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REPORT OF THE HEAD OF FINANCE


TO LEAD MEMBER FOR CUSTOMER & SUPPORT SERVICES

ON Monday, 16 April 2007


TITLE:  The Lyons Inquiry into Local Government

RECOMMENDATIONS:  

Members are invited to comment on the contents of this report.  

The full Lyons Inquiry is recommended reading for all Members and senior officers and is available at www.lyonsinquiry.org.uk.


EXECUTIVE SUMMARY:  

The Final report of the Lyons Inquiry into Local Government was published on 21 March 2007.  The Chancellor’s budget was published on the same day, and DCLG issued an early government response to some of the Lyons Inquiry’s findings.  

This report summarises the Lyons Inquiry’s investigations and conclusions, particularly in relation to local government funding, and the government’s response.


BACKGROUND DOCUMENTS (Available for public inspection):  

· Place-Shaping: a shared ambition for the future of local government.  Final Report of the Lyons Inquiry into Local Government (The Stationery Office, 2007)

· Lyons Inquiry into Local Government and Budget Response (SIGOMA 2007)

· Article, “Lyons’ report proves too hot a political potato” (Public Finance 2007)

· Article, “LGA: government must act on Lyons” (Local Government First 2007)

· Article, “Lyons Review” (Local Government First 2007)

· Article, “Sir Michael shrugs off review critics” (Municipal Journal 2007)

· Article, “Lyons ends in failure” (Local Government Chronicle 2007)


ASSESSMENT OF RISK:

High.  The Inquiry is a challenge to central and local government to reconsider the very nature of local government and the way it is funded.  

	


SOURCE OF FUNDING:

All.  A major part of the Inquiry considers local taxation and the funding system for local government.

	


COMMENTS OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES (or his representative):

1. LEGAL IMPLICATIONS






2. FINANCIAL IMPLICATIONS

Chris Hesketh x2668



3. ICT STEERING GROUP IMPLICATIONS




4. PROPERTY (if applicable):

5. HUMAN RESOURCES (if applicable):

This report has been prepared by officers of the Finance Division and considers the Inquiry at a fairly high level, with the main focus on finance.  However, the Inquiry is wide-ranging and has potential implications across the whole of the Council.  When and if the government responds with draft regulations, the legal, ICT, etc implications will need more in-depth consideration.

	


CONTACT OFFICER:  

Chris Hesketh x2668

Geoff Topping x3240

John Spink x 3230


WARD(S) TO WHICH REPORT RELATE(S): 

All.


KEY COUNCIL POLICIES:  

All.  The report goes back to basics and considers the raison d’être of local government 


DETAILS:

Continued overleaf.

 The Lyons Inquiry into Local Government

1.  Introduction 

1.1 Sir Michael Lyons’ final report, Place-Shaping: a shared ambition for the future of local government, was published on Wednesday 21 March.  The Chancellor announced the Budget on the same day. 

1.2 Sir Michael sets out a thorough analysis of both the barriers holding back local government and the potential for improving the relationship between central and local government, so that councils can fulfil their “place-shaping” role.  However, the majority of tangible recommendations in the report relate to the local government finance system. 

1.3 The following sections provide a very brief summary of Sir Michael’s main recommendations, as well as the early Government response in the Budget report and in a statement from DCLG. 

2.  Local Government in the 21st century – what is it for? 

2.1 The Lyons report gets back to basics and sets out why we need local government.  Sir Michael discusses a modern role for local government under these headings: 

· Pursuing the well-being of citizens 

· Place remains relevant – the importance of the local role in determining the actions of government and the provision of public services 

· Necessity of local choice – there is a desire to see national standards and local variation 

· Importance of engagement – ensuring that local government is fully and transparently accountable to local people for the decisions it takes in pursuit of their interests 

2.2 Sir Michael describes this modern role as “place-shaping”; building and shaping the local identity, representing the community, regulating behaviour, maintaining community cohesiveness, helping to resolve disagreements, encouraging the local economy, understanding local needs and working with partners.  

