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Knowsley Metropolitan Borough Council Submission to the 
Independent Commission on Local Government Finance 

 
 

1. Introduction 
 

Knowsley MBC welcomes the opportunity to contribute to the Call for Evidence 
from the Independent Commission on Local Government Finance. This 
submission has received contributions from Elected Members and Senior 
Council Officers and sets out what the Council believes should be the 
„fundamental principles‟ and „policy asks‟ that the Commission should consider 
for inclusion in its report in the run up to the General Election in 2015.  

 
 

2. Background 
 
2.1 About Knowsley  
 

Knowsley is one of six metropolitan districts in the Liverpool City Region, 
located between Liverpool and Manchester. It is connected to these cities by 
the M57 and M62 motorways and the A580 East Lancashire trunk road. 
Knowsley covers an area of 33 square miles. The 2011 Census estimates the 
population of Knowsley to be around 146,000 in 61,300 households. Over the 
last 10 years the population has fallen by 3% but the rate of decline has slowed 
compared to previous decades.  
 
Overall, the Borough faces a number of challenges to the health and wellbeing 
and socio-economic circumstances of residents, with high levels of deprivation 
compared to regional and national averages. Worklessness is also amongst the 
highest in England and there are particularly high levels of limiting lifelong 
illness and poor health outcomes amongst the 55+ population. 
 
Knowsley is one of the six constituent Councils of the Liverpool City Region 
Combined Authority which was formally establishment on 1 April 2014. The 
Combined Authority, working with the Local Enterprise Partnership and 
constituent Councils leads on strategic decision making for economic 
development, transport, strategic housing and employment and skills. The 
Combined Authority covers a population of just over 1.5 million and provides a 
strong collective approach to economic development and regeneration, 
supporting growth and job creation opportunities. 
 

2.2 A Local Government Finance Overview 
 

The Commission will be aware that the largest contribution to the government‟s 
national deficit reduction plan has come from local government. In the last 
Comprehensive Spending Review period, local government funding fell by 33% 
in real terms. The impact of these cuts within local government has varied, with 
the most deprived communities facing the largest cuts.  Knowsley believes that 
the local government finance system should be underpinned by key principles, 
which are outlined below for consideration by the Commission: 
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 Fairness 

 Relative Needs 

 Relative Resources 

 Transparency 

 Free from Ministerial intervention.  
 
2.2.1 Fairness 
 
 The Government‟s policy is to attempt to reduce what it says are unfair 

differences in “spending power” across the country. This assumes that the cost 
of providing local authority services should be broadly similar across the country 
regardless of geographical location.  However, while this may be true in terms 
of the day to day costs incurred by local authorities, it fails to recognise that 
“spending power” also has to reflect differences in spending pressures - in 
particular the much greater need to provide services in more deprived areas.   
 
The current funding approach cuts “spending power” for the most deprived 
councils while increasing it for the most wealthy and least deprived councils.  
 
More deprived authorities also have much less ability to benefit from growth in 
local funding (i.e. Council Tax and Business Rates) as they have a much lower 
local tax base.  As a result they have a greater proportion of their budget funded 
through the needs-based Revenue Support Grant.  This has been the focus of 
the funding cuts and has had a greater impact on the most deprived authorities.  

 
Comment:  A funding system that does not sufficiently take into account need, 
or the ability to raise resources locally, cannot be described as fair.  Resource 
allocation should be based on local need and the local ability to raise 
resources. 

 

2.2.2 Relative Needs 
 

The Business Rates Retention System was introduced in 2013/14.  Although 
the baseline position for the new system was based on the formula grant (and 
therefore need) at that point in time, it is effectively frozen until 2020.  This 
means that any changes in the level of demand for services, or in the needs of 
a population, are not reflected in the ongoing funding allocations. 

 
Comment: There should be a more frequent resets to the Business Rates 
Retention System to allow levels of demand and needs to be updated in 
the formula. 
 

