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Public
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Yes
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Yes

Inside Policy Framework

Title:
REVENUE SUPPORT GRANT SETTLEMENT 2004/05

Report of:
Head of Finance

Report reference:
FS48/03

Summary:

The report informs Members of the implications of the provisional Revenue Support Grant Settlement that was received from the Government on 19th November 2003.

Recommendations:

Members are asked :- 

(i) to note the information, the implications of which are built into the 2004/05 to 2006/07 Summary General Fund Revenue Budget report (FS47/03) which is considered elsewhere on the agenda;

(ii) to delegate the making of any representations on the settlement prior to the closing date of 2 January 2004 to the Head of Finance in conjunction with the Leader and the Portfolio Holder for Policy, Performance Management, Finance and Resources.

Contact Officer:
Angela Brown
Ext:
 7299

Note: in compliance with section 100d of the Local Government (Access to Information) Act 1985 the report has been prepared in part from the following papers: ODPM Provisional Revenue Support Grant Settlement 19/11/03; various DWP announcements on the review of Housing Benefit and Council Tax Benefit subsidy arrangements for 2004/05.

CITY OF CARLISLE

To:
The Executive







FS48/03


18 December 2003

REVENUE SUPPORT GRANT SETTLEMENT 2004/05

1. BACKGROUND INFORMATION AND OPTIONS

1.1
The Provisional Revenue Support Grant Settlement was received from the ODPM on 19th November 2003.

1.2 If the Council wishes to make representations on the proposals, these must be submitted to the ODPM by 2nd January 2004.  In view of the timescale with the Christmas period intervening, it is suggested that any response be delegated to the Head of Finance to make in conjunction with the Leader and the Portfolio Holder for Policy, Performance Management, Finance and Resources.

1.3 The implications of the provisional settlement on the City Council’s budget proposals are considered in the 2004/05 to 2006/07 Summary General Fund Revenue Budget report (FS47/03) which is considered elsewhere on the agenda.

1.4 It is anticipated that the final Revenue Support Grant Settlement figures will be issued by the ODPM in January 2004.

2.
LOCAL GOVERNMENT FINANCE SETTLEMENT 2004/05 - OVERVIEW
2.1 The Key Features of the settlement for 2004/05 as stated by the ODPM are:

· A £3.3 billion increase in Councils’ total Government grant – a 6.5% increase in cash terms;

· A 6.9% cash increase for education;

· A 8.4% cash increase for personal social services.

2.2
All authorities will receive an increase in grant in cash terms, and all education/social services authorities will get at least 3.5% in real terms.  District Councils will receive a minimum grant increase of 2.2%.  This minimum level is below inflation and ODPM have acknowledged that the settlement is tight for districts due to more resources being directed to the higher priority areas of education/social services.

2.3
As in recent years, the ODPM are proposing floor and ceiling damping arrangements which will ensure that all groups of authorities will receive a minimum grant increase.  The floors and ceilings for district councils are 2.2% to 2.9% (a significant reduction over 2003/04 levels).

2.4 There are no proposed changes to the grant distribution formula for 2004/05.  However there is a ‘new burdens’ principle, i.e. if the Government places a new obligation on local government, the relevant Government department must provide the funding, e.g. those relating to licensing or housing benefit.  Clarification is awaited whether DEFRA will be making any contribution to district authorities re waste collection costs.

2.5 As regards the issue of Council Tax ‘capping’, ministers have stated that they are prepared to use selective capping, even on ‘good’ or ‘excellent’ authorities, if they judge Council Tax increases to be excessive.  This intention runs counter to the principles of ‘freedoms and flexibility’ that have been promoted during the CPA process.  However it does emphasise the desire of ministers to keep Council Tax rises to a minimum.

2.6 This desire may well be strengthened by a recent study from the Audit Commission on the increases in Council Tax in 2003/04.  In brief the study concluded that the increases stemmed chiefly from the extra spending demands of ministers as opposed to the ‘political manipulations’ of local authorities.  The report also refers to ‘fundamental flaws’ in the current system of funding local government.

2.7 The study also refers to the ‘balance of funding’ review, i.e. the review of the proportions of local spending which are met centrally or locally, which is currently being conducted by ODPM.  The study is due to be published next summer but as the government is on record as saying that recent levels of Council Tax rises are ‘unsustainable’, the outcome of this review may be more far reaching than had formerly been anticipated.

