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SERVICE AND FINANCIAL PLANNING 2006/07 – 2010/11: 

IMPLICATIONS OF THE PROVISIONAL FINANCE SETTLEMENT

Supplementary Report by Head of Finance & Procurement

Introduction 

1. This report provides information, supplementary to the main report, on the implications for the Council of the Provisional Local Government Finance Settlement announced on 5 December.
2. The announcement by the Local Government Minister starts a consultation period with local government about financial settlements for 2006/07 and 2007/08.  This consultation period ends on 11 January 2006. 
3. As referred to in the main report, due to major changes in the grant system the Minister’s announcement has taken some time to fully interpret.  The later announcement of specific grants, including the Dedicated Schools Grant (DSG), added to the delay in the interpretation.
The New Grant System

4. There have been fundamental changes to the grant system which remove Formula Spending Share figures (FSS), the cash estimates of the amount it is assumed we would need to spend to provide a standard of service similar to other areas.  Also removed is the cash estimate of the Band D council tax that we would need to spend if we spent at FSS.  This was known as the Assumed National Council Tax (ANCT).  All County Councils providing fire services had the same ANCT figure.  These omissions complicate the transition from the old system to the new system and make it difficult to understand and then explain the new grant figures.
5. The total grant Oxfordshire will receive in 2006/07 is £91.6m.  In 2007/08 the total grant will be £93.1m.  To understand the implications of this funding for the authority, adjustments need to be made in respect of schools funding, or the DSG.  This is set out in the Total Funding section of the paper below.   
6. The new grant system provides allocated funding under four blocks; these are set out below and explained in the following paragraphs:

2006/07

Consultation

£m
2007/08

Provisional

£m





Relative needs
69.424
71.703

Relative resources
-62.257
-64.085

Fixed amount per head
76.145
77.442

Damping
8.262
8.054





Total Grant
91.573
93.113

Relative Needs

7. The new system introduces new assessments of ‘Relative needs’ for individual services.  These show the percentage share that we have of the overall national need.  Taking all services together, Oxfordshire is assumed to have 0.4849% of the national need in 2006/07. 

Relative Resources

8. This block is allocated using the council tax base for each authority.  Authorities with a high council tax base per head of population can pay for local spending more easily, so they generally need less grant support.  Authorities with a higher council tax base, including Oxfordshire, receive a negative grant. 

Fixed Amount per Head

9. This block allocates a fixed amount of grant per head to each authority in each class.  For Oxfordshire, just over £120.83 per head of population is allocated.

Damping

10. This block guarantees minimum increases in grant from year to year. In 2006/07 a minimum increase of 2% is guaranteed for authorities with education and social services responsibilities such as Oxfordshire.  A minimum increase of 2.7% is guaranteed for 2007/08.  The future position of the £8m damping grant presents a risk to the medium term position which will need to be reflected in the medium term plan.

Specific Grants

11. In 2005/06, the Council expected to receive £123.8m in specific grants, accounting for almost 16% of total expenditure.  The introduction of the DSG means that specific grants now form a very significant part of external income, estimated to account for approximately 46% of total expenditure in 2006/07.

12. Whilst the announcement of some grant information is still awaited, which should become available over the next few weeks, the confirmation of some grants set out below will have an impact on expenditure proposals for 2006/07.

13. The Supporting People grant was estimated to reduce in 2006/07 by approximately £1.0m.  The grant has now been confirmed for 2006/07 as £19.669m, compared with £20.453m for 2005/06, and £0.2m higher than anticipated.  The allocation of this grant will be determined by the Commissioning Body, and any impact on the County Council will need to be assessed separately.

14. The Access and Systems Capacity grant in Social & Community Services was also expected to reduce by £0.9m in 2006/07, giving rise to pressures on the budget of an equivalent amount.  The amount notified for 2006/07 is £5.618m compared to the 2005/06 allocation of £6.009m, some £0.5m higher than expected.  As a result the pressure on the budget is £0.5m less than expected; this will need to be reviewed by Social & Community Services and reported separately.

15. The most significant change in specific grants will be the DSG.  The Teachers’ Pay Grants and Standards Funds grants will transfer from specific grants in their own rights into the DSG from 2006/07.  Implications of the DSG funding announced for 2006/07 are set out later in this paper.  

