RESPONSE BY SPARSE–RURAL TO SECTION 2, CHAPTER 5: RURAL SERVICES OF THE DCLG BUSINESS RATES RETENTION TECHNICAL CONSULTATION AND OTHER RELATED ISSUES
1.0 INTRODUCTION
This response by SPARSE-Rural is mainly related to Section 2, Chapter 5 of the Consultation relating to Rural Services and questions 6 – 9 therein.
This response also touches on some of the other related issues concerning the setting of the baseline which may impact on the Rural Services Chapter’s outcome.
SPARSE-Rural will be responding through the Consultation Response Template to many of the other issues raised in the Consultation overall, but it considers that the issues relating to the funding of rural services warrants a separate and full response.

2.0 QUESTIONS 6 – 9 
Question 6 asks “do you agree that we should double the existing Older Peoples Personal Social Services sparsity adjustment from 0.43% to 0.86%?”
Question 7 asks “do you agree that the proportion of the Relative Needs Formula accounted for by the population sparsity indicator under the District Level Environmental, Protective and Cultural Services block should be increased from 3.7% to 5.5%?”

Question 8 asks “should the County level Environmental, Protective and Cultural Services indicator be reinstated at 1.25%?”

Question 9 asks “do you agree that we should introduce a Fire & Rescue sparsity adjustment at 1%?”

As the national organisation that argued, as it has for many years, that rural areas are comparatively underfunded and that there should be a correction applied so that there is proper recognition of the costs of delivering services in rural areas, we are naturally very pleased that “the Government accepts, based on the available evidence, that such a correction is warranted”.

Subject to the comments below we support the Government’s proposals as they relate to the Relative Needs Block.  However we are appalled by the impact of the Damping Block which is completely unacceptable.
3.0 EXPLANATION OF RESPONSE

In response to the original Consultation SPARSE-Rural showed that urban areas were receiving some 50% more grant per head of population (post damping) than were their rural counterparts. As we demonstrated in that response the impact of that “gap” in government funding was that rural residents, when compared to urban, paid more in Council Tax but nevertheless had less spending power in their area and as a consequence received fewer services – a truly inequitable situation. 

We called for that gap to be reduced from 50% to 40%.  Wechose to limit our call to a 10% reduction of the gap only because we acknowledge the difficult financial times in which we live.  However, we believe that the “value” attributed to density in the formulae compared to that attributed to sparsity – even after the adjustments now proposed – is far too great. Density funding at this level is a relic of the old system that directed grant to those authorities that chose to spend most, and damping has preserved thatWe will continue to argue that a gap of 40% remains excessive and should be adjusted further long before the 2020 proposed re-set of the baseline.
Fundamentally, in our response to the initial consultation we stressed that any improvements must flow through in cash terms and not be eroded through theapplication of damping.
For 2012/13 Predominantly Urban areas receive, pre-damping, £123.94 (41%) more funding per head than Predominantly Rural areas.

However, damping further exacerbated the gap between rural and urban areas.  After damping, urban areas receive £147.81 (52%) per head more funding than Predominately Rural areas.In effect, damping re-distributes £23.86 per head from Predominantly Rural areas to urban areas.
Turning now to the impact of the Technical Changes (including the cost of rural services) in the DCLG Consultation, we see a pre-damping increase of £12.32per head in Predominately Rural area compared with a reduction of £4.99 (1.18%) per head in urban areas.  Thus the proposed technical changes pre-damping close the gap by just under 14% (13.96%).
The impact of the damping arrangements however is that about 75% of the gain for rural areas pre-damping is lost through the damping mechanism, leaving a post-damping gain of just 1.03% (£2.95 per head).  The compensating loss to urban areas is just 1.18% (£4.99 per head) and clearly could be larger without causing significant financial hardship to those authorities which, as we say, have been relatively over funded for more than a decade.
For the 37 rural Fire and Rescue Authorities (County and Combined) the inclusion of a Fire Sparsity Allowance would generate £7.467m additional grant pre-damping. Damping reduces that by 50%.
In accepting that the formulae to date needs to be corrected so that there is proper recognition therein of the additional costs of delivering services in rural areas the Government is, in effect, also accepting that rural areas have been chronically underfunded for more than a decade.  The Government’s recognition that the formulae has, mainly through the exercise of past ministerial judgements, evolved in a way which is so inequitable is welcomed.

However, to now seek to include some recognition of that but to propose an outcome through which  75% of that recognition is lost to damping as being the baseline for the new Business Rates Retention scheme is grossly unfair to rural areas, their residents and businesses. For the proposed (partial) re-balancing  to be restricted  to the  favour of authorities who have for very many years been receiving a disproportionately larger share of the overall resources for local government services is perverse   The fact that the baseline is then intended to be frozen until 2020 frankly adds insult to injury.  The Government must find a way of allowing the pre-damped gains for rural areas to continue through in cash terms to the end of the formula calculations.The flexibility the Government has on the distribution of RSG is the perfect vehicle to phase-in the necessary additional support to rural authorities in a transparent, straight-forward and sustainable way without causing sudden reductions to others’ funding.  Given the proposed 7 year freeze before a re-set the Government must use its discretion to vary the damping proposal so that the intended gains for rural areas are delivered in cash terms.
Should this not happen where will we be in seven years time? Rural areas will still be seriously underfunded compared to their needs as determined by the underlying formulae and we will still be having the same argument about how to phase in the necessary re-distribution.

