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The Government would like your views on which of the options presented in the
Local Government Finance Formula Grant Distribution consultation paper should go
to updating and modifying the grant distribution system. This paper was published on
the 17 July 2007, and can be found at the following address
http://www.local.communities.gov.uk/finance/0809/sumcon/index.htm

For convenience, this preformatted response form sets out all the questions in the
main consultation document. Please click on relevant check boxes to activate the ‘X'.
Space is available after each question if you wish to include any additional comments
to support your choice. We also welcome any alternative proposals, and these can
be made in the section available at the end.

All responses, whether using this preformatted response form, or otherwise,
should reach us by 5pm on 10" October 2007.

We particularly welcome responses submitted electronically. Please send response
by e-mail to formulagrant.review@communities.gsi.gov.uk

If you are not able to respond by e-mail, please send your response to:

Nikki Hinde

Formula Grant Review Team
Communities & Local Government
Zone 5/32

Eland House

Bressenden Place

London SW1E 5DU

Alternatively, your response may be faxed to 020 7944 2963.
Confidentiality

All information in responses, including personal information, may be subject to
publication or disclosure under freedom of information legislation. If a correspondent
requests confidentiality, this cannot be guaranteed and will only be possible if
considered appropriate under legislation. Any such request should explain why
confidentiality is necessary in the box below. An automatic confidentiality disclaimer
generated by your IT system will not be considered as such a request unless you
specifically include a request, with an explanation, in your e-mail.

I would like my response to remain confidential (please tick) [ ]
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CHAPTER 2: Formula Grant And Local Government Restructuring In A Three-
Year Settlement

Q1 Do you agree with the fallback mechanism described for calculating
settlements in restructured areas during the 3 year settlement?

Yes |E
No |:|

Any further comments:

The approach appears simple and over the period of the three year
settlement it should not affect the grant for local authorities that are not
affected by reorganisation.

CHAPTER 3: Children’s and Adult’ Personal Social Services
Personal Social Services Formula Damping

Q2 Should the specific formula floor continue for Children’'s PSS?

Yes |:|
No |E

Any further comments:



For many years ANEC has sought an improvement to the fairness of the
Children's Services PSS formula, in particular the correction of the skewed
level of resource into some councils due the very high values placed on the
‘children living in flats' indicators, which reflects differences in housing tenure
rather than service need. Some of these councils were receiving between
four and five times the amount of money per child allocated to children in
Durham and Northumberland.

When the change was agreed as a result of an independent study, councils
in the region thought that this long standing anomaly would be corrected in
2006/07. Unfortunately this new damping element was introduced in the
formula to provide what was claimed to be protection from major loss for
some councils. This prevented the fairer allocation of funding being
implemented. The Association's detailed report on the issue of floors and
damping to the Settlement Working Group (SWG/07/38) - Appendix 1,
clearly demonstrated that this additional protection was not necessary and
would take considerable time to unwind. Damping arrangements by their
definition delay the implementation of the new pattern of distribution and
therefore prolong out of date and potentially ‘unfair’ levels of funding.
Damping was justified as a way of protecting tax payers from the effects of
significant changes in SSA. Looking back at what actually happened in
2006/07 and 2007/08, it is clear that the damping arrangments have been
completely unjustified and has added an unwelcome complication to the
system which in turn, has made the grant distribution arrangements less
transparent.

The ANEC paper showed that several of the authorities in receipt of some of
the biggest extra grant protection responded by setting below average
council taxes rather than prepare for a reduction in funding from 2008/09
onwards. Our paper highlighted the issue for concern that councils with the
lowest council taxes (band D) in the country were benefiting from massive
additional protection. This protection was being paid for by other authorities
including many of the councils with some of the highest band D council taxes
in the country.

ANEC's response to the consultation over this change in 2006/07 pointed
out the problems and unfairness of the proposed approach including the
inconsistency of applying damping to only two of the three Personal Social
Services (PSS) blocks. Many of the authorities that were protected by the
damping on children's services (as well as those for younger adults) were
gaining grant on the elderly sub-block. For ANEC, many authorities saw full
losses in the Elderly RNF formula and did not receive the benefit of the
changes to the children's RNF formula.

It is clear from the exemplifications (Appendix 1B) in ANEC's report that the
RNF protection arrangements have a significant impact on several non-
social services authorities such as fire and police authorities and Shire
districts, which demonstrates the anomalies that the grant system produces.

We believe that the protection afforded by RNF formulae damping is
unnecessary given the overall floor applied to grant allocations at the end of
the distribution system.

Despite some councils in the region appearing to benefit from the current
damping arrangements in the longer term, there is a consensus over the key
principles which lead us to request the immediate removal of this RNF
damping. The two years protection already given is more than should have




Q3

Q4

Q5

been provided, and immediate removal of these arrangements is necessary.

As protection is paid for by other authorities, Ministers must be accountable
for any decision, which needs to be transparent and be fully justified. ANEC
believes that the introduction of this protection was not justified and should
be removed immediately and in full for 2008/09.

If yes to Q2, how quickly should the formula floor be phased out?

No - immediately.

Should the specific formula floor continue for Younger Adults’ PSS?

Yes |:|
No |E

Any further comments:

Similar issues and principles apply to the immediate termination of this
additional damping protection for the same reasons as set our in the
Assaociation's response to question 2 above.

If yes to Q4, how quickly should the formula floor be phased out?

No - immediately

Social Services for Older People

Q6

Which option do you prefer for the Low Income Adjustment -

SSE1 []
SSE2 []

Any further comments:

ANEC is opposed to both of the options presented unless further work is
done to properly reflect regional differences in the income of pensioners.

The Association does not accept the outcome of the updating which
effectively means that the region has a relatively higher level of income
earning capability from service users than was previously the case.




The Association has particular concerns about the use of the 'proportion of
older people living in rented accommodation' variable (as used in SSE1),
which is distorted by the availability of accommodation in areas such as
Inner London. A plausible case has been made that a 'social renting'
variable would more closely focus on deprivation and better reflect low
incomes, addressing an identified weakness in the current specification and
would also take account of the possible changes to data resulting from the
impact of the 'Fairer Charging' Government initiative launched in 2002.

We do not accept the view that income of older people is relatively evenly
distributed across the regions in the country because it is predominantly
driven by state pensions. Data produced by DWP shows that there is a
significant regional difference in gross incomes, which is partly the result of
variations in private pension income. This is shown by the information
below which demonstrates the Gross Income per week as 2005/06 prices for
single pensioners and pensioner couples. It is notable that the income for
the North East is significantly lower than the England Average and for
London.

Gross Income

Pensioner Couples Single Pensioners
England £489 £232
North East £405 £213
London £563 £262

Source: Department for Work and Pensions 2005/2006

In addition, a measure of income does not pick up variations in wealth
reflected in asset holdings. It is service users' access to wealth/assets as
well as annual income that impact on the net cost to councils of funding the
cost of elderly social services. We believe that the Department should not
update the data without reflecting this important regional (area cost) issue in
the calculation of the income adjustment.

CHAPTER 4 - Police

Q7

Q8

Do you agree the resource base should be updated (POL1)?

Yes |E
No |:|

Any further comments:

Keeping information regularly updated is a generally accepted principle
unless there is a valid reason for not doing so. In this case, the Association
considers that the resource base should be updated.

Do you agree that the Additional Rule 2 grants should be rolled into principal
formula Police Grant (POL2)?




Q9

Yes |E
No |:|

Any further comments:

In principle ANEC would support this simplification of the grant
arrangements. Further comments are awaited from Local Police Authorities.

Do you agree that the Crime Fighting Fund should be rolled into principal
formula Police Grant (POL3)?

Yes |E
No |:|

Any further comments:

In principle ANEC would support this simplification of the grant
arrangements. Further comments are awaited from Local Police Authorities.

CHAPTER 5 - Fire and Rescue

Q10

Do you agree that the expenditure base used to determine the coefficients
should be updated (FIR1)?

Yes |E
No |:|

Any further comments:

Keeping information regularly updated is a generally accepted principle
unless there is a good reason not to update. In this case ANEC considers
that the expenditure base should be updated.

CHAPTER 6 — Highways Maintenance

Q11

Do you agree that the expenditure base used to determine the coefficients
should be updated (HM1)?

Yes []
No []

Any further comments:



ANEC supports the principles of using the most recently available data, and
using multi-year averages, where there is a reasonable case to do so.

There are relevant issues relating to the accuracy of the data; cost trends
and timing which complicate the issues in this case. ANEC had raised
concerns with CLG in May regarding the options presented by CLG to move
to using new GIS based data for old and new roads. Very often, counties
underestimate or overestimate the road lengths. Utilising the example of
North Yorkshire who had over calculated their road lengths by 900kms, such
anomalies are occurring because the ONS is unable to verify the data or
explain the differences. Potentially, this equates to these rural counties
achieving approximately 10% more gains.

The use of the latest 2005/06 data sets results in a general reduction of
resources in urban areas with an increase in rural areas.

Some members of ANEC have raised a concern that the recent significant
increase in electricity costs is not fully reflected in the expenditure data base,
which has the effect of increasing costs of street lighting and traffic signals in
built up areas.

While this change in expenditure would be picked up in future expenditure
bases used in grant for 2011/12 onwards, it is unacceptable to reduce
resources in urban areas at a time when, based on budget estimates for
2007/08 from local government across the North East, there is evidence of
increased and more recent spending pressure in these areas, such as
energy cost rises in 2006/ 07.

Given the mixed impact on its members, the Association is not giving a
specific view on HM1 other than to pass on the above comments from some
of its members.

CHAPTER 7 — Environmental, Protective and Cultural Services

Concessionary Fares

Q12

If the money is to be added to Formula Grant, which option for distribution do
you prefer -

EPCS1 []
EPCS2 []
EPCS3 []

Any further comments:

ANEC welcomes the decision to distribute £212m of funding in 2008/09
through a specific grant and will respond separately on that issue by
responding to the Department for Transport's consultation paper on specific
grant options, published on 28 September 2007. Therefore no option is
preferred.

It is important that sufficient money is allocated for 2009/10 and 2010/11 and
we would expect to see an adequate additional annual provision to meet

inflation and generated travel costs announced in the 2007 Comprehensive




Q13

Spending Review.

Do you have any other suggestions for distributing the funding via Formula
Grant?

Yes (please specify below) &

No |:|

If yes, please specify:

During discussions with CLG's Settlement Working Group this year, the
Department had indicated that it wished to allocate the new money through
formula grant from 2011/12. Such proposals do nothing to address the
current funding shortfalls being faced by councils across the country and in
particular, the North East. While there are national increases in car
ownership, it is essential to remember that in some of the North East’'s most
deprived communities, over 70% of citizens do not have access to a private
car, resulting in the North East having a higher reliance on bus travel than
other parts of the country. Simply absorbing the new money into formula
grant in 2011/12 would not address the concerns that many councils have
regarding the associated cost pressures, which are currently, due to lack of
data, largely unknown. As such, the Association welcomes the publication
of the DfT's consultation on specific grant options and looks forward to
developing ongoing dialogue on this issue.

In addition however, the Association would request the Department to give a
firm commitment to work with the Association to commence work at an early
stage (in 2009 when data becomes available), to develop a fair and
transparent way of allocating all funding for concessionary travel between
authorities that would take account of the data on concessionary travel that

is likely to be available from 2011/12 onwards.

CHAPTER 8 — Capital Finance

Q14

Do you agree with the proposal to freeze the shares of SCE(R) for years prior
to 2007-08 to the level used in the 2007-08 Settlement; and that in future, the
shares of SCE(R) will not be recalculated to the current year shares in every
Settlement?

Yes |E
No |:|

Any further comments:



The Association supports the principal of this simplification.

However, as pointed out in the SWG Meeting of 16™ April 2007, DCLG will
need to take into account the impact of the Statutory Instrument relating to
the calculation of levies which states that the relevant date for data for the
calculation “is the financial year that commenced two years previously”. This
means that the population figures should be based on 2006 for the 2008/09
settlement and 2007 and 2008 for the following settlements.

This does not appear to be adequately reflected in the proposal in the
consultation paper.

The Association has continued to express concerns regarding the impact of
applying floor and damping arrangements to this block, which delays the
transparent flow of grant support for capital schemes that are given
supported borrowing approvals.

CHAPTER 9 — Area Cost Adjustment

Q15

016

Do you agree with the proposal to update the weights given to the rates cost
adjustment (ACA1)?

Yes []
No |E

Any further comments:

The Association has, since 2005 in its responses to RSG settlements, made
a case for the removal of the Rates Cost Adjustment (RCA). The Associaiton
believes this should be removed and set out its case in the report to the
Settlement Working Group - SWG/05/66).

The Association still believes that the RCA over-complicates the Area Cost
Adjustments (ACA), and therefore, the ACA should be adjusted so that it
focuses purely on variations in pay costs, which is its main purpose. In
considering this issue, the Association feels the Department needs to take
account of the lack of evidence presented to support a change in cost
pressures relating to this issue. The adjustment should either be removed
completely or held at current levels until it is phased out in 2011/12.

Further comments regarding LABGI could be inserted here.

Do you agree with the proposal to update the weights given to the labour cost
adjustment (ACA2)?

Yes |E
No |:|

Any further comments:

The Association produced two papers on this issue for SWG (SWG/07/28 -
Appendix 2 and SWG/07/51- Appendix 2A). We support this change, but
believe that the weighting should be reduced even further and would press
the Department to go further by reducing the weights in line with the
recommendations made in our report.




Q17

Please see table below:

Current ANEC'’s CLG’s
weightings proposed  proposed

weightings weightings

PSS Children / Adults 75% 70% 75%
PSS Elderly 85% 68% 75%
Police 85% 80% 85%
Fire 85% 85% 85%
EPCS 65% 55% 60%

This issue was raised and deferred two years ago, when the Department
said that further work was needed to refine the SAR data being used. It was
disappointing to see that CLG had not carried out work of the quality needed
in sufficient time to ensure that robust data was available to inform this
important judgement. It is essential therefore, that weights are updated now
because the current ones in use are based on out of date 1992/93 data.

As the Department is reflecting this into the settlement for 2008/09 onwards,
the Association is disappointed to note CLG's unwillingness to reflect
changes after 2005/ 06, such as the increase in landfill tax, concessionary
fare loss of income (both of which have been imposed on local government
by central Government) and higher energy costs in the ACA weightings. Two
of these are directly driven by Government policy changes.

Of major concern to the Association, is the lack of the Department's
understanding about the nature of third party charges. There is a need to
ensure that reasonable assumptions are used which recognise the
components that are included in third party charges such as capital charges
and profit.

It is clear that in several service areas, changes in service delivery since
1992/93 have changed, reducing the proportion of labour costs to total costs.
Examples of this include the transfer of residential elderly social care from
the NHS to local government and the subsequent increase in the provision
of these services by the independent sector; the greater use of IT and
increased mechanisation and outsourcing; and, new costs pressures such
as those associated with energy and waste management/landfill.

Whatever revised weightings are used for 2008/09 it is essential that further
detailed work is done to revise these again for 2011/12.

Currently, labour weightings are rounded to the nearest 5% - we believe that
it is fairer to round to the nearest one per cent. Indeed, this is what is
proposed in Question 15, which is concerned with an updating of the

weightings given to the RCA.

Do you agree that we should revise the geography of the ACA?

10




Q18

019

Yes |E
No |:|

Any further comments:

The proposal to reorganise within geographical areas does not directly affect
the geography of the North East region, however it is important and an issue
supported by the Association.

Whilst we recognise the suggested revision may cause some change in the
position of authorities in relation to the ACA threshold, we support the
reorganisation as it will provide a better fit to local labour markets in ACA
areas that have been shown to have the widest range of wage pressures.

Which option for revising the geography of the ACA do you prefer?

ACA3 X
ACA4 X

Any further comments:

ANEC supports any change to the ACA geography that refines the allocation
of the ACA and reduces any overstatement in this adjustment which is paid
for out of the resources that would ordinarily be allocated to councils in the
North East of England. Technically we have no strong view on which of the
options is chosen only that one of the options should be chosen.

Do you have any other proposals for revising the geography of the ACA?

Yes (please specify below) |:|

No @

If yes, please specify:

No.

CHAPTER 10 - Taking account of Relative Needs and Resources

Q20

Do you think there should be further judgemental change in the extent to
which the system takes account of needs or resource?

Yes X
No []

Any further comments:

11



Q21

It is critical that any changes to the weighting are transparent, and are
evidence/ policy based and can be fully justified.

If yes, what change would you suggest?

The separate weighting of needs and resources within the 4 block model
gives the Government a lever to allocate resources to help meet its policy
objectives. However change must be made for a clear and justified reason.

Resource equalisation is a very important element of the grant and tax
system that takes account of the differing abilities of councils to raise
resources locally. ANEC believes that equalisation is a necessary and
essential part of any local government finance distribution system. An
informed debate based on evidence needs to be undertaken regarding the
relative importance of the ability to raise council tax versus the need to
account for the socio-economic and demographic characteristics of different
local authority areas. Although the Lyons Review considered the issue of
giving greater incentivisation by retaining part of the growth in National Non
Domestic Rates (NNDR) and council tax base to local authorities, we believe
that this can be achieved at the margin (similar in principle to Local Authority
Business Growth Initiative) without any reduction in the base position.

In addition to this, the Government's Review of Sub- National Economic
Development and Regeneration, published in July 2007, further stipulates
the place shaping and economic development role of local authorities, and
identifies the need to continue to address gaps in deprivation. If the
Government were to allocate additional mainstream funding this could be
targeted at areas of greater 'need’ by increasing the weighting on this block.

ANEC would propose to Government that it protects the resources element

with any additional resources allocated through a higher 'needs' element.

CHAPTER 11 — Tapering Grant Floors Down

Q22

Do you support the approach of reducing the levels of grant floors over the 3
years of the settlement?

Yes []
No |E

Any further comments:

The Association considers that discussions on the overall level of the floors
need to be considered in the context of a full removal of the current ‘formula
needs' damping for Children's and Young Adults and the level of the grant
settlement and the cost pressures facing local government. Also of
importance is the impact of data changes such as the use of new population

12



projections.

ANEC asks that Ministers consider carefully our report on damping
(Appendix 1) submitted to SWG and the commitment made by Mr Woolas
(when he presented the 2007/08 Settlement to the House) to review the
damping arrangements. CLG officials have dismissed our recommendation
to set up a technical working group to help review the position and present
options to Ministers. However, we strongly believe that the Ministers need
clear and informed advice on this issue to ensure that their decisions are
justified, robust and transparent. This is particularly important as residents
and council tax payers in some local authorities are effectively subsidising
others.

It is clear from our report that the size of the protection in recent years has
been significant. For some councils this has meant them receiving
protection of over £10m per year. As a result, some of these councils in
receipt of this protection, have managed to significantly reduce their council
tax. As demonstrated in the Association's report (Appendix 1A: Table A24),
some of the lowest council taxes (for Band D) in the country such as
Wandsworth - £681 with damping contributions of £412, Westminster: £682
with damping contributions of £175, City of London: £900 with damping
contributions of £2189, Kensington and Chelsea: £1043 with damping
contributions of £201 as some examples) appear to be achieved by those
authorities in receipt of this protection being paid for by council tax payers in
other local authorities sucha as Sedgefield with a council tax of £1566 and a
damping contribution of - £118, Easington with a council tax of £1539 and a
damping contribution of -£103.

Protection arises for a range of reasons, with the main ones being the
impact of changes in formula (which should in theory be a move to a better
formula) and the impact of changes in relative data affecting the calculation
of needs and the need for a minimum resource increase to reflect general
cost pressures. In some cases there have been questions raised about the
real impact of data changes on needs - especially where population
reductions or increases lack credibility.

We believe that there is a case for considering time limited protection for
formula (and possibly some data changes) of between three and five years.
This could include a limit to the overall level of protection given, taking
accont of impact on council tax.

However, we are aware that authorities that fall some way beneath the floor
may suffer significantly from any drastic reduction in its level. Ministers may
need to given special consideration in these areas. If their council tax is
currently well below the average, an increase above the normal capping
rates of increase may need to be considered. The Association therefore,
believes that any changes need to reflect relative tax levels as well as the
annual increase in council tax.

In terms of the overall floor, the pattern of spending pressure needs to be
considered alongside the availability of resources. If the increase in
resources is lower than in previous years, the floor may need to be reduced.
Similarly if cost presures are projected to remain at a constant level, there is
a case for a flat floor.

In some cases the existence of the floor has helped councils to avoid losses
where there is no reduction in spending need. This includes cases where
population projections are falling but population estimates and need to

13




Q23

spend are in fact rising.

Do you have other suggestions on the way in which the grant floors system
should be operated?

Yes (please specify below) |E

No |:|

If yes, please specify here

As highlighted earlier in this reponse, the Association has recommended that
additional technical capacity is secured by CLG to review the current
position and to work on further options to reduce the very high levels of
protection in some councils.

With the potential for significant transfer of specific grant into formula
funding, it is important that the funding baseline will be adjusted to take
account of any transfer of special grant and/or new burdens which need to
be resourced through the local government finance system. The Department

must ensure that these adjustments are not damped.

CHAPTER 12 — 100% Quarterly Scans of Benefits Data

Q24

Q25

Do you agree that the DLA indicator is based on a three-year average using
guarterly rather than annual data (DATAL)?