Total Funding (excluding Schools) 2006/07

16. The original financing and expenditure assumptions for 2006/07 included schools.  With the transfer of schools funding out of Revenue Support Grant into a specific grant, both total financing and expenditure need to be revised to exclude DSG related expenditure and income.  The table below sets out the assumptions in the revised MTFP, updated in the 15 November report to the Cabinet and new assumptions excluding schools arising from the provisional settlement.
17. After deducting DSG related expenditure and financing, the sum available to allocate is £8.0m, this is £1.0m less than the position reported in both the 15 November and 20 December reports to the Cabinet.  

15 Nov Report

£m
Draft Settlement

£m
Change

£m






Base
584.0
316.2
-267.8

Inflation
15.3
7.2
-8.1

Function Changes
0
1.7
1.7

Previously Agreed Policy Plans
0.5
0
-0.5

Other Variations in MTFP
0.2
0.2
0

Efficiencies & Savings
-4.3
-4.3
0

Sum Available to Allocate
9.0
8.0
-1.0

Budget Requirement
604.7
329.0
-275.7






Revenue Support Grant
367.2
91.5
-275.7

Council Tax (including surpluses)
234.5
234.5
0

Financing
604.7
329.0
-275.7

Non-Discretionary Pressures

18. A list of non-discretionary pressures is set out in Annex 1 to the main report, and totals £7.8m.  Due to the impact of the DSG funding, £1.0m of these pressures is no longer required.  This is offset by £0.2m required to fund transitional relief for national non-domestic rates on properties owned by the Council (excluding schools).  These changes take the total non-discretionary pressures to £7.0m.
19. Within the £7.8m total a sum of £1.5m was included for Pensions to reflect the changes arising from the revocation of the 85 year rule.  The Deputy Prime Minister announced at the beginning of the month that he was minded to reverse that decision which would render that financing unnecessary.  However, there is a 12 week consultation period which will take any final decision on this matter beyond the Budget setting Council meeting.  It is therefore suggested that the £1.5m is left in the budget proposal for now, and that once the revocation decision is actually reversed that a further decision is taken on using some of this funding against the one off projects.  It would be prudent to set aside some of this funding as a reserve against likely future increases in Pensions and a reduction in the County Council element of the Pension Fund deficit.

Policy Choice Pressures

20. Currently, as set out in the main report, policy choice pressures exceed service re-prioritisations by £1.8m.   Following an announcement on 8 December by the Minister for Children, Young People and Families it is likely that funding will be available for the Children & Young People’s Plan ICT project.  This is phased across 3 years, with further ongoing funding provided, therefore the figures will reduce by £0.2m for 2006/07; £0.5m for 2007/08 and £0.3m for 2008/09.   Ongoing funding of £0.1m will still be required.  Therefore the total policy choice pressures exceeding service re-prioritisations is £1.6m in 2006/07.
Total Pressures and Funding Available

21. Based on the information in the paragraphs above, the following table sets out the overall position in respect of funding available compared to the position set out in the main report.

15 Nov Report

£m
Draft Settlement

£m
Change

£m






Non Discretionary Pressures
7.8
7.0
-0.8

Pressures above re-prioritisations
1.8
1.6
-0.2

Total Pressures
9.6
8.6
-1.0






Sum Available to Allocate
9.0
8.0
-1.0






Shortfall
0.6
0.6
0.0

22. For 2006/07 the DSG will be £284.2m.  This is £15.5m or 5.8% more than the 2005/06 baseline (planned schools FSS expenditure).  The table below sets out the commitments and pressures to be met from within the increase in funding.


£m
£m





2005/06 Baseline
268.7


2006/07 DSG
284.2




15.5

Less commitments (included in MTFP):



  Inflation (at 3%)
8.1


  Previously Agreed Policy Plans
0.4


  Share of previously agreed Policy Plan for  Job Evaluation
0.3




8.8





Less estimated pressures:



  Share of pensions revocation cost 
0.4


  Early Years Grant (extension of entitlement)
1.3


  Energy costs (based on contract price 



  Increases)
1.5


  Fees to Independent Schools 
0.4


  

