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REPORT OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES



TO THE LEAD MEMBER FOR CUSTOMER AND SUPPORT SERVICES


TITLE : 
ODPM CONSULTATION PAPER – 3 YEAR REVENUE AND CAPITAL SETTLEMENTS


RECOMMENDATIONS : 
That the proposed response to the consultation paper be approved.


EXECUTIVE SUMMARY : 


This report sets out the details of the ODPM’s proposals to move to a system of 3-year settlements for revenue and capital support from the government and proposes a response to a number of questions that the ODPM has raised for local authorities to consider on their proposals.  


BACKGROUND DOCUMENTS :  ODPM Consultation Paper 15/12/04 entitled “Three-Year

(Available for public inspection)
Settlements Consultation Paper.


ASSESSMENT OF RISK: Low

	


SOURCE OF FUNDING: N/A

	


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

1. LEGAL IMPLICATIONS



Not applicable 

2. FINANCIAL IMPLICATIONS
This report has been prepared by the Head of Finance 

3. PROPERTY (if applicable):  


Not applicable

4. HUMAN RESOURCES (if applicable): 

Not applicable

	


CONTACT OFFICER :  John Spink
   Tel : 793 3230    E-mail : john.spink@salford.gov.uk

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


KEY COUNCIL POLICIES: 
Budget Strategy


REPORT DETAILS

1. PROPOSALS

1.1. The Government is consulting on a proposal to introduce 3-year revenue and capital settlements for local authorities with effect from 2006/07.

1.2. The Government’s aim from the proposal is to establish a more stable system of funding for local government. They see it as giving authorities greater certainty in funding which should considerably strengthen financial management, especially in forward planning, more efficient use of resources, better management of risk and increasing flexibility, autonomy and accountability at local level.

1.3. Aligned with this proposal will be the need to ensure certain associated principles and steps are adopted, ie :-

· A balance will need to be struck between transparency and predictability of 3-year settlements and the need to allocate resources closely to need by using the most up to date information.

· Allocations of specific grants will need to be made for 3 years unless there are overriding reasons against this.

· Authorities will have greater certainty to be able to publish forward indicators of budget levels and council tax.

· Other funding agencies, eg the RDA, should also develop 3-year funding.

· The 3-year settlements will be aligned with the Comprehensive Spending Review (CSR) whereby firm and fixed spending plans will be set for 3 years ahead and reviewed every 2 years, so that the last year of one review is also the first year of the next.

· There will need to be special arrangements in the year of introduction in 2006/07 to tie in with the 2 remaining years of the 2004 CSR and also ensure the 2007/08 formula grant settlement reflects the council tax revaluation due to be implemented on 1st April, 2007. Therefore, firm revenue and capital allocations for 2006/07 and 2007/08 will be announced in autumn 2005.

· CSR 2006 will lead to the announcement in autumn 2006 of firm 3-year settlements for 2007/08, 2008/09 and 2009/10. 

· Unplanned changes for new functions or burdens in the midst of a 3-year settlement cannot be ruled out, but where this is unavoidable they will be funded by specific grant with a strong presumption that this will roll into RSG at the next opportunity. Equally, transfers away from local authorities will only be made if there are extremely pressing reasons for doing so.

2. VIEWS SOUGHT BY THE CONSULTATION PAPER

2.1. FORMULA GRANT SETTLEMENT 

How should the formula system change ?

The current freeze on formula change comes to an end with the 2005/06 settlement, and the government need to consider changes to the formulae from 2006/07.

One central element of the proposal for 3-year settlements would be an advance announcement of the grant floors for each of the 3 years, but this implies that the underlying rationale for the formula system, ie of equalising notional council tax levels for an assumed level of spending, no longer holds good.

The Government is proposing 2 options :-

· Offer a minimum fixed increase, plus 2 variable amounts on top representing relative service costs calculated by formulae and resource equalisation. The Government claims this would be clearer than the present combination of formula and floors and ceilings, would focus on grant, not notional spending and lend itself easily to rolling in new funding for new functions.

· Considering a greatly simplified formula system. This could be based around :


- flat rate increases over the 3 years, or






- a more sophisticated system based on an underlying basis for allocation plus a variable pace of change towards that








- adopt just 3 or 4 indicators

Question 1. In the Government’s view there is merit in considering a system involving a basic (“floor”) increase for each type of authority and a variable top up depending on characteristics of each authority. Views are invited on the future shape of the formula grant system for three-year settlements.