Yes X
No |:|

Any further comments:

ANEC supports the use of a 3 year average, based on 12 consecutive
quarters rather than 3 annual scans. The former allows the latest available
information to be utilised. In addition, this data is now to be drawn from a
system considered to be more robust than that previously accessed.

Do you agree that we use quarterly data on income support and claimants of
pension credit (DATA2)?

Yes |:|
No |:|

Any further comments:

14



Quarterly IS and Pension Credit data covers a slightly different time period
than JSA data, but it is more up to date and therefore, in principle, should be
used. The Association is mindful of the negative impact on several member
authorities and therefore, does not hold a strong view.

CHAPTER 13 — Attractiveness of an Area to Day Visitors

Q26

Q27

Do you agree that we should replace the day visitors indicator with a
population-weighted indicator that takes into account the attractiveness of an
area to day visitors (DATA3)?

Yes |:|
No |:|

Any further comments:

ANEC recognises that the current day visitor indicator is out of date, being
based on data from the early 1990s. Whilst we welcome DCLG's attempts to
devise a replacement, some authorities have expressed concern that there
appears to be a rural bias in the working of the model that can be
demonstrated from the high weighting given to walking.

Some of the previous anomalies (e.g. the loss of visitors for Alnwick in 2006)
have been addressed.

Given the mixed impact of the approach and the concerns still being
expressed by some authorities, ANEC is unable to make a specific proposal.

Do you agree that we should remove the day visitors indicator from the
Highways Maintenance formula (DATA4)?

Yes |:|
No |:|

Any further comments:

Feedback is required from local authorities.

CHAPTER 14 — Student Exemptions and the Council Tax Base

Q28

Do you agree that we use student exemption numbers from 31 May 2007 to
adjust the starting position of the taxbase projections (DATA5)?

Yes |:|

15



Q29

No |E

Any further comments:

This Chapter raises concerns relating to the timing of the taxbase figures
collected and the issue has also been mentioned in the recently published
report by Sir Michael Lyons.

ANEC agrees that taking account of the number of exempt student
properties in the month of October is particularly early in the academic year,
and this could lead to an over-estimation of the council tax base where there
have been delays in registering a property for relief.

Given that the adjustment for exempt student properties is supposed to
reflect the year as a whole, ANEC has a slight preference for option DATAG6
as it averages data from two different time points, and therefore provides a
more balanced calculation.

Do you agree that we use the average of student exemption numbers from 31
May 2007 and mid-September 2007 to adjust the starting position of the
taxbase projections (DATAG)?

Yes |E
No |:|

Any further comments:

Please see comments under Question 28.

OTHER COMMENTS

Q30

Do you have any other comments or alternative proposals?

ANEC has ongoing concerns about the continued use of the 4 block system,
which was introduced in 2006/07 against the wishes of the majority of local
government. The exemplifications and work produced by CLG have showed
how difficult the system is to adjust and understand, with significant
unintended consequances (losses and gains) to councils that would not
normally be expected to be affected by the inclusion of extra funding or a
funding adjustment.

The Association's technical officers believe that this new 4 block system is
inferior to the previous system for a number of reasons. Namely, it is less
transparent, has produced more unintended consequences and is so
complex that it prevents local modelling of the impact of options. We believe
that work should be commissioned as soon as the RSG settlement is
confirmed (January 2008) to explore the options for a better system to be
consulted upon, ensuring that any proposals can be tried and tested in
preparation for the 2010/12 settlement.

It was extremely disappointing that CLG dismissed the Association's request

16




for a technical group to review and report on floor and damping options in
order to help Ministers make a more informed decision on this very important
issue.

Some authorities have expressed continuing concerns about the application
of scaling to the capital financing block. Prior to the latest settlement,
authorities were able to undertake major capital schemes that were funded
by traditional borrowing with a reasonable expectation that the annual
revenue costs of the borrowing would be largely met by additional revenue
support grant. This was achieved by treating the capital financing charges
element of the spending needs assessment (previously FSS) as an
additional amount of grant outside of any grant ‘floor’ arrangements. The
increase in grant could be seen and it could be demonstrated that it was
passed through to councils. However, the new grant arrangements
announced for 2006/07 and 2007/08 changed this. The separate 'bolt on’
arrangement was abolished and the capital financing needs element now
forms part of the main revenue grant which is subject to the floor
arrangement. This means there is no longer any transparent funding for
supported borrowing approvals. The impact of the change is very significant
particularly for major schemes funded from supported borrowing, such as
Building Schools for the Future. The Association therefore would urge CLG
to review this issue.

Population Data

The issue of population data is not being consulted upon. The Association
has expressed considerable concern that the 2006/07 and 2007/08 RSG
settlements were going to be based on out of date population projections that
would understate our population and produce a loss of grant for many
authorities. A comparison of the 2006 projection used in the 2006/07 RSG
settlement and the 2006 population estimate published in August showed
that the projection understated the North East population by 26,000 (-1%)
people and 21 out of 25 local authorities had lower population projections
than the estimate.

There is concern among several local councils that the proposed use of 2004
based projections (which ignores latest estimate data for 2005 and 2006) will
also result in an underestimate in population for a further three years. This
concern appears to have been well founded as a comparison of the latest
population projections for 2006 show that the North East's population is
13,000 (-0.5%) people less than the recently published population estimate
for 2006. The North East population is predicted to be constant wheras all
other regions are growing, which will reduce the region's share of resources.
This gap is likley to grow, which will mean a significant potential understimate
in the figures used for 2008, 2009 and 2010 in the three year grant
settlement. This point has been raised several times with CLG and ignored
or dismissed and ONS were not commisioned to produce a projection that
incorporated 2005 or 2006 estimate data. If the population figures which are
at the heart of the RSG distribution are not considered to be credible
because the projection is based on out of date information and trends, then
this undermines the confidence in the system to allocate resources fairly. It
also strengthens the case for a reasonable grant floor increase over the
whole three year period to prevent losses from inaccurate population
projections.
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Consistency of Population Projections and Council Tax Projection

While CLG are planning to use projections of population and council tax for
2008, 2009 and 2010, there is a concern that the projections are based on
information from different time periods and will therefore be inconsistent.
Population projections based on data from 2001 to 2004 is showing a lower
trend of increase whereas projections for council taxbase from 2006 and
2007 will pick up the more up to date higher increase. This could produce a
double loss for many councils - through a lower share of the needs element
of grant due to below average population change and, through a relative
reduction in the resources element because their council taxbase is rising.
The Department is asked to review the consistency of their decisions on the
use of projected data and to exemplify the impact of using council tax based
based on trends in 2003 and 2004 as opposed to the trend from 2006 and
2007.

Thank you for completing this response form.
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18.

19.

20.

21.

22.

before 2006/07 the damping arrangements included schools, whereas from
2006/07 protection arrangements are included in schools DSG specific grant.

The analysis of outcomes showed that the authorities receiving the largest SSA
reduction grant were able to freeze of significantly reduce their council taxes
(Appendix 1A, paragraphs 16 and 17). This indicates that SSA reduction grant
could have been introduced over a shorter period.

Significant changes were implemented over 3 to 5 years, which may be an
appropriate for significant changes.

In some years damping was applied to either methodology changes or data
changes or both, depending on the circumstances and the case fro protection.

In some cases change was protected when it protected when the case for
protection was not strong — i.e. where the formula had clearly overstated funding
previously (e.g. very high resources flowing from visitor numbers in EPCS removed
in 1998/99, but the over funding was continued through damping fro several years.

CSPR grant and then Floor protection were introduced to give greater predictability
and stability of grant receivable. This can be seen from the debate following
consultation and the reports from the Predictability and Stability working group.
The reports considered principles and key issues and the balance between
fairness and these outcomes was an issue with fairness being ranked highly.

Current System Issues

23.

24,

The current floor protection arrangements are set relatively highly compared with
the average grant uplift. This means that the scaling contributions were very high
in 2006/07 and slightly better in 2007/08. This raises concerns from authorities
with high growth that their resources are not responsive enough to meet their
perceived cost pressures.

Many authorities do not believe that the separate RNF damping was necessary
given the floor damping that would have been in place. The aim and objectives of
this were not and are not clear. It has resulted in a significant complication of the
grant arrangements and has produced a considerable lack of transparency and
‘unintended’ consequences that threatens the credibility of the system. The
outcome was higher grant increases in some authorities (particularly London)
which when combined with the extra grant from concessionary fares which was not
matched by increased spending allowed the councils receiving this new protection
to set council tax increases well below the average. What was also a concern was
the increase in RNF that was agreed as part of a damping arrangement, rather
than a phased reduction. This raises further questions and speculation about why
the protection was made.

25. The large scale of the two protection arrangements (c £885m in 2007/08) is a great

concern especially as the protection is being paid for by other councils and their



taxpayers and the impact of this appears to be that many of the councils with
highest Band D council taxes in the country (9 of the top ten) are paying to protect
some of the councils with the lowest council taxes in the country (7 of the lowest
10). Examples of the estimated protection and impact on council taxes are set out
below.

26. A comparison of the highest and lowest council tax levels in England including all
precepts etc has been carried out. Protection for each authority is divided by the
Taxbase for RSG purposes to estimate the taxpayer impact at Band D. The
results are shown below. Council Areas that receive damping protection are
shown in bold and those that are paying to fund the protection for others are
shown in italics. Nine out of the ten areas with the highest tax are paying to
protect other taxpayers. For example the council tax in Sedgefield includes a £118
contribution to pay for damping protection in other areas. Seven of the ten lowest
council tax areas in the country are receiving protection from taxpayers in other
areas. The highest protection per band D tax is City of London which if it did not
receive any protection would appear to jump from the 3™ lowest council tax in
England to the Highest by some margin. Wandsworth which has the lowest band
D tax in England is appears helped to achieve this by protection of £412 per Band
D property.

Table 2: Estimated Impact of Damping and Protection on Topl0 and
Bottom10 Council Taxes

2007-08 Police Fire County Total
Local authority Band D Billing Precept precept Precept Damping
£ £ £ £ £ £

Sedgefield 1566 - 5.99 2453 - 9.88 - 126.79 -118.12
Newark &
Sherwood 1540 - 247 - 1882 - 1010 - 88.92 -120.31
Easington 1,539 9.09 2453 - 988 - 126.79 - 103.05
Rutland UA 1534 - 5158 - 1423 - 411 0 - 69.92
South
Bedfordshire 1527 - 331 - 2428 - 378 19.34 - 12.03
Kingston upon
Thames 1,523 74.81 22.64 7.41 0 104.86
Weymouth &
Portland 1501 - 849 043 - 033 - 5837 - 66.75
Hartlepool UA 1,497 - 116.70 11.85 9.35 0 - 95.50
Mansfield 1,497 - 331 - 1882 - 1010 - 88.92 -121.14
Broxtowe 1,491 - 10.01 - 18.82 - 10.10 - 88.92 -127.85
Southend-on-Sea 1,174 10.14 844 - 219 0 16.39
Wakefield 1,172 - 8926 - 2263 - 1.39 0 -113.28
Trafford 1,152 4441 - 1413 - 0.83 0 29.45
Dudley 1,145 - 8097 - 5591 - 0.85 0 -137.73




SSA Reduction Grant (‘Damping’ grant)

10. The SSA arrangements for 1994/95 were subject to a detailed review, which
included the incorporated information on social characteristics available from the
1991 census and the effect of rolled forward the expenditure base that was used
in regression analysis from 1986/87 spending data to 1990/91 data. The
significant changes in SSA meant significant volatility with the potential for
significant grant losses as well as gains for individual authorities. There was
discussion about the issue of protection ‘damping’ arrangements between ODPM
and local authority representatives at SWG and Consultative Council on Local
Government Finance (CCLGF) meetings.

11. On 2 December 1993 the Secretary of State for the Environment stated that — “I
recognise that authorities facing a reduction in SSA will need time to adjust their
spending. | therefore propose to set aside some £280 million for a special grant
for authorities whose SSAs are reduced by more than 2% as a result of the
incorporation of the more detailed information from the 1991 Census and of the
review. The grant will be paid in support of expenditure by those authorities,
cushioning the impact on council tax payers. | will review the situation next year
before deciding whether to extend this transitional measure.”

12. SSA Reduction grant (‘Damping’ grant) started at £280.097m in 1994/95. The
largest area to benefit from the damping grant was London, which received
£189.5m (68%) of the protection. The largest cash protection given to individual
authorities is highlighted in the table A8. The scale of the protection indicates the
level of volatility that the SSA changes produced. The protection prevented SSA
losses of more than -2%, against the background of an overall increase in SSA of
+3.3% and a 2% increase in RSG and NNDR. Losses of well over £10m could
have had a significant impact on individual local authorities. As well as an impact
on taxpayers there were discussions about the potential impact of a significant
reduction in SSA resulting ion councils falling into the council tax capping criteria.

13. The following chart highlights the different level of SSA per head of population for
main areas in 1993/94 and how it changed for 1994/95. Inner London received
68% more SSA per head of population than the England average.

Chart A3: SSA/ Head 1993/94 and 1994/95
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14.

15.

SSA/Head 1993/94 and 1994/95
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The overall increase in SSA between 1993/94 and 1994/95 was 3.3% for
England and the increase for Inner London was 0.3%, as summarised below.

Table A4: SSA /Head 1993/94 and 1994/95

1993/94 1994/95 Change

SSA £/Head SSA £/Head
England 757 782 3.3%
Shire Areas 674 702 4.2%
Inner London 1,270 1,273 0.3%
Outer London 903 922 2.1%
Metropolitan Areas 807 831 3.0%

The SSA position for the 11 councils that received the largest SSA reduction
grant over the period is shown below. It can be seen that all councils received
SSA above the England average for the services that they provided (excluding
fire and police) even after the methodology change.

Chart A5: 2004/05 SSA/Head
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16.

Appendix 1 A

The stated objective of the SSA damping arrangements was to provide protection
to taxpayers to cushion the impact of increases in tax arising from significant
reductions in SSA. A review of the council tax in 1994/95 for the councils
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17.

receiving the largest amounts of cash protection shows a peculiar and counter-
intuitive outcome. Rather than cushioning against excessive increases and
perhaps ending up with increases that were not too high above the England
average increase, none of the 13 councils shown in chart A6 increased their
council tax and several made significant reductions in their council tax.

The change in council tax for the largest beneficiaries of SSA damping grant is
shown in the following chart. Wandsworth received the largest amount of SSA
damping grant at £26.4m and reduced its own element of the council tax in
2004/05 by 23%. Ignoring the impact of capping rules, and other things being
equal, the damping grant needed to achieve a national average council tax
increase of 2.1% in Wandsworth is estimated to have been around £13.8m, some
£12.6m (48%) lower than the grant actually given.

Chart A6: 1994/95 Council Tax Increases for Councils with large Damping Grant
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18. At the time the £280m SSA damping grant was introduced it was presented as

additional money, as opposed to a top slice in RSG that would have been
available for the year. The cost of the damping grant was not then shown as
being paid for by the other councils. If it had been, the impact would have been
as outlined below. This shows a net protection to London of £135.7m, with the
costs met by Shire Areas (£115.4m) and Metropolitan Areas (£20.3). In the
North East two authorities received SSA damping grant - Darlington (£0.039m)
and Tyne and Wear Fire and Civil Defence Authority (E1.690m). The net cost to
the North East region was £13.5m.

Table A7: Notional Top slicing Impact

Notional RSG Top

SSA Reduction Grant slice Net Impact

£m £m £m

Shire Areas 42.0 -157.4 -115.4
Inner London 116.7 -23.4 93.3
Outer London 72.8 -30.4 42.4
Metropolitan Areas 48.5 -68.9 -20.3
England 280.1 -280.1 0.0
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| North East 1.7 -15.2 -135

19.

20.

1995/96

In 1995/96 protection of £95m was also given for change in police funding
following the police funding review, where the police SSA and specific grant
would have reduced by more than -2%. The biggest beneficiaries were the
Metropolitan Police (£85.073m) and City of London (£3.627m), receiving 93% of
the additional SSA reduction grant. The national average increase in Council
Tax was 4.98%. City of London increased its council tax by 4.3%. The impact
for the Metropolitan Police Authority is less clear. As well as the change in SSASs,
there were structural changes with police services with the creation of Shire
Police Authorities and a change in CTSS between tiers of authority.

The impact for police authorities is summarised below. The Metropolitan Police
Authority received a 10% reduction in SSA, to £99 head, still significantly higher
than other areas of the country. The Grant per head of Population for London
Metropolitan Police increased significantly before damping (due to a change in
CTSS) and after damping London saw a 61% increase in grant compared to a
6% increase in grant from 1994/95 to 1995/96. After damping the grant per head
of population in London was more than twice the level in Shire Areas. It is
unclear why damping of the scale that was introduced was necessary to phase in
the changes made to SSA in 1995/96.

Table A8: SSA and Grant/Head of Population 1994/5 to 1995/6

SSA/Head Total Grant / Head
1995/96  1995/96

Before After Year
1994/95 1995/96 | 1994/95 Damping Damping Change
f£/head f£/head £/Head £/Head £/Head %
London Met Police 110 99 56.37 79.26 90.74 61%
Shire Police n/a* 50 n/a* 35.06 35.28 n/a*
Metropolitan Police Authorities 60 63 47.74 50.73 50.73 6%

* Shire Police Authorities were created in 1995/96 so comparative figures for 1994/95 are not provided

21. Protection given in 1994/95 was extended for a further period with a protection of

losses top no more than -2% of SSA. This was set against the background of an
overall adjusted SSA increase of 0.6% (after adjusting for the transfer of specific
grants). Although the impact of the 1994/95 damping grant on council taxes as
outlined previously would have been known, there was no attempt to speed up
the implementation of the SSA changes. SSA reduction grant continued from the
previous year amounted to £166.4m. The North East received £0.933m for Tyne
and Wear Fire and Civil Defence Authority. The net cost to the North East is
estimated at £13.2m.

1996/97
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22.

23.

24.

25.

26.

There were only limited changes in SSA methodology, but new data for earnings
was introduced which reduced the ACA. Damping was restricted to changes in
methodology and not to data. The Secretary of State’s explanation for this is was
“Changes in data have their full effect, without being moderated through
damping. This means that the change in the area cost adjustment comes
through in full, because it arises from change in data on earnings. This is even-
handed; when earnings data were changed in a way that was favourable to
London, London received the full benefit without damping.”

1997/98

The damping grant was continued for all authorities whose SSA for 1997/98 had
fallen by more than -2% as a result of methodology changes.

1998/99

The SSA reduction grant was continued, although the criterion for determining
whether methodology changes qualify for damping was changed and defined in
relation to pounds per taxbase — and therefore in terms of notional effect on
Council Tax. One methodology change in 1998/99 reduced the level of ‘Other
Services’ SSA produced by day visitor numbers, which had previously given
substantial extra SSA to Westminster, which was given £15.58m of protection
through the SSA damping grant.

This element of the ‘Other’ Services SSA formula had been perceived as giving
extremely high additional levels of funding to Westminster for many years, due to
its very high day visitor numbers, which could not be justified in terms of extra
cost — even discounting the large levels of income received from parking. Even
after the SSA methodology change SSA for Other Services in Westminster
remained high in comparison with other authorities as summarised below.

The change was seen as removing a less fair element of the formula which had
benefited Westminster for many years. There was some concern at the time that
the higher funding had effectively been continued through the SSA reduction
grant

Central Support Protection Grant and SSA Damping Grant

27.

28.

In 1999/00 the SSA reduction grant (E84m) was continued to protect authorities
who were affected by large methodology changes in previous years, continuing
the previous criterion. A new Central Support Reduction Grant (E35m) was
introduced which ensured that no local authority received a cash reduction in
grant and that no local authority with education and social services
responsibilities receives a cash increase of less than 1.5%. This slowed the
implementation of previous methodology changes.

In 2000/01 the SSA reduction grant (E18m) was continued to protect authorities
who were affected by large methodology changes in previous years, continuing
the previous criterion. Central Support Reduction Grant (£34m) ensured that no
local authority received a cash reduction in grant and that no local authority
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24.

25.

26.

27.

28.

29.

The Group discussed the nature of the assurance to authorities provided by
the floor. Some local authority members of the Group stressed the importance
of being able to rely on the level of the floor. If subject to change within the
period of each Spending Review, there would be no assurance, and so
increased uncertainty. They therefore felt that the floor should be underpinned
in legislation.

There are a number of ways in which the level of floors and ceilings could be
set. One set of approaches is mechanistic. This would involve making a link
between the floor and inflation say, or the increases in grant at the national
level. There are also approaches that apply floors and ceilings only to
methodology changes.

The problem with such approaches is their presentational complexity. There is
a strong case for setting simple floors that, for example, allow the statement
‘no authority will get a cash reduction in grant’. This emphasis on presentation
and explicability point to using judgement explicitly in setting floors and
ceilings rather than following mechanistic rules. The use of mechanistic rules
would in themselves require judgement in any case. For example, in an RPI-x
approach, judgement would be brought to bear in setting x.

It making the judgement about the level at which the floor should be set at for
the period of each Spending Review, there are two key factors to take into
account as well as presentational simplicity.

e The Spending Review outcome (which in turn will reflect inflation
forecasts, changes in responsibility, scope for efficiency savings, policy
priorities and so on);

e The balance to be struck between stability and responsiveness. The
closer the floor is set to the average grant change, the longer it will take to
achieve changes to the pattern of grant distribution, and in particular,
authorities with client led growth may be disadvantaged because of the
grant pre-empted to give effect to the floor.

