



_______________________________________________________________________

REPORT OF THE CITY TREASURER 

_______________________________________________________________________

TO BUDGET SCRUTINY COMMITTEE

ON WEDNESDAY, 5TH SEPTEMBER, 2007  

_______________________________________________________________________

TITLE: 2008/09 – 2010/11 FORMULA GRANT DISTRIBUTION – CONSULTATION ON CHANGES
_______________________________________________________________________

RECOMMENDATION:


That members note the potential impact upon Salford and endorse the proposed response.        

_______________________________________________________________________

EXECUTIVE SUMMARY:

The DCLG has published a consultation paper on changes to the formula grant distribution system covering the period from 2008/09 to 2010/11. This report sets out the details of those changes, the implications for Salford and a proposed response.

_______________________________________________________________________

BACKGROUND DOCUMENTS:

DCLG Consultation Paper – Local Government Finance Formula Grant Distribution, 18th July 2007  

_______________________________________________________________________

ASSESSMENT OF RISK:


Medium. The options proposed by DCLG could lead to either a grant gain or loss, according to the options they eventually choose to implement following consultation.
 

_______________________________________________________________________

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 formula grant 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 Government on 17th July published a consultation paper on changes to the formula grant distribution system covering the period from 2008/09 to 2010/11.

The consultation closes on 10th October 2007.  It will inform Government decisions on the shape of the grant system for the next 3 years, which is expected to be announced around the beginning of December 2007.

The purpose of this report is to give members an early indication of the details, the implications for Salford and a proposed response to the consultation questions.

 

AIM OF THE REVIEW

The consultation document says that the review is mainly looking to update and fine tune the existing system.  It does not contain any proposals to alter the current ‘four block model’ of formula grant introduced in 2006/07.   

THE CONSULTATION DOCUMENT

There are 29 questions which cover specific changes.  The document says that respondents may also propose new options.  

Exemplifications are based on changes to 2007/08 formula grant for authorities.  In most cases both the starting position and the exemplification are shown before damping.  

The document says that proposals do not preclude other options, in particular those which address the Local Authority Business Growth Incentives (LABGI) scheme.  These could include options which involve a different treatment of a proportion of non-domestic rate income; which might affect formula grant. 

The following covers the main proposals in the document :-

Chapter 2: Restructuring

This covers options for changes to grant formulae where restructuring will take place during the consultation period. The aim is that it should not affect any other authority.

Chapter 3:  Children and adults personal social services

There are options for phasing out the grant damping within the formula that is in place in 2006/07 and 2007/08 for children and younger adults.  

There are also options for updating the low income adjustment in the elderly social services formula which takes account of local authorities differing ability to raise income through fees and charges; the options are either to use the proportion of elderly people living in rented accommodation or the proportion of older people in receipt of income support, income based job seekers allowance or the guarantee element of pensions credit.  The document says that this could be updated more easily.

Chapter 4: Police

There are options for updating the resource base used for calibrating the formula and the ways in which some police specific grants could be rolled into the main Police Grant.

Chapter 5: Fire and Rescue

There is an option for updating the expenditure base for calculating the relative needs formula from a 3-year average covering 1998/99 to 2000/01 to one covering 2003/04 to 2005/06. 

Chapter 6: Highways maintenance

There is an option for updating the expenditure base used to calibrate the relative needs formula from 1998/99 to an average of 2003/04 to 2005/06.

Chapter 7: Concessionary Fares

This concerns the extension of free concessionary travel in England from April 2008.  There are two ways of routing the money, either specific grant or formula grant.  The consultation document covers options for the formula grant route.  The options for distributing the new money (exemplified as £200m) are: 

· Pro-rata to day visitors;

· Half pro-rata to day visitors and half pro-rata to overnight visitors;

· Pro rata to in-commuters, day visitors and incapacity benefit claimants.

Chapter 8:  Capital Finance

This covers a change to simplify the way in which supported borrowing for levying bodies such as passenger transport executives is covered in the grant system.