Comment : We have seen the volatility that formula changes can have and the Government has backed off for 2 successive years now in fully implementing the effect of data changes brought about by the 2001 Census because of their volatile effect across the country. We have also seen the impact that funding which is  insufficient to recognise the inflationary pressures and service improvement expectations upon local government can have. 

Suggested response : In the light of experience over recent years, the time is possibly right for a simpler, more stable model, which is transparent and predictable and backed by a system of floors, to be introduced. However, the sufficiency of funding to reflect local government inflation and service improvement expectations is also key to having a stable system. The Government’s proposal is therefore supported in principle and with caution, pending sight of the detailed working arrangements.  In particular, the variable top up would need to adequately represent the varying characteristics of local authorities.

When should changes in the grant formulae happen ?

Question 2. Views are invited on when changes in the grant formulae, data and funding totals should be allowed to happen.
Suggested response : There is going to be the  potential for significant volatility over the next few years, particularly if the Government carries through its plans to update the remaining Census data in 2006/07 and implement changes to council tax valuations and banding in 2007/08. As the first full 3-year settlement will effectively begin from 2007/08 arising from CSR 2006, the implementation of any further formulae changes in 2007/08 could cause mayhem. The options would therefore seem to be implement formulae changes in 2006/07 if time permits or freeze them until 2009/10 when CSR 2008 takes effect.

When, how and how far to update the data used in the formulae ?

A choice will need to be made about whether to freeze data, ie only update it every 3 years, or project all or some data forwards. The simplest way of fitting data change in would be to introduce updated data into the cycle at the same point as revised formula and grant totals.

The freezing of data already happens, eg with Census data every 10 years, or because the volatility has been such as to have significant impact upon budgets and council tax. The Barker review of housing supply has also recommended that the formula grant system should be made more forward looking and reflect expected population growth. Equally, the dominant data drivers of population and council tax base need to be considered.

A more forward looking system could therefore incorporate some formal projections for each authority or consider a separate top-sliced grant element to distribute to councils with the largest likely changes. The Government believes that the best way forward would involve using some form of forward looking data for population and council tax base and frozen multi year averages for other data.

Question 3. At this stage, the Government believes that the best way forward would involve using some form of forward looking data for population and council tax base and frozen multi tear averages for other data items. Views are sought on when, how and how far to update the data used in the formulae. 

Suggested response : The use of forward looking data would be welcome. It should be updated every 3 years in line with the CSR reviews.  The decision over the implementation year will be important (see response to Q2 above).

Handling volatility

With a longer period of data freezing, the greater the scope for data mismatches at the end of a 3-year period and consequent volatility in grant when they are updated.

The Government does not propose to go back and amend data retrospectively as this would seriously diminish the predictability and stability of the proposed system, but it would be feasible to set higher grant floors in the year in which changes in grant distribution are introduced.

Question 4. In the Government’s view no retrospective amendments to the formula grant settlement as a rule is likely to be the best option, though it is possible that these could be considered if a major systematic error were discovered. Views are invited on this issue, and on whether floors should be set at higher levels in change years. 

Suggested response : The Government’s view is supported, including the need for a higher floor in change years.

2.2. SPECIFIC REVENUE GRANTS 

Proposed general approach

In future specific revenue grants should generally be allocated on a forward 3-year basis, although it may not be possible to achieve this in year 1 of 3-year allocations for all grants.

It may be that for some specific revenue grants it is neither sensible nor desirable to move to a 3-year approach, eg

- grants paid on an eligible expenditure basis






  - bid based grants









  - grants based on performance







  - pilots 

Question 5 For 3-year settlements to work effectively, specific grants need to move to a 3-year basis unless there are compelling reasons which suggest an alternative approach for particular grants. Views are invited on: 

· whether there are ways in which the categories of grants identified for exclusion from three-year settlements could be better incorporated into a three-year framework; and 

· whether the types of grants identified are indeed those where allocation on a three-year basis would be most difficult. 

Suggested response : The move to a general presumption in favour of 3-year specific grants is supported, but it is recognised that certain grants do not easily fit with this general approach for which existing arrangements should continue. The categories of grant identified by the Government as exceptions to the general rule are accepted.

Increasing predictability of annual grants

Where a 3-year approach to announcing grants is not desirable steps can be taken to increase the predictability by where possible announcing in advance the total amount for allocation, the allocation mechanism, the necessary criteria or rules and/or a minimum allocation per authority.

Question 6. Views are invited on the Government's proposals for increasing predictability of annual grants. 

Suggested response : The Government’s approach is supported.