The Group agreed it may be necessary to set different limits for different types
of authority. Changes to control totals are one of the factors currently driving
grant changes, and it was agreed that it was important to reflect priorities
between services for public spending.

The Group agreed that the level of grant to which the floor is applied should be
adjusted to take account of boundary changes and changes in responsibility.
These changes do not always involve small sums of money (e.g. when further
education ceased to be a local government responsibility). This approach
means calculating a notional grant figure to reflect these changes - a principle
that was accepted, though there would need to be discussion of the scale of
the adjustment and its distribution. “Spend to save” expenditure under a plan
based approach could be taken account of in the same way, or allocated
through a specific grant.
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30.

31.

32.

33.

34.

35.

Under formula based approaches, the Group agreed floors (and any ceilings)
should be applied along the lines of the Central Support Protection Grant
methodology. The Group also considered the approach used by the National
Health Service (pace of change). In practice, the two approaches are actually
quite similar. The Group agreed that the CSPG approach scored more highly
in terms of explicability, and this was an important advantage given that
simplicity is an objective of the Review.

Finally, there is an issue around the definition of grant to which the floor is
applied. The most likely definition is that used for the CSPG (RSG, NNDR,
police and damping grants). However, as noted above, predictability and
stability issues go beyond just general grant. In principle, it would be possible
to include other specific grants in applying the floor. In doing so, it would be
possible to distinguish grants paid on a continuous basis, and those that are
more one-off in nature.

IMPROVING THE PREDICTABILITY OF DATA CHANGES

As noted above, the formula freeze, and pre-announcement of overall
aggregates has increased the attention given to data changes. The Group
discussed two main ways of improving the predictability of data changes.
These were: a) smoothing data changes (for example by making greater use
of moving averages); and b) giving greater advance notice of grant changes.
In addition the Group considered using forecasts of data and using fixed data
over a 3 year period. The latter two cases raise the prospect of being able to
give individual authorities firm totals for the period of each Spending Review.

Smoothing Data Changes

In discussion, local authority members of the Group suggested that authorities
could live with a margin of uncertainty over their grant totals for years 2 and 3
of a three year period. This is because of the presence of other uncertainties
such as pay increases and interest rates. Nevertheless, it was seen as a
considerable advantage in assisting medium term planning if grants for years
2 and 3 are known within a fairly narrow range. It was suggested that we
should aim for the effect of data changes being predictable within a range of
approximately +/- 0.5% of budgeted expenditure.

Past data changes from year to year do not all fall within this range (see the
data annex). In 1999/00, half of authorities faced data changes within +/-0.5%
of budgeted expenditure, with some authorities facing changes up to 4%
(these figures do not include data changes to the tax base, which may offset
the variation slightly). These figures suggest that there are likely to be
benefits to be had from improving predictability of grant within each 3 year
settlement.

To get at this, the Group drew a distinction between client group data and
indicator data. In the case of client group data, there is a strong link to
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changes in expenditure on the ground. Arguably, such data should not be
frozen, but should be updated regularly or forecast. In the case of indicator
data, the link with expenditure is often less direct. A case could be made for
freezing indicator data altogether, particularly as some indicators are quite
volatile, in a way that may not mirror spending pressures. However, though
more diffuse, there is still a link between indicators and expenditure. A better
approach is likely to be making greater use of moving averages, so that data
changes are smoothed.

36. The Group therefore proposes that further work is carried out to investigate
the sources of data changes and the extent to which greater smoothing or
freezing of data could improve predictability.

Greater Advance Notice of Grant Changes

37. An alternative way to increase predictability is give authorities greater advance
notice of grant changes. Nearly all respondents to both the authority survey
and telephone survey agreed or agreed strongly with the statement that the
system would be better if authorities got more advance warning of their grant
settlement. In the authority survey, 95% of authorities agreed, including 52%
that agreed strongly. In the telephone survey, 93% agreed, including 57% that
agreed strongly. However, 40% of authority and more than 30% of telephone
survey respondents who had initially agreed changed their mind when it was
suggested that data might then be less up to date.

38. One way to give more advance notice would be to give individual authorities a
firm grant figure for each of the three years of the Spending Review. Given
the view that client group data should not be frozen, this would require the use
of data forecasts. If such forecasts were used to determine actual allocations
the Group agreed that any forecasts would need to be provided centrally, to
put them on a consistent basis.

39. However, there is an issue as to how accurately such forecasts can be made.
There is likely to be a particular difficulty forecasting pupil numbers, due to
changes at local level such as cross-boundary flows, closures, new sixth forms
and so on. On balance, the local authority members of the Group preferred
the accuracy of up-dating data on an annual basis, to the increased
predictability of firm three year figures (though the balance of advantage would
need to be reviewed if a simplified formula were adopted).

40. That is not to say there is no useful role for forecasts in improving
predictability. The opinion survey results point to the importance of improving
advance notice of allocations. The Group agreed that it would be valuable to
authorities to have better forecasts for their following year’s grant in May/June,
though actual grant would be determined by the data available as under the
current timing of the settlement. It would also be possible to provide forecasts
for later years in the Spending Review, though the further ahead forecasts
were made, the greater the potential for inaccuracy.
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41.

42.

43.

44,

The value to authorities of forecasts made in May/June depends on their
accuracy. Again, the distinction between client and indicator data is important.
Client data is locally forecastable. So if an authority disagreed with any
central forecast, they could plug their local forecast into the formula instead.
Indicator data are likely to be more difficult for an individual authority to
forecast. But if such data are smoothed as suggested above, then forecasting
should be much more straightforward. If it turned out that any May/June
forecasts were not sufficiently accurate for authorities to place much reliance
on, the Group concluded that bringing forward the timing of the settlement,
using data that are less up-to-date, should be reconsidered.

Plan Based Approaches

A plan-based approach would necessarily be based on local forecasts of
numbers of clients, and spending pressures. They could be submitted every
other year, and could result in firm figures for each year of the Spending
Review. In the first round of plan assessment, it might be possible to give a
firm figure for all three years of the Spending Review. However, there would
be a very tight timetable given a Spending Review outcome announced in
July, and decisions on plans given by late November of the same year. So
another possibility may be that the first and subsequent round of plans would
result in grant decisions for years 2 and 3 of the Spending Review. The
intention is that year 1 of each new Spending Review should be the same as
year 3 of the last, though it is possible that there might be some alteration.

A plan based approach can be combined with a simple formula. If, under this
approach, the plan based element is determined by consideration of the total
grant that an authority is to receive, then annual updating of the formula
element would have no effect on authorities’ total grant. Authorities would
have a firm figure for each year of the Spending Review. What would be
important would be the forecast data considered in plan assessment. If these
forecasts turn out to be inaccurate, there need not be claw back of grant, but
any inaccuracy could be taken account of in the next round of plans. If any
inaccuracies were very great, then there might be a case for reopening an
authority’s grant decision for year 3. However, such a risk would itself increase
unpredictability.

An alternative view of the plan based approach, is that the plan and formula
elements could be determined independently. In this case, annual updating of
the formula data would work through into changes in grant, subject to any floor
and ceiling limits. The extent to which this would lead to different outcomes to
the above approach depends on two factors. Firstly the proportion of total
grant allocated by formula. And second, the extent to which the plan element
correctly anticipates the data changes for future years. Both these issues
have a bearing on how much greater predictability of total grant there would
be under a plan-based approach compared with a formulaic approach with
annual data updates.

HOW OFTEN METHODOLOGY IS REVIEWED
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45.

46.

47.

48.

49.

The Group noted that the 3 year formula freeze in line with the CSR has been
generally well received by Local Authorities.

Given the overlapping nature of the Spending Reviews, after an initial 3 year
freeze, if there were subsequent freezes to methodology in line with Spending
Reviews, then methodology would be reviewed every other year. The Group
agreed methodology should continue to be frozen for the period of each
Spending Review, but there is an issue as to whether there should be just two
year freezes to methodology, or whether it would be preferable to review
methodology every other Spending Review.

A distinction can be drawn between methodology changes that are made in
the light of continuing research, and any policy changes announced in each
Spending Review which have implications for methodology.

In the latter case, any methodology changes that have to be made as a result
of policy changes announced in each Spending Review should be
implemented promptly, in line with that Spending Review, rather than waiting
until period covered by the next Spending Review.

In the former case, the Group suggested that methodology changes could be
made more gradually. For example, each of the formulae could be reviewed
every 4 years. This need not involve making all the changes every four years,
but there could be the opportunity to review the methodology for half the
formulae every two years.

SUMMARY OF CONCLUSIONS

50.

51.

The Group agreed that:

a) improving predictability and stability of revenue grant were desirable
outcomes, in that they improve the ease with which it is possible to plan
over the medium term and provide a means of managing changes in grant
distribution;

b) that there is dissatisfaction with the current system, as evidenced by the
opinion survey;

c) there are steps which could be taken, discussed in the report, which would
increase predictability and stability.

Plan-Based Approaches to Grant Distribution

Under the plan-based approach, the aim would be to give authorities firm
grant figures for years 2 and 3 of each Spending Review. In the first round of
plan assessment, it might be possible to give a firm figure for all three years of
the Spending Review. However, there would be a very tight timetable if a
Spending Review outcome was announced in July, and decisions on plans
were to be given by late November of the same year. The intention is that
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52.

53.

54.

55.

56.

S7.

58.

year 1 of each new Spending Review should be the same as year 3 of the
last, though it is possible that there might be some alteration.

The grant decisions would be based on assessment of authorities’ plans.
These would need to be based on authorities’ forecasts of client numbers, tax
base etc. whose soundness would be considered when the plan was
assessed.

With floors and ceilings, judgements on the plan would be constrained so that
no authority would get year on year increases in grant less than x% (the floor)
or more than y% (a ceiling). This allows plans to set out realistic scenarios.

The floor and ceiling would be fixed for the period of each Spending Review,
and so year 3 would determine the floor and ceiling for year 1 of the next
Spending Review. Floors and ceiling would effectively be set for years 2 and
3 each Spending Review. Floors and ceilings would need to be set
judgementally, having regard to the Spending Review outcome, how quickly
changes to distribution were to be achieved, and their presentational
simplicity. The levels of grant to which floors and ceilings are applied would
need to be adjusted for changes in responsibilities and boundary changes.

There is an issue over the nature of the assurance that Ministers would give
that grants would not change. Some member of the Group felt that this would
require legislation.

Formula Based Approaches to Grant Distribution

The aim would be to keep methodology unchanged for the period of each
Spending Review, and possibly for two Spending Review periods. There
could be a rolling programme of reviews with part of the formulae updated
each Spending Review. Any major policy shifts announced as part of each
Spending Review may require methodology changes and these would need to
be incorporated more promptly.

Local authority members of the Group preferred the updating of data to the

fixing or forecasting of data to provide firm grant figures for the period of each

Spending Review: a margin of uncertainty would be accepted. This uncertainty

can be minimised by:

- using forecasts to give approximate indications of future grants; and/or

- confining data updates to data that are the strongest drivers of
spending (e.g. client numbers); and/or

- using more smoothing of data changes

A floor would be set in the same way as under a plan-based approach (para
54), though local government members of the Group questioned the need for
a ceiling with a formulaic approach. The floor would be implemented using an
approach along the lines of the Central Support Protection Grant, rather than
NHS pace of change.

Timing of Announcements
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59.

60.

To improve planning, authorities would prefer to know the grant settlement for
the year ahead about 9-10 months before the start of the financial year. Under
formula based approaches, in the first instance, the scope for enabling
authorities to be better placed to forecast the settlement in May/June, should
be explored. Actual settlements would be based on up-to-date data as under
the current timetable. If such forecasts proved insufficiently accurate to
improve predictability, then consideration should be given to bringing forward
the timing of the settlement, relying on less up-to-date data.

Specific Grants

Predictability and stability issues go beyond consideration of general grant.
There are also issues around the balance between specific and general
grants, the conditions attached to specific grants (including matching funding),
and that different government departments issue and request information on
specific grants to different timetables. The conditions on specific grants, and
their amounts, should preferably be known, to a reasonable degree of
accuracy, on the same timetable as in the previous paragraph.
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DATA ANNEX

Year on Year Grant Changes in Recent Years

1.

The table below shows the distribution of local authorities’ year-on-year grant
changes for the years 1996/1997 to 2000/2001. All the figures are based upon
the grants used to calculate the Central Support Protection Grant. This
includes RSG, NNDR, damping grants, community care grants, transitional
reorganisation grants etc. In cases where authorities have faced
reorganisation in this period, their figures have been omitted from the
calculation in the year that the change took place. Figures are unadjusted for

changes in function and responsibility.

Distribution of individual year-on-year changes to local authority grant
from 1996/1997 to 2000/2001

Categories for Year 96/7 Year 97/8 Year Year Year
year-on-year (frequency (frequency 98/99 99/00 00/01
increase in ) ) (frequency (frequency (frequency
grant ) ) )

< -10% 1 0 8 0 0

-8 t0 -10% 4 4 10 0 0

-6 to -8% 19 24 18 0 0

-4 t0 -6% 93 74 23 0 0

-2 10 -4% 81 108 38 0 0

0to-2% 42 112 48 0 0

0to +2% 39 73 36 152 62

+2 to +4% 62 12 60 174 192

+4 to +6% 61 1 79 82 153

+6 to +8% 13 5 56 23 13

+8 to +10% 5 0 17 1 6

> +10% 1 1 10 1 2

Overall % 2.87 -0.67 4.68 3.27 3.69
increase

Data Changes as a Proportion of Budget Requirement

2.

The following diagram shows SSA data changes in 1999/00 as a proportion of
1999/00 budget estimates. The figures do not therefore include data changes
to the tax base. Overall, 50% of authorities in 1999/2000 were faced with data
changes greater than +/- 0.5% (shown as bold lines on the diagram), with 22%
of authorities facing data changes in excess of +/-1%.
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Annex 2
Birmingham City Council
THE INFLUENCE OF THE GRANT DISTRIBUTION
MECHANISM ON FUNDING FLOORS AND CEILINGS

This paper considers some of the implications of applying floors and ceilings, with
reference to how different mechanisms may have an influence on the implementation
of such measures of predictability and stability. In the most part these are
considered in the context of simplified formula and forward plans purely because this
is the current favoured option of the DETR. Therefore, this paper should not be
taken as support for any particular option or mechanism for applying floors and
ceilings. Its purpose is purely to promote discussion and highlight some of the
implications of such an approach.

Applying Floors and Ceilings to Formulae Based Approaches

Variation, in an authority’s grant levels, under a formula based system may arise
specifically from data and methodology changes. Floors and ceiling may be applied
to limit these changes and consequently enhance predictability and stability.
However, applying a floor may be relevant to a formulaic approach but adopting
ceilings may lead to a number of problems. If a formula dictates that an authority
should receive a certain level of grant on the basis of their data then it is hard to
justify why a ceiling should then be imposed. Also an authority could be in a position
whereby annual data gains lead to a grant entitlement that falls above the ceiling.
Continual limits on the amount of grant that that authority can receive may mean that
the authority never receives the level of grant needed to fund services for an ever-
expanding population.

Similarly it would be difficult to rationalise the adoption of ceilings to compensate for
methodology gains under a formula based system. Presumably the justification for
methodology changes is that it is fairer and more accurately reflects current needs
and circumstances than the previous methodology. If this system leads to increased
grant entitlements for authorities then surely they should receive this gain as soon as
possible. Even if an authority is in an unlikely position of being unable to spend any
increase in resources it could certainly be used to lower the burden on local tax-
payers.
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In contrast there should be some form of damping mechanism for the effects of data
and methodology losses in a formula based system. This could help avoid any
turbulence in the delivery of local authority services. Data losses such as decreases
in population and pupil numbers do not necessarily lead to a corresponding decrease
in costs. There may be a number of costs that can be reduced immediately by
reducing activity for example. Other costs faced by a local authority can not be so
readily reduced. Therefore it is particularly important to damp grant losses due to
data changes.

How could a system of floors cope with both methodology and data changes? If two
authorities fell under the floor due to methodology but one authority was gaining on
data should both authorities receive the same floor? If the floor did take account of
data changes separately what would be the costs in terms of explicability?

Would the level of the floor or ceiling be dependent upon whether there are any
methodology changes? How would this be implemented if there were methodology
changes only once every three years? Would the losses due to these changes be
damped over the three year period? At the end of that period further methodology
changes may be implemented. What would the costs be in terms of complexity?

Applying Floors and Ceilings to a Forward Plans Element

Applying ceilings may be more appropriate to a plan based option or element as it
may promote realism in local authority “bids”. However, how would this ceiling be
calculated? Would a target be calculated, rather like the pace of change approach?
In which case the plan itself may become largely academic. By applying such limits
to plans will this deter improvements to services by discouraging well developed and
formulated plans?

General Issues

Some consideration needs to be given to whether floors and ceilings should be
applied to all elements (if applicable) of the grant distribution. For example would
they be applied to both the formula element and the plans element? Would they
operate on each element separately or to the overall settlement? It may be more
appropriate to apply ceilings only to the proposed forward plans element. However,
floors and ceilings may need to be considered on the basis of the entire settlement
as some authorities will be relying upon the plans element more than others. That is
some authorities will do better than others on a simple formula and will not need to
rely upon the plans element for such a large proportion of their resources. Indeed,
most of the funding available for the plans element may be needed just to bring all
authorities up to the level of the floor. In which case all the new system will be doing
in practice is ensuring that each authority receives at least the level of grant as last
year with a bit extra for inflation.

Changes to methodology are likely to lead to greater fluctuations in grant
entittements on an authority by authority basis. How will the floors and ceilings cope
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with this? In particular in the first year of the new system how will the floors and
ceilings cope with such a transition? Depending upon the level of funding available
and the gap between the floor and ceiling SSAs could continue to have a pervasive
influence. How would these floors and ceilings reflect any changes in responsibility
and boundaries in both plan and formula based options?

The levels of floors and ceilings will also be dependent upon the amount of national
funding available. In which case will the levels be altered on an annual basis? The
current practice of announcing last minute transfers from the Comprehensive
Spending Review control totals to specific grants does little to enhance predictability
and stability. If this practice continues under the new system there would still be a
degree of uncertainty in the system.

There is a danger that the floors and ceilings will become the most important factors
in determining an authority’s level of grant. If the “window” between the floor and the
ceiling is so narrow that most authorities do not fall within it, then the mechanism
used to determine an authority’s need to spend on services is irrelevant. However, if
the gap between the floor and the ceiling is too large then the system will not be as
predictable.
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Annex 3

REVENUE GRANT DISTRIBUTION REVIEW

PREDICTABILITY AND STABILITY SUB-GROUP

REPORT OF FURTHER DISCUSSIONS ON FLOORS AND CEILINGS

Introduction

1. We presented our second Predictability and Stability Sub-Group report to the
Review Group meeting on the 6™ March. We had reached agreement on a
number of aspects of how floors and ceilings might operate, but had also
identified a number of issues that would need further discussion, were Ministers
to decide that they should form part of the new system. The Review Group
remitted the sub-group to have a fuller discussion of these additional issues, with
the aim of reporting back to the Review Group meeting on the 11" May.

2. We had already reached agreement on a number of aspects of how floors and
ceilings could operate:

We agreed that it would be helpful if damping arrangements could be
announced for the duration of each Spending Review period;

In terms of the levels at which floors and ceilings are set, we agreed that
there might need to be different levels of floors and ceilings for different
classes of authorities as a result of different rates of grant increase for
different services;

We agreed that there was a strong case for financing the damping
arrangements applying to all classes of authority in a consistent way (noting
that a floor can operate without a ceiling). The implication is that there should
not be a mix of CSPG and scaling factor approaches; and

We agreed that the grant total to which floors and ceilings are applied would
need to be adjusted for changes in responsibilities and boundary changes.

Further Issues Covered

3. In taking discussion forward, we focused on the following issues:

The purpose of damping arrangements, in terms of what they are protecting
and why;

How minimum increases are paid for, including the relative merits of the
CSPG and scaling factor approaches;

The levels at which floors and ceilings are set for different classes of authority
and whether they are self-financing;

If and how a floor and ceiling should be introduced for shire districts; and
How floors and ceilings interacts with other possible elements of the grant
distribution system, including safety valves.

4. Each of these issues are discussed in turn.
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The Purpose of Damping Arrangements

5. As a context for further discussions, the sub-group asked DETR to set out the
rationale for minimum and/or maximum increases in grant, what they are
protecting and why.

6. The case for floors and ceilings is largely set out in the Green Paper. The key
purpose of any damping arrangements are to improve stability. This improves
predictability, and authorities’ ability to plan ahead with confidence. Reducing
volatility in grant helps authorities to reduce volatility in council tax levels. It
therefore helps to make changes in service provision that are due to changes in
authorities policy and performance, rather than changes in government support,
clearer to local tax payers.

7. Nevertheless, there is an important trade-off between stability and
responsiveness: the narrower the band within which grant increases are confined,
the greater the degree of predictability and stability, but the more slowly relative
changes in the pattern of grant distribution will work through the system.

8. As well as stability being desirable in its own right, a consequence of limits to
grant changes is that changes in distribution are introduced gradually, reducing
disruption to services during transition. As discussed below, there is therefore a
relationship between the level of the floor, and any adjustment that is made to
reflect the fact that some costs are relatively more fixed than others, and respond
sluggishly to changes in client numbers.