3.6

Total commitments and pressures

12.4





Uncommitted sum remaining

3.1

23. Whilst the uncommitted sum remaining is currently £3.1m of the total £15.5m increase, the Teachers’ Pay Award for 2006/07 has recently been agreed at 2.5%.  This will lower the sum required for inflation, currently provided for at 3%, and help accommodate the cost of pay progression not met by grant.  In addition, the Minimum Funding Guarantee for 2006/07 has been set at 3.4% for Secondary Schools and 4% for Primary Schools, lower than the increase required in 2005/06.  It is anticipated that the guarantee can be delivered without the need for additional resources.  
24. However it won’t be possible to give full assurance on this until the pupil data from the January Pupil Level Annual Schools Census (PLASC) has been analysed and the Fair Funding formula run.  The £284.2m sum is provisional on the total pupil numbers in PLASC, being currently based on a DfES forecast of 81,661.  A reduction of 82 pupils (i.e. a 0.1% decline) would mean a corresponding £284,000 reduction in grant.  This could lead to a potential pressure on the Central Schools block which is also funded by the DSG.
Total Funding (excluding Schools) 2007/08

25. As with 2006/07, the original financing and expenditure assumptions for 2007/08 included schools.  Both total financing and expenditure need to be revised to exclude DSG related expenditure and income.  The table at the top of the following page sets out the assumptions in the revised MTFP and new assumptions excluding schools arising from the provisional settlement.

26. Although the sum available to allocate has reduced by £8.0m, it was assumed that £8.6m of the £15.1m in the MTFP would be required to achieve the passport increase for schools which would have been required before the introduction of the DSG.  This would leave £6.5m available to allocate for other services compared to £7.1m now available.  This is an increase in contingency available to allocate of £0.6m for 2007/08.  Although some of this may now be committed by decisions taken for 2006/07.  Further details on the implications for future years will be available in the next Service and Financial Planning report to 17 January 2006 Cabinet.


Revised MTFP

£m
Draft Settlement

£m
Change

£m






Base
604.7
329.0
-275.7

Inflation
15.8
7.6
-8.2

Function Changes
0
-0.9
-0.9

Previously Agreed Policy Plans
2.7
3.0
0.3

Other Variations in MTFP
1.6
1.6
0

Efficiencies & Savings
-5.0
-5.0
0

Sum Available to Allocate
15.1
7.1
-8.0

Budget Requirement
634.9
342.4
-292.5






Revenue Support Grant
385.6
93.1
-292.5

Council Tax (including surpluses)
249.3
249.3
0

Financing
634.9
342.4
-292.5

Capital

27. The main details of the capital settlements have been announced.  The capital allocations are summarised below for 2006/07 and 2007/08 and compared to the settlement for 2005/06.
Service 
2005/06

£000
2006/07

£000
2007/08

£000
Comments

Education

Transport

Social & Health Care:

Adults

Children's

Mental Health

Fire
21,807

30,878

369

121

n/a

555
13,810

24,651

371

121

207

567
14,156

22,797

373

121

202

567
previous 3-year figures, 

announced Dec 04

In 2007/08 £5.905m 

payable as grant

Transferred from Capital Grant

Totals
53,730
39,727
38,216


28. This shows a significant reduction in the support for the Education and Transport capital programmes.  The main reason for the reduction in the Transport allocations is the reflection of two items of one-off funding given in 2005/06 totalling £7.268m falling out.  In 2006/07 one-off funding of £1.8m has been allocated for A420 strengthening, surface and drainage and A40 and A41 resurfacing.  The Schools capital programme has been compiled in line with the three year settlement announced in December 2004.  (This is subject to the updated Education capital settlement which is expected imminently and will be reported at the meeting, if available.)   The Transport programme will be revised in line with the latest announcements.  In 2007/08 part of the transport capital allocation (£5.905m) will be paid as grant.

29. Details of some of the capital grants announced to date are shown below.  A new grant for Surestart has been announced for 2006/07 and 2007/08 for which programmes will be brought forward for agreement.

Grant
2005/06

£000
2006/07

£000
2007/08

£000

Surestart

Integrated Children’s System IT

Youth Capital Fund

Devolved Formula Capital
N/a

N/a

7,829
4,697

114

225

9,849
4,385

145

225

10,398

Totals
7,829
14,885
15,153

Conclusion

30. The outcome of the Provisional Finance Settlement is largely in line with the assumptions built into the Medium Term Financial Plan for 2006/07, although there are significant factors which need to be built in for future years.  There have been a number of minor changes which are reflected within the report.  The Cabinet will need to take account of all of these issues in making its proposals once it has considered the views of the Scrutiny Committees in January.
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