
  

  EXECUTIVE COMMITTEE – 12 SEPTEMBER 2005  
PART   I -   DELEGATED  
  10.
FORMULA GRANT DISTRIBUTION CONSULTATION  

(DCR  )
1.
Summary
1.1
  This report recommends that the Council responds to a Government Consultation Paper on the formula grant distribution. 

2.
Details

2.1
The Office of the Deputy Prime Minister (ODPM) issued a consultation paper “Local Government Finance – Formula Grant Distribution” in July 2005. Responses are required by 10th October 2005.

2.2
The Consultation Paper sets out a number of questions on which the ODPM would like to hear authorities’ views. This paper deals only with the main issues affecting Three Rivers.


Alternative Grant System

2.3
The proposals assume a continuation of a number of mathematical formula covering seven service blocks:-




Education




Personal Social Services




Police




Fire




Environmental, Protective and Cultural Services (EPCS)




Highways Maintenance, and




Capital Finance


Of these the EPCS block provides the majority of the Council’s grant. (A small amount derives from the capital finance block).

2.4
ODPM are asking whether they should use a proposed alternative grant system based on four blocks of cash:-




the relative needs block




the resources block




the basic amount block, and





the damping block 



It is suggested that the Council’s responds that whichever distribution system is used it should be transparent and provide stability year on year. (Members will recall that the Chancellor announced in the 2004 Spending Review that there are to be three year settlements for local authorities. The first three-year settlement will be for two-years (!) starting in 2006/07).


Environmental, Protective and Cultural Services Block


Concessionary Fares

2.5
The 2005 Budget announced a free concessionary bus fare scheme for people aged over 60 and disabled people, which is to be funded by an extra £350m added and distributed through the Environmental, Protective and Cultural Services block.

2.6
The consultation document states that take-up is likely to be higher in urban areas where there is a higher density of bus services and amongst those people who do not own a car. Not owning a car is likely to be a measure of deprivation in rural areas but may simply be a lifestyle choice in inner-city urban areas. For this reason the ODPM are not proposing to use the variable on ‘no car ownership’ in the formula but to re-weight the district level formula to increase the weighting on population density, pensioners on income support and incapacity benefit/severe disablement allowance.

2.7
The Government’s proposals mean that it will be impossible to isolate the additional amount of grant that the Council receives in respect of the new concessionary fares arrangements. In order to achieve transparency it is suggested that the Council responds that the coefficients should not be adjusted for concessionary fares but that a specific grant be made.  


Waste

2.8
The Consultation Paper states that “some work has been done to show that the main explanatory factor in the distribution of waste collection expenditure between authorities is resident population”, and asks whether further changes should be made to coefficients to take into account increasing expenditure on waste.

2.9
Officers believe that density of population and the percentage of the waste stream that is recycled are more realistic contributors to expenditure on waste. The suggested response is that whilst increased expenditure on waste should attract greater government funding, resident population should not be used as the basis for its distribution. This is consistent with the council's response to a consultation document on the government's  Waste Performance and Efficiency Grant  in 2004   (Minute EX 244/03 refers).


Additional Resource Equalisation, Floor Damping and Area Cost Adjustment

2.10
The grant distribution system takes account of the relative ability of different councils to raise council tax (known in the jargon as “resource equalisation”). Greater resource equalisation would distribute more grant towards high needs, low council tax base authorities.

2.11
Formula grant before floors ensures that if all authorities spent at their formula spending share (FSS), then council tax payers in all areas of the country would pay the same level of council tax. ‘Floor’ authorities, such as Three Rivers, receive additional grant above this level to ensure that they receive a year-on-year increase in grant equal to the floor. (Expressed as a percentage increase).

2.12
Exemplifications of the ODPM proposals to change the calculations for additional resource equalisation and floor damping show that there would be no, or little, effect on the Council’s grant entitlement.

2.13
There are also different methods proposed for calculating the area cost adjustment (ACA). The ACA reflects the higher costs of providing services in certain parts of the country. Exemplifications of the proposals show losses to the Council ranging from £21,000 to £189,000. From a purely selfish standpoint the Council should suggest no change to the method of calculating the ACA.


3.
Options/Reasons for Recommendation
3.1
The Council does not have to respond to this consultation. Nevertheless, the potential costs to the Council and its residents of the concessionary fare arrangements are such that officers believe the Council should try to influence the way in which this government proposal is funded.   

4.
Policy/Budget Implications
4.1
The recommendations in this report are within the Council’s agreed policy and budgets.  
5.
Financial Implications
5.1
  If the recommendation in this report is accepted there will be no changes to the budget or the efficiency gains already agreed by members. 

5.2
If, however, the Council is not ultimately reimbursed for its additional concessionary fares costs, they will fall on the council taxpayer. Negotiations are continuing with the bus companies. When the outcome of the negotiations and the grant settlement is known, further reports detailing the financial implications will be produced.

6.
Risk Management Implications
6.1
  The following table shows the risks that have been identified and gives an assessment of their impact and likelihood in accordance with the Council’s Risk Management Strategy:-

Description of Risk
Impact
Likelihood

1
That the costs of the concessionary fares scheme are not fully reimbursed
IV
B

2
That the Council’s grant is reduced
III
F

Note: 

1.
For the meaning of the assessment score see the key to the matrix in paragraph 13.2 below.

2.
For the definitions of ‘catastrophic’, ‘almost certain’, etc, see the extract from the ‘Risk Management Strategy Statement’ at the end of the agenda.

6.2
The above risks have been prioritised in the matrix below.  The Council has determined its aversion to risk.  It is prepared to tolerate risks where the combination of impact and likelihood are shaded in the bottom left in the table below.  The remaining risks require management and monitoring.  Those combinations of impact and risk shaded centrally below are less time critical but those shaded to the right require immediate management and monitoring.

Likelihood
A





Impact
Likelihood


B



1

V = Catastrophic
A = Very High


C





IV = Critical
B = High


D





III = Significant
C = Significant


E





II = Marginal
D = Low


F


2


I = Negligible
E = Very Low



I
II
III
IV
V

F = Almost Impossible


Impact





6.3

An action plan has been drawn up for each risk that requires management and monitoring and, depending on the recommendation adopted, will be included in the Accountancy Practice’s   Service Plan.

7  .
Legal, Equal Opportunities, Staffing, Environmental, Community Safety, Customer Services Centre, and Website Implications
7.1  
None specific.

8.  
Recommendation
8.1
That the Council respond to the Consultation paper stating that:-

a)
  whichever distribution system is used it should be transparent and provide stability year on year;

b)
in order to achieve transparency the coefficients should not be adjusted for concessionary fares but that a specific grant be made;

c)
whilst increased expenditure on waste should attract greater government funding, resident population should not be used as the basis for its distribution but that factors such as density of population and percentage of waste recycled be used; and,

d)
no change be made to the method of calculating the area cost adjustment.


Background Papers


Local Government Finance – Formula Grant Distribution – A Consultation Paper - Office of the Deputy Prime Minister July 2005  

Report prepared by:
David Gardner – Director of Corporate Resources  

The recommendations contained in this report DO NOT constitute a KEY DECISION. 


APPENDICES / ATTACHMENTS

  None
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