2.3. CAPITAL ALLOCATIONS 

Proposed general approach

It should be possible to provide firm 3-year allocations for the majority of capital support, although there will need to be some exceptions, eg bid-based programmes, performance rewards.

Bid-based programmes

Bidding rounds will in future need to cover the full 3 years and be rolled forward every 2 years, where practical. However, some programmes will have practical difficulties in adopting this approach, eg Schools Targeted Capital.

Performance rewards

Whilst the ODPM say there are no individual performance reward capital grants at present (they seem to have ignored the LPSA reward grant) other than what is used in determining mainstream funding, one option might be to hold back an element of funding to award annually as a specific performance reward grant.

Question 7. Views are invited on the Government's proposals for treating bid-based programmes and performance rewards. 

Suggested response : The Government should adopt a 3-year approach to bid-based programmes and performance rewards where it is practical and desirable so to do, and there should be minimal exceptions to this rule.

Emergency funding

Some capital funding is currently kept back for emergencies, eg £30 –40m of transport capital is kept back for emergency road rebuilding. It is proposed that these arrangements continue.

Question 8. Views are invited on the proposed handling of funding for emergencies. 

Suggested response : There should continue to be provision for the Government to inject emergency funding as an immediate measure of support for unforeseen events.

Large one-off projects

There are some such projects where specific funding is provided and allocated according to the best view of when such projects will start and their priority. Where such projects slip, the allocation is often taken back so that other projects can come forward and then reallocated when they are ready to start. It is proposed that such flexibility is retained. This would apply especially to Building Schools for the Future and large transport schemes.

Maximum forward certainty will be provided for 3 years ahead in the same way as other capital allocations, but with indicative allocations for new projects starting in the period.

There is currently no uniform definition of what constitutes a large capital project, and a cash threshold of say £10m has been suggested, or an alternative being a % of an authority’s capital programme to pick up lower value schemes for smaller districts.

Question 9. Views are invited on how major projects should be defined. Should there be 1 or more cash value threshold(s) and, if so, what value should they be set at and why ? Or should thresholds be set as a percentage of an authority’s ongoing capital programme ? Or are there other approaches that could be used ? 

Suggested response : It would be appropriate to have differential cash thresholds to reflect the relative size of authorities, ie a much smaller threshold for districts compared with others. Adopting a percentage threshold may create anomalies around the margins where 2 similar sized schemes of similar value may fall above or below the threshold simply because of the size of their capital programmes. Volatility in capital programmes from year to year could also affect a percentage approach.

Conversely, there are small scale bid-based projects or programmes, eg contaminated land, air quality, where the potential for 3-year certainty is limited.

Question 10. Views are invited on whether the benefits of three-year allocations would outweigh the advantages of the current arrangements for small bid-based programmes. 

Suggested response : It is accepted that there will be exceptions to the general rule and that some programmes will be better suited to an annual or one-off allocation of funding.

Implications for capital financing support in formula grant settlements

Fixing 3-year revenue settlements would allow for fixed 3-year capital support to be reflected in the capital financing FSS and hence attract additional revenue support grant. However, this would not work for capital allocations that were not firmly fixed for 3 years ahead. A possible solution would be for funding for emergencies or large one-off projects to be by capital grant rather than supported borrowing.
Question 11. Views are invited on whether a move to capital grants for emergencies or large one-off projects would be helpful. 

Suggested response : The use of capital grants for one-off, emergency or annual projects would be appropriate.

Housing capital and RSG interface

The allocation of housing capital support would need to be brought into line and the regional housing board allocation process, which currently operates to a later timetable, brought forward.

Private Finance Initiative (PFI)

PFI projects already fit into the principle of 3-year certainty because of their lead-in times, but ODPM would not want to move from the principle that support only starts to be paid once the project is delivered. It will therefore not be possible to provide absolutely fixed 3-year forward allocations for PFI, although ODPM want to know if more can be done to increase certainty. 

Question 12. Views are invited on what more might be done to provide three year certainty for the Private Finance Initiative. 

Suggested response : It is not essential that arrangements for PFI be changed because once a project is delivered, eligibility to receive RSG based on PFI credits becomes certain and stable, particularly now under the annuity method of payment.  

2.4. 3 YEAR BUDGET AND COUNCIL TAX INFORMATION

The Government believes that greater certainty and stability in funding will strengthen financial management, forward planning, efficient use of resources and better risk management and therefore enable authorities to publish forward indications of budget levels and council tax. In turn this would give council taxpayers more stability and certainty, increase transparency and accountability, give better opportunity for consultation and make for better budget planning.