2.2.3 Relative Resources 
 
There has been a year-on-year erosion of resources which are allocated to 
recognize a local authority‟s inability to generate funding locally through the 
Council Tax (Council Tax resource equalisation).  Resource equalisation is a 
core principle that has underpinned the local government finance system since 
Council Tax was introduced in 1993/94.  It is aimed at ensuring that any 
resident, anywhere in England, receives a standard level of service to meet 
their needs with a similar Council Tax charge for a similar property. Council Tax 
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resource equalisation is no longer given the same cash protection as other 
funding sources - such as the Council Tax Freeze Grant.  This again benefits 
the wealthier areas with high tax bases and disadvantages low tax base areas 
(such as Knowsley).  Knowsley‟s Settlement in 2015/16 is around £5m worse 
due to the lack of protection for Council Tax resource equalisation funding. 

 
Comment:  Resource equalisation should be a core principle of the local 
government finance system and the values should be restored to the 
current value and based on current tax bases (including Localised 
Council Tax Support). 
 

2.2.4 Transparency 
 

The Government has implemented cuts.  However, when pressed on funding 
key services the claim is that the funding for this element is with local 
government and has not been subject to the overall cuts.  Examples include:  
 

 The claim that sure start was protected within the Early Intervention 
Grant, which had been cut overall by more than 25%; 

 The claim that Supporting People, and national concessionary fares 
were not cut even though the grants were rolled into the Revenue 
Support Grant, which has since been cut by more than a third; and 

 £3.8bn within the local government control total is for Localised Council 
Tax Support Grant, but because its allocated via Revenue Support 
Grant results in a redistribution from deprived authorities to wealthier 
authorities.  

 
Comment:  All funding allocations should be transparent and the impact 
on services should be recognisded by the Government (or Government 
Departments) when funding is cut to local authorities.  Transfers of 
services in/out should be fully funded in line with the new burdens 
protocol. 

 
2.2.5 Free from Ministerial Intervention 
 

The 2010 Comprehensive Spending Review effectively set the local 
government finance settlement envelope for a four year period and the scale of 
the cuts to be implemented.  Local government began to set their medium term 
financial plans on this basis.  However, this has been amended on several 
occasions as the Chancellor/HM Treasury have decided to reduce the available 
funding in relation to assumed pay awards, further contributions to national 
deficit reduction plans, and to fund new burdens. 

 
Comment:  Local government finance settlements once set should not be 
re-opened by the Government.  Ministers too should not be able to top-
slice local government funding allocations to fund new policy initiatives. 

 
2.2.6 Conclusion 
 

The Government‟s latest local government finance settlement demonstrates the 
continued fundamental shift away from allocation of local government funding 
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on the basis of need.  The Government‟s focus is on local authorities becoming 
more self-sufficient by providing incentives to grow local economies.  This 
effectively rejects the principle that funding should be sufficient to reflect the 
different needs of communities. 
 
The funding system currently fails to recognise the varying requirements on 
Councils in different areas to provide statutory services, or the very different 
abilities to raise money locally from Council Tax.  These were the core 
principles which underpinned the local government finance system when 
Council Tax was first introduced in 1993/94.  Those principles were aimed at 
ensuring that any resident anywhere in England would receive a standard level 
of service to meet their needs with a similar Council Tax charge for a similar 
property.  However, it appears that these principles are now being abandoned 
(whether by design or by accident). 

 
 

3. Call for Evidence Questions 
 
3.1 HOUSING  
  
3.1.1 Borrowing 

 
Housing associations should have the same access to borrowing as local 
authorities via the Public Works Loan Board (PWLB). Knowsley would argue 
that if they did, borrowing rates could be reduced which would allow more 
investment in housing. Councils could also be given powers/state aid 
exemptions to facilitate borrowing on behalf of local housing associations to 
assist in housing growth programmes.  
 