Chapter 9: Area Cost Adjustment

The proposals are:

· Update the rates cost and labour cost adjustments to use the latest data – taken from the 2005/06 Subjective Analysis Return

· Changes to geographical areas covering London, Hampshire and Cambridgeshire

Chapter 10: Taking account of relative needs and resources

This covers making a judgmental adjustment to the weight given to the needs and resources element – which would have the effect that rebalancing resource equalisation had in the old system.  It draws upon a paper that went to SWG; there are no suggestions as to what evidence – in the absence of using expenditure - should be used to underlie this judgmental weighting.

Chapter 11:  Tapering grant floors down

This covers the suggestions made by some authorities that floors should be lowered in the second and third years of multi year settlement periods.

Chapter 12:  Benefits data

This covers options for :-

· Basing the disability living allowance indicator on 3 years’ rather than one year’s data ; it is used in the children’s, elderly and police relative needs formulae.

· Using quarterly data on income support and the guaranteed element of pension credit and annual job seekers allowance data as opposed to the most recent available snapshot ; this is said to make the data more robust.

Chapter 13: Day visitors

This presents a new option for weighting various forms of activity for the purpose of estimating the numbers of day visitors – the current indicator dates from 1991.  There is also an option for removing the day visitors element from the highway maintenance relative needs formula.

Chapter 14: Student exemptions and the council tax base

This covers a suggestion – following on from proposals in the Lyons Inquiry final report - to use student exemption numbers from 31st May as opposed 30th September as using the latter date may underestimate the number of students and so overestimate the taxbase used for grant purposes.  Another option would be to use an average of numbers from 31st May and 30th September.

IMPACT ON SALFORD

The following table sets out the impact of the individual options for change on Salford :-

Impact of Formula Grant options on Salford


[image: image1.wmf]Service Area

Description of Option

Ref

Impact 

on 

Salford

Range of Impact

£m

£m

£m

Formula/Data Changes

PSS Damping

either

no floor damping

-0.5

 )

or

damping reduced by 10%

0.6

 )

-0.5

0.6

Adult PSS

either

update older people living in rented 

accomm index

SSE 1

-0.2

 )

or

use data on older people receiving IS, 

JSA or pension credit

SSE 2

-0.3

 )

-0.3

-0.2

Police

updating resource base

POL 1

-0.1

-0.1

-0.1

move specific grants into formula grant

POL 2,3

Nil

Nil

Nil

Fire

update data

FIR 1

0.1

0.1

0.1

Highway Maintenance

update data

HM 1

-0.3

-0.3

-0.3

Area Cost Adj

update rates cost adjustment

ACA 1

-0.1

-0.1

-0.1

update labour cost adjustment

ACA 2

Nil

Nil

Nil

either

ACA 3

1.0

 )

or

ACA 4

1.0

 )

1.0

1.0

Floor Damping

either

set floor at 2%

0.4

 )

or

set floor at 1%

0.9

 )

0.4

1.3

or

set floor at 0%

1.3

 )

Data Updates

either

update annual source Benefits data 

DATA 1

Nil

 )

or

update 1/4ly source Benefits data

DATA 2

-0.1

 )

-0.1

Nil

EPCS RNF

replace day visitor indicator with new 

pop'n-weighted attractiveness indicator

DATA 3

Nil

Nil

Nil

Highway Mtnce RNF

remove day visitor indicator

DATA 4

Nil

Nil

Nil

0.1

2.3

New Responsibility

EPCS

either

free concessionary fares across England

EPCS 1

1.3

 )

or

EPCS 2

1.0

 )

1.0

1.3

or

EPCS 3

1.2

 )

change ACA geography for Cambridge, 

Hampshire and some London boroughs


COMMENTS

The overall effect is that the formula and data changes could benefit Salford by between £0.1m and £2.3m if they are all implemented. There would be a further £1m to £1.3m for new responsibilities on concessionary fares, but this would be expected to be cost neutral as there would be additional costs of providing the service routed through the passenger transport levy.

Options for change which would significantly benefit Salford are :-

· The Area Cost Adjustment – changing the geography (options ACA 3 and 4) - where Salford would gain £1m from either proposal, although It seems a little perverse that moving a few authorities around between different cost groups should benefit Salford to this degree when the indicators for Salford remain unchanged.