3.
PROVISIONAL SETTLEMENT 2004/05 - CARLISLE

3.1 Impact on Grant
The headline increase for the City Council in Formula Grant compared to the Adjusted 2003/04 Formula Grant is £207,000 (i.e. 2.6%).  However in actual cash terms the impact is an increase of £640,000 as set out in the table overleaf.  The adjustment and the actual cash increase are due to and offset by changes in Housing Benefit subsidy which are explained further in paragraphs 3.2 (i) and (ii) below and Appendix 3.

Grant
2003/04

Actual

Grant

£000
2003/04

Adjusted

Grant

£000
2004/05

Provisional

Grant

£000
Increase/

-Decrease Over Adjusted

£000

Revenue Support Grant
5,175
4,488
5,456
968

Redistributed Business Rates
3,516
3,516
2,755
-761

Total Formula Grant
8,691
8,004
8,211
207

Estimated Net Increase due to Benefit Changes (see para 3.2 (ii) )
-
-
433
433

Total Impact of Settlement
8,691
8,004
8,644
640

3.2 Impact on Formula Spending Share (FSS)
The table below shows the actual settlement figures, which have produced an overall reduction in Formula Spending Share (FSS) for the Council of –2.4%. Again this reduction is largely to do with Housing Benefit explained at note (ii) below. A full analysis of the FSS changes between 2003/04 Actual and 2004/05 Provisional is attached at Appendix 1. 

Detailed Formula

Spending Share


Actual

2003/04

£
Prov

2004/05

£
Increase/

Decrease

£
%
Note

EPCS – District Level
13,753,553
13,749,390
-4,163

(i)

Rent Allowance Payments 
390,440
0
-390,440

(ii)

Flood Defence
42,056
41,259
-797

(iii

Fixed Costs
300,000
300,000
0

(iv)

Capital Financing
174,861
216,297
41,436

(v)

Total
14,660,910
14,306,946
-353,964
-2.4


Notes

(i) EPCS – District Level
The FSS consists of a basic amount per resident and top-ups for density, sparsity, additional population, deprivation and area costs. For 2004/05 the total amount per head of population is £135.98, a reduction of £0.57 over the 2003/04 figure of £136.55.  Part of this reduction relates to changes to benefit support, in particular Council Tax Benefit which will now be paid as a specific grant from DWP (Department for Work and Pensions).  The Council’s base population has been assessed at 101,128, an increase of 369 (0.4%) over the 2003/04 figure.

(ii) Rent Allowance Payments
This element of grant has now also been transferred from the ODPM to the DWP and will be paid as a specific grant.  The changes introduced are complex, and the information received from the DWP explaining the changes has been reproduced as Appendix 2 to this report. The impact on the Council of these changes to Housing Benefit has been assessed at a net ‘gain’ of £433,000 as set out in Appendix 3, and summarised in the table below: 


Loss of Revenue Support Grant

£’000
Loss adjusted for estimated  growth

£000
Assumed additional DWP Grant 

£000
Overall Gain or Loss (-)

£000

Rent Allowances
390
408  
904
496

Council Tax Benefit
268
275
     }          239

}  
   }        -63

}

Rent Rebates 
26
27



Total
684
710
1,143
433

The principal reason that the Council has ‘gained’ from the new arrangements is that under the previous RSG regime, there was a timelag of three years between the level of allowance being paid and reimbursement through the RSG settlement. 

Following the LSVT transfer, members will recall that the impact of this was that up to £1.6m of Housing Benefit Costs would fall to be met by the General Fund for the three year period following transfer.  This additional expenditure was earmarked to be met from HRA balances during this period.

The new system reimburses the Council on actual amounts paid out during the year, and so in effect the Council is gaining the benefit of this two years earlier than projected. The overall gain is projected to be:


Original Projection required from balances

£000
Revised  Requirement from balances

£000
Gain in Balances

£000

2002/03
170
170
0

2003/04
525
525
0

2004/05
530
97
433

2005/06
375
0
375

Total
1,600
792
*808

* Although it is anticipated that the Council will not now require to take the full £1.6m from balances, the DWP have indicated that there will be transitional arrangements in place to cushion the effect on individual authorities, and that ‘winners’ will meet some of the costs of ‘losers’.  DWP do not anticipate that these effects will be assessed until after final audited claims for 2004/05 have been received, i.e. in December 2005.  In fact current thinking is that Councils will have to submit two separate final claims, one on the old basis and one on the new, in order to assess the outcome for ‘winners’ and ‘losers’.  Because of this it is recommended that £905,000 remains earmarked for this purpose until the financial implications for the City Council become clearer.  It is anticipated that £97,000 of this will be required to finance the difference between the original projected requirement and revised projected requirement for 2004/05.

