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LOCAL GOVERNMENT FINANCE : AUTUMN ANNOUNCEMEHNT

It now seems likely that my Secretary of State will be making a
statement next Wednesday announcing the Government's consultation
proposals for the RSG settlement and the intended criteria for
charge capping for 1991/2. I attach a draft. In order that this
can be copled and collated with other material in sufficient
guantities for MPs and others, I should be grateful for comments
by S5pm on Monday 29 October.

The draft reflects the proposals on charge capping set out in my
Sacretary of state’'s minute of 16 October to the Frime Minister.
The section describing the outcome of the community charge review
{para 22) reflects the proposals announced on 19 July as slightly

modified in his letter of 22 October to the Secretary of State
for Wales -copy attached.

The draft include=s in paragraph 21 the announcement of our
intention to legislate on charge capping. The Lord President's
Office will want to look carefully at the terms.

I am sending copies to the private secretaries of tha other
members of E(LG), to Juliet Wheldon (Attorney General's Chambers)
and Sonia Phippard.

Phillip Ward
Private Secretary




LOCAL GOVERNMENT FIMANCE - ENGLAND
1 With permission, Mr Speaker, I should like to maka a
statement about the Local Authority Financial Settlement for

England for 1991792,

Introduction

2. I announced the Government's broad proposals in July including
an increase of nearly 13% in the amount of grant and business
rates to be paid to local authorities in 1991/2. I have today
sent the local authority associations a consultation paper
setting out the proposed distribution betwean authorities. Copies
have been sent to authorities, and are also in the Vote Office

and Library.

Aggregate External Finance

= I confirm that we proposa to give local authorities £26.050
billion of aggregata external finance, that is tha total of
certain specific and special grants, the business rate poocl, and

revenue support grant.

4. We have already announced that next year the safety net will
ba abolished. It will be replaced by an area protection grant,
which will be paid for by the Excheguer. £485 million of grant
will be used for this purpose.

2. Another component of aggregate external finance is the money

paid to local authorities from the business rate pool. We propose
that the business rate next year should be 38.6 pence in the
pound, which is, as statute provides, an increase in line with




the annual increase in the RPI to September of 10.9%. The total
burden on business will therefore remain broadly the same next
Year in real terms as it was in 19B9/90. This is despite the
substantial growth in local asuthority spending since then, and
shows the benefit of the Uniform Business Rate for business. It
glzso contrasts markedly with the last 10 years of the old system
when, betwean 1979/80 and 1989/90, locally-set rate poundages
rosae by 37.4% more than inflation - an average of 3.2% a year on
a compound basis.

6. The Consultation Paper sets out my forecasts of the amount
which will be available from the business rate pool to support
local authority spending in 1991792, In making this estimate,
known as the "Distributable Amount", I have taken account of the
business rates local authorities are expected to collect in
1991/92. I have also taken into account that local authorities
ara collecting more rates in 1990/91 than will be pald out from
the pool during 1990/91. The Distributable Amount takes account
of that surplus, as the statute requires. This arrangement means
that, taking one year with another, all the income raised from
business rate payers will be passed to local authorities to
support their spending.

7. I propose that Revenue Support Grant will top up the income
from the business rate pool and other grants to bring the total
to £26.05 billicon. The amounts are £9.7 billion of RSG, £12.4
billion from tha pool and £3.9 billion from speocific and apacial
grants.

Local Authority Spending

8. The Government believe that it would be appropriate for local
authorities to spend £39 billion next year in providing services.

This figure takes account of what local authorities are spending

now, the new pressures they face, the scope for economies and
savings, and what the country can afford. From this figure is
derived a Standard Spending Assessment (or §SA) for each
authority.




9. In January I invited authorities to put forward any fresh
evidence about the way ESAs should be calculated. We have
received many representations suggesting changes which might be
made. We have considered those representations most carefully.
Many of the sguggesticons were familiar from last year, and there
was no consensus as to what changes, 1if any, should be made. I
remain persuaded that the decisions we made last year ware
broadly right. I also believe that it is helpful to maintain
stability, soc that chargepayers can make comparisons between what
they are asked to pay from one year to another. I have therefores
decided we should retain the broad principles which we adopted
last year after a great deal of research. But I propose some
improvements. Detalls may be found in the Consultation Paper,
but I shall describe three of them:

- First, I propose to reduce somewhat the weighting
applied to the Additional Educational HNeeds Index
used in the assessments for education. I have
looked again at the evidence asbout the impact of
this factor on the cost of providing education. In
the case of the Primary, Secondary and Post-16
elements the weight is fair, and I am proposing no
changes. In the case of the "Under-5" and "Other
Education®” elements, however, the evidence is less
clear and would support a range of weights. Last
vear's weights were at the upper end of the range,
but I am now proposing to reduce these to the
middle of the range.

- Second, I propose to double the weight given to
tourists in calculating the 55A component for Other
services. This change will help in particular
those areas which receive a substantial number of

cvernight visitors;




2 Third, T propogse to make allowanca for
suparnumerary posts in the police force designated
for special protection duties.

I know that these changes will ba waelcomed by a number of Hon
Mambers.

10. On average, 5SAs will increase by 19.4% over SSAs for
1990/91. There will be wvariationsz around that average reflecting
the changes which I have announced, and the changes between years
in factors like school rolls and population in each authority.

Community Charges

11, The Settlement proposals give local authorities scope to
increase their spending by 7% in aggregate above this wyear's
budgets. Taxpayers and business ratepayers together will be
providing 12.8% more support than this year. The Community
Charge for Standard Spending will be £380. If authorities are
extravagant, or if they are inefficient in collecting community
charges, they may have to set charges at levels higher than that.
But the more efficient authorities which spend within their SSAs
will ba able to set charges significantly less than £380.

