	PART 1

(OPEN TO THE PUBLIC)
	ITEM NO. 7


REPORT OF THE HEAD OF FINANCE

TO BUDGET SCRUTINY COMMITTEE ON 6TH DECEMBER, 2006

Subject :
 2007/08 PROVISIONAL REVENUE SUPPORT GRANT SETTLEMENT 

RECOMMENDATIONS :


Members are requested to comment on the current information which has been announced in the provisional RSG settlement and the timetable to be followed to consult on and determine the budget proposals for 2007/08.

EXECUTIVE SUMMARY :

The Government has announced the details of its provisional Revenue Support Grant (RSG) settlement for 2007/08.

The announcement confirms the details previously announced at this stage last year when the provisional settlement announced 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.

Nationally, total formula grant support will be £25.633bn in 2007/08, a rise of 3.7%. 

Salford’s formula grant increase is 4.3% in 2007/08. Therefore, it has faired better than the national average. In comparison with Greater Manchester authorities it has the 3rd best settlement. In comparison with metropolitan districts generally it has faired better than average.

Total formula grant available to Salford is £115.652m. With a 3% increase in Council Tax, the total revenue available to Salford is estimated to be £197.345m.

Work now needs to focus on resolving the outstanding issues and finalising the parameters for setting the revenue budget and Council Tax levy for 2007/08 and public consultation.

BACKGROUND DOCUMENTS :
Letter from DCLG entitled “Local Authority Finance (England) - Revenue Support Grant for 2007/08 and Related Matters”, 28th November, 2006

_______________________________________________________________________

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

2007/08 Budget Strategy

REPORT DETAILS

1.
PURPOSE OF THE REPORT  
1.1. This report is intended to inform members of the provisional Revenue Support Grant (RSG) settlement details for 2007/08 and its implication for the revenue budget.

2. INTRODUCTION

2.1. On 28th November, 2006, the Local Government Minister presented the details of the provisional Revenue Support Grant (RSG) settlement for 2007/087 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.

3. BACKGROUND TO THE 2007/08 RSG SETTLEMENT

Last year, the Government announced its intention to phase in the introduction of 3-year settlements for both revenue and capital by initially introducing 2-year settlements covering 2006/07 and 2007/08, before moving to fully rolling 3-year settlements which will dovetail with Comprehensive Spending Review announcements.

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 approach therefore offers the opportunity for greater certainty and predictability in future budget setting beyond 2006/07.

The grant details for 2007/08 were therefore known last year and the announcement this year has largely confirmed those details. 

4. THE 2007/08 PROVISIONAL RSG SETTLEMENT
4.1. Formula grant is now 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”

4.2. Grant floor increases that will apply are as follows :-

	
	%

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

	For police authorities
	3.6

	For fire authorities
	2.7

	For shire districts
	2.7


4.3. Those authorities whose grant increase is above the floor 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 30.6% of any cash increase above the floor in 2007/08 (up from 13.4% in 2006/07).

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

	
	£bn
	%

	Business Rates (NNDR)
	18.500
	+ 5.7

	Revenue Support Grant (RSG)
	3.105
	-  5.1

	RSG for specified bodies
	0.058
	

	Net Aggregate External Finance (AEF)
	21.663
	+ 4.0

	Less : RSG for specified bodies
	(0.058)
	

	Police Grant
	4.028
	+ 2.3

	TOTAL FORMULA GRANT (payable to LAs)
	25.633
	+ 3.7

	Dedicated Schools Grant
	28.119
	+ 5.8

	Other Specific Grants
	15.262
	+ 3.2

	TOTAL SPECIFIC GRANTS
	44.101
	+ 5.4

	TOTAL AGGREGATE EXTERNAL FINANCE

(=Net AEF + Specific Grants)
	65.764
	+ 4.9


4.5. 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 3.7% in 2007/08.
· On average, Formula Grant for metropolitan districts increases by 3.5%, for London boroughs 3.4%, for unitaries 4.1%, and for shire districts by 4.7%.