9. A maximum limit to grant increases narrows the range of grant increases more
than if there is just a floor. This further increases stability and predictability. It
ensures authorities are more realistic about the extent to which grant can be
redistributed in their favour over a relatively short period of time. A maximum
increase is also useful under a plan based approach, as it allows plans to be
based around realistic scenarios.

10. A ceiling can limit grant increases resulting from changes where the link with cost
pressures on the ground is not obvious, such as those caused by volatile data.
This was a factor in 2001/2, where Ministers were concerned that the swings in
grant increases caused by a purely data driven formula could impact on the
delivery of priority services. Increased use of data smoothing might be expected
to reduce this problem, and cause fewer authorities to hit a given floor or ceiling.
With greater use of data smoothing, methodology changes are the most likely
reason why an authority will hit a ceiling increase. Again these do not always
reflect direct changes in spending pressure on the ground. While there is some
scope to improve the advance notice of methodology changes, in terms of the
planning cycle they are still likely to be announced relatively late in the process.
Ceilings help make the consequences of methodology changes more predictable.
There is also a case for large increases in grant to be introduced gradually so that
service improvements are properly planned for, and value for money assured.

Appendix 1 A 54



11.Unless Ministers were to hold back a pot of money from the increases announced
as part of the Spending Review, resources to pay for the floor have to be found
from within the RSG total. In addition to the other rationale for a ceiling, a
maximum increase helps to pay for the minimum increase, reducing the
contribution that has to be made from other authorities with increases in grant
above the floor. It makes the contribution from other authorities more predictable
(this point is discussed further below). And it also allows a floor to be set higher
than would otherwise be the case.

12.The sub-group did not reach a consensus on the strength of the case for the
ceiling. However, both floors and ceilings have received broad support from
Green Paper respondents. 89% of respondents that commented on floors were
in favour of their introduction, with 2% against. 56% of respondents that
commented on ceilings were in favour of their introduction, with 19% against.
London was the only class of authority for which the balance of opinion was
against the introduction of a ceiling.

13.CSPG and floors and ceilings have been applied to grant changes (rather than
SSA). The aim of the system is to allocate RSG, and it is changes in the actual
sums of money that authorities receive from central government that they are
ultimately interested in and plan for. Past damping arrangements have
distinguished between data and methodology changes, but are much more
complicated than focusing on overall grant changes. The sub-group pointed out
that damping overall grant changes gives authorities protection for grant losses
resulting from increases in their taxbase. While this is true, earlier papers for the
sub-group showed that taxbase changes are generally a very small source of
changes in grant. Nevertheless we agreed this is an issue that would need to be
returned to if there was a council tax revaluation.

How Minimum Increases are Paid For

14.While we had agreed that there is a strong case for adopting a consistent
approach to financing minimum increases, this still leaves the issue of the most
appropriate way to pay for those increases - whether that is in proportion to
taxbase as under CSPG, scaling back grant increases as under floors and
ceilings, or if indeed there is any other approach.

15. Some members of the group argued that CSPG was well understood by
authorities, whereas the scaling factor added an additional complicating factor
that needed to be explained. Under CSPG, the principle that authorities that face
a grant increase below the minimum are brought up to the minimum is easy to
understand. The amount of additional grant that such authorities receive, and the
total cost of funding the minimum increases is also transparent.

16.However, what is not transparent under CSPG is the amount of grant that

authorities above the minimum increase are individually contributing towards it.
The amount an individual authority contributes to the minimum is its taxbase times
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the proportionate increase in its standard tax element (since CTSS has to be
increased to pay for the minimum). An authority would have to work out what its
standard tax element would have been in the absence of CSPG in order to
calculate how much it is contributing. Moreover, standard tax elements are not
‘real’ numbers in the sense that they are equal to average council tax rates, and
do not mean much to those who are not familiar with the details of grant
distribution.

17.The scaling factor approach to floors and ceilings, as used in the 2001/02
settlement, is a much more explicit way of showing how the floor is paid for. It
takes a real number - an authority’s percentage increase in grant - and scales it
by the same proportion for all authorities. An authority’s increase in grant with
and without damping is therefore much more straightforward to calculate than it is
under CSPG. Improving the transparency of the grant distribution system for all
stakeholders is one of the aims for the local government finance system set out in
the Green Paper.

Other Scaling Factor Approaches

18.We discussed the scaling factor approach as it was applied in the 2001/2
settlement. One of the issues raised was that authorities that are initially just
above the floor can have their grant increase brought down to the floor. A
possible variation is to base the contribution from the ‘middle’ authorities on only
the part of their increase that exceeds the floor, rather than their entire increase.
The following diagram compares grant increases in 2001/2 with what the
increases would have been under this alternative approach.

7.0%
6.5% /—
6.0%

5.5% -

5.0% -

4.5% A

4.0% A

Percentage Increase in Grant

3.5% -

3.0%

—2001/2 Approach = Possible Variation
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19. The main difference is that those authorities with more substantial grant increases
contribute proportionately more to the cost of the floor, and those with lower grant
increases would contribute proportionately less than they have done in 2001/2.
No authorities are brought down to the floor, and fewer authorities get constrained
by the ceiling. However, the approach is more slightly more complex - rather than
grant increases being scaled by 0.96, the increase above 3.2% is scaled by 0.88.

20.The LGA suggested that rather than having a fixed ceiling, the greater an
authority’ grant increase, the greater the scaling factor should be. The alternative
approach outlined above, operating without a ceiling, is perhaps the simplest
variation of this. There would also be more complex alternatives.

21.However, an approach that does not have a ceiling risks being much less
predictable than an approach with a ceiling, particularly in a scenario in which
there are methodology changes. In 2001/2, the total cost of funding the floor, in
the absence of methodology changes, was £56 million. With a similar floor
relative to the national average grant increase and with methodology changes,
the cost of funding the floor could be expected to be higher (depending on the
extent of changes, and whether the are a small number of large losers offset by a
large number of small gainers, or vice versa). In the absence of a ceiling, a
higher cost of funding the floor will translate into a higher scaling factor — but the
scaling factor cannot be derived until all methodology and data changes are
known. While it is also true that with a ceiling the exact scaling factor cannot be
derived until all changes are known, it will be in a much narrower range because
the ceiling to grant changes helps to offset the grant losers.

Levels of Floors and Ceilings & Whether They Are Self-Financing

22.We had already agreed that there might need to be different levels of floors and
ceilings for different classes of authorities as a result of different rates of grant
increase for different services. Some members of the group felt however that
drawing an upper and lower tier distinction was too simple. For example,
counties do not provide lower tier EPCS services. If grant increases are lower for
EPCS than education or social services, then arguably the floor for counties
should be higher than for unitary authorities.

23.A simple way to analyse this is to assume that the floor increase for education,
PSS, highways and EPCS upper tier is set at 3.2%, and for other services at 0%
(as under CSPG). These floor increases can then be weighted in proportion to
national control totals in order to give the floor for each class of authority.

Service National | Floor by | Shire | Londo Met Shire
Control | Service | Count n Distric | Unitar
Total y Boroug t y
h
Education £22.5 bn 3.2% v v 4 v
PSS £9.0 bn 3.2% v v v v
Fire £1.5 bn 0% v v
Highways £1.9 bn 3.2% v v v v
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EPCS Upper Tier £1.9 bn 3.2% v v v v
EPCS Lower Tier £6.0 bn 0% v v v
Overall Floor by 3.1% 2.7% 2.7% 2.6%
Class

24.Under such an approach, the floor for upper tier authorities would range from
3.1% for counties to 2.6% for shire unitaries — a difference of 0.5%. The
differences are driven by the assumed floor of 0% for EPCS lower tier. If any
future floor for lower tier EPCS was set at a higher level than under CSPG then
the difference between counties and other classes of authority would be lower
still.

25.In DETR’s view, the differences are not large enough to justify the additional
complexity of different levels of floors and ceilings for different classes of upper
tier authorities. The current upper tier/lower tier distinction seems reasonable.
However, this does leave the single service police and fire authorities for which
there may be a case for different levels of floors and ceilings, depending on the
national average grant increases for those services.

26.As well as whether different levels of floors and ceilings should be set for upper
tier, lower tier, and single service police and fire authorities, there is an issue as to
whether the floor and ceiling for each of these four groups should be self-
financing (i.e. there would be a different scaling factor for each group). If they are
not self-financing, then the floor for one of the groups could be ‘subsidised’ by
grant increases for the other groups. For example, in a scenario under which
education authorities face greater methodology changes than police authorities,
this could lead to arguments from police authorities that they helping to pay for
the floor for education authorities. If funding for different services is to be kept
within groups of authorities with similar service responsibilities then this would
argue for the floor for each group being funding separately, despite the additional
complexity of different scaling factors for each group.

Setting the Floor

27.We noted the comments from Green Paper respondents on the levels at which
floors and ceilings should be set. The most frequently made comment was that a
floor should be at least the level of inflation, so as to guarantee no reduction in
grant in real terms. Some members of the group felt that the floor needed to be
above the level of inflation if pay awards exceeded the level of inflation. In
discussion a number of points were made:

e We noted that setting a floor above the level of inflation would only be
sustainable if the total grant available continues to rise by significantly more
than inflation every year. If the average general grant increase was lower than
in 2001/02 then floor levels would need to reflect this;

e It was important that the floor was set at a level which would ensure that
movements to new grant levels worked through reasonably quickly;

e Pay awards should be reflected in the national control totals. In the absence
of methodology changes, if an authority gets an increase below the national
average increase it is because of a data change such as a reduction in client
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numbers. Part of the argument for providing a minimum increase arises from
the fact that it can take time to reduce some areas of expenditure. There is
therefore an interaction between the level of the floor, and any adjustment
made for sluggish adjustments in fixed costs. With such an adjustment, the
floor arguably does not need to be set as high (though a sluggish cost
adjustment would not protect authorities from grant reductions arising from
methodology changes); and

e When setting floors in advance, the full details of transfers and methodology
changes will not be known. This leaves a margin of uncertainty over the
national average grant increase and how much it will cost to fund the floor.
This has a bearing on the issues in the first two bullet points and suggests that
a floor set when there is a degree of uncertainty needs to be more
conservative than when all changes are known.

28.1n 2001/2 the floor for education authorities was set at 3.2% relative to a national
average increase of 4.4%. The above discussion suggests that because of
uncertainty, a floor set in advance would need to be lower for the same national
average increase both in order to ensure the cost of the floor is not too high, and
the pace of adjustment is not too slow. We are looking separately at the case for
an adjustment to reflect sluggish adjustments in fixed costs, which is also relevant
to the level at which the floor is set.

Setting the Ceiling

29. There were fewer Green Paper comments on how a ceiling should be set, so it is
difficult to say much beyond that those commenting on ceilings supported a level
between 4% and 10% (either above last year’s grant or on top of inflation).
Several responses suggested the ceiling should be set relative to the national
average grant increase, which as with the floor, is clearly an important
determining factor. We identified two particular issues in setting a ceiling:

¢ As with the floor, the ceiling should not be set so close to the national average
grant increase so that authorities take a long time to adjust to their new grant
levels; and

e Uncertainty over the level of national average grant increases and the extent
of methodology changes leads to uncertainty over how much the ceiling will
contribute to the floor, and consequently how much authorities between the
floor and the ceiling have to contribute (as noted above, the scaling factor
becomes less predictable).

30. Setting a lower floor as a result of uncertainty has both the effect of reducing the
cost of the floor and increasing the pace of adjustment. However, in the case of a
ceiling, how to deal with uncertainty is less clear-cut. On the one hand it argues
for a lower ceiling in order to ensure that there does not turn out to be a greater
than expected impact on middle authorities. On the other it argues for a higher
level in order to ensure that the pace of adjustment does not turn out to be too
slow. The Group did not go beyond identifying this key tension and offer a view
as to how this trade-off should be made.
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Extending the floor and ceiling approach to shire districts

31.63% of shire district responses to the Green Paper which included comments on
ceilings were in favour of their introduction.

32.As noted above, we have agreed that there is a strong case for all classes of
authority paying for minimum increases in the same way, rather than there being
a mix of CSPG and scaling factor approaches. If we were to continue with a
scaling factor approach for upper tier authorities, this suggests that there should
be a scaling factor approach for shire districts (whether or not there is a ceiling).

33.However, there are two particular issues that can lead to significant step
increases in grant for a shire district in a way that is much less of an issue for
upper tier authorities: new large scale capital projects, and substantial rent
allowance payments increases following LSVTs. Both of these have a bearing on
if and how a ceiling should be introduced for shire districts.

34.The option of up-front capital grants potentially deals with the problem of new
capital projects, though this would still leave the issue of rent allowance
payments. We identified three broad options for shire districts (and there may
well be others):

¢ Introduce a floor that is financed by the scaling factor method (to replace the
current CSPG method floor), but not a ceiling;

¢ Introduce a ceiling, but set it at a higher level for shire districts relative to the
national average grant increase than for upper tier authorities;

¢ Allow the ceiling to be breached in certain circumstances which could include
step changes in rent allowance payments or revenue support for capital
finance. The circumstances under which these exceptions could be made
need not be judgmental, but could be formally defined (e.qg. if an authority’s
grant increase is above the ceiling, and rent allowance payments and capital
finance changes contribute more than x% of the increase).

35.We noted that a ceiling that is relatively low could increase pressure for there to
be exceptions, and that a problem with allowing exceptions, and defining the
circumstances under which they are made, is the additional complexity that this
involves. However, rather than draw any firm conclusions at this stage, we felt
that the possible options should be discussed further in a sub-group with wider
district representation.

Interaction with other elements of the grant distribution system

36.Above, we have set out possible interactions between floors and ceilings, data
smoothing and any adjustment made for sluggish costs. There are also issues
around how floors and ceilings interact with other possible elements of the grant
distribution system and whether they should be included in the total to which
floors and ceilings are applied.
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37.An example is the safety valve, where in paper RGD(01)54 we suggest that in the
first year an authority receives safety valve grant it should be outside the floor and
ceiling mechanism. This allows the safety valve to be used to breach a ceiling
increase, if appropriate. And it avoids awkward cases in which an authority is
below the floor, and part of the safety valve funding brings the authority up to the
floor it would have received in any case. However, in the final year in which a
safety valve payment is made, they could be included as part of the baseline to
which floors and ceilings are applied. This would provide transitional protection for
cases where an authority loses safety valve funding but where this is not offset by
a formula change.

Conclusions

38.As set out in the Green Paper, there is a case for both a floor and a ceiling to
grant changes. Both were supported by the majority of Green Paper respondents
who commented on whether they should be introduced, although we have not
reached consensus in this group on the strength of the case for the ceiling. On
the grounds of simplicity, and that it is RSG that the system allocates and what
authorities plan for, we agreed it is sensible if floors and ceilings are applied to
changes in grant, rather than to SSA or only to methodology changes.
Nevertheless there is an issue around changes in taxbase if there were to be a
council tax revaluation. We have also agreed that the level of grant to which
floors and ceilings are applied should be adjusted for boundary changes and
changes in responsibility.

39. The scaling factor approach to floors and ceilings is a much more explicit and
transparent way of paying for the floor than CSPG. Improving transparency is
one of the aims for the local government finance system set out in the Green
Paper. The option of the scaling factor being applied to grant increases above
the floor, rather than the increase as a whole, may be worth considering further.

40.Based on the different mix of services provided by authorities, we think that there
is a case for setting different levels of floors and ceilings for upper tier, lower tier
and single service authorities, depending on the increases in provision for the
relevant services. There is also a case for the floor and ceiling for each of these
different groups being self-financing.

41.We think there is a case for setting the floor more conservatively against the
national average grant increase than was the case for upper tier authorities in
2001/2. In the case of the ceiling, the discussion over appropriate levels was less
clear-cut — a trade-off needs to be made between ensuring changes in grant work
through reasonably quickly, and that the impact on middle authorities is not too
large. The Review Group’s comments on how this trade-off should be made are
particularly welcome.

42.We have agreed that minimum increases for shire districts should be paid for in
the same way as for upper tier authorities, rather than there being a mix of CSPG
and scaling factor approaches. We have identified some options for how floors
and ceilings for shire districts could be introduced. But rather than reach
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conclusions at this stage, we think the options should be discussed by a sub-
group with wider district membership.

43.The interaction between floors and ceilings and other aspects of the grant system
need to be considered. Examples are adjustments for fixed costs, data
smoothing, and safety valves. It is difficult to draw firm conclusions at this stage,
until these other aspects of the system have been fully worked up.

44.The Review Groups comments on our conclusions are invited.
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Annex 3
Local Government Finance

Methodology for Floor Damping in the 2006/07 Local Government
Finance Settlement

Introduction
1. This paper sets out the methodology and financing for the floor damping schemes
in the 2006/07 Local Government Finance Settlement.

Which authorities does the scheme apply to?
2. Floor damping will operate for all authorities in the 2006/07 Local Government
Finance Settlement. Authorities will again be split into four groups as follows:

e authorities with responsibility for education and personal social services
(“education/PSS authorities”);

e police authorities (except the City of London and the Metropolitan Police
Authority) and the Greater London Authority (police part);

o fire authorities (except the London Fire and Civil Defence Authority)and the
Greater London Authority (fire part); and

e Shire districts in two tier shire areas (i.e. those shire districts which do not
have responsibility for education and personal social services).

3. The floor element of the scheme guarantees that no authority will get less than the
floor increase in formula grant support from central government. (Formula grant
comprises Revenue Support Grant, Redistributed Business Rates, and Principal
Formula Police Grant, including the special payment to the Greater London
Authority).

4. The floor element therefore represents a ‘cost’ to the system (which is the amount
of grant needed to bring all the authorities below the floor up to the level of the floor).

Financing
5. The floors damping system will be self-financing within each group of authorities.
Authorities in one group will not cross-subsidise the floor for authorities in another

group.

Adjustments

Transfers

6. The floors damping scheme will be based on a ‘like-for-like’ comparison of formula
grant between the Amended 2005/06 baseline and 2006/07, i.e. adjusting for the
transfers into and out of the settlement. The adjusted amended 2005/06 grants
resulting from these transfers are detailed in the 'Adjusted Amended 2005/06
Formula Spending Shares and Formula Grant' paper.

The scheme for Education/PSS Authorities
13. The floor level for education/PSS authorities has been set at 2.0% in 2006/07.
(2.7% in 2007/08)

14. The reduction in grant for authorities above the floor is calculated by applying a
constant re-scaling factor to each authority’s increase in grant above their floor level
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(not their total grant increase). This rescaling factor is approximately 0.155 for
education/PSS authorities in 2006/07.

15. The re-scaling factor is calculated so that when it is applied to all authorities
within the group, the saving exactly offsets the net cost of the floor. The fact that the
scaling factor is only applied to increases above the floor level means that no
authority can move from the ‘scaled’ group to the floor.

16. The following table provides a summary of the financing of the floor damping
system for education/PSS authorities.

Level Cost Number
Floor 2% 361.910 71
Scaled -84.50% -361.910 79

17. Annex A is a visual interpretation of how this system works. As can be seen, the
net cost of the floor is met by a reduction for the scaled authorities. This is
demonstrated by the vertical gap between the scaled authorities grant increases
before and after the application of the floors damping scheme.

The scheme for Police Authorities

18. The floor level for police authorities has been set at 3.10% for 2006/07. This
means that all police authorities are receiving approximately the average increase.

19. The reduction in grant for authorities above the floor is calculated by applying a
constant re-scaling factor to each authority’s increase in grant above the floor level
(not their total grant increase). This rescaling factor is approximately 0.028 for police
authorities in 2006/07.

20. The re-scaling factor is calculated so that when it is applied to all authorities
within the group, the saving exactly offsets the net cost of the floor. The fact that the
scaling factor is only applied to increases above the floor level means that no
authority can move from the ‘scaled’ group to the floor.

21. The following table provides a summary of the floor damping system for police
authorities.

Level Cost Number
Floor 3.1% 128.109 21
Scaled -97.16% -128.109 17

22. Annex B is a visual interpretation of how this system works. As can be seen, the
net cost of the floor is met by the reduction for the scaled authorities. This is
demonstrated by the vertical gap between the scaled authorities grant increases
before and after the application of the floors damping scheme.

The Scheme for Fire Authorities
23. The floor level for fire authorities has been set at 1.5% in 2006/07.
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24. The reduction in grant for the scaled authorities is calculated by applying a
constant re-scaling factor to each authority’s increase in grant above the floor level
(not their total grant increase). This rescaling factor is approximately 0.128 for fire
authorities in 2006/07.

25. The re-scaling factor is calculated so that when it is applied to all fire authorities,
the saving from the scaled authorities exactly offsets the net cost of the floor. The
fact that the scaling factor is only applied to increases above the floor level means
that no authority can move from the ‘scaled’ group to the floor.

26. The following table provides a summary of the floor damping system for fire
authorities.

Level Cost Number
Floor 1.5% 26.499 9
Scaled -87.18% -26.499 22

27. Annex C is a visual interpretation of how this system works. As can be seen, the
net cost of the floor is met by a reduction for the scaled authorities. This is
demonstrated by the vertical gap between the scaled authorities grant increases
before and after the application of the floors damping scheme.

The scheme for Shire Districts

28. The floor level for shire district authorities which do not have responsibility for
education/PSS has been set at 3.0% for 2006/07.

29. The reduction in grant for the scaled authorities is calculated by applying a
constant re-scaling factor to each authority’s increase in grant above the floor level
(not their total grant increase). This rescaling factor is approximately 0.490 for shire
districts in 2006/07.