· Floor Damping – the lower the floor damping limit the greater the gain to Salford as Salford is above the floor. We need to make a robust case for seeing a phasing out of the contribution authorities above the floor make towards protecting those authorities at the floor. Floor damping has been in place for 2 years under the current grant regime and Salford only benefit from 31% of the grant gain it gets above the floor. It would be reasonable to expect that 100% of the grant gain should be phased in by the end of this settlement period, which would after all be 5 years into the current regime.

However, it should be noted that the Government has often not implemented changes which have significant distributional impact, and if the Government chose not to implement these two options then the impact on Salford would be between a net loss of £1.3m and no overall change. These two issues are therefore pivotal to whether Salford is a gainer or loser from these options for change.

Individually, there are no proposals, other than removing the floor damping within the Personal Social Services (PSS) block, which should give any major cause for concern, but these are in the main due to the updating of data where Salford is always vulnerable whilst historical data reflects a falling population.

Overall, on the balance of probability, there would appear to be a greater chance that Salford would gain from any formula changes (but lose from data updates). At this stage, however, it is always a matter of chance as to which changes the Government will choose to implement and which not.  

There is one significant new area of responsibility concerning concessionary fares, where the Government proposes to add £200m+ to the local government settlement. When the local concessionary fares scheme was introduced in 2006 they distributed the resource through formula grant. However, this did lead to some significant gains and losses, and the view of the LGA and local authority groups involved in the Settlement Working Group (including SIGOMA) is that the specific grant option is the most appropriate, as the same pattern of gainers and losers is likely to materialise using formula grant.  Consideration could be given to incorporating into formula grant for the next three year settlement in 2011 following the evaluation of the impact.
These options do not take account of any updating of population or taxbase, information on which will only emerge in the coming months.

RESPONSES TO QUESTIONS

The attached appendix sets out the shape of the proposed response to the questions raised. The response will be expanded upon in the light of further reflection on the proposals, discussion with colleague Treasurers across Greater Manchester and emerging information from other working groups.

An opportunity has been taken in the response to raise the issue of the total formula grant quantum in so far as it could be affected by the proposal made in the Chancellor’s March budget to remove business rate relief on empty property with effect from 1st April 2008. The additional rate relief should be transparently passported through to local authorities (and not retained by the Exchequer) by either increasing the business rate element of the quantum without any corresponding reduction in the revenue support grant element or routing through the LABGI scheme.

The opportunity to raise issues concerning population projections will also be considered, subject to the outcome of discussions planned to be held with the Office for National Statistics (ONS) and their release of updated population projections, due in August.

Any material changes to the consultation response will be reported back to this Committee.

RECOMMENDATION

That members note the potential impact upon Salford and endorse the proposed response.   

JOHN SPINK

City Treasurer

Appendix

RESPONSE TO FORMULA GRANT CONSULTATION QUESTIONS

Q1
Do you agree with the fallback mechanism described for calculating settlements in restructured areas during the 3 year settlement ?

A :
We would expect that any calculation of grant settlement for restructured areas would have no impact upon non-reorganised authorities.

Q2
Should the specific formula floor continue for Children’s PSS ?

A :
We believe that, in principle, there should be no floor damping arrangements within formula blocks when there is floor damping for formula grant as a whole. However, there is a major redistributional effect created by the PSS changes and it would be useful to see the impact exemplified of combining the removal the PSS floor damping with overall formula grant floor damping options.

Q3
If yes, how quickly should the formula floor be phased out ?

A :
If the decision is taken to phase out the formula floor then it should be over the period of this 3-year settlement.

Q4
Should the specific formula floor continue for Younger Adults’ PSS ?

A :
As per Q2.

Q5
If yes, how quickly should the formula floor be phased out ?

A :
If the decision is taken to phase out the formula floor then it should be over the period of this 3-year settlement.

Q6
Which option do you prefer – SSE 1 or SSE 2 ?

A :
We have no strong preference for either option, but on the basis that there is only “fractional” difference between the explanatory powers of both options we would prefer option SSE 2 on the basis that data can be better updatable. 