· Regionally, Formula Grant for the North West increases by 3.7% with increases across the country ranging between 3.4% (London and the SE) and 4.5% (East Midlands) 
4.6. The distribution of Formula Grant according to the 4 block model is as follows :-

	
	£bn
	Proportion

of Total

	Relative Needs Amount
	15.337
	71.0%

	Relative Resources Amount
	-5.308
	-24.6%

	Central Allocation
	11.576
	53.6%

	Floor Damping
	0
	0%

	Total Formula Grant (excl Police Grant)
	21.605
	100%


4.7. Overall, the Government’s grant settlement has fallen far short of what local government was seeking. The Government has basically ignored the lobbying by the LGA for additional funding to meet spending pressures on waste disposal, children’s services and adult social care. The 2007/08 means that local government has received a real terms funding increase of 14% in the past 10 years compared with 90% for the health service.
4.8. There have been some changes to specific grants, but these would largely appear to be cosmetic, tidying up and consolidating new grants introduced during the year.

4.9. The business rate multiplier will be 44.4p (44.1p for small businesses), an increase of 3.6% in line with the increase in RPI.

4.10. However, the importance of the announcement is that it confirms the City Council's grant support for 2007/08 and the likely expenditure limit to keep to Government spending and tax guidelines. 

4.11. The final grant for 2007/08 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 2007/08 can now be calculated.

5. THE PROPOSALS FOR SALFORD
5.1. Salford’s Formula Grant for 2007/08 is £115.652m, an increase is 4.3%, which exceeds the metropolitan district average of 3.6% and is only exceeded locally by Manchester at 4.7% and Oldham at 4.4%.

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

	
	£bn
	Proportion

of Total

	Relative Needs Amount
	91.970
	79.5%

	Relative Resources Amount
	-9.170
	-7.9%

	Central Allocation
	36.819
	31.8%

	Floor Damping
	-3.967
	-3.4%

	Total Formula Grant)
	115.652
	100%


5.3. 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.

5.4. 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 £4m in 2007/08 (it also lost £5m in 2006/07). This damping adjustment is the 2nd highest in Greater Manchester in both years. 

5.5. 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 2007/08.




6. THE IMPACT ON SALFORD'S REVENUE BUDGET 2007/08
6.1. Through the Budget and Efficiency Cabinet Working Group the medium-term budget 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 budget strategy :-

· Council Tax rises to be planned at no more than 3% per annum ;

· Continue to make progress towards eliminating the dependence upon capitalising revenue expenditure ;

· 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.

6.3. In addition, as members are aware from progress reports submitted, Budget and Efficiency Group has been undertaking a fundamental spending review, which is still progressing.

6.4. If it is assumed that the Council Tax levy rises by 3% then an indicative resource for 2007/08 would be as follows :-


Council Tax for Salford’s services



- Levy
at + 3% (2006/07 £1,213.76)





£1250.17












------------









      £m

- Council Tax income - for 2006/07 taxbase of 63,722 dw x £1,250.17 
  79.663




- full year effect of 2006/07 new dwellings
    1.030




- part year effect of 2007/08 new dwellings
    1.000











-----------











  81.693

Add :
Formula Grant per provisional settlement



115.652












-----------


Total Resource Available







197.345













=======
6.5. this represents an overall funding increase of 4.2%.

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

· finalisation of the spending review

· the impact of changes to specific grants expected, particularly in respect of :-


Schools (and the impact on the LEA budget)





Social Services 

· finalisation of taxbase figures

· AGMA units, waste and passenger transport levies

· determination of Government supported borrowing and grant allocations

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

· unresolved matters in the RSG settlement
· how outstanding spending pressures are to be dealt with
· identifying efficiencies

· identifying the scope for bringing new spending priorities into the budget
· aligning capital programme considerations with the revenue budget
· considering the longer-term strategy for beyond 2007/08.
and bring reports back to members in January.

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 2007/08 is provisionally as follows :-

Mon, 4th Dec – Fri, 22nd Dec      

Budget and Efficiency Group meetings with Lead Members/Strategic Directors concerning efficiency proposals and issues raised in spending review

Tues, 16th January

( Progress report to Budget Scrutiny Committee     (  Stage 2 public consultation meeting 

Tues, 16th, 23rd ,30th January,
Reports to Cabinet Briefing, as required, to determine views on revenue budget and council tax, and feedback on public consultation

Wed, 7th February (or earlier)
Budget Scrutiny Committee to consider budget proposals (special meeting needed ?)

Tues, 13th February                   

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

Wed, 21st February                       
Council – to determine revenue budget and council tax, HRA revenue budget, capital programme and prudential borrowing limits

8. RECOMMENDATION
Members are requested to comment on the current information which has been announced in the provisional RSG settlement and the timetable to be followed to consult on and determine the budget proposals for 2007/08. 

JOHN SPINK

Head of Finance
1
jbs1211.wpd