3.1.2 Receipts from sales (including homes and land) 
 
Knowsley is in favour of freedoms and flexibilities being given to councils to help 
them manage with the significant reductions in resources.  A key flexibility that 
the Council has previously requested of the Government has been the 
relaxation of the use of capital receipts to allow authorities to apply these 
towards transformation and reform programmes councils are undertaking to 
deliver the savings and efficiencies they require. 
   
The Government currently restrict the use of capital receipts, but has provided 
£200m flexibility for 2015/16 to be used for transformation purposes, including 
revenue expenditure. However, this was done on a bidding basis and as such 
requires approval by the Secretary of State.  Knowsley does not support any bid 
process as this increases cost and bureaucracy, and would like to see full 
relaxation of the capitalisation regulations for the period.  Local financial 
management based on local circumstances (i.e. availability of capital receipts) 
and local priorities (i.e. business transformation) will be of sufficient control.  
Local government is the most competent and efficient sector of government and 
it should be allowed the freedom to manage its own financial affairs. 

 
Knowsley would argue that funding should be open to all authorities to 
spend on business transformation and should not be constrained to 



5 
 

£200m. It could also be extended to revenue funding that unlocks land/assets 
for future housing growth.  

 
3.1.3 Accounting treatment and rules  

 
Any flexibility on capital funding in local government should not affect the 
overall local government control total as with the previous method of 
capitalisation where revenue funding is taken away by HM Treasury to fund the 
cost of capitalisation to the national accounts. This is because it has a double 
impact on local government as it contributes towards the loss of overall revenue 
funding and affects those authorities that borrow then also have to fund this 
from revenue. 

 
 Knowsley would support a more flexible system of capital accounting, including: 
 

 Use of unused capital receipts held in reserves and not restricted solely to 
new asset sales; 

 Not a replacement for the existing system of capitalisation directions made 
under the Local Government Act 2003 in which authorities can also use 
borrowing powers; 

 Unlimited in value (the government‟s control could be up to when 
expenditure can be incurred); 

 Exclusion from any HM Treasury calculations regarding national deficit 
programme and implications for the local government control total; and 

 Should not be a bureaucratic process (bids, financial returns etc.). 
 

3.1.4 Local council tax support 
 

 Localised Council Tax Support is included as part of section 3.3 of this 
submission under „Welfare‟.   

 
3.1.5 Central government / Home and Communities Agency Funding  

 
Housing grants were significantly cut as part of the Government‟s national 
deficit plan, which has clearly affected the growth in housing in recent years.  
Areas such as Knowsley have sites that are available for development, but are 
not viable to developers for many reasons (e.g. contamination, demand).  
Therefore, Knowsley considers any funding made available to stimulate 
housing growth should be concentrated in areas where viability is a 
barrier to development.    
 

3.1.6 The New Homes Bonus 
 
The New Homes Bonus rewards local authorities which have available land and 
demand for housing, especially for large homes in high Council Tax bands. This 
policy therefore tends to reward wealthier areas at the expense of more 
deprived communities where developers are less likely to want to build, or 
where land can be more expensive to redevelop. Furthermore, the level of 
resources identified (£2bn) by the Government to fund the New Homes Bonus 
is double that proposed in the 2010 Comprehensive Spending Review, which 
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inevitably leads to even greater top-slicing of resources in the new Business 
Rates Retention system.  For every £1 contributed by Knowsley through the 
top-slice of the funding formula, Knowsley receives only 33p back in New 
Homes Bonus.  In contrast, Basingstoke & Deane receives £20.97 for every £1 
contributed, while Mid-Sussex receives £18.08 for every £1 contributed. 