30. The re-scaling factor is calculated so that when it is applied to all authorities
within the group, the saving exactly offsets the net cost of the floor. The fact that the
scaling factor is only applied to increases above the floor level means that no
authority can move from the 'scaled’ group to the floor.

31. The following table provides a summary of the floor damping system for shire
districts.

Level Cost Number
Floor 3.0% 29.185 84
Scaled -50.0% -29.185 154

32. Annex D is a visual interpretation of how this system works. As can be seen, the
net cost of the floor is met by the reduction for the scaled authorities. This is
demonstrated by the vertical gap between the scaled authorities grant increases
before and after the application of the floors damping scheme.

ODPM, February 2006
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Annex C
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2007/08 ESTIMATED UNDERLYING DAMPING, FLOOR PROTECTION AND COSTS

Appendix 1B

2007/08 Formula Grant

Damping Impact

Local Authority

England

London area
Metropolitan areas
Shire areas inc Isles of Scilly

Inner London boroughs incl. ¢
Outer London boroughs
GLA - all functions

Metropolitan districts
Metropolitan fire authorities
Metropolitan police authoritie

Shire unitaries

Shire counties

Shire districts

Combined fire authorities

RNF but no
Floor damping

No RNF or
floor damping

Shire police authorities

(Column 1) (Column 2)
£m £m
25,633.01 25,633.01
5,828.47 5,410.19
7,366.64 7,452.65
12,437.90 12,770.16
2,054.26 1,741.26
1,682.79 1,620.47
2,091.42 2,048.46
5,112.86 5,205.49
318.66 319.59
1,935.11 1,927.58
2,949.81 2,989.45
3,755.49 3,998.57
1,831.12 1,831.23
436.19 443.77
3,463.09 3,505.16

RNF & Floor
Damping

(Column 3)
£m
25,633.01

5,919.74
7,267.55
12,445.71

2,047.98
1,733.57
2,138.19

5,064.41
316.63
1,886.52

2,902.04
3,807.56
1,831.12

424.57
3,478.56

Total (Col 3 -

Col 2) Col 2)
(Column 4) (Column 5)
£m £m
0.00 0.00
509.55 418.28
-185.10 -86.02
-324.45 -332.26
0.00 0.00
306.72 313.01
113.09 62.32
89.73 42.96
0.00 0.00
-141.08 -92.62
-2.96 -0.93
-41.06 7.53
0.00 0.00
-87.41 -39.64
-191.01 -243.08
-0.11 -0.11
-19.20 -7.58
-26.59 -42.06

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
0.00

91.27
-99.08
7.81
0.00
-6.28
50.78
46.78
0.00
-48.45
-2.03
-48.60
0.00
4777
52.07
0.00
-11.62
15.47
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2007/08 Formula Grant Damping Impact
RNF but no No RNF or RNF & Floor Total (Col 3- RNF (Col 1- Floor (Col 3-
Local Authority Floor damping floor damping Damping Col 2) Col 2) Col 1)
(Column 1) (Column 2) (Column 3) (Column 4) (Column5) (Column 6)|
£m £m £m £m £m £m
Isles Of scilly 2.20 1.99 1.85 -0.14 0.21 -0.34
0.00 0.00 0.00
GREATER LONDON 0.00 0.00 0.00
City of London 93.22 86.54 99.17 12.63 6.69 5.94
Camden 162.77 135.01 151.79 16.78 27.76 -10.98
Greenwich 152.43 145.20 150.62 5.42 7.23 -1.81
Hackney 204.93 180.37 201.92 21.56 24.56 -3.01
Hammersmith and Fulham 112.26 88.42 110.58 22.16 23.84 -1.68
Islington 146.70 120.74 146.78 26.04 25.96 0.08
Kensington and Chelsea 102.40 79.73 96.52 16.79 22.67 -5.88
Lambeth 191.95 154.89 196.36 41.47 37.06 4.41
Lewisham 165.73 149.44 164.82 15.38 16.29 -0.91
Southwark 211.92 173.18 211.80 38.62 38.74 -0.12
Tower Hamlets 220.63 191.58 213.82 22.24 29.05 -6.81
Wandsworth 115.62 87.81 136.91 49.10 27.81 21.30
Westminster 173.71 148.37 166.90 18.52 25.33 -6.81
0.00 0.00 0.00
0.00 0.00 0.00
Barking and Dagenham 89.37 90.86 86.22 -4.64 -1.49 -3.16
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Local Authority

Barnet

Bexley

Brent

Bromley

Croydon

Ealing

Enfield

Haringey

Harrow

Havering

Hillingdon

Hounslow

Kingston upon Thames
Merton

Newham

Redbridge

Richmond upon Thames
Sutton

Waltham Forest

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)

£m
81.75
55.36
135.92
41.09
106.05
125.86
108.57
132.09
59.74
44.96
77.32
75.11
32.79
59.53
203.09
82.65
16.64
45.67
109.22

No RNF or
floor damping

(Column 2)

£m
78.51
54.99
125.07
38.79
105.01
115.88
108.17
121.44
58.52
46.67
76.76
70.92
28.52
54.78
202.28
84.38
10.46
42.48
105.99

RNF & Floor
Damping

(Column 3)

£m
82.28
58.73
150.56
57.25
107.01
131.32
104.14
132.51
60.35
48.82
74.68
82.87
33.19
61.24
195.07
82.88
24.04
48.82
111.61

Total (Col 3- RNF (Col 1- Floor (Col 3-

Col 2) Col 2)
(Column 4) (Column 5)
£m £m
3.76 3.23
3.74 0.37
25.49 10.85
18.47 2.31
2.00 1.04
15.43 9.98
-4.03 0.40
11.07 10.65
1.83 1.22
2.15 -1.70
-2.08 0.56
11.95 4.19
4.67 4.27
6.46 4.75
-7.21 0.81
-1.50 -1.74
13.58 6.18
6.34 3.19
5.61 3.23

Col 1)

(Column 6)
£m
0.53
3.36
14.64
16.16
0.97
5.45
-4.43
0.42
0.61
3.85
-2.64
7.76
0.40
1.72
-8.02
0.23
7.40
3.15
2.38
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Local Authority

GLA - police
GLA - fire

Bolton

Bury

Manchester

Oldham

Rochdale

Salford

Stockport

Tameside

Trafford

Wigan

Greater Manchester Fire
Greater Manchester Police

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)
£m

1,850.61
240.80

111.23
58.03
316.66
106.19
95.54
119.62
73.09
92.43
57.97
115.18
72.46
446.23

No RNF or
floor damping

(Column 2)
£m

1,816.16
232.30

115.41
60.57
311.94
108.74
98.72
119.13
74.08
95.38
59.04
122.53
72.68
443.98

RNF & Floor
Damping

(Column 3)
£m

1,883.74
254.45

108.70
57.93
305.92
102.12
92.77
115.65
72.31
89.63
62.60
112.39
72.02
432.67

Total (Col 3- RNF (Col 1-
Col 2) Col 2)

(Column 4) (Column 5)

£m £m

0.00 0.00

67.58 34.46

22.15 8.50

0.00 0.00

0.00 0.00

-6.71 -4.17

-2.64 -2.54

-6.02 4.72

-6.62 -2.55

-5.95 -3.18

-3.48 0.48

-1.77 -0.99

-5.75 -2.95

3.56 -1.06

-10.13 -7.35

-0.66 -0.22

-11.30 2.26

0.00 0.00

0.00 0.00

Floor (Col 3-
Col 1)

(Column 6)
£m
0.00
33.13
13.65
0.00
0.00
-2.54
-0.10
-10.74
-4.08
-2.77
-3.97
-0.78
-2.80
4.63
-2.78
-0.44
-13.56
0.00
0.00
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Local Authority

Knowsley
Liverpool

Sefton

St Helens

Wirral

Merseyside Fire
Merseyside Police

Barnsley

Doncaster

Rotherham

Sheffield

South Yorkshire Fire
South Yorkshire Police

Gateshead
Newcastle upon Tyne
North Tyneside
South Tyneside

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)

£m

101.03

282.98

107.66

75.41

129.79

42.92

255.69

93.93
122.31
107.33
250.78

36.62
193.03

96.07
151.52
77.98
82.70

No RNF or

floor damping

(Column 2)

£m

102.64

286.35

110.27

79.34

135.21

42.58

253.44

102.28
130.15
113.66
250.40

36.88
193.62

96.36
144.71
77.75
82.07

RNF & Floor
Damping

(Column 3)

£m

108.59

297.18

108.82

75.00

133.88

45.39

253.85

92.75
121.24
102.29
249.60

34.33
194.25

96.23
152.55
79.51
82.09

Total (Col 3 -
Col 2)

(Column 4) (Column 5)

£m
5.95
10.84
-1.45
-4.34
-1.33
2.81
0.41

-9.53
-8.91
-11.38
-0.79
-2.55
0.64

-0.14
7.83
1.76
0.01

£m
-1.61
-3.37
-2.61
-3.94
-5.42
0.34
2.25

-8.35
-7.84
-6.34

0.39
-0.26
-0.59

-0.29
6.81
0.22
0.63

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m

7.56

14.20

1.16

-0.41

4.10

2.48

-1.84

-1.18
-1.07
-5.04
-1.18
-2.29

1.22

0.15
1.03
1.53
-0.61
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Local Authority

Sunderland
Tyne and Wear Fire
Northumbria Police

Birmingham

Coventry

Dudley

Sandwell

Solihull

Walsall
Wolverhampton

West Midlands Fire
West Midlands Police

Bradford
Calderdale
Kirklees
Leeds
Wakefield

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)
£m
140.99
35.02
209.18

611.85
137.81
110.64
159.87

43.67
120.47
127.76

77.93
498.33

237.42

72.24
132.31
272.56
119.83

No RNF or

floor damping

(Column 2)
£m
144.37
34.90
209.57

616.08
139.24
114.24
162.85

43.52
123.39
128.01

78.07
494.35

244 .81

73.37
140.38
269.57
128.92

RNF & Floor
Damping

(Column 3)
£m
141.29
33.94
237.99

587.36
134.11
106.31
155.33

48.68
117.01
128.88

77.40
450.20

232.56

70.30
131.49
271.39
119.96

Total (Col 3 -
Col 2)

(Column 4) (Column 5)

£m
-3.09
-0.97
28.42

-28.72
-5.13
-7.93
-7.52
5.16
-6.38
0.88
-0.67

-44.15

-12.26
-3.07
-8.89

1.82
-8.96

£m
-3.38
0.11
-0.39

-4.23
-1.43
-3.60
-2.97

0.15
-2.92
-0.25
-0.14

3.98

-7.40
-1.13
-8.07

2.99
-9.08

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m

0.29

-1.08
28.81

-24.49
-3.70
-4.33
-4.55
5.01
-3.46
1.12
-0.53

-48.13

-4.86
-1.94
-0.81
-1.17

0.13
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Local Authority

West Yorkshire Fire
West Yorkshire Police

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)
£m
53.72
332.65

ALL PURPOSE AUTHORITIES

Bath & North East Somerset

Blackburn with Darwen
Blackpool
Bournemouth
Bracknell Forest
Brighton & Hove
Bristol

Darlington

Derby

East Riding of Yorkshire
Halton

Hartlepool
Herefordshire

Isle of Wight Council
Kingston upon Hull

36.63
68.77
70.47
43.37
22.30
84.90
150.42
34.23
95.75
84.21
56.20
45.03
48.32
54.32
129.99

No RNF or

floor damping

(Column 2)
£m
54.47
332.63

36.06
72.60
72.91
42.97
20.23
80.88
147.22
35.83
98.73
89.79
58.85
46.74
50.32
55.78
131.92

RNF & Floor
Damping

(Column 3)
£m
53.55
317.55

33.90
64.30
66.94
48.90
23.32
99.09
143.88
33.11
92.35
81.59
56.02
43.49
47.65
50.70
127.90

Total (Col 3 -
Col 2)

(Column 4) (Column 5)

£m
-0.92
-15.08
0.00
0.00
-2.16
-8.30
-5.97
5.93
3.09
18.21
-3.34
-2.73
-6.37
-8.20
-2.83
-3.25
-2.68
-5.08
-4.02

£m
-0.75
0.01
0.00
0.00
0.58
-3.83
-2.44
0.40
2.07
4.02
3.21
-1.61
-2.97
-5.57
-2.66
-1.72
-2.00
-1.46
-1.93

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
-0.17
-15.10
0.00
0.00
-2.74
-4.47
-3.53
5.53
1.02
14.19
-6.54
-1.12
-3.40
-2.62
-0.17
-1.54
-0.67
-3.61
-2.09
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Local Authority

Leicester

Luton

Medway
Middlesbrough

Milton Keynes

North East Lincolnshire
North Lincolnshire
North Somerset
Nottingham
Peterborough
Plymouth

Poole

Portsmouth

Reading

Redcar and Cleveland
Rutland

Slough

South Gloucestershire
Southampton

2007/08 Formula Grant

Damping Impact

RNF but no No RNF or
Floor damping floor damping

(Column 1) (Column 2)
£m £m
162.10 162.78
78.91 80.90
75.80 79.11
74.16 74.86
80.12 81.43
62.92 64.83
52.37 55.64
44.20 46.02
153.65 154.34
67.32 69.01
92.92 93.76
23.14 23.93
78.89 73.48
49.80 45.50
60.13 62.03
6.24 6.26
46.82 45.28
52.16 53.69
88.65 85.75

RNF & Floor
Damping

(Column 3)
£m
157.28
75.38
71.28
73.23
73.63
60.08
50.60
42.87
146.06
64.44
92.51
23.21
79.58
50.28
58.41
5.51
51.68
51.07
90.14

Total (Col 3- RNF (Col 1- Floor (Col 3-

Col 2) Col 2)

(Column 4) (Column 5)
£m £m
-5.50 -0.68
-5.52 -1.99
-7.83 -3.31
-1.64 -0.71
-7.81 -1.31
-4.75 -1.91
-5.05 -3.27
-3.16 -1.83
-8.28 -0.69
-4.56 -1.69
-1.26 -0.84
-0.72 -0.78
6.10 5.41
4.79 4.30
-3.62 -1.90
-0.75 -0.03
6.40 1.54
-2.63 -1.53
4.40 2.90

Col 1)

(Column 6)
£m
-4.82
-3.53
-4.52
-0.93
-6.50
-2.84
-1.77
-1.33
-7.59
-2.87
-0.41
0.07
0.70
0.48
-1.72
-0.72
4.86
-1.10
1.49
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Appendix 1B

Local Authority

Southend-on-Sea
Stockton-on-Tees
Stoke-on-Trent
Swindon

Telford and the Wrekin
Thurrock

Torbay

Warrington

West Berkshire
Windsor and Maidenhead
Wokingham

York

Isles of Scilly

SHIRE COUNTIES
Bedfordshire
Buckinghamshire
Cambridgeshire
Cheshire

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)
£m
54.36
69.30
110.41
42.81
59.51
53.78
49.78
48.37
23.86
11.64
11.55
39.21
2.20

55.98
40.17
96.37
85.35

No RNF or
floor damping

(Column 2)
£m
53.99
72.07
116.93
44.45
63.28
54.88
51.71
51.02
22.79
9.54
10.37
38.97
1.99

59.03
38.92
98.64
93.80

RNF & Floor
Damping

(Column 3)
£m
54.61
67.71
105.31
45.41
56.53
50.79
46.03
48.27
25.80
15.87
16.98
38.34
1.85

61.89
49.83
96.01
88.75

Total (Col 3- RNF (Col 1- Floor (Col 3-

Col 2) Col 2)
(Column 4) (Column 5)
£m £m
0.62 0.37
-4.36 -2.77
-11.62 -6.52
0.96 -1.64
-6.75 -3.76
-4.08 -1.10
-5.68 -1.93
-2.75 -2.65
3.01 1.07
6.33 2.10
6.60 1.18
-0.63 0.24
-0.14 0.21
2.86 -3.06
10.91 1.25
-2.63 -2.27
-5.05 -8.44

Col 1)

(Column 6)
£m
0.25
-1.59
-5.10
2.60
-2.99
-2.99
-3.75
-0.10
1.94
4.23
5.43
-0.87
-0.34

5.92
9.66
-0.36
3.40
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Appendix 1B

Local Authority

Cornwall
Cumbria
Derbyshire
Devon

Dorset

Durham

East Sussex
Essex
Gloucestershire
Hampshire
Hertfordshire
Kent

Lancashire
Leicestershire
Lincolnshire
Norfolk

North Yorkshire
Northamptonshire
Northumberland

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)

£m
134.64
117.58
146.58
126.44
37.36
147.45
77.55
191.50
97.44
99.40
127.26
226.83
241.68
78.62
155.90
202.86
85.55
128.22
84.09

No RNF or
floor damping

(Column 2)

£m
143.90
126.69
164.96
133.52
42.79
159.95
82.10
203.41
101.35
103.59
125.79
241.55
261.66
85.71
170.51
214.28
90.13
136.13
88.12

RNF & Floor
Damping

(Column 3)

£m
127.97
111.19
137.56
122.98
32.86
140.62
81.55
206.12
95.16
122.69
150.44
228.68
232.48
79.88
146.12
181.90
80.19
127.93
83.30

Total (Col 3 -

Col 2) Col 2)
(Column 4) (Column 5)
£m £m
-15.93 -9.26
-15.50 -9.12
-27.39 -18.38
-10.54 -7.08
-9.93 -5.43
-19.33 -12.50
-0.54 -4.55
2.71 -11.91
-6.19 -3.90
19.10 -4.19
24.64 1.47
-12.87 -14.72
-29.18 -19.99
-5.83 -7.09
-24.40 -14.61
-32.38 -11.42
-9.95 -4.58
-8.20 -7.91
-4.81 -4.03

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
-6.67
-6.39
-9.02
-3.46
-4.50
-6.83
4.01
14.62
-2.29
23.29
23.18
1.85
-9.19
1.26
-9.79
-20.96
-5.36
-0.28
-0.78
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Local Authority

Nottinghamshire
Oxfordshire
Shropshire
Somerset
Staffordshire
Suffolk

Surrey
Warwickshire
West Sussex
Wiltshire
Worcestershire

SHIRE DISTRICTS

2007/08 Formula Grant

Damping Impact

BEDFORDSHIRE
Bedford

Mid Bedfordshire
South Bedfordshire

BUCKINGHAMSHIRE

RNF but no
Floor damping

No RNF or
floor damping

(Column 1) (Column 2)
£m £m
139.69 156.16
85.49 84.56
56.34 59.59
95.87 104.14
124.09 138.33
140.56 150.29
63.05 54.16
74.74 81.91
65.36 68.55
57.33 58.68
68.17 75.67
14.18 14.15
7.93 8.11
8.67 8.71

RNF & Floor
Damping

(Column 3)

£m
133.62
92.26
55.16
89.97
121.52
133.25
105.58
75.83
81.78
61.36
71.13

13.94
7.76
8.56

Total (Col 3 -
Col 2) Col 2)
(Column 4) (Column 5)
£m £m
-22.54 -16.47
7.70 0.93
-4.43 -3.25
-14.17 -8.27
-16.80 -14.24
-17.04 -9.73
51.41 8.88
-6.08 -7.17
13.23 -3.19
2.67 -1.35
-4.54 -7.50
-0.20 0.04
-0.35 -0.17
-0.14 -0.03
0.00 0.00
0.00 0.00

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
-6.07
6.78
-1.18
-5.90
-2.57
-7.30
42.53
1.09
16.42
4.03
2.96

-0.24
-0.18
-0.11
0.00
0.00




2007/08 ESTIMATED UNDERLYING DAMPING, FLOOR PROTECTION AND COSTS Appendix 1B
2007/08 Formula Grant Damping Impact
RNF but no No RNF or RNF & Floor Total (Col 3- RNF (Col 1- Floor (Col 3-
Local Authority Floor damping floor damping Damping Col 2) Col 2) Col 1)
(Column 1) (Column 2) (Column 3) (Column 4) (Column5) (Column 6)
£m £m £m £m £m £m
Aylesbury Vale 11.14 11.18 11.40 0.23 -0.03 0.26
Chiltern 3.05 2.85 3.82 0.97 0.20 0.77
South Bucks 2.20 2.03 2.92 0.89 0.17 0.72
Wycombe 9.25 9.10 9.86 0.76 0.15 0.61
0.00 0.00 0.00
CAMBRIDGESHIRE 0.00 0.00 0.00
Cambridge 11.86 11.88 12.12 0.24 -0.02 0.26
East Cambridgeshire 6.74 6.87 6.52 -0.35 -0.13 -0.22
Fenland 8.90 8.92 8.72 -0.19 -0.01 -0.18
Huntingdonshire 12.01 12.27 11.65 -0.62 -0.25 -0.36
South Cambridgeshire 7.73 7.78 7.56 -0.22 -0.05 -0.17
0.00 0.00 0.00
CHESHIRE 0.00 0.00 0.00
Chester 9.84 9.68 9.78 0.11 0.16 -0.05
Congleton 5.32 5.44 5.24 -0.20 -0.11 -0.09
Crewe and Nantwich 9.39 9.46 9.33 -0.13 -0.07 -0.07
Ellesmere Port and Neston 6.82 6.87 6.89 0.02 -0.05 0.07
Macclesfield 7.45 7.27 7.85 0.58 0.18 0.40
Vale Royal 9.12 9.24 8.93 -0.31 -0.12 -0.19
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Local Authority