(iii) Flood Defence
This is calculated by reference to flood defence expenditure.  For 2004/05 an element of this has been transferred to the Environment Agency to reflect the fact that most of its flood defence funding will now come direct through grant to the Agency rather than through levies.

(iv) Fixed Costs
Each authority that receives EPCS Formula Spending Share will receive £300,000 to reflect an element of their fixed costs. This is the same amount received as in 2003/04 (i.e. there has been no inflationary impact added to the fixed element).

(v) Capital Financing

 The FSS element is the sum of debt charges; offset by interest earned on reserved receipts and other interest receipts.

3.3 Impact on Assumed Notional Council Tax
The Assumed Notional Council Tax (ANCT) i.e. the amount of Council Tax which an authority is assumed to be able to raise from its Council tax payers, has been set at £1,078.36 of which the breakdown (compared to 2003/04 actual Council Tax levels) is:


ANCT
%
2003/04

Actual

Council Tax
%

Cumbria County Council
£   801.34
74
£   890.43
76

Carlisle City Council
£   184.23
17
£   130.71
11

Cumbria Police
£     92.79
9
£   155.61
13

Total
£1,078.36
100
£1,176.75
100

Based on a Tax Base of 33,134 this gives an assumed income from ANCT of £6.104m.  The FSS of £14.307m less Formula Grant Allocation of £8.211m equates to £6.096m, a difference of £8,000 which is due to the impact of the floors and ceilings calculation mentioned in paragraph 2.3.

2. RECOMMENDATIONS


Members are asked :- 

(i) to note the information, the implications of which are built into the 2004/05 to 2006/07 Summary General Fund Revenue Budget report (FS47/03) which is considered elsewhere on the agenda;

(ii) to delegate the making of any representations on the settlement prior to the closing date of 2 January 2004 to the Head of Finance in conjunction with the Leader and the Portfolio Holder for Policy, Performance Management, Finance and Resources.

3. IMPLICATIONS

· Staffing/Resources – As set out in the report.

· Financial – As set out in the report.

· Legal – None.

· Corporate – None.

· Risk Management – None.

· Equality Issues – None.

· Environmental – None.

· Crime and Disorder – None.

· Impact on the Customer -

ANGELA BROWN

Head of Finance

Contact Officer:
Angela Brown



Ext:
7299

Financial Services

Carlisle City Council

10 December 2003
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APPENDIX 1














COMPARISON OF 2003/04 FSS WITH 2004/05 FSS




















Actual 2003/04


Provisional 2004/05














1.
Resident Population
100,759


101,128














2.
Enhanced Population
0


0














3.
Scaling Factor (mainly)
0.999641592


0.999842015




































Amount 


Amount 
















per Head
FSS

per Head
SSA















£


£















Basis of FSS:



















Basic for EPC Services
73
7,352,771

  72.81
7,361,966














Density
22.3
2,245,736

  22.34
2,258,769














Sparsity
13.77
1,386,501

  13.73
1,388,278














Additional Population
2.28
229,355

    2.26
228,815














Deprivation
_25.20
_2,539,190

_24.84
_2,511,561















136.55
13,753,553

135.98
13,749,390














District Level EPC Services

13,753,553


13,749,390














Fixed Cost

300,000


300,000














Rent Allowances

390,440


0














Flood Defence

42,056


41,259














Total EPC Services

14,486,049


14,090,649














Capital Financing (Debt Charges)

876,275


903,153














Interest Receipts - Balances

-244,163


-241,964














Interest Receipts - Capital Receipts

-457,251


-444,892














FSS

14,660,910


14,306,946














Overall Loss £




353,964













APPENDIX 2

Dear Benefit Manager
HB/CTB SUBSIDY CHANGES 2004/5

Introduction

I have received several queries from local authorities about the new subsidy regime for 2004/5 following the announcement on 19 November in the House of Commons of the Local Government Financial Settlement for 2004/5.

The purpose of this letter is to notify Local Authorities of the outcome of the HB/CTB Subsidy review that has been taking place over the past year. This review has led to some wide ranging changes to the way LAs will be subsidised from April 2004 and to the subsidy rates and rules that will apply to Rent Allowance(RA), Council Tax Benefit (CTB) and Rent Rebate (RR) benefit subsidy. 

