from deprived backgrounds

· additional grant where there is exceptional in-year pupil growth

· the minimum funding guarantee will assume schools make significant efficiencies

· 5% of all surplus school balances will be redistributed to schools (in addition to the existing thresholds of 5% and 8% of school budgets for secondaries and primaries respectively)

· Schools Forums can agree variations to the minimum funding guarantee affecting up to 50% of pupils in the authority, rather than the current 20%

· Funding for 14 – 16 year olds taking diplomas will be via a specific grant

· Introduction of formula funding for early years provision by 2010/11

· Flexibility for local authorities to distribute School Development Grant according to most up to date deprivation data

The timetable for DCSF specific grants is shown at Appendix 1, whilst the national details of some of the specific DCSF grants already announced is at Appendix 2.

HOUSING GREEN PAPER

· Funding affordable housing

Local authorities will be given the opportunity to build and manage new affordable housing through the ring-fencing of rents to fund prudential borrowing costs and the recycling of right-to-buy receipts. 

This will have an impact on the way in which the Housing Revenue Account (HRA) and housing subsidy will operate, and for capital financing. There will be a period of consultation on these changes and any changes are only likely to impact towards the end of the next 3 year CSR period, and possibly later.

There may also be an option outside of the HRA to fund new build using other delivery vehicles, such as a joint venture or ALMO, and with access to Housing Corporation social housing grant.

· Housing and Planning Delivery Grant

A new Housing and Planning Delivery Grant (HPDG) will replace the current Planning Delivery Grant (PDG) from 2008 to direct resources to those authorities who are delivering high levels of housing and to those authorities who have identified at least 5 years worth of sites ready for development and the further 10 years worth in plans as required by planning policy.  DCLG will also explore a range of measures using HPDG to facilitate bringing long term empty homes back into use. 

Consultation on the allocation of HPDG will follow, but there will inevitably be a redistributional impact across the country as a result of this change. The impact upon Salford is not yet known, although Salford does meet the basic criteria referred to above for future housing development, so might expect a reasonable HPDG settlement.

· Housing Market Renewal Funds

There will be continued investment in Housing Market Renewal over the CSR period with greater targeting of funding to areas facing deep-seated structural challenges.

· Planning-gain Supplement

This remains the Government’s preferred option for securing more of the benefits conferred by the planning system to support housing growth, but they will review alternative options as to whether there is a better way of ensuring that local communities receive significantly more of the benefit from planning gain, and is prepared to defer legislation until they are fully satisfied that this is the best option.  

ACCOUNTING CHANGES

· Calculation of the minimum revenue provision

DCLG are consulting on proposals to adopt a more flexible approach to the calculation of the minimum revenue provision (MRP), which is the amount a local authority must set aside from its revenue budget for debt repayments. Instead of the current 4% per annum MRP for non-housing debt the DCLG is proposing options based on either the life of the asset or depreciation. There is also a further option for an MRP holiday whilst capital works are in progress. 

This is unlikely to have a significant impact as Salford already adopts an asset life approach, which is a voluntary enhancement on the 4% method.

RECOMMENDATION

Members are requested to note the emerging national developments and to comment upon their potential impact upon Salford.   

JOHN SPINK

City Treasurer
Part 1 (Open to the Public)
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