 
Knowsley believes that the New Homes Bonus is not working as an incentive to 
new housing. The Quarterly House Building Statistics (November 2013) show 
that the new starts have been lower in almost every quarter since New Homes 
Bonus was introduced in April 2011.  Meanwhile the National Audit Office stated 
that New Homes Bonus had failed to deliver its policy objectives, and the Public 
Accounts Committee has made recommendations to Parliament with regards to 
the failures of the New Homes Bonus. 
For the reasons above Knowsley believes that the New Homes Bonus 
should be revoked.  However, as a very minimum the New Homes Bonus 
should be:-  
 

 Capped at a maximum value of £1bn as outlined in the 2010 
Comprehensive Spending Review; 

 Revised to provide a fixed amount of Bonus per new dwelling of £500 and 
not on the Council Tax band equivalent; 

 Continued funding of £250m from the Department for Communities and 
Local Government towards the cost of the scheme; 

 Additional funding beyond the original £1bn should be funded outside the 
local government finance system to stop the top-slicing of resources 
allocated on a needs basis; and 

 Altered to offer developers more incentives to build homes in areas which 
require affordable housing and regeneration. 

 
An Alternative New Homes Bonus Scheme 
Knowsley loses significant funding due to the mechanics of the top-slice, and 
receives very little back.  However, there are alternative methods that the 
Government could use.  Knowsley‟s preferred option, one also put forward by 
the Core Cities, is that the allocation of the grant top-slice between councils is 
on the basis of their stock of dwellings, as opposed to making a simple % cut in 
grant.  This more equitable allocation of the grant top-slice would reduce the 
redistributional impact of the scheme and would mitigate against the excessive 
adverse impact on the most deprived areas of the country. 
 
Appendix A shows the impact of the proposed £700m New Homes Bonus 
topslice and the effect of an alternative cut made in proportion to the number of 
dwellings in an area.  Using the number of dwellings at September 2012 would 
result in an average top-slice of £30 per dwelling around the country (the 
Government could even use the number of dwellings at an earlier date prior to 
the impact of the New Homes Bonus scheme).  This can be contrasted with the 
current approach, which allocates the top-slice disproportionally around the 
country with the topslice ranging from £190 per dwelling to £13 per dwelling in 
different areas.  The highest reductions being made in the areas of the country 
that are generally more deprived. 
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Appendix A shows how the cost of the top-slice of the money to pay for New 
Homes Bonus falls very unevenly around the country.  An alternative 
arrangement, such as a standard contribution to the scheme based upon the 
number of dwellings in each area, would mitigate the impact of the most 
deprived areas and would be a much more equitable and fairer way of funding 
the scheme.  Delivering a fairer way of funding the New Homes Bonus top-slice 
would reduce the cuts for Knowsley by £2.033m in 2014/15, with significant 
savings in the levels of cuts currently proposed for the most deprived 
authorities.  The impact in future years would be even greater as the top-slice is 
expected to grow to £1bn in 2015/16 and could grow towards £2bn by 2018/19. 

 
3.1.7 Council Tax  

 
There are a number of issues regardsing Council Tax that Knowsley believes 
the Commission must consider in its report.  
 
Revaluation  
Council Tax is still based on out of date property valuations from 1991. 
Knowsley would argue that there needs to be a revaluation and 
redistribution so that this is more up to date. Knowsley also consider that this 
would be more appealing to house builders wanting to build in Knowsley as 
housing costs would be lower here than they would be in London and the South 
East. 
 
Resource Equalisation 
The Government‟s focus is on the need for local authorities to be more self-
sufficient by providing incentives for areas where economies grow. This 
approach effectively rejects the principle that funding should be sufficient to 
reflect the different needs of communities.   
 
The new funding system fails to recognise the varying requirements on councils 
in different areas to provide statutory services, or the very different abilities to 
raise money locally from Council Tax. These were previously the core principles 
which underpinned the local government finance system when Council Tax was 
first introduced in 1993/94. The principles were aimed at ensuring that any 
resident, anywhere in England, would receive a standard level of service to 
meet their needs with a similar council tax charge for a similar property. It is 
unclear whether the wider public fully understand the implications of the new 
funding system that has been introduced. 
 