Background

The Local Government Act 2003 provides for Rent Rebates to be taken out of the Housing Revenue Account (HRA). As a result, Ministers have agreed to transfer responsibility for payment of Rent Rebate subsidy from the Office of the Deputy Prime Minister (ODPM) and National Assembly for Wales to DWP from 2004/05.

  
Since DWP is already responsible for RA and CTB subsidy and RR subsidy in Scotland, Ministers also agreed that the 5.5% residual RA/CTB subsidy currently paid to authorities through the RSG/GAE should transfer from ODPM, the Welsh Assembly Government and Scottish Executive (SE) to DWP. All subsidy funding is therefore now under the control of DWP from 2004/05.

Subsidy Review

This provided the opportunity for a full review of the subsidy system. The aims of the review were to:

· achieve greater simplification and rationalisation of subsidy systems,

· reduce burdens on local authorities,

· achieve fairer incentives for performance, and

· achieve a cost neutral revised system.

The new subsidy rates and rules

A number of options for changing subsidy rates were considered. It was, however, considered the fairest and most reasonable option to reimburse local authorities at the rate of 100% for correctly paid benefit claims.

As a result of the alignment of rates at 100%, in the absence of any other changes, less subsidy would have been paid to LAs. This permitted further subsidy reforms to be made within a cost neutral framework. 

Changes for 2004/05

They are summarised as follows and discussed below.

· Subsidy will be paid at the rate of 100% for all correctly paid benefit. This relates to RR,RA and CTB in England, Wales and Scotland.

· The subsidy rate for properly backdated claims will increase from 50% to 100%.

· LA’s will be subsidised for local authority error overpayments in a performance related way, linked to an authority’s achievements against thresholds set by DWP.

· LA’s will be paid a contribution towards the cost of discretionary local schemes in respect of war pensions disregards.

· Regulated rent allowance subsidy thresholds will be abolished.

· Expenditure incurred in respect of RR will be charged to the General Fund (Council Fund in Wales)

· Subsidy received in respect of RR will be a credit to the General Fund

· Where shortfalls between RR expenditure and subsidy occur as a result of eg. local schemes, overpayments, backdating, these will fall to the General Fund (it was previously met by the HRA).  ODPM will shortly be consulting on provisions to allow English LA’s to phase in a system of reducing transfers from HRA to GF as necessary.  The Welsh Assembly Government is currently considering the position in Wales.  

· DWP will be responsible for the payment of subsidy in respect of RR and this will be paid together with the existing 12 monthly instalments of RA and CTB subsidy.

· DWP aim to produce a new claim form combining RR, RA and CTB subsidy claims.  

· DWP will take over responsibility for the Rent Rebate Subsidy Limitation Scheme in England and Wales.  Deductions will be calculated following the rules as previously set out by ODPM/Welsh Assembly Government and remain a charge on the HRA.   

However, other elements of the subsidy system remain unchanged, i.e. the subsidy rates for claimant error, fraud and other overpayments.

I will be writing out to local authorities in the normal way in a Subsidy Circular to explain these changes and their application in more detail. We are also looking at the possibility of arranging seminars to explain the changes further.

I hope that this is helpful. 
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PAUL HOWARTH





Carlisle City Council
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Real Estimated Cash Impact of Provisional 2004/05 RSG Settlement















£000s

Cash increase per ODPM







207

(2.6% of adjusted 2003/04 cash figure)



















However, the real cash impact depends on the effect of









what was taken out















Impact







£000s

£000s



HOUSING BENEFIT









(i)Rent Allowances










2003/04 RSG amount


390 
















Assumed growth 2000/01 to 2001/02 4.57%








LOSE





-408




Estimate of 2004/05 Rent Allows


18,077















GAIN
Extra Subsidy 5% of cost




+904













NET GAIN







+496











(ii)Council Tax Benefit










2003/04 RSG amount


294 






(CTB plus non HRA rent rebates)









Assumed growth 2003/04 to 2004/05 2.6%








LOSE





-302




Estimate of 2004/05 CTB


4,779 















GAIN
Extra Subsidy 5% of cost




+239













NET LOSS







-63












Net Impact of RSG Changes on Carlisle






+433






















Net Cash Increase of RSG to Carlisle






+207












Overall Settlement Cash Effect on Carlisle






+640
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