2.3 Sir Michael explains, “Fundamentally, I see place-shaping as a way of describing my view that the ultimate purpose of local government should not be solely to manage a collection of public services, but rather to pursue the well-being of a place and the people who live there by whatever means are necessary and available.” 
3.  Freedoms and Flexibilities 

3.1 Sir Michael does not believe the current system best supports authorities in the place-shaping role.  His report contains a number of arguments and recommendations to enable councils to fulfill that role, summarized below. 
3.2 Clarifying responsibilities – there is a need for more agreement on what different roles and services local and central government should each manage.  However, it is impossible to distinguish definitively between local and national responsibilities for services, so the report contains no recommendations on this.  Where national service standards are needed, this should be formalised with a national promise.
3.3 Soft controls – central government should:

· reduce the levels of guidance, reporting requirements and pronouncements on areas which are of local concern and responsibility;

· develop a code of practice for government departments and agencies which clarifies the limited circumstances under which it is appropriate to place conditions on funding streams for local government;

· set a target to reduce the extent of prescriptive guidance, process and reporting requirements. 

3.4 Local Area Agreements - should be developed in a way that leaves enough space for local priorities.  New central government priorities which emerge between negotiations over the LAA should be incorporated into the framework on a strictly “one in, one out” basis in order to avoid gradual re-growth of central control. 

3.5 More flexible finance system – the centralised government grant system distracts local authorities from longer-term concerns of local communities and their place-shaping role.  Central government should commit to a reduction in the amount of conditional, ring-fenced and specific grants to local government and its partner agencies. 

3.6 Performance frameworks – government should minimise changes to the performance framework for local councils and ensure that all targets and national indicators are internally consistent.

3.7 Leadership – government’s emphasis on directly-elected mayors and their prescriptive approach to defining leadership models for councils does not recognise the need for collective responsibility representing diverse interests.  Local communities should retain the flexibility to choose the leadership models that best suit their circumstances.

3.8 In response, the Budget states that the Government will: 
· Set out a clear target to reduce specific grants and ring-fenced funding as part of the 2007 Comprehensive Spending Review, and examine the scope to reduce reporting and data provision. 

4.  Economic prosperity and disparities 

4.1  Sir Michael argues that government and communities need to accept that better-tailored services to meet local needs will mean variation across the country, as well as more opportunity to shape economic fortunes.  His proposed developmental approach includes the discussions summarized below.

4.2 Managed difference – despite concerns about a ‘postcode lottery’, people would welcome greater, but managed, difference. Central and local government need to place greater value on the ability of councils to exercise choice and set local priorities, and this will lead to variation in standards and practices. The Audit Commission will need to reflect this in their judgements on the use of resources. 

4.3 Driving economic prosperity – local government has a crucial role to play in the local economy, but the local government finance system means that it has weak incentives for promoting growth, outside specific initiatives like the Local Authority Business Growth Incentive (LABGI) and Section 106 agreements. 

4.4 Sub-regional economic development – economic patterns do not match local authority boundaries. Rather than formal structures, sub-regional or city regional working should be led and determined by local authorities working together through multi-area agreements. Central Government should set out clear tests and expectations of this new way of working and detail which powers and funding should be devolved from national and regional level. 

4.5 In response, the Budget states that the Government will: 
· Examine how the grant system can give local authorities more rewards for delivering growth, through reform of LABGI, and will bring proposals forward before this summer. 
5.  Council Tax 

5.1 Sir Michael is clear in his conclusion that Council Tax remains broadly sound, and should be retained as a local tax.  However it does have some important shortcomings, some of which can be mitigated through reform in the short term, and others that may require more radical or longer-term reforms.  

5.2 Accountability for council tax - this is highly confused, and the division of central and local responsibility for the spending that it supports is unclear. 

5.3 Council Tax Gearing - this is not, of itself, the cause of pressures on council tax; it is rather a symptom of, and a way of expressing, the nature of that pressure in relation to council tax and the wider budget. 

5.4 Council Tax Capping - capping is a sign that central and local government have failed to make the government system work; the government should stop using their capping powers and then these powers should be abolished. 

5.5 Revaluation for Council Tax – council tax revaluation would have two significant benefits, it would underpin the credibility of a property tax by maintaining a meaningful relationship between relative property values and bills and would create an opportunity to make structural changes to council tax. The report recommends that it should go ahead in the medium term, with transitional arrangements (to ensure households do not face steep tax increases from one year to the next) being considered at the point of revaluation. Subsequent council tax revaluations should take place regularly and automatically at intervals of no more than five years. 

5.6 Extra Council Tax bands - at the point of revaluation, Government should reform council tax by adding new bands at the top and bottom of the current band structure. This would help to ensure the progressiveness of council tax in relation to values. 