It is clearly the intention of Ministers that the Combined Effect of the Rural Services Options should be to the benefit of rural areas, funded through reduced grant to urban areas.  It is interesting, therefore, to see that both before and after damping in respect of those Rural Service Options that is not always the outcome as the following Table demonstrates.
TABLE
	AUTHORITY TYPE
	NUMBER GAINING PRE DAMPING
	NUMBER LOSING PRE DAMPING
	NUMBER GAINING POST DAMPING
	NUMBER LOSING POST DAMPING *

	DISTRICTS
	
	
	
	

	LU
	0
	17
	13
	4

	MU
	0
	10
	7
	3

	OU
	0
	37
	27
	10

	R50
	33
	5
	38
	0

	R80
	50
	1
	51
	0

	SR
	21
	27
	48
	0

	UNITARIES
	
	
	
	

	LU
	0
	18
	0
	18

	OU
	0
	18
	0
	18

	R50
	10
	0
	8
	2

	R80
	4
	0
	4
	0

	SR
	5
	1
	5
	1

	SHIRE COUNTIES
	
	
	
	

	PR 
	10
	0
	10
	0

	PU
	2
	0
	0
	2

	SR
	15
	0
	12
	3

	FIRE & RESCUE
	
	
	
	

	COUNTY
	11
	3
	8
	6

	COMBINED
	15
	8
	15
	8


* Those local authorities losing both pre and post damping loose by the same amount both pre and post damping.  For the Combined Fire and Rescue Services those losing both pre and post damping loose by a lesser amount post damping.

KEY
LU = Large Urban 
MU = Major Urban
OU = Outer Urban
R50 = Rural 50
R80 = Rural 80
SR = Significant Rural
PR = Predominately Rural 
PU = Predominately Urban
It can be seen that 47 Large, Major or Outer Urban Authorities will have gained post damping from the proposals aimed at benefiting rural areas.  An illogical outcome.

AN EXAMPLE: NORTHUMBERLAND
At the request of the Baseline Sub Group SPARSE-Rural extended its research into the “rural penalty” by carrying out (with the help and support of Northumberland Council) a detailed study of the additional costs of serving Northumberland’s rural communities compared to its urban communities in respect of Waste Management Services.

Our study showed that Northumberland’s cost penalty for these services was circa £3.11m.

CLG has assessed the value of sparsity to Northumberland as being £1.254m per annum post damping.The proposed technical changes do relatively little to improve that.
This means that, even after the exemplified technical changes, Northumberland will still only have a value of sparsitymuch less than the cost penalty it has to meet on waste management services alone. Therefore, in effect, has no government grant towards sparsity costs in respect of all other services.
4.0 OTHER RELATED ISSUES
In the December 2011 response to the initial response CLG said (inter alia):-

“In establishing baseline funding levels, we will update all existing datasets and consider limited technical adjustments to the relative needs formulae for the costs of rural services and concessionary travel and the resource equalisation component”
In our view the (non exemplified) proposal to cut by 32% the fixed costs allowance in the RNF and the creation of new damping groups  are fundamental changes to the formulae and go way beyond the remit CLG set itself.
(1) The fixed costs allowance is of great importance to small rural authorities (especially District Councils); indeed in its response to the initial consultation SPARSE-Rural argued that the allowance needed to be increased to reflect inflation over the years.
(2) In the case of the proposed new service damping blocks it is incredible to think that small (in financial terms) District Councils could be losing grant to prop up London Boroughs and Metropolitan Authorities in respect of their District Council Services. The impact of the present damping arrangements on the Technical Paper’s proposal already greatly benefits urban areas as we have demonstrated above.
5.0 OTHER SPENDING PRESSURES
There are other spending pressures which will bear greater on rural authorities than urban.
Ever rising motor fuel costs is an obvious one as is the high number of older people living in rural areas and the impact on adult social care costs.
The localisation of Council Tax benefits with a 10% reduction in government grant but a requirement to protect elderly claimants means  a cut in benefits of over 20% on average for working age claimants (for one of our member authorities it is 50%) compared to 17% in urban areas. Many authorities will feel it necessary to phase in such reductions using their own funding.
The Public Health duties transferring from the NHS to local government next year will, based on the latest figures, see some 25% less funding per head in rural areas compared to urban. At the very least there should be a sparsity allowance applied to that funding formula based on the proposed increase in sparsity weightings proposed for existing local government services.
The proposal to distribute government funding to meet the referenda costs associated with neighbourhood planning via the existing local government funding formula is unfair. Not only is the existing formula biased towards urban areasbut there are far more parishes in rural areas than neighbourhoods in urban areas.
The above spending pressures are likely to mean that most of the gains which rural areas may see from the current consultation proposal are wiped away even before the reduced total funding available from 2013/14 is factored in. 

In addition, we would comment that, in general, rural areas will not benefit from either the retention of (some) business rates growth or from the New Homes Bonus to anything like the same extent as is possible in many urban areas.  The development constraints of National Parks, AONB’s, the infrastructure limitations etc impact significantly on economic and residential development opportunities in many (particularly more remote) rural areas.


Given what we say in the preceding paragraph the gap in spending power between urban and rural areas will again widen to the detriment of rural areas.

6.0 CONCLUSION

The historic under funding of rural areas means that the range and level of services provided in rural areas was much lower than in urban areas before the introduction of the austerity measures despite rural residents paying more in Council Tax. The impact of the austerity measure has therefore been much greater in rural areas.

This is not just a part of a normal grant/settlement period. It is a change to a completely new means of funding local government services with an intended freeze to 2020 of the baseline once set.
Given the proposed 7 year freeze before a re-set the Government must use its discretion to vary the damping proposal so that the intended gains for rural areas are delivered in cash terms.
The changes to the fixed costs allowance proposed will be to the disadvantage of rural areas and the proposed new service damping blocks may well do likewise.

Given the other spending pressures referred to in 5.0 above Ministers must ensure a fair share of available resources goes to rural areas.
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