Q7 – 9
Specific to Police 

Q10

Specific to Fire 

A :
Whilst we are an authority that does not have Police or Fire responsibilities and therefore have no comments to make on the merits of the options put forward, we would expect the same principle to apply as in Q1 that any changes do not impact upon non-Police and non-Fire authorities. Options POL 1 and FIR 1 run contrary to this principle.

Q11
Do you agree that the expenditure data used to determine the coefficients should be updated (HM 1) ?

A :
We would support the updating of data.

Q12
If the money is to be added to Formula Grant, which option for distribution do you prefer – EPCS 1, EPCS 2 or EPCS 3 ?

A :
Like most authorities, we would strongly support the distribution of additional funding for concessionary fares by specific grant over the coming 3-year settlement to avoid the distributional imbalances that occurred in 2006 and to more properly identify and review the actual impact for the subsequent 3-year settlement beginning in 2011.


However, should the decision be taken to distribute the funding via formula grant, then the preferred option is EPCS 1 as this is the more likely of the options to reflect actual public transport patronage and avoids using proxies for client groups.

Q13
Do you have any other suggestion for distributing the funding via Formula Grant ? If so, please specify.

A :
As mentioned above, our strong preference is for distribution via specific grant and not formula grant until at least 2011.

Q14
Do you agree with the proposal to freeze the shares of SCE(R) for years prior to 2007/08 to the level used in the 2007/08 Settlement ; and that in future, the shares of SCE(R) will not be recalculated to the current year shares in every Settlement ?

A:
We support this proposal.

Q15
Do you agree with the proposal to update the weights given to the rates cost adjustment (ACA 1) ?

A:
We support this proposal.

Q16
Do you agree with the proposal to update the weights given to the labour cost adjustment (ACA 2) ?

A:
We support this proposal.

Q17
Do you agree that we should revise the geography of the ACA ?

A:
We agree that the geography should be redrawn for significant changes to local wage rates.

Q18
Which option for revising the geography of the ACA do you prefer – ACA 3 or ACA 4 ?

A :
On the basis that the consultation paper states that option ACA 4 more closely reflects local wage patterns, we would prefer this option. 

Q19
Do you have other proposals for revising the geography of the ACA ? If so, please specify.

A :
No

Q20
Do you think there should be a further judgemental change in the extent to which the system takes account of needs or resource ?

A :
As a high needs, low resource authority, Salford would support any proposal to increase the needs element of the formula but there has been insufficient research information presented to SWG on this matter to be able to arrive at an informed judgement as to what the appropriate balance between needs and resources should be and therefore we would recommend that further work is done on this subject for the next 3-year settlement commencing in 2011. 

Q21
If so, what change would you suggest ?

A :
In principle, if change is contemplated, then we would favour a greater share being given to need, for the reason mentioned at Q20 above. 

Q22
Do you support the approach of reducing the levels of grant floors over the 3 years of the settlement ?

A :
We believe that, in principle, authorities supported by the grant floor should not be funded by those authorities above the floor but from additional grant resource. However, if the current system of grant gainers paying for the protection of losers continues, we would support a phasing out of the grant floor. By the end of the forthcoming settlement the current regime of floors will have been in place for 5 years, which would be an appropriate period over which to have phased out the scaling factor. If this period is judged to be too soon, then a continuation of the trend of gradually increasing the scaling factor in the current settlement, ie by approximately 15.5% a year, would result in it being phased out by year 7, ie in 2012/13, and be an acceptable minimum. 

Q23
Do you have other suggestions on the way in which the grant floors system should be operated ?

A ;
As suggested in Q22 above, we would prefer grant gainers to receive their grant gain in full and the protection of authorities at the grant floor to be funded by additional grant.

Q24
Do you agree that the DLA indicator is based on a three year average using quarterly rather than annual data ? (Option DATA 1)

A :
We support the updating of data from the most up-to-date and reliable source.

Q25
Do you agree that we use quarterly data on income support claimants and claimants of pension credit ? (Option DATA 2)

A :
We support the updating of data from the most up-to-date and reliable source.