Authorities receiving help from the area protection grant should
also have charges lower than £3B0. Authorities which paid into
the safety net thie year should ensure that the community charge
payar recelives the full benefit of the abolition of those
payments.

12. Many people will receive help to meet their charges through
community charge benefits and from the Transitional Relief
schamea . This year the average amount paid by chargepayers will
ba £293, against an average charge of £357. One in four
chargepayers will receive benefits, and up to 11 million peocple
will receive help from the more generous transitional relief
scheme operating in 1991/92. Each couple receiving transitional
relief now will receive £52 more relief next year, rather than




loging £26 as they would have dona without the improvements I
announced in July.

13. It ie important that authorities should make avery affort to
collect charges. The best authorities have already collected
charges from 97% of people, and across the country nsarly 90% of
pecple are paying. We have given authorities' the powers they
nesd to ensure paymant. Authorities - both officers and
councillors -have a duty to ensure that revenue is collected. If
thay fail, the majority who do pay will have +to pay higher
charges. Those who are tempted not to pay are merely expecting
other people to pay their bills for them.

Charge Capping

14. In the first year of the new system, some local authorities
used the transition from rates to the community charge as a
smokescreen to hide their increases in spending. Spending rose
by 13%%. or by a guarter in only two years.

13, I have made it clear that authorities must be prepared to
play their part in ensuring that the nearly £3 billion extra we
have made available in 1991/92 is passed on to chargepayers. I
have also made clear that 1 am prepared to make full use of my
powers to cap authorities' budgets if necessary. But this year I
hope, by specifying wall in advance the criteria by which I am
minded to Jjudge whether to cap, that councils will take the
appropriate action to control their spending. Many authorities
have specifically asked that I should make an early announcemeant.

16. As I told the House in July, I have power to cap in two
ways. I can cap a council's excessive budget, or cap excessive
increases from one year to the next. In my Jjudgement it is
reasonable to allow smaller increases for those authorities whose
budgets are well above thelr SSAs.




17. My intended critaeria area:

- any increase of more than 5% over thea previous
year's budget will be considered an excessive
increase if it gives rise to a budget over the
authority's 55A;

- any increase of more than 7% will be considered
excessive if it gives rise to a budget over 5%
above the S8A; and

- any increase of more than 5% will be considered
excessive If 1t gives rise to a budget over 10%
above the SSA,

In addition I intend that any budget more than 12.5% above the
ESA will be considered excessive.

18. This year I specified that no authority would be capped if it
budgaetted only a small amount above the measure of e=cessivensss
I used. But authorities should not assume that I will again
adopt a de minimis proviso, or if I do that it will be at the
same level as for 1990/91. Authorities spending less than E£15
million are exempt from capping. I do not propose to increase
that threshold. But I am minded to make special provision for
the particular circumstances of the inner London Boroughs which
gtill bear the cost of inherited overspending by the Inner London
Education Authority, and also for the City of London.

19. These criteria are necessarily provisional. When I come to
make my decisions on capping I will of course take into account
all appropriate considerations and I might reach different
views. I have placed a paper in the Library and vVote Office
setting out my intentions in detail and have sent a copy to local
authorities.




20. My RHF the Secretary of State for Wales and I are determined
to make sure that chargepayers banefit in full from any budget
reductions arising from chargecapping. We therefore propose to
legislate as soon as possible to secure that objective.

Review of the Community Charge

2l1. In my statement on 19 July I alss anncunced a numbar of
proposals to improve some of the detailed workings of the new
system, to make it simpler and to remove anomalies. We have now
completed consultations with local authorities and other
interested organisations on thase matters. Our conclusions,
which I believe will be widely welcomed, are set cut in letters
which have been issued today. We propose to make reductions from
next wvear 1in the community charge that can be levied on the
cwners of unoccupied property in certain special cases. This
provides relief for people who live in tied accommodation, for
certaln students, for people who move from their home into
hospital, for people who are having difficulty selling a house
and for some other exceptional circumstances.

2Z2. We intend to introduce a simplified community charge bill to
improve accountability, more generous transitional arrangements
for the rating of =small businesses where the owner lives "over
tha shop”, and a number of other useful adminigtrative

improvements. We shall be bringing forward regulations to bring
all these changes into effect for the start of 1991/92. We have

not yet completed consideration of all the responses to the
consultation on the treatment of bed and breakfast accommodation
but I expect to be able to make an anncuncement on that very

BOOT -

Conclusion

23. Mr Speaker, my proposals for next year's settlement envisage
8 realistic increase in local authority spending, backed by a
increase in external support which is fair by any standard. We
have made a number of improvements in the method of distributing




grant, whila maintaining etability. Etandard Spanding
Asspssments are increasing by 19.4% on average, so there is no
reason why many authorities should not budget at or below their
S5As. And no area will contribute to the safety net. Charges
therefore need not be much higher than about £380 anywhere, and
should be lowear where authorities are efficient or where thare is
help from +the area protection grant. I shall wuse my
chargecapping powers to make sure that the extra resources from
national taxation and businesses go to benefit chargepayers
rather than fuelling excessive spending. I have given
authorities advance warning of the criteria I have in mind so
that they can plan.

24. The Government are ensuring that local authorities have the
resources which they need. It is now for local authorities to
respond by setting reasonable budgets and reasonable community

charges. Chargepayers are looking for services at a price they

can afford.

DEPARTMENT OF THE ENVIRONMENT
31 OCTOBER 1990