In 2012, the Secretary of State agreed to restore the Council Tax Resource 
(equalisation) Amount to its 2010/11 cash level of -£6.323bn (excluding the 
amount previously allocated to Police authorities) in the base funding level for 
2013/14.  The adjustment has now been embedded into upper and lower tier 
elements within the Settlement Funding Assessment and is no longer 
separately visible. However, Knowsley is concerned that the mechanics of the 
Business Rates Retention System will see the Council Tax Resource 
Equalisation amount cut and eroded each year as these blocks receive no 
protection. This is a significant erosion of a core funding principle of resource 
equalisation. This issue is one of the biggest causes of the disproportionate 
cuts in funding and spending power between poor and wealthy area in the 
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country that is now very visible in the change in spending power in 2014/15 and 
2015/16. 
 
Knowsley believes that it would be relatively simple to separate this adjustment 
out of the amounts allocated for the tiers and to give it cash protection similar to 
that given to council tax freeze grant.  The impact of this would appear to result 
in fairer method of grant distribution as it ensures that councils that cannot 
increase resources through Council Tax receive adequate funding via the 
Settlement Funding Assessment.  For example Knowsley, a low tax base 
authority, would be better off by nearly £5m in 2015/16.  Resource 
Equalisation should be a core principle of the local government finance 
system and the values should be restored to the current value and based 
on current tax bases (including Localised Council Tax Support). 
 
Council Tax Freeze 
Council Tax Freeze Grant rewards high tax-base authorities at the expense of 
low tax-base authorities, such as Knowsley that also have higher relative needs.  
This has become a permanent feature of the new local government finance 
system as the proposal is for the Council Tax Freeze Grant to be included in the 
baseline funding i.e. it is not based on needs, but on tax base.  The Institute for 
Fiscal Studies have commented that this policy is actually undermining the 
credibility of the Local Government Finance System.  For these reasons 
Knowsley would support that the policy of funding Council Tax freezes 
should be stopped.  

 
The grant available for freezing Council Tax in 2014/15 and 2015/16 is well 
below inflation.  The Government has confirmed that the Council Tax Freeze 
Grant previously provided to councils for 2011/12 and 2013/14 will be protected 
and built into future funding baselines.  The Government has suggested that 
2014/15 and 2015/16 freeze grants would also be built into future baselines.  It 
is fair to build into the baseline on a permanent basis to all authorities that 
have taken the freeze grant including 2012/13, which was funded for just one 
year. 

 
Council Tax Referendum 
Knowsley does not feel that the introduction of a referendum for excessive 
Council Tax rises is an improvement on capping.  Indeed, it adds an 
unnecessary extra burden on councils over and above the normal democratic 
processes.  As has been stated by the LGA, local authorities feel that true 
localism should be reflected in the ability of local communities deciding whether 
a referendum is appropriate and at what level. 

 
Although 2% referendum thresholds have been stated in the 2013 Spending 
Round, and in the 2013 Autumn Statement, local authorities do not know what 
the threshold will be, as it is determined by the Secretary of State and can be as 
late as four-weeks before councils have to set their budgets and Council Tax.  
When the legislation was introduced the threshold was meant to be set at the 
time of the Local Government Finance Settlement.  The Government is asked 
to formally confirm the referendum threshold at the time of the proviosal 
local government finance settlement announcement.  
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Overall, Knowsley would support the removal of the referendum in terms of 
what increases can be imposed, or as a minimum the threshold should be 
linked to cost pressures.  

 
3.2 GROWTH 
  
3.2.1 Business rates  
 
 Business Rates Retention System 

Knowsley remains concerned that the new system will affect those areas that 
have higher needs due to deprivation, which traditionally have lower tax bases 
to fund the services residents require, which places significantly higher demands 
on services.   
 
