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REPORT OF THE HEAD OF REGENERATION AND IMPROVEMENT 
To the: Lead Members

On:
Monday 12th December,2005

TITLE: Update on European Structural Funds post 2006 and State Aid Review 

RECOMMENDATIONS:
Members are requested to note this report

EXECUTIVE SUMMARY:
This report summarises the progress being made on the review of the Structural Funds post 2006 and new State Aid legislation that will come into force from January 2007.

__________________________________________________________________________

BACKGROUND DOCUMENTS:

European Commission Papers, Local Government International Bureau (LGIB), GONW and AGMA  reports

ASSESSMENT OF RISK:
N/A

THE SOURCE OF FUNDING IS:
European Structural Funds

LEGAL ADVICE OBTAINED:
N/A

FINANCIAL ADVICE OBTAINED:
N/A

CONTACT OFFICER:
Ruth Fairhurst , Head of Regeneration and Improvement, 0161 793 3407

Dee Carroll, Principal Strategy and Resources Officer (Strategy and Regeneration) 0161 793 3016

WARD(S) TO WHICH REPORT RELATES:
All Wards

KEY COUNCIL POLICIES:
Regeneration

Purpose of Report

To inform and up date on progress and issues surrounding European structural funding programmes post 2006 and new State Aid legislation.

Detail

There are currently two major issues on the European agenda that may have serious implications for Salford.

· A review of the Structural Funds to cover the period 2007-13

· A review of State Aids and Assisted Area status

Although the current ERDF programme still has up to December 2008 to run all of the funding has been allocated and so there is unlikely to be any ‘new money’ for regeneration until a new programme kicks in.  

A 2007–13 (European Regional Development Fund) ERDF programme will take time (at least 12 months) to develop and much longer to receive Commission approval,  and the lack of decisions taken now, on either a European versus National programme, budgets or designated regions, means that projects bidding for regional support in future will experience a gap in funding between programmes.   

The Commission’s proposals on Structural funds

The Commission are working on the basis that the compromise proposals worked out under the Luxembourg Presidency would sooner or later form the basis of an agreement.

For the UK this implies for the Convergence and Employment strand that replaces the current Objective 2 and 3 the cut is estimated to be in the region of 47%, but as there would be no requirement to spend this money in former Objective 2 areas, the actual cut in these places could be expected to be much larger.

The EC has analysed the Luxembourg Presidency proposals and arrived at the following allocation for the UK.  The approximate current allocations are given for ease of comparison.

	Objective
	2000-06

Allocation (Euro m)
	2007-13

Allocation 
	Change

	Full Convergence (pre Objective 1 Cornwall/West Wales)
	2,598.1
	2,435.9
	- 6.2%

	Statistical Effect (Highlands)
	340.9
	158.1
	- 53.6%

	Phasing In (South Yorks Merseyside)
	2,505.8
	882.7
	- 68.1%

	Competitiveness (former Obj 2)
	5,068.0
	2,675
	- 47.2%

	Employment (former Obj 3)
	5,046.0
	2,675
	- 47.0%

	Cooperation (former INTERREG)
	400
	499.9
	+ 25.0%

	TOTAL
	18,077
	9,326.6
	- 48.4%


Current position compared to Luxembourg presidency proposal
Such a reduction would appear to be a perverse response to the widening regional economic disparities in the UK – and the PSA targets on this matter to which the DTI, ODPM and Treasury are committed.

Faced with the certainty of much reduced EU funding, three key issues remain: 

· how the North West, and particularly in our case Salford, in which structural funds are currently a substantial provider of regeneration assistance can be compensated, for example, the Treasury should consider that any reduction in EU funding be taken account of in the next Comprehensive Spending Review.
· One of our main priorities is to persuade both the Commission and the UK government to target funding on a needs based formula, and recognise the weakness of some of the indicators used by the EU such as GDP and unemployment figures.  The role of the NWDA will be significant given Government’s emphasis on the Regional Economic Strategies and boosting regional performance and we need to persuade them that targeting is important at sub regional as well as regional level.
· If decisions on the EU budget and Structural Funds are delayed until late 2006 how can we influence what transitional arrangements ODPM will put in place to minimise disruption.
State Aids Update

The EC limits government financial support to private enterprise within the EU in order to protect the single market.  Therefore investment grants to firms to create jobs are limited to specifically designated lagging regions by state aid rules set by the EC.  The current set of rules expires at the end of 2006.

The latest Commission proposals were published on the 18th July and negotiations have been ongoing over the past months.

The proposals will cut eligibility in the UK from 18.2 million to 14 million people.   Part of the revised Commission proposals introduces a ‘filter’ which is an attempt to make sure that member states do not abuse the state aid rules by designating small parts of otherwise successful regions.

Under the filter, areas can be included on the new assisted area map if they have either GDP per head lower than the EU average or recorded unemployment greater that 115% of the national average.  Areas can either qualify at NUTS 2 (sub regions) or NUTS 3 (groups of districts or large unitaries), but if they do not pass either of these two tests they are ineligible for assisted area status.  

On present figures Salford would fail these tests and without any transitional or phasing out period this will significantly limit the ability of agencies to provide business support.
Once the state aid guidelines are agreed it will then be up to the DTI to come up with an Article 87.3c regional aid map, within the parameters of the filter.

Our aims should be to:

· influence the indicators DTI use for drawing up the map
· ensure consultation with local authorities on the mapping process takes place.
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