CORNWALL
Caradon
Carrick

Kerrier

North Cornwall
Penwith
Restormel

CUMBRIA
Allerdale
Barrow-in-Furness
Carlisle

Copeland

Eden

South Lakeland

DERBYSHIRE
Amber Valley

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)
£m

6.47
7.52
9.32
7.52
6.08
9.09

10.74
8.80
10.27
7.11
4.52
6.10

9.49

No RNF or
floor damping

(Column 2)
£m

6.46
7.49
9.38
7.49
5.99
9.22

10.63
8.70
10.32
7.14
4.47
5.94

9.69

RNF & Floor
Damping

(Column 3)
£m

6.39
7.42
9.07
7.45
6.02
8.91

10.37
8.67
10.11
7.03
4.43
6.72

9.35

Total (Col 3 -
Col 2) Col 2)

(Column 4) (Column 5)
£m £m

0.00 0.00

0.00 0.00

-0.07 0.00
-0.07 0.03
-0.31 -0.06
-0.04 0.03

0.03 0.09

-0.31 -0.13

0.00 0.00

0.00 0.00

-0.25 0.11
-0.03 0.09
-0.21 -0.05
-0.11 -0.03
-0.04 0.05

0.78 0.15

0.00 0.00

0.00 0.00

-0.34 -0.20

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
0.00
0.00
-0.08
-0.10
-0.25
-0.07
-0.06
-0.18
0.00
0.00
-0.36
-0.12
-0.16
-0.08
-0.09
0.63
0.00
0.00
-0.14
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Local Authority

Bolsover

Chesterfield
Derbyshire Dales
Erewash

High Peak

North East Derbyshire
South Derbyshire

DEVON
East Devon
Exeter

Mid Devon
North Devon
South Hams
Teignbridge
Torridge
West Devon

DORSET

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)

£m
7.81
9.94
4.70
9.51
6.98
7.69
6.85

7.56
11.93
5.85
7.86
5.42
9.47
6.01
4.19

No RNF or
floor damping

(Column 2)

£m
7.91
9.98
4.63
9.75
7.08
7.86
6.99

7.44
11.96
5.83
7.82
5.26
9.44
5.97
4.13

RNF & Floor
Damping

(Column 3)

£m
7.64
9.85
4.69
9.31
6.94
7.59
6.70

7.66
11.66
5.78
7.70
5.35
9.34
5.86
4.11

Total (Col 3- RNF (Col 1- Floor (Col 3-

Col 2) Col 2)

(Column 4) (Column 5)
£m £m
-0.27 -0.10
-0.13 -0.04
0.06 0.07
-0.44 -0.24
-0.13 -0.10
-0.27 -0.17
-0.29 -0.14
0.00 0.00
0.00 0.00
0.22 0.12
-0.30 -0.03
-0.05 0.02
-0.12 0.04
0.10 0.16
-0.09 0.03
-0.11 0.04
-0.02 0.06
0.00 0.00
0.00 0.00

Col 1)

(Column 6)
£m
-0.18
-0.09
-0.01
-0.19
-0.03
-0.10
-0.15
0.00
0.00
0.10
-0.27
-0.07
-0.16
-0.07
-0.13
-0.15
-0.08
0.00
0.00
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Local Authority

Christchurch

East Dorset

North Dorset

Purbeck

West Dorset

Weymouth and Portland

DURHAM
Chester-le-Street
Derwentside
Durham
Easington
Sedgefield
Teesdale

Wear Valley

EAST SUSSEX
Eastbourne
Hastings

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

No RNF or
floor damping

(Column 1) (Column 2)

£m £m
2.89 2.79
3.59 3.56
4.25 4.24
3.24 3.17
8.17 7.86
5.94 5.94
5.05 5.10
8.96 9.02
8.58 8.78
11.83 11.77
9.72 9.76
2.42 2.39
7.61 7.50
9.97 9.73
10.17 10.01

RNF & Floor
Damping

(Column 3)

£m
2.84
3.57
4.23
3.24
8.04
5.75

5.04
8.88
8.47
12.01
9.60
241
7.44

10.13
9.91

Total (Col 3 -
Col 2) Col 2)

(Column 4) (Column 5)
£m £m

0.05 0.10

0.01 0.03

-0.01 0.02

0.07 0.07

0.18 0.31

-0.20 0.00

0.00 0.00

0.00 0.00

-0.06 -0.05
-0.14 -0.06
-0.31 -0.20

0.24 0.07

-0.16 -0.04

0.02 0.04

-0.06 0.11

0.00 0.00

0.00 0.00

0.41 0.24

-0.10 0.16

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
-0.05
-0.02
-0.03
0.00
-0.13
-0.19
0.00
0.00
-0.01
-0.08
-0.11
0.18
-0.12
-0.02
-0.17
0.00
0.00
0.17
-0.26
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Local Authority

Lewes
Rother
Wealden

ESSEX
Basildon
Braintree
Brentwood
Castle Point
Chelmsford
Colchester
Epping Forest
Harlow
Maldon
Rochford
Tendring
Uttlesford

GLOUCESTERSHIRE

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)
£m
6.21
6.28
7.84

15.01
9.40
4.15
6.21
9.77

11.46
9.35
8.02
4.17
4.91

13.27
3.91

No RNF or
floor damping

(Column 2)
£m
6.20
6.09
7.74

14.84
9.56
3.94
6.30
9.78

11.64
8.96
7.90
4.17
4.97

13.29
3.81

RNF & Floor
Damping

(Column 3)
£m
6.09
6.41
7.82

15.13
9.34
5.09
6.07
9.69

11.95
9.16
8.68
4.05
4.76

12.97
3.99

Total (Col 3 -
Col 2) Col 2)

(Column 4) (Column 5)
£m £m

-0.11 0.00

0.32 0.19

0.09 0.10

0.00 0.00

0.00 0.00

0.30 0.17

-0.22 -0.15

1.15 0.21

-0.23 -0.09
-0.09 -0.01

0.31 -0.18

0.20 0.39

0.78 0.11

-0.12 0.00
-0.22 -0.07
-0.32 -0.02

0.17 0.09

0.00 0.00

0.00 0.00

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
-0.11
0.13
-0.01
0.00
0.00
0.12
-0.07
0.94
-0.14
-0.09
0.49
-0.19
0.67
-0.12
-0.15
-0.30
0.08
0.00
0.00
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Local Authority

Cheltenham
Cotswold
Forest of Dean
Gloucester
Stroud
Tewkesbury

HAMPSHIRE
Basingstoke and Deane
East Hampshire
Eastleigh
Fareham
Gosport

Hart

Havant

New Forest
Rushmoor

Test Valley
Winchester

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

No RNF or
floor damping

(Column 1) (Column 2)

£m £m
8.47 8.45
5.19 5.04
6.59 6.62
10.60 10.67
6.90 6.97
5.21 5.26
9.44 9.51
5.87 5.81
7.52 7.68
6.15 6.35
7.15 7.17
3.19 3.19
9.54 9.54
11.34 11.18
6.87 6.99
6.62 6.64
6.71 6.63

RNF & Floor
Damping

(Column 3)

£m

8.58

5.12

6.40

10.57

6.79

5.13

9.42
6.03
7.42
6.05
7.11
3.71
9.62
11.19
6.82
6.53
6.81

Total (Col 3 -
Col 2) Col 2)

(Column 4) (Column 5)
£m £m

0.14 0.02

0.08 0.15

-0.22 -0.03
-0.10 -0.07
-0.18 -0.08
-0.13 -0.04

0.00 0.00

0.00 0.00

-0.09 -0.07

0.22 0.06

-0.26 -0.16
-0.30 -0.20
-0.06 -0.01

0.52 0.00

0.08 0.00

0.00 0.16

-0.16 -0.11
-0.11 -0.03

0.18 0.08

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
0.12
-0.07
-0.19
-0.03
-0.10
-0.09
0.00
0.00
-0.03
0.16
-0.10
-0.10
-0.04
0.52
0.08
-0.15
-0.05
-0.09
0.10
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Local Authority

HERTFORDSHIRE
Broxbourne
Dacorum

East Hertfordshire
Hertsmere

North Hertfordshire
St Albans
Stevenage

Three Rivers
Watford

Welwyn Hatfield

KENT
Ashford
Canterbury
Dartford
Dover
Gravesham

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)

1

£m

6.78
8.89
8.03
6.61
7.63
6.95
7.82
4.73
6.92
6.96

7.49
2.31
7.10
9.25
7.86

No RNF or
floor damping

(Column 2)
£m

6.64
8.80
7.91
6.41
7.64
6.78
7.79
4.64
6.74
6.76

7.44
12.43
7.01
9.17
7.85

RNF & Floor
Damping

(Column 3)
£m

6.72
9.45
7.95
7.70
7.56
7.44
7.65
5.54
7.86
6.92

7.84
12.13
7.15
9.96
8.04

Total (Col 3 -
Col 2)

(Column 4) (Column 5)

£m
0.00
0.00
0.08
0.65
0.03
1.29
-0.08
0.66
-0.14
0.89
1.13
0.16
0.00
0.00
0.40
-0.30
0.14
0.78
0.19

£m
0.00
0.00
0.14
0.09
0.12
0.20
-0.01
0.17
0.03
0.09
0.18
0.20
0.00
0.00
0.05
-0.12
0.09
0.08
0.01

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
0.00
0.00
-0.06
0.56
-0.09
1.09
-0.07
0.49
-0.17
0.81
0.95
-0.04
0.00
0.00
0.35
-0.18
0.05
0.71
0.18
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Local Authority

Maidstone
Sevenoaks

Shepway

Swale

Thanet

Tonbridge and Malling
Tunbridge Wells

LANCASHIRE
Burnley
Chorley
Fylde
Hyndburn
Lancaster
Pendle
Preston
Ribble Valley
Rossendale
South Ribble

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)

£m

8.97

5.52

9.56

11.94

12.78

6.21

6.76

11.78
8.09
5.59
9.88

15.16

10.87

15.32
3.81
6.15
7.29

No RNF or
floor damping

(Column 2)

£m

9.00

5.36

9.38

12.00

12.69

6.19

6.65

11.65
8.25
5.58
9.89

15.13

10.83

15.24
3.84
6.20
7.51

RNF & Floor
Damping

(Column 3)

£m

9.25

6.16

9.75

11.58

12.76

6.33

6.80

11.57
8.01
5.46
9.65

14.93

10.60

15.59
3.71
6.11
71.22

Total (Col 3 -
Col 2) Col 2)

(Column 4) (Column 5)
£m £m

0.25 -0.03

0.80 0.16

0.36 0.18

-0.42 -0.06

0.08 0.09

0.14 0.02

0.15 0.11

0.00 0.00

0.00 0.00

-0.07 0.13
-0.24 -0.16
-0.12 0.01
-0.24 -0.01
-0.20 0.02
-0.23 0.04

0.35 0.08

-0.12 -0.02
-0.09 -0.05
-0.29 -0.22

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
0.28
0.64
0.19
-0.35
-0.02
0.12
0.04
0.00
0.00
-0.21
-0.08
-0.13
-0.23
-0.22
-0.27
0.27
-0.10
-0.04
-0.08




2007/08 ESTIMATED UNDERLYING DAMPING, FLOOR PROTECTION AND COSTS Appendix 1B
2007/08 Formula Grant Damping Impact
RNF but no No RNF or RNF & Floor Total (Col 3- RNF (Col 1- Floor (Col 3-
Local Authority Floor damping floor damping Damping Col 2) Col 2) Col 1)
(Column 1) (Column 2) (Column 3) (Column 4) (Column5) (Column 6)|
£m £m £m £m £m £m
West Lancashire 9.07 9.14 9.30 0.16 -0.07 0.23
Wyre 9.80 9.84 9.46 -0.38 -0.04 -0.34
0.00 0.00 0.00
LEICESTERSHIRE 0.00 0.00 0.00
Blaby 6.13 6.40 5.93 -0.47 -0.28 -0.19
Charnwood 11.67 11.97 11.58 -0.39 -0.30 -0.09
Harborough 5.20 5.27 5.02 -0.25 -0.07 -0.17
Hinckley and Bosworth 6.94 7.10 6.79 -0.32 -0.16 -0.15
Melton 3.79 3.81 3.73 -0.08 -0.02 -0.06
North West Leicestershire 6.85 7.00 6.69 -0.31 -0.15 -0.16
Oadby and Wigston 4.52 4.67 4.38 -0.29 -0.15 -0.14
0.00 0.00 0.00
LINCOLNSHIRE 0.00 0.00 0.00
Boston 6.84 6.78 6.69 -0.09 0.06 -0.15
East Lindsey 16.29 16.16 15.82 -0.34 0.13 -0.47
Lincoln 10.11 10.17 10.33 0.17 -0.05 0.22
North Kesteven 8.33 8.57 8.08 -0.49 -0.24 -0.26
South Holland 8.23 8.26 8.11 -0.15 -0.03 -0.12
South Kesteven 9.69 9.89 9.63 -0.26 -0.20 -0.07
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2007/08 Formula Grant

Damping Impact

Local Authority

West Lindsey

NORFOLK
Breckland
Broadland
Great Yarmouth
King's Lynn and West NorfolK
North Norfolk
Norwich
South Norfolk

NORTH YORKSHIRE
Craven

Hambleton

Harrogate
Richmondshire
Ryedale

Scarborough

Selby

RNF but no
Floor damping

(Column 1)
£m
7.84

10.63
8.09
10.30
14.51
8.75
15.23
8.10

4.03
5.60
10.79
3.95
4.16
12.10
6.46

No RNF or
floor damping

(Column 2)
£m
7.86

10.89
8.30
10.26
14.38
8.61
15.07
8.23

3.97
5.55
10.70
4.00
4.07
11.78
6.47

RNF & Floor
Damping

(Column 3)
£m
7.59

10.40
7.84
10.18
14.26
8.63
15.15
7.89

4.02
5.52
10.61
3.86
4.10
11.96
6.42

Total (Col 3 -
Col 2) Col 2)

(Column 4) (Column 5)
£m £m

-0.27 -0.02

0.00 0.00

0.00 0.00

-0.49 -0.26
-0.46 -0.21
-0.08 0.05
-0.12 0.12

0.02 0.14

0.08 0.16

-0.34 -0.12

0.00 0.00

0.00 0.00

0.05 0.06

-0.03 0.05
-0.10 0.09
-0.14 -0.05

0.04 0.09

0.17 0.32

-0.05 -0.01

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
-0.25
0.00
0.00
-0.23
-0.25
-0.13
-0.24
-0.12
-0.08
-0.21
0.00
0.00
-0.02
-0.08
-0.18
-0.09
-0.06
-0.15
-0.04
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Local Authority

NORTHAMPTONSHIRE
Corby

Daventry

East Northamptonshire
Kettering

Northampton

South Northamptonshire
Wellingborough

NORTHUMBERLAND
Alnwick
Berwick-upon-Tweed
Blyth Valley

Castle Morpeth
Tynedale

Wansbeck

NOTTINGHAMSHIRE

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)
£m

5.46
5.79
6.23
6.87
18.38
5.20
6.57

2.78
2.76
8.88
3.51
4.60
6.97

No RNF or
floor damping

(Column 2)
£m

5.49
5.84
6.37
6.97
18.45
5.28
6.66

2.72
2.69
8.98
3.48
4.59
6.99

RNF & Floor
Damping

(Column 3)
£m

5.57
5.60
6.07
6.78
18.41
5.14
6.51

2.84
2.76
8.76
3.55
4.56
7.00

Total (Col 3 -
Col 2) Col 2)

(Column 4) (Column 5)
£m £m

0.00 0.00

0.00 0.00

0.08 -0.03

-0.25 -0.05
-0.30 -0.13
-0.19 -0.10
-0.05 -0.07
-0.15 -0.09
-0.16 -0.09

0.00 0.00

0.00 0.00

0.12 0.06

0.06 0.07

-0.21 -0.10

0.07 0.03

-0.03 0.02

0.01 -0.02

0.00 0.00

0.00 0.00

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
0.00
0.00
0.10
-0.20
-0.17
-0.09
0.02
-0.06
-0.06
0.00
0.00
0.05
0.00
-0.12
0.04
-0.05
0.03
0.00
0.00
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Local Authority

Ashfield

Bassetlaw

Broxtowe

Gedling

Mansfield

Newark and Sherwood
Rushcliffe

OXFORDSHIRE
Cherwell

Oxford

South Oxfordshire
Vale of White Horse
West Oxfordshire

SHROPSHIRE
Bridgnorth

North Shropshire
Oswestry

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)

£m

10.83

10.86

8.16

8.83

10.13

9.68

6.95

10.07
15.47
7.84
6.92
5.98

3.90
5.16
3.53

No RNF or
floor damping

(Column 2)

£m

11.07

10.97

8.43

8.98

10.17

9.73

7.09

10.21
15.53
7.70
6.91
5.92

3.89
5.14
3.55

RNF & Floor
Damping

(Column 3)

£m

10.69

10.78

8.08

8.67

10.07

9.64

6.76

9.95
16.02
7.63
6.82
5.93

3.88
5.07
3.48

Total (Col 3 -
Col 2) Col 2)

(Column 4) (Column 5)
£m £m

-0.38 -0.24
-0.19 -0.11
-0.35 -0.27
-0.31 -0.15
-0.10 -0.04
-0.09 -0.06
-0.33 -0.14

0.00 0.00

0.00 0.00

-0.26 -0.13

0.49 -0.06

-0.07 0.15
-0.09 0.00

0.01 0.06

0.00 0.00

0.00 0.00

-0.01 0.01

-0.07 0.02

-0.07 -0.02

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
-0.14
-0.08
-0.08
-0.16
-0.06
-0.04
-0.19
0.00
0.00
-0.13
0.55
-0.21
-0.09
-0.04
0.00
0.00
-0.02
-0.09
-0.06
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Local Authority

Shrewsbury and Atcham
South Shropshire

SOMERSET
Mendip
Sedgemoor
South Somerset
Taunton Deane
West Somerset

STAFFORDSHIRE
Cannock Chase

East Staffordshire
Lichfield
Newcastle-under-Lyme
South Staffordshire
Stafford

Staffordshire Moorlands
Tamworth

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

No RNF or
floor damping

(Column 1) (Column 2)

£m £m
7.12 7.18
3.57 3.47
8.15 8.22
9.67 9.71
10.82 10.93
8.30 8.37
3.25 3.16
8.11 8.29
9.30 9.43
5.77 5.78
10.47 10.72
7.05 7.14
8.04 8.13
7.60 7.65
6.52 6.68

RNF & Floor
Damping

(Column 3)
£m
7.11
3.50

8.03
9.47
10.61
8.16
3.21

8.11
9.19
5.86
10.27
6.92
8.51
7.39
6.47

Total (Col 3 -
Col 2) Col 2)

(Column 4) (Column 5)
£m £m

-0.07 -0.06

0.03 0.10

0.00 0.00

0.00 0.00

-0.19 -0.07
-0.24 -0.04
-0.31 -0.11
-0.22 -0.08

0.05 0.08

0.00 0.00

0.00 0.00

-0.18 -0.18
-0.24 -0.13

0.08 -0.01

-0.45 -0.24
-0.22 -0.09

0.38 -0.09

-0.26 -0.05
-0.21 -0.16

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
-0.01
-0.07
0.00
0.00
-0.12
-0.20
-0.20
-0.14
-0.04
0.00
0.00
0.00
-0.11
0.09
-0.20
-0.13
0.47
-0.21
-0.05
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Local Authority

SUFFOLK
Babergh

Forest Heath
Ipswich

Mid Suffolk

St Edmundsbury
Suffolk Coastal
Waveney

SURREY

Elmbridge

Epsom and Ewell
Guildford

Mole Valley

Reigate and Banstead
Runnymede
Spelthorne

Surrey Heath

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

No RNF or
floor damping

(Column 1) (Column 2)

£m £m
5.95 6.00
5.43 5.73
11.59 11.61
6.19 6.24
6.84 6.96
7.81 7.77
10.94 10.97
5.90 5.62
3.85 3.72
8.18 8.01
3.52 3.30
6.59 6.43
5.24 5.14
5.42 5.21
4.62 4.45

RNF & Floor
Damping

(Column 3)
£m

5.84
5.45
11.44
6.12
6.78
7.72
10.74

6.21
4.07
8.18
3.87
6.73
5.22
5.52
4.70

Total (Col 3 -
Col 2) Col 2)

(Column 4) (Column 5)
£m £m

0.00 0.00

0.00 0.00

-0.17 -0.06
-0.28 -0.29
-0.18 -0.02
-0.12 -0.05
-0.18 -0.12
-0.05 0.04
-0.23 -0.02

0.00 0.00

0.00 0.00

0.59 0.28

0.35 0.12

0.17 0.17

0.57 0.22

0.31 0.16

0.07 0.10

0.31 0.21

0.25 0.17

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
0.00
0.00
-0.11
0.02
-0.15
-0.07
-0.05
-0.09
-0.21
0.00
0.00
0.31
0.22
0.00
0.36
0.14
-0.02
0.10
0.08
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Local Authority