The Government believes that precepts and levies should be included in any such arrangements, that the forward information should be provided with the information accompanying the bill, but not on the bill itself and that the requirement to publish 3-year budgets and council tax figures should be mandatory.

However, there would need to be provision for unforeseen circumstances where it may be appropriate for an authority to change its projected budget requirements.

Question 13. Views are invited on the proposed general approach to providing greater stability and certainty through the publication of forward indications of budget levels and council tax. 

Suggested response : It is accepted that 3-year settlements will provide greater certainty and stability, etc, but the early years of implementation could still be a volatile period. It should not                                      therefore be a mandatory requirement to publish 3-year budgets and council tax figures in the information accompanying the bill in the early years, but authorities should have the discretion to do so if they wish, both with the bill and in their budget reports, and in other media such as websites as appropriate. The Government should review any desire to move to a mandatory requirement to publish in the light of experience of operation of the new system. If it is to be mandatory, there would need to be an extremely tight definition of unforeseen  circumstances.

Question 14. Should there be legislation requiring parish councils and levying bodies to publish forward projections of budgets and in the case of parishes corresponding figures for contributions to council tax to mirror three-year settlements?

Suggested response : The legislation for such bodies should mirror that for principal local authorities and arrangements should exist between different tiers of authority to ensure that billing authorities are able to publish full 3-year details of the levies from such bodies if they wish.

Question 15. The Government believes that there should be a legal requirement to publish forward projections of budgets and corresponding figures for contributions to council tax to mirror three-year settlements. Views are invited on how this might best be achieved. 

Suggested response : It should not be a mandatory requirement to publish (see answer to Q13 above) but if it was, then websites, information accompanying bills and budget reports would be appropriate media for publication. 

Question 16. Views are invited on the options for, and practicality of, a voluntary arrangement to the same effect. 

Suggested response : See answer to Q13 above.

Question 17. Views are sought on: 

· what types of circumstance might merit alteration to three-year budget plans and council tax forecasts, consistent with the aims of transparency and stability underpinning three-year settlements; and 

· what controls could be put in place to ensure that alterations are only made in these circumstances, on either a statutory or a voluntary basis. 

Suggested response : Authorities should not be limited in their right to vary their 3-year budget plans, even if it becomes mandatory to publish them. A mandatory system could require authorities to explain their reasons for changing their budgetary plans, but should not fetter their democratic right to have the freedom to set budgets and council tax levels to meet local circumstances. There is a distinct danger that a desire to closely define the circumstances in which an authority may vary its 3-year budget plans inhibits local authorities from reacting to local factors and changing priorities.   

2.5. CONTEXT FOR IMPLEMENTATION 

The Government’s proposed approach to 3-year settlements needs to be viewed in the context of other reforms that are currently being taken forward, eg :-

· the Lyons Inquiry – the introduction of 3-year settlements should not prejudice decisions arising out of the inquiry

· the Gershon Efficiency Review – 3-year settlements will support partnership working and offer greater flexibility to maximise delivery from available resources

· Schools Funding – passporting schools FSS will no longer apply and schools will be guaranteed 3-year budgets aligned with the academic year funded by ring-fenced grant, although local authorities will be able to top up the schools budget if they wish. Government will be consulting separately on how the minimum funding guarantee should work for 2006/07 and the issue of transitional protection where local authorities have spent more than FSS in the past. No authority will receive less funding for education that its current level of spending.

· Strategy for Local Government – this will consider the impact of a move to 3-year settlements and what further changes would help its introduction.

· Local Area Agreements (LAAs) – these would be aligned with the 3-year cycle of settlements once LAAs are in place. 

· Regional Funding – proposals would need to take account of introducing 3-year settlements.

· The Housing Revenue Account (HRA) – to adapt to the 3-year regime, the current annual housing subsidy determination would need to be extended, but this might mean freezing formula and data. An alternative might be a subsidy regime based on a per dwelling allowance, with damping measures such as floors and ceilings, to reduce the risk of volatility.

Question 18. Once initial Local Area Agreements are in place, they could in principle be aligned with the cycle of three-year settlements. Views are invited on the merits of such an approach and its practicability. 

Suggested response : Alignment of LAAs with 3-year settlements would be desirable.

Question 19. Views are invited on how best to move to a three-year settlement for HRA subsidy consistent with the principles for 3-year funding arrangements.
Suggested response : The HRA subsidy system should be brought into line.

3. RECOMMENDATION

That the suggested responses set out in this report be submitted to the ODPM.

ALAN WESTWOOD

Strategic Director of Customer and Support Services
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