Knowsley does not support any changes to the current Business Rates 
Retention System that would further localise the risk and rewards of collecting 
income from businesses. However, it is accepted that a future local government 
finance system should carefully consider how incentives are designed and how 
they will deliver the policy objectives of the Government. 
 

The Business Rates Retention System was introduced in 2013/14. Although the 
baseline position for the new system was based on the formula grant (and 
therefore need) at that point in time, it is effectively frozen until 2020. This 
means that any changes in the level of demand for services, or in the needs of 
a population, are not reflected in the ongoing funding allocations. There should 
be more frequent resets to the Business Rates Retention System to allow 
levels of demand and needs to be updated in the formula.  
 
Appeals are causing significant problems to the new system. Knowsley supports 
the Government‟s commitment to clear 95% of the caseload by July 2015. 
However, the Government could do more to deal with the pressures the 
appeals are causing individual authorities or indeed the whole Local 
Government Finance System. 
 
Reliefs 
Knowsley supports the retention of the Small Business Rate Relief scheme 
during these difficult economic times.  Currently, 12,790 businesses benefit in 
the Liverpool City Region (£19m) from this policy. Indeed, Knowsley would 
support the Small Business Rates Relief being used by the Government, 
outside the Business Rates Retention system, to deal with the ongoing 
economic crisis and be treated on a similar basis to transition relief. The Small 
Business Rates Relief scheme should remain outside the Business Rates 
Retention System and funded by HM Treasury to deal with the ongoing 
economic crisis.  
 
There are many loopholes in the current system that need to be addressed 
which reduce the rate yield (e.g. exemptions on properties which are empty for 
up to three/six months where the exemption can then be re-applied following a 
6 week period of re-occupation; charitable exemptions on empty properties; 
licensing rules should be amended re licensed premises so that non-payment of 
business rates can lead to licence being removed / refused.)  
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Mandatory reliefs are set by Government and cover matters over which local 
authorities have little control and only marginal influence.  Therefore, such 
reliefs should be taken outside of the system as they will unfairly affect 
authorities.  For example, there is a significant risk that local authorities will pick 
up the bill for future reliefs allowed that they have no control over, including 
Government policy, where school conversions into academies across in 
Knowsley are set to cost nearly £2m since the Business Rates Retention 
System was introduced. 
Other points to be considered with regards to business rates include:  
 

 The increased number of additional temporary reliefs introduced makes 
administration of the system overly bureaucratic and burdensome for Local 
Authorities; 

 The large number of appeals outstanding (due to there not having been a 
revaluation for a number of years) makes it difficult to predict income from 
business rates with any certainty; and   

 Further exploration to promote growth through local incentives. Knowsley 
would recommend the creation of a national „growth pot‟ that local areas 
could then bid into.  

  

2% Rates Capping 

In the 2013 Autumn Statement, the Chancellor announced a 2% cap on Business 
Rates increases in 2014 and not 3.2% in line with inflation. This will benefit 
businesses, in Knowsley, many of whom are struggling to compete against 
competition from online retailers and the large shopping complexes. However, the 
cap restricted the growth in the Business Rates tax base and thus top up 
payments. Therefore, HM Treasury agreed to fund the shortfall which is 
supported by Knowsley.   
 
Knowsley is concerned with the decision to compensate local authorities for the 
resulting loss of Business Rates income via a separate grant as this adds an 
additional layer of complexity to an already overly complex funding system. Also, 
the Government is already making changes to the new Business Rates Retention 
System before even the first year of its operation has passed. Knowsley would 
like the Government to confirm whether the cap was a one-off or indeed 
whether 2% growth was a precedent for future increases in Business Rates as 
such crucial assumptions affect forward financial planning for councils. The 
funding must be provided on a permanent basis, and if it is to be added to the 
baseline it must be protected and indexed up in future years as the Business 
Rates tax base would have been, and must not be subject to future cuts in 
funding.  
 
Impact on Businesses 
Insight and input from our local businesses would be invaluable