Tandridge
Waverley
Woking

WARWICKSHIRE

North Warwickshire
Nuneaton and Bedworth
Rugby
Stratford-on-Avon
Warwick

WEST SUSSEX
Adur

Arun

Chichester
Crawley
Horsham

Mid Sussex
Worthing

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)
£m
4.02
5.45
5.65

5.25
11.14
6.77
6.91
10.45

4.96
9.81
5.74
9.84
5.32
5.75
7.79

No RNF or
floor damping

(Column 2)
£m
3.90
5.25
5.47

5.29
11.31
6.81
6.79
10.49

4.95
9.73
5.50
9.75
5.23
5.72
7.76

RNF & Floor
Damping

(Column 3)
£m
4.10
5.87
6.45

5.14
11.02
6.83
6.77
10.18

4.89
9.92
6.99
10.20
6.02
6.27
7.74

Total (Col 3 -
Col 2) Col 2)

(Column 4) (Column 5)
£m £m

0.19 0.12

0.62 0.20

0.98 0.19

0.00 0.00

0.00 0.00

-0.15 -0.04
-0.29 -0.17

0.02 -0.04

-0.02 0.11
-0.31 -0.04

0.00 0.00

0.00 0.00

-0.06 0.01

0.19 0.08

1.48 0.23

0.45 0.10

0.79 0.09

0.55 0.03

-0.02 0.02

RNF (Col 1- Floor (Col 3-

Col 1)

(Column 6)
£m
0.08
0.43
0.79
0.00
0.00
-0.11
-0.12
0.06
-0.13
-0.28
0.00
0.00
-0.07
0.11
1.25
0.35
0.70
0.52
-0.04
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2007/08 Formula Grant Damping Impact
RNF but no No RNF or RNF & Floor Total (Col 3- RNF (Col 1- Floor (Col 3-
Local Authority Floor damping floor damping Damping Col 2) Col 2) Col 1)
(Column 1) (Column 2) (Column 3) (Column 4) (Column5) (Column 6)|
£m £m £m £m £m £m
0.00 0.00 0.00
WILTSHIRE 0.00 0.00 0.00
Kennet 5.01 4.97 5.16 0.19 0.03 0.15
North Wiltshire 8.12 8.23 7.99 -0.23 -0.10 -0.13
Salisbury 7.85 7.93 7.74 -0.19 -0.08 -0.11
West Wiltshire 8.61 8.74 8.29 -0.45 -0.13 -0.32
0.00 0.00 0.00
WORCESTERSHIRE 0.00 0.00 0.00
Bromsgrove 4.75 4.83 4.73 -0.10 -0.08 -0.02
Malvern Hills 5.13 511 4.97 -0.14 0.02 -0.16
Redditch 6.31 6.42 6.29 -0.13 -0.11 -0.02
Worcester 8.06 8.15 7.98 -0.17 -0.09 -0.08
Wychavon 7.31 7.32 7.12 -0.19 0.00 -0.19
Wyre Forest 7.89 7.93 7.69 -0.24 -0.04 -0.20
0.00 0.00 0.00
SHIRE POLICE AUTHORITIES 0.00 0.00 0.00
0.00 0.00 0.00
Avon & Somerset Police 179.78 181.50 167.88 -13.61 -1.71 -11.90
Bedfordshire Police 70.65 71.32 66.37 -4.95 -0.68 -4.28
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Local Authority

Cambridgeshire Police
Cheshire Police
Cleveland Police

Cumbria Police
Derbyshire Police

Devon & Cornwall Police
Dorset Police

Durham Police

Essex Police
Gloucestershire Police
Hampshire Police
Hertfordshire Police
Humberside Police

Kent Police
Lancashire Police
Leicestershire Police

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)
£m
79.21
109.11
91.19

52.21
111.52
175.58

60.93

81.96

169.36

55.88
198.58
119.00
117.68

182.09
192.07
114.51

No RNF or
floor damping

(Column 2)
£m
80.60
110.31
90.97

53.03
113.33
178.03

62.08

82.45

171.58

56.86
200.80
119.27
118.51

183.78
193.31
115.93

RNF & Floor
Damping

(Column 3)
£m
76.47
114.78
93.00

63.99
105.82
177.53

62.21

87.02

168.49

56.46
197.29
114.43
122.02

182.56
193.72
111.47

Total (Col 3- RNF (Col 1- Floor (Col 3-

Col 2) Col 2)
(Column 4) (Column 5)
£m £m
-4.13 -1.40
4.47 -1.19
2.03 0.22
0.00 0.00
10.96 -0.82
-7.52 -1.81
-0.50 -2.45
0.13 -1.15
4.57 -0.49
0.00 0.00
-3.08 -2.21
-0.39 -0.98
-3.51 -2.22
-4.85 -0.28
3.50 -0.83
0.00 0.00
-1.22 -1.68
0.42 -1.24
-4.46 -1.42

Col 1)

(Column 6)
£m
-2.74
5.66
1.80
0.00
11.78
-5.70
1.95
1.28
5.06
0.00
-0.87
0.59
-1.29
-4.57
4.33
0.00
0.47
1.66
-3.04
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2007/08 Formula Grant Damping Impact
RNF but no No RNF or RNF & Floor Total (Col 3- RNF (Col 1- Floor (Col 3-
Local Authority Floor damping floor damping Damping Col 2) Col 2) Col 1)
(Column 1) (Column 2) (Column 3) (Column 4) (Column5) (Column 6)|
£m £m £m £m £m £m
Lincolnshire Police 62.01 64.05 60.46 -3.59 -2.04 -1.55
Norfolk Police 79.75 81.67 83.41 1.74 -1.92 3.66
0.00 0.00 0.00
North Yorkshire Police 66.23 67.87 73.01 5.14 -1.65 6.78
Northamptonshire Police 71.14 72.29 71.74 -0.55 -1.15 0.60
Nottinghamshire Police 137.60 138.68 132.47 -6.21 -1.08 -5.13
Staffordshire Police 114.53 116.38 114.26 -2.12 -1.85 -0.27
Suffolk Police 65.39 66.94 67.59 0.64 -1.55 2.19
0.00 0.00 0.00
Surrey Police 95.69 96.40 96.96 0.56 -0.71 1.27
Sussex Police 154.88 156.50 161.72 5.22 -1.62 6.83
Thames Valley Police 234.04 235.58 225.90 -9.68 -1.54 -8.14
Warwickshire Police 53.15 54.04 51.48 -2.56 -0.89 -1.67
West Mercia Police 107.14 109.74 116.02 6.28 -2.60 8.88
0.00 0.00 0.00
Wiltshire Police 60.23 61.37 62.05 0.67 -1.15 1.82
0.00 0.00 0.00
SHIRE FIRE AUTHORITIES 0.00 0.00 0.00
0.00 0.00 0.00
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2007/08 Formula Grant Damping Impact
RNF but no No RNF or RNF & Floor Total (Col 3- RNF (Col 1- Floor (Col 3-
Local Authority Floor damping floor damping Damping Col 2) Col 2) Col 1)
(Column 1) (Column 2) (Column 3) (Column 4) (Column5) (Column 6)
£m £m £m £m £m £m
Avon Fire 22.70 22.87 24.39 1.52 -0.17 1.69
Bedfordshire Fire 11.05 11.36 10.59 -0.77 -0.31 -0.46
Berkshire Fire Auhtority 13.29 13.37 15.12 1.75 -0.08 1.83
Buckinghamshire Fire 9.64 9.82 11.23 1.40 -0.18 1.59
Cambridgeshire Fire 14.54 14.89 12.44 -2.45 -0.35 -2.09
0.00 0.00 0.00
Cheshire Fire 19.30 19.49 16.47 -3.02 -0.20 -2.82
Cleveland Fire 20.70 20.34 21.94 1.60 0.35 1.25
Derbyshire Fire 19.98 20.59 16.92 -3.67 -0.61 -3.06
Devon Fire 21.75 22.03 21.21 -0.82 -0.27 -0.55
Dorset Fire 10.74 10.83 10.73 -0.10 -0.09 0.00
0.00 0.00 0.00
Durham Fire 14.67 14.90 13.06 -1.84 -0.23 -1.61
East Sussex Fire 14.47 14.49 13.84 -0.66 -0.02 -0.64
Essex Fire Auhtority 31.36 31.54 29.94 -1.60 -0.18 -1.42
Hampshire Fire 28.21 28.89 27.59 -1.30 -0.68 -0.62
Hereford & Worcester Fire 10.78 11.17 10.35 -0.82 -0.40 -0.42
0.00 0.00 0.00
Humberside Fire 25.67 25.60 24.03 -1.58 0.06 -1.64
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Local Authority

Kent Fire
Lancashire Fire
Leicestershire Fire
North Yorkshire Fire

Nottinghamshire Fire
Shropshire Fire
Staffordshire Fire
Wiltshire Fire

2007/08 Formula Grant

Damping Impact

RNF but no
Floor damping

(Column 1)
£m
28.96
30.01
18.31
10.94

23.89
7.93
17.89
9.42

No RNF or
floor damping

(Column 2)
£m
29.42
30.83
18.98
11.34

24.40
8.19
18.66
9.75

RNF & Floor
Damping

(Column 3)
£m
28.11
31.96
17.69
12.71

21.07
7.19
16.82
9.15

Total (Col 3- RNF (Col 1- Floor (Col 3-

Col 2) Col 2)

(Column 4) (Column 5)
£m £m

-1.31 -0.46

1.14 -0.82

-1.29 -0.67

1.37 -0.40

0.00 0.00

-3.33 -0.51
-0.99 -0.26
-1.84 -0.78
-0.60 -0.33

Col 1)

(Column 6)
£m
-0.85
1.96
-0.61
1.77
0.00
-2.82
-0.73
-1.07
-0.27




Appendix 2

Report to Settlement Working Group SWG/07/28
Association of North East Councils (ANEC)
Reviewing the Proportion of Employee Costs for the ACA

1.
1.1

1.2

1.3

1.4

2.2

Introduction

The weights applied to labour costs are a very important part of the calculation
of the Area Cost Adjustment (ACA) for each service element of the RNF.
While a considerable amount of work has been carried out to update the labour
force data and review the ACA geography on a regular basis, the employee
weights have not been reviewed and the current rates date back to relative
costs that existed in 1992/93 rounded to the nearest 5%.

The balance of employee cost to total cost has reduced by a significant amount
over the last 14 years, with the result that the ACA has become more and more
overstated over time. The ODPM paper SWG/05/22 proposed the updating of
employee weights based on the 2003/04 subjective analysis return (SAR).
The ANEC paper SWG/05/66 gave reasons why the reduction have take place
and provided evidence to support even lower weightings in most service areas
than those proposed in the ODPM paper.

Authorities that currently gain from the use of the outdated and overstated
employee weights questioned the robustness of elements of the SAR data.
Despite the evidence for change in ANEC paper SWG/05/66, the Department
decided that further work should be done on the SAR data and weights were
left unchanged for 2006/07 and 2007/08. The significant overstatement of the
ACA continued at the expense of the majority of councils in England and at an
estimated cost to the North East region of £17m per year (before damping).

CLG are due to report on the updating of employee weights based upon the
latest 2005/06 SAR data to the May SWG meeting. This paper has been
prepared by ANEC prior to the sight of the CLG report in order to inform the
debate by updating the case for change; highlighting issues that will impact on
the weights for the next three year settlement and proposes changes that need
to be made immediately for 2008/09 onwards.

Summary of Conclusions and Recommendations

The latest SAR data for 2005/06 confirms the picture that emerged from the
2003/04 SAR data that Direct and Indirect employee costs are lower as a
proportion of total costs than they were in 1992/93. The 2005/06 direct
employee costs have continued to reduce by 0.6% compared with the 2003/04
figures and are 4.1% lower than in 1992/93 and our evidence reveals that the
level of indirect employee costs is significantly lower than those assumed in
1992/93.

There are several reasons that explain why employee costs now represent a
lower proportion of total costs than they did in 1992/93 and these include —

o Greater use of Information Technology to reduce administrative and
transaction processing costs — increases IT costs and reduces labour costs;



2.3

2.4

2.5

2.6

2.7

2.8

6 Modernisation of manual processes through greater use of mechanisation —
e.g. in areas such as street cleansing, waste disposal etc increasing the
cost of equipment and reducing employee costs;

o Increasing use of outsourcing and external contracts where the 3™ party
payments for the service will include capital charges, tax and profit and
therefore a reduced percentage of employee costs; and

6 Changes in service delivery, for example the transfer of responsibility for
the cost of ‘residential’ social care to local authorities from Health under
‘Care in the Community’ policies, which introduced a higher non staff cost
element from as early as 1994/95 through to 1997/98.

It is clear from the above examples that the percentage of employee costs
would have reduced over a period of time and that the 1992/93 weightings
have become more and more out of date as the years have gone by. This has
resulted in a substantial overstatement of the ACA factors.

The Association is aware of other changes since the 2005/06 SAR data that
would reduce the level of employee changes still further for the next three year
settlement from 2008/09 and that these new issues also need to be taken into
account in setting the employee weighting. Three new issues have been
specifically identified in this report and they include —

6 The significant increase in energy costs since 2005;

6 The inclusion of considerable funding (£350m + £212m) to compensate for
loss of concessionary fare income or increased concessionary fare costs
into the EPCS district services block; and

6 The significant stepped increase in landfill tax by the Government after
2005/06 will increase non employee costs for EPCS county services by
several hundred £million by 2008/09 and through to 2010/11.

Overstating the amount needed to compensate authorities for higher labour
costs has resulted in significant annual loss of resource to the majority of
authorities that effectively contribute to the ACA, including those that receive
small amounts ACA.

Given that the current adjustment used labour weights rounded to the nearest
5% it is unclear why a judgement could not have been taken to revise weights
for 2006/07 and 2007/08 based on the evidence that was submitted, which
included independent studies into costs in Residential Social Services.

As the final calculation of the ACA weights used in RNF calculations are
rounded to 5 decimal places — e.g. 1.1588, which is effectively a 15.88%
addition to the base needs assessment, it is unclear why the employee weight
should continue to be rounded to a full 5% at the initial step of the ACA
calculation.

Exemplifications in 2005 indicated that the scale of the overstatement of the
ACA was around £120m plus per year, with the North East losing around £17m
per annum as a result. Given the significant overstatement that has occurred
over the years and continuation of that overstatement for 2006/07 and 2007/08,
any damping of a change would simply extend the overstatement that is
already unjustifiable and undermine any credibility of fairness in the ACA.
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Recommendations

The association asked SWG and Government to consider the following four key
recommendations which it would wish to see included in the consultation paper
as a proposed change for 2008/09 onwards —

a) That the weighting for employee weight be revised to reflect a fair
assessment of what the proportion of the labour element of costs is likely to
be from 2008/09 and that the issue and recommendations in this report (in
particular table 6) be used to inform the proposed weights;

b) That in calculating the proposed weights the Department include the
anticipated changes in key cost areas after the 2005/06 SAR data including
the items set out in section 6 of this report;

c) That the labour weights should be expressed in a more accurate way and
should be rounded to the nearest 1% or less as opposed to the 5% level as
in the past; and

d) That given the significant overstatement that has occurred over many
years, and the identification of potential change that was identified in 2005,
the change is introduced in full in 2008/09 as a data change with no further
delay or damping of the effect.

Justification for Updating labour cost weights used in the ACA

Over the years considerable time and effort has been expended on the
discussion and debate about the data to be used to measure labour cost
differences and alternative geographies to be used in ACA calculations. The
employee weights is an equally important element of the calculation of the ACA
factors although much less visible an issue. Up until 2005 the updating of these
weights appears not to have been reviewed and they have not been revised. It
is clear that relative costs have changed significantly over the period since the
1992/93 SAR data, which is the basis of the current calculation. This has
resulted in the significant overstatement of the ACA and should have been the
subject of change well before now.

There are various reasons why this reduction in the weighting for employee
costs has occurred; in particular:

e Modernisation of service delivery with greater use of technology which has
increased the proportion of costs relating to IT and reduced costs of staff
previously involved in back office and transaction processing activities. This
had occurred well before the introduction of Gershon savings targets, but is
an issue that is commonly identified in efficiency savings in recent years;

e Modernisation of services through greater use of mechanisation, workforce
delayering and multi-skilling, for example in environmental services such as
street cleaning, grounds maintenance, refuse collection and waste disposal
etc. This reduction in staff costs can be seen alongside increases in the
cost of equipment;

e The outsourcing of support services and of front line services such as
residential and home care in social services; and
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¢ Reduction in staff numbers due the impact of competition and procurement,
with more services purchased from external suppliers. These third parry
payments include capital charges, profit and tax, which reduces the
proportion of employee costs compared with total costs.

This change in the pattern of spending is reflected in lower proportions of direct
employment costs and higher proportions of spending on IT, equipment and
third party payments. In 1992/93 employee costs amounted to £29.9bn (54.1%)
out of a total gross expenditure figure of £55.4bn. Figures from the 2005/06
SAR return show direct staffing costs at £55.5bn out of gross expenditure figure
of £110.9bn (50%). Over the 13-year period direct employee costs have
dropped by 4.1%.

This report has been written before the association has seen the report being
prepared by CLG on this issue. The following comments are based upon the
report prepared by the Department in 2005 and may need to be revised or
adjusted in the light of the new CLG report.

In 2005 the way in which the SAR figures were used by the ODPM appeared to
overstate the level of employee costs on two counts:

1. The inclusion of 100% of Private Contractors and Other Agency charges for
professional services and agency staff (lines 56 and 57) is likely to be an
overstatement.

2. The application of an 80% weighting to other costs appears high. These
charges will include a range of non-staffing items. In addition to the items
mentioned above. Charges will include the cost of supplies and services
(materials etc), premises costs and, in the case of third party payments,
capital financing costs (depreciation and interest charges) as well as profit
and tax.

In the case of charges from Private Contractors and Other Agencies for
professional services these third party payments will include an element for
profit, corporation tax on profit, overheads including headquarter costs, IT
support in the case of professional services and travelling expenses etc. A
small sample of annual reports and accounts from providers of professional
services has been examined to identify the share of charges “turnover” that
relate to employee costs. A summary analysis is set out below. Copies of the
extracts from these accounts have been provided to CLG.

The audited accounts showed a variety of profit levels and revealed a variety of
employee costs, with the highest one examined ranging up to 71%. The
assumption that 100% of these costs are employee related is clearly unjustified
and a figure of no more than 65% is suggested. The Department is able to
source its own independent information from relevant company accounts. The
following table gives examples of three sets of company accounts from one
major financial services provider and two Engineering services providers.
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Table 1. Example of Figures from 3 Private Contractors accounts

Finance Legal Engineering

30-Jun-04 30-Apr-02 31-Mar-04

£m £m £m

Turnover 1,568 252 409
Cost of Sales / Operating Costs 1,178 221 400
Operating Profit 390 31 9.1
-asa % 25% 12% 2%
Employee Costs inc oncosts 680 159 290
% of Turnover 43% 63% 1%

In the case of charges from Private Contractors and Other Agencies for agency
staff these third party payments are likely to include an element for profit,
corporation tax on profit, overheads, IT support company overheads, traveling
expenses etc. A small sample of annual reports and accounts from providers of
agency staff has been examined to identify the share of charges (turnover) that
relate to employee costs. A summary analysis is set out below. Copies of the
extracts from these accounts have previously been provided. The audited
accounts showed a variety of profit levels and revealed a variety of employee
costs with the highest one examined ranging up to 75%. The assumption that
100% of these costs are employee related is clearly unjustified and a figure of
75% is suggested.

Table 2: Example of Employee costs from Agency Accounts

Agency 1 Agency 2

Professional Social Care

25-Jun-04  31-Dec-03

£m £m

Turnover 979 423

Cost of Sales / Operating Costs 881 403

Operating Profit 98 20

-asa % 10% 5%
Employee Costs inc oncosts

relating to agency staff 682 319

% of Turnover 70% 75%

In terms of other third party payments these will also include the costs of
materials, taxes and duties (e.g. landfill tax), equipment, transport and
depreciation and interest charges on the use of fixed assets.

3.10 On grants to voluntary organisations: by their nature many of these

organisations rely on volunteers to provide services so the proportion of
employee costs should in theory be lower than normal.

3.11 Charges for Internal Trading Organisations and Support Service Costs should

include a wide range of non-staffing costs including office accommodation, IT
support, energy costs, materials and equipment leasing and financing costs.



3.12 A key issue is the extent to which actual information on employee costs is

uplifted by assumptions about the employee share of other indirect costs and
third party payments. The following chart shows the percentage of Direct Pay
(line 17) and the assumption about employee costs within other costs and third
party payments.

Chart 1: 2005 SWG Report Extract — Direct and Indirect Employee Costs
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3.12 What was particularly noticeable is that only 30% of the Social Services and

4.1

EPCS and Highways costs are direct pay costs. In the case of Social Services a
further 48% is added for employee costs in other costs and in the case of EPCS
and Highway Maintenance an additional 35% has been added. These are
areas

Social Services

An examination of the additional employee costs added for Social Services
indicated that they have been significantly overstated. There are two main
reasons for this:

1. It has been assumed that 100% of Private Contractors and Other Agency
Payments for professional services and agency staff are employee costs.
This must overstate the position as the charges will include an element for
profit, tax on profit, other expenses including some non-staff-related
overheads. This accounts for £2bn (10.8%) of the assumed employee costs
in the SAR 05/06.
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2. There are substantial ‘other’ charges from private contractors and other
agencies. Much of these will represent residential care charges for children,
adults and elderly people. These charges will also include the cost of
operating the residential buildings as well as depreciation and interest
charges. These account for £8.6bn (45.8%) of the assumed employee costs
in the SAR 05/06.