5.7 Council Tax Benefit - council tax benefit should be renamed “council tax rebate” to encourage its wider take up and the government should take steps within the current system to ensure that rebate entitlements are delivered as effectively and full as possible. 

5.8 Local Income Tax – in the future a developmental approach to reform could allow a wider look at the balance of local taxation.  Many see local income tax as a fairer basis for taxation than property, since it would be seen to reflect ability to pay, but this needs exploring to look at all questions. 

5.9 Local service charges - given the pressures on council tax, a move towards service users meeting some costs directly might be a valid local choice, and all local authorities should take a strategic approach to the use of charges, including as part of a range of levers available for managing pressures on budgets and on council tax.  Government should consult on costs and benefits of giving power to councils to levy a tourist tax. 

5.10 A mosaic of changes – to be implemented over time, is the best way to move forward as no single change could of itself deliver the requirement of a sustainable finance system. 

5.11 In response, the Government has said that it will: 
· Not remove council tax capping powers, but continue to cap councils to ensure that council tax rises remain affordable. 
· Remain committed to not implementing revaluation for the purposes of council tax in the lifetime of this parliament, and in the absence of revaluation it is not feasible to change the banding structure of council tax. 
· Consider Sir Michael’s analysis of other potential funding options for the medium or long term. 
· Consider the proposals for changes to council tax benefits alongside priorities for the tax and benefits system as a whole 
· Not introduce a tourist tax. 
5.12 There was limited mention of the Lyons Inquiry in the Budget itself: most of the Government’s response was fleshed out in a statement by Local Government Minister Phil Woollas.  It is evident that there is little appetite for Sir Michael’s main suggestions of removing capping and, in particular, of revaluing, until at least 2011; perhaps for fear of a backlash similar to that against the poll tax in the 1990s.

6.  Business Taxation 

6.1 As part of local government’s role in fostering economic prosperity, Sir Michael recommends some specific changes to local business taxation. 

6.2 Business Rates - at present the national business rate is not an appropriate way to raise additional resources to fund general local government spending.  The most pressing need is to develop a much more constructive relationship between local authorities and businesses, focused on joint interests in promoting economic prosperity and investment in local infrastructure.

6.3 Localisation of business rates - business rates revenues and decisions over tax rates should not be passed over to local control, but should remain nationally set. 

6.4 Supplementary charge - an alternative option for reforming business rates and to provide additional flexibility would be to introduce a power for local authorities to levy a supplement on the national business rate within their area, which would be retained locally.  But there are a number of issues to consider. 

6.5 In response, the Local Government Association has expressed disappointment at Sir Michael’s decision not to recommend the re-localisation of interest rates.
6.6 The Budget states that the Government will: 
· Give consideration to what the best options may be for setting up a supplementary business rate, working closely with business, local government and others. 
7.  A Developmental Approach 

7.1 To meet the challenges and opportunities set out in the report, Sir Michael concludes that changes in behaviour will be important for both central and local government. 

· For local government: the recognition of the place-shaping role; a greater focus on engagement with citizens; recognition as a champion of efficiency.

· For central government: providing greater flexibility for local authorities and space for local decisions on priorities; a reduction in centrally-determined and monitored targets and the pressures these can create. Some of this will require legislation. 

8.  Conclusions

8.1 Sir Michael’s Inquiry has addressed fundamental issues about why we need local government and has generated interesting discussions to advance the enabling/place-shaping role of local authorities.  

8.2 The Inquiry is cautious in its recommendations around financing, especially considering that its reason for being set up in the first place was to consider the small share of local government’s income paid for by council tax.  Nevertheless, Sir Michael is clear that council tax remains broadly sound and that revaluation is important in maintaining a credible and up-to-date tax base.

8.3 The Budget itself made limited reference to the Inquiry, although Local Government Minister Phil Woollas did issue a response.  In effect, the government has rejected main recommendations concerning council tax capping and revaluation, although they insist that the Inquiry will set the debate on local government finance for a decade to come.  

8.4 The government will issue the comprehensive spending review in Autumn 2007, and Sir Michael himself feels that this will be the true measure of which of his recommendations the government is interested in.

8.5 Members are invited to comment on the contents of this report.  

John Spink

Head of Finance, Customer & Support Services
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