Q26
Do you agree that we should replace the day visitors indicator with a population-weighted indicator that takes into account the attractiveness to an area of day visitors ? (Option DATA 3)

A :
We find it difficult to understand the transparency of the proposed indicator, which seems to be complex, somewhat contrived and subject to greater subjectivity with regard to the relative weights of each constituent element of attractiveness. We therefore do not support this indicator.

Q27
Do you agree that we should remove the day visitors indicator from the Highways Maintenance formula ? (Option DATA 4)

A :
We would have no objection to the removal of this indicator.

Q28
Do you agree that we should use student exemption numbers from 31 May 2007 to adjust the starting position of the taxbase projections ? (Option DATA 5)

A :
We would support this proposal as it would better reflect the steady state of student exemptions than the count based on the previous September. The argument that some properties may not be exempt for a portion of the year is not accepted because much student accommodation is in halls of residence which are not occupied other than for holiday lets during summer holidays, whilst much other student accommodation tends to be either similarly vacant or continued to be rented by students during the summer.

NB. This option has still to be exemplified by DCLG. 

Q29
Do you agree that we use the average of student exemption numbers from 31 May and mid-September 2007 to adjust the starting position of the taxbase projections ? (Option DATA 6)

A :
We feel that this option would inadequately reflect the student count, compared with option DATA 5. 

NB. This option has still to be exemplified by DCLG.
ADDITIONAL MATTERS

Business Rate Relief on Empty Property

An announcement was made in the Chancellor’s March budget to reduce business rate relief on empty property with effect from 1st April 2008. The additional rate income that will be expected nationally from this measure should be transparently passported through to local authorities from 2008/09 (and not retained by the Exchequer). This could be achieved either by :- 

· increasing the business rate element of the formula grant quantum without any corresponding reduction in the revenue support grant element if the intention is to distribute it on a national basis, or

· routed through the LABGI scheme if intended to be retained locally, but with an amendment made to the scheme to overcome the present 1-year time lag that applies with voids.

Population Projections

??? comments to be made subject to meeting with ONS in September
Part 1 (Open to the Public)


Item 8(1)
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		Service Area				Description of Option		Ref		Impact on Salford				Range of Impact

										£m				£m		£m

		Formula/Data Changes

		PSS Damping		either		no floor damping				-0.5		)

				or		damping reduced by 10%				0.6		)		-0.5		0.6

		Adult PSS		either		update older people living in rented accomm index		SSE 1		-0.2		)

				or		use data on older people receiving IS, JSA or pension credit		SSE 2		-0.3		)		-0.3		-0.2

		Police				updating resource base		POL 1		-0.1				-0.1		-0.1

						move specific grants into formula grant		POL 2,3		Nil				Nil		Nil

		Fire				update data		FIR 1		0.1				0.1		0.1

		Highway Maintenance				update data		HM 1		-0.3				-0.3		-0.3

		Area Cost Adj				update rates cost adjustment		ACA 1		-0.1				-0.1		-0.1

						update labour cost adjustment		ACA 2		Nil				Nil		Nil

				either		change ACA geography for Cambridge, Hampshire and some London boroughs		ACA 3		1.0		)

				or				ACA 4		1.0		)		1.0		1.0

		Floor Damping		either		set floor at 2%				0.4		)

				or		set floor at 1%				0.9		)		0.4		1.3

				or		set floor at 0%				1.3		)

		Data Updates		either		update annual source Benefits data		DATA 1		Nil		)

				or		update 1/4ly source Benefits data		DATA 2		-0.1		)		-0.1		Nil

		EPCS RNF				replace day visitor indicator with new pop'n-weighted attractiveness indicator		DATA 3		Nil				Nil		Nil

		Highway Mtnce RNF				remove day visitor indicator		DATA 4		Nil				Nil		Nil

														0.1		2.3

		New Responsibility

		EPCS		either		free concessionary fares across England		EPCS 1		1.3		)

				or				EPCS 2		1.0		)		1.0		1.3

				or				EPCS 3		1.2		)