The lower level of staffing costs included in residential care home charges can
be demonstrated by the many studies both national and local to identify
residential care service costs in recent years. Probably one of the most well
known was the research carried out by analysts Laing and Buisson in 2002
which was published by the Joseph Rowntree Foundation (copy provided in
2005). The research concluded that “staffing costs typically absorb 45% to 60%
of care home fees”. The report included an illustrative summary of reasonable
care home costs which shows staffing costs of between 44% for residential care
and 57% for nursing care. The Department should be able to access the latest
data from this source.

Table 3: Analysis of Residential Care Costs

Nursing Care Residential Care
£ Week % £ Week %
Staff including oncosts 261 57 155 44
Non-Staffing costs 61 13 61 17
Cost of capital 137 30 137 39
Total 459 100 353 100

As the extra staffing cost involved with providing nursing rather than residential
care is generally recovered from the NHS, the net cost met from the local
authority PSS funding is the residential care cost with the lower employee cost
proportion of 44%. An employee cost weighted of under 50% would appear
appropriate.

A recent study carried out by a national firm of accountants jointly on behalf of a
City Council and its care providers to identify the cost of residential care
provided a subjective analysis of the weekly residential care costs. This showed
that employee costs were 52% of expenditure for residential care and 63% of
expenditure for nursing care. The approach in this study uses a lower blended
capital return than the Laing & Buisson model but the results still show a
staffing element of around 50% for residential care. Similar studies have been
carried out for many other councils in recent years. It has been suggested that
CLG seek information on the subjective element of these costs from the
companies involved including Price Waterhouse Coopers to inform the view of
the relevant proportion to use.

Other significant costs included food, medical supplies, energy, insurance,
depreciation and interest on capital assets, profit and tax on profit. This type of
cost is also likely to apply to any third party residential care for children and
adults. The assumption that 80% of charges for these services are employee
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related clearly looks to be unjustified and a figure of no more than 55% is
recommended for residential care.

It is likely that some of the third party payments will relate to home care services
rather than residential care services. Capital charges and building running costs
will not be included in these charges but additional travel and transport costs
will. The employee cost element should however be significantly higher for
these services than for the residential care services. Local independent studies
indicate that the employee element within these changes may be between 75%
and 80% of costs.

In 2002/03 the separate SSA elements for elderly residential and home care
showed a 63:37 ratio between residential and domiciliary care costs. Applying
this ratio to a 55% employee element for residential care and an 80% element
for domiciliary care would give an overall rate to be applied to third party
payments of around 64%. Applying this would indicate an employee cost
weighting for Social Services of 68% as shown below.

Table 4: Social Services — Employee Weighting

£'000
Service Expenditure 21,602,012
Pay Estimates 100% 6,383,617
Private Contractors - Professional Services 70% 1,223,728
Private Contractors - Agency Staff 75% 211,051
Joint Authority & OLA's 70% 337,462
Grants to Voluntary Bodies 70% 258,568
Private Contractors — Other 64% 5,519,241
Internal Trading Organisation 70% 121,010
Support Services Expenditure 80% 601,456
Total Labour Costs 14,656,133
as a % of Total Costs 68%

The existing weighting given to children and younger adults is 75% and the
elderly 85%. It is reasonable that the percentage should have reduced. The
original weightings in 1992/93 were assessed prior to the significant changes in
government policy in terms of “Care in the Community”. In 1992/93 the RO3
returns show residential care for the elderly accounted for only 45% of the
elderly budget and placements in independent care homes accounted for only
4% of elderly spending. Since then there has been a dramatic increase in local
authority funded residential care and in the level of payments to third parties for
the provision of services. This has resulted in a higher proportion of costs being
accounted for by residential costs, cost of capital and profit, with a
consequential reduction in the weighting for employee costs.
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EPCS and Highways

Within SWG/05/22, the assumed levels of indirect employee costs add 30%
onto the direct pay costs to arrive at the weighting. This again assumed that
100% of professional service and agency staff costs are employee related and
that 80% of third party payments are staff costs.

A further analysis of the SAR 05/06 can break the analysis down a little further.
This shows that the areas where there the greatest level of assumed indirect
costs are Highways, Road and Transport Services (46% out of 60%),
Environmental Services (38% out of 62%) and Other General Services (36%
out of 64%). These figures are summarised in the following chart.

Chart 2: 2005/06SAR EPCS and Highway Pay Proportions
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The figures for Highways, Road and Transport show that 40% of the third party
payments relate to internal trading organisations and 42% relate to external
organisations. These include highway maintenance, bus support and
concessionary fares and car parking costs. It is likely that for these services
there will be significant non-staffing costs particularly in terms of materials, plant
and equipment, fuel and transport costs and depot costs.

An analysis of Internal Trading Services returns for 2003/04 (LG Finance

Statistics no 16 Table C1g) shows that for highway maintenance and parking,
employee costs account for £221m out of £905m of costs — which is only 24%.
Identifiable internal trading service costs are significantly lower than those
identified in the SAR (£1.6b). This difference needs further investigation
although it is possible that internal transfers account for the difference for
transport services (bus/rail support and concessionary fares). In terms of these
transport costs, the RO2 form published for 2005/06 shows employee costs of
£318m out of £3,630m of total costs — less than10%. Much of this will be
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transport charges from bus and rail operators. Their costs will include significant
non-staffing costs relating to fuel, vehicles and equipment capital financing
charges relating to assets, profit and corporate tax on profit.

It is clear that an assumption of 80% employee cost element of third party
payments is an overestimate. If a generous estimate of 50% was used for
employee costs within third party payments the overall level of employee costs
for Highways, Roads and Transport Services would fall to around 42% in overall
terms.

Costs also include concessionary fare costs. Within London the current
arrangements involve the distribution of costs evenly between local authorities
with no differential adjustment for area costs between authorities. From April
2008, the concessionary bus travel bill will extend the existing statutory scheme
that currently entitles everyone over the age of 60 and disabled people to free
off-peak local bus travel to allow them to travel nationwide. Extra funding from
the government added to the EPCS block of RSG formula, is not expected to
cover the additional cost, therefore, this increased cost will have a significant
effect on the non-staffing costs of Highways, Roads and Transport.

An analysis of a small sample of private travel company annual accounts and
reports has been examined to identify the share of charges (turnover) that relate
to employee costs. A summary analysis is set out below. Profit levels
consistently showed a 7% return on turnover for each company. The element of
staffing costs in relation to turnover ranged from 30% to 50%.

Table 5: Examples of Travel Companies Accounts

Company 1 Company 2 Company 3

31-Dec-06 31-Dec-06 31-Dec-03

£m £m £m

Turnover 2,526 1,729 1,464
Cost of Sales / Operating Costs 2,341 1,610 1,366
Operating Profit 185 119 98
- as a % of Turnover 7% 7% 7%
Employee Costs 775 869 578
% of Turnover 30% 50% 40%

The figures for Environmental Services show that around 16% of the third party
payments relate to other local authorities, internal trading organisations and
voluntary organisations, with 62% of the cost relating to private sector
contractors. Given the nature of the service there would be a high level of costs
relating to vehicles, plant, equipment and transportation costs and of premises
costs relating to transfer stations, waste disposal facilities and landfill sites
including the increasing level of landfill tax. Private sector providers would
include profit, capital financing charges and corporate tax on profits.

Landfill tax within the EPCS / highways block is adding to the growing
proportion of non-staff costs. The budget report 2007 announced an increase

10



in the standard rated landfill tax by £8 per tonne per year from 01/04/07, which
will push up further the cost of sending waste to landfill and become an

additional non-staff cost.

5.10 Extracts from a sample of company accounts of companies in the waste sector
show the following information about the element of staffing costs in relation to
total charges (turnover). Figures range from 23% to 42% of turnover.

Table 6: Examples of Waste Company Accounts

Co 1 Co?2 Co3 Co4

31-Dec-03 31-Mar-04 31-Mar-04 30-Jun-04

£m £m £m £m

Turnover 96 31 633 1037

Cost of Sales /

Operating Costs 90 29 554 948

Operating Profit 6 2 79 90

-asa% 6% 6% 13% 9%
Employee Costs inc

oncosts 41 7 157 339

% of Turnover 42% 23% 25% 33%

5.11 An analysis of Internal Trading Services return for 2003/04 (LG Finance
Statistics no 16 Table C1g - the most up to date available data) shows that for
internal refuse collection services, employee costs account for £112.4m out of
£224m of costs — which is 50.1%. The Department is free to enquire from other
providers of waste disposal and collection companies.

5.12 The current assumption that 80% of third party payments for environmental
services charges relate to employees is clearly too high. If an assumption of
40% were used then the overall level of employee costs for Environmental
Services would also fall to around 43% in overall terms.

5.13 In terms of Other General Services, around 45% of indirect costs relate to local
authority charges (internal or external) with 8% relating to grants to voluntary
organisations and 50% relating to charges from Private Sector and Other
Agencies. These services are unlikely to have as high a materials and
equipment element as the services previously considered. If a 70% employee
element were assumed for these third party services and 80% for external
professional services the overall employee weight would be around 61%.

5.14 Combining the various elements within the EPCS and Highway blocks using
the revised figures outlined above would give an overall weighting of around
43% for Highways and 55% for EPCS as illustrated in the following chart. It is
proposed that the ACA weighting be amended accordingly.

11
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Chart 3: Revised Employee Elements EPCS / Highways
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Reflecting changes since 2005/06 SAR Data

As the new weightings are likely to be used over the next three years
settlement as a minimum, it is important to reflect known significant changes
since the 2005/06 SAR Data was submitted.

ANEC has identified three such changes that it believes should be reflected in
an adjustment to the SAR data and included in the final labour cost weighting.
These include —

o The inclusion of additional funding of concessionary fare costs (£350m in
2006/07 and the potential inclusion of up to £212m from 2008/09). Initially
this funding related to the loss of income from charges for concessionary
fares / increased cost of generated traffic. The employee cost of bus
transport services is generally lower than the ratio for all other EPCS district
services. A reduction should be made in the overall weight to reflect this
significant increase in funding. For example if all £350m was not employee
related an adjustment of 3% on the EPCS district services block would be
appropriate,

o Energy costs have risen significantly since 2005 and although some
reduction is expected in 2007 there is still a very significant net increase in
energy costs over the level included in 2005/06 SAR. This is considered
significant enough to warrant an adjustment.

6 The Landfill tax is due to rise each year and the recent budget has
increased the extent of the annual tax increase. This represents a
significant non staff related cost for the EPCS County services block. Total
landfill tax revenues are estimated by HM Treasury to rise from 2005/06
from £0.7bn to £0.8bn in 2006/07 and £0.9bn in 2007/08, with rises of £3
per tonne per annum. From 2008/09 the annual increase will be £8 per
tonne and HM Treasury has estimated that its tax revenues will rise by
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£175m in 2008/09 and by £325m in 2009/10 and they should rise by around
a further £150m in 2010/11. The increase from 2005/06 to 2008/09 would
be around £375m. It is unclear what proportion of this amount is funded
from the net budget of local authorities. At 100% it would be equivalent to
adding around 9% to the 2005/06 EPCS county services block. At 50% it
would add 4.5% of non staffing costs to the EPCS county services block.
This is clearly a significant issue that needs further investigation by CLG.

Rounding of Labour Weights

7.1 Current labour weights have been rounded to the nearest 5%. Given that the
ACA factors themselves are given to 5 decimal places — e.g. 1.1588, which is
effectively a 15.88% addition to the base needs assessment, it is unclear why
the employee weight should continue to be rounded to a full 5% at the initial
stage of the ACA calculation.

7.2 ltis proposed that the weights be rounded to 1% or less

8. Recommendations

8.1 Taking account of the above points it is proposed that the following weightings
are applied to the ACA with the main change to the proposals in paper
SWG/05/22 being a reduction in the weighting for Social Services and
EPCS/Highways.

Table 6: Potential Labour rates for 2008/09 (before taking account) extra
cost items in section 6

Service Current| Proposed inj Weighting
Weighting Paper|Proposed in

SWG/05/22]  this paper

PSS - Children / Adults 75% 80% 70%
PSS - Elderly 85% 80% 68%
Police 85% 80% 80%
Fire 85% 85% 85%
EPCS 65% 60% 55%
Highways Maintenance 65% 60% 43%

8.2 As well as a theoretical case for a reduction of weightings in these areas ANEC
paper in 2005 gave evidence of lower spending when compared with FSS in
Social Services, EPCS and Highways in areas with higher ACA factors.
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Appendix 2 A

Report to Settlement Working Group SWG/07/51
Association of North East Councils (ANEC)
ACA Labour Cost Weights - Supplemental

Summary

1  The Association submitted its report SWG/07/28 to SWG in advance of seeing the
report from the Department SWG/07/27 on the same subject.

2 Itis disappointing that the report by the Department made no reference at all to the
issues raised in our paper, even though it had been supplied as a draft on 16 April
and many of the issues had been raised in SWG/05/66 when this issue was
considered in 2005. The issues raised have still to be addressed.

3  The conclusion that the weighting for social services should remain at 75% and
85% because of a lack of new evidence is unacceptable on two counts. Firstly,
because it is incorrect - new evidence has been provided and further evidence is
available if the Department with further work, and secondly because the analysis in
the paper that supports the status quo lacks intellectual rigour.

4  Given the principle of seeking to use up to date information (e.g. the Department’s
use of projections for population and tax base to the year of the settlement), it is
unacceptable that some labour weights from 1992/93 are proposed to be
maintained in the face of clear evidence that the nature of social services has
changed significantly since 1992/93 and that the proportion of labour costs has
reduced.

5 This paper provides further evidence to support the reduction in the employee
weights for Social Services in particular, requests exemplification of options and
suggests that the issue and questions be included in the 2007 consultation paper.

Labour Weights for Social Services

6. The labour weights set for social services based on 1992/93 data were 75% for
Children and Younger Adults and 85% for Elderly. The higher proportion for elderly
services was reported as being because the substantial domiciliary care element of
older people’s social services was assumed to be entirely a labour cost (which was
a potential overstatement at that time in any event).

7. In 1992/93 the SSA for Domiciliary care accounted for 55% of the total SSA for
Elderly PSS. If this was all assumed to be labour costs then the proportion
assumed for the labour element of residential care would have been 67% in order
to arrive at a total of 85% for Labour.

8. The following charts show that shortly after 1992/93 there was a significant
increase in the proportion of SSA given for Residential care, which reflected the
Government Policy of ‘Care in the Community’, resulting in a transfer of residential
care responsibilities from Health to social services. The chart shows that by
1995/96 the proportion of residential care had risen to 56% and this rose further to
63% from 1998/99 to 2002/03, after which the two FFS blocks were combined.



Chart 1: Elderly PSS — SSA and FSS from 1992/93 to 2002/03
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Chart 2: Elderly PSS — Proportions of SSA and FSS from 1992/93 to 2002/03
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On the basis of the previous calculations that were made the labour cost weight
should have fallen to 80% from 1994/95 onwards and has therefore been
It is likely that the overstatement
would be in excess of 10% from 1998/99 onwards if a more realistic assumption of

While there was a clear shift in Government funding from domiciliary to residential
It is unclear
why this change was not made at that stage once it was evident that residential

9.
overstated by 5% at least for over 12 years.
the proportion of labour costs within domiciliary care costs had been used.
10.
care from 1994/95 the weighting for labour costs was left unchanged.
care costs were rising significantly as a result of Government Policy.
11.

The balance between residential and home care costs after 2002/03 cannot be
seen from the combined FSS for older people. The following extract from the PSS
EX1 Net Expenditure data from the DoH web site for all local authorities provides
an objective analysis of the cost of Care for Elderly People. This shows
accommodation related care costs continuing to be significantly higher than home
care costs.

Table 1: OLDER PEOPLE (AGED 65 OR OVER) 2005/06 PSS EX1 Net Exp

£000 %
Assessment and care management 909,085 13.8%
Nursing home placements 1,048,603 15.9%
Residential care home placements 2,200,820 33.4%
Supported and other accommodation 34,803 0.5%
Direct payments 64,703 1.0%
Home care 1,651,292 25.0%
Day care 322,722 4.9%
Equipment and adaptations 94,830 1.4%
Meals 53,027 0.8%
Other services to older people 217,114 3.3%
TOTAL OLDER PEOPLE 6,596,999 100.0%

12.

The paper SWG/07/28 by ANEC concluded that 68% of Elderly RNF was labour
related based on the subjective analysis in the SAR returns. Applying a similar
approach to the objective analysis from the PSS returns with assumptions about
the labour content for each element also supports a conclusion that the labour
weighting should be lowered to around 70%, as illustrated below.

Table 2: Estimated Elderly Labour Weight based upon 2005/06 PPS EX1 data

£000 Labour % £000

Assessment and care management 909,085 90% 818,177
Nursing home placements 1,048,603 65%* 681,592
Residential care home placements 2,200,820 50% 1,100,410
Supported and other accommodation 34,803 50% 17,402
Direct payments 64,703 90% 58,232
Home care 1,651,292 90% 1,486,162
Day care 322,722 85% 274,313
Equipment and adaptations 94,830 0% -
Meals 53,027 50% 26,514
Other services to older people 217,114 75% 162,836
TOTAL OLDER PEOPLE 6,596,999 4,625,638
70.1%

*Nursing home % may be overstated if income for

nursing’ costs has already been netted off this figure.




13.

14.

15.

16.

17.

It is clear that the 85% assumption cannot continue and that there is a range of
data available to the Department and to DoH that could inform a revised judgement
by Ministers. It is therefore proposed that a weight of 68% and 70% be
exemplified (which will also highlight the impact of rounding to the nearest 5%). It
is further proposed that the weights be included in the consultation process and
that the Department carry out further work in partnership with DoH as appropriate
to arrive at a robust and informed estimate that can be considered by Ministers so
that they make an up to date judgement on the labour proportion.

The Department's approach in section 20 of its report of applying the labour
proportion derived from £42m of ‘internal’ local authority trading account costs from
the TSR to the costs of ‘external’ providers costs of over £11,400m is clearly
inappropriate. The ANEC paper demonstrated that charges from external
providers included other cost elements such as capital charges, profit and tax that
reduce the labour element of the total charge. The approach adopted by ANEC
was to seek to identify information on labour costs from sources of information
about the private sector charges from accounts etc (copies of which have been
provided to the Department) to illustrate the difference in labour weightings.

Although this significant issue was raised in 2005, the Department has not
produced a reasonable analysis to inform the proportion of labour costs of external
providers. It is important that any further work is carried out quickly in order to
obtain a reasonable and fair assessment of the labour proportions of external
provider costs so that Ministers can take an informed decision on this important
issue in time for the 2008/09 settlement. Failure to produce a fair and reasonable
analysis of this important issue could leave the decision on the labour weighting
open to challenge. Keeping the existing weights is not an acceptable option.

Children and Young Adults

It is also proposed that the Department consider carefully the weighting to be
applied to the Children and Adult Services Block, possibly using the PSS EX1 data
alongside the SAR data to help inform the judgement.

Information from the PSSEX1 data for 2005/06 shows that residential care costs,
and cost heads with accommodation costs included have taken up a higher
proportion of costs. The following table shows the totals for Net Expenditure on
Physical and learning Disabilities and mental health need and other adult services.

Table 3: 2005/06 PSSEX1 Summary for Net Expenditure on Adults under 65

£000 %
Assessment and care management 764,573 15%
Nursing home placements 236,165 5%
Residential care home placements 1,695,622 34%
Supported and other accommodation 203,481 4%
Direct payments 202,290 4%
Home care 589,031 12%
Day care 822,693 16%
Equipment and adaptations 87,624 2%
Meals 2,485 0%
Other services to adults 422,909 8%
TOTAL ADULTS AGED UNDER 65 5,026,874 100%
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Based on the initial information that is available, the association would expect to
see a reduction in the labour weighting for Children and Adult services from 75% to
around 70% once the Department has completed its analysis.

EPCS Labour Weight

The analysis of the EPCS costs by the Department based its analysis of the non-
direct employee costs on the weighting from the TSR. Section 17 inaccurately
referred to the data as giving ‘a breakdown between staff and running costs for a
variety of internally and externally provided local authority services.  All the
services are in fact provided by the local authority — the costs do not relate to any
external provider. Again it is inappropriate to apply this proportion to what are
mainly external charges for over £7bn of costs (including £3.7bn other supplies and
services row 52) which could include profit, tax, and capital charges. The
calculated figures of 58% rounded to 60% is too high.

Given the costs of the private sector rather than the public sector and the issues of
the additional costs of Concessionary Fares and Landfill tax resulting from
Government Policy changes after 2005/06 it is recommended that the maximum
weight for EPCS be set at 55%.

Conclusions

It is essential that the labour weighting is brought up to date for the 2008/09
settlement reflecting the changes in service that have been identified. If the
underlying calculation of the Areas Cost Adjustment is seen to be flawed and out of
date it discredits the ACA adjustment.

It is important that the Department complete any further work that may be
necessary with DoH as appropriate to arrive at a fair and reasonable estimate of
the labour weighting that reflects realistic labour element of private sector charges
and the pattern of spending on social services in the current century.

The association would wish to see exemplifications of a PSS weighting of 70% for
Children, Adults and Elderly and a weighting of no more than 55% for EPCS.

If the Department did not agree with the weightings suggested by the association
we would wish to see a question in the consultation paper seeking views from local
authorities about the alternative options for labour weights including those
suggested by the Association.

Views of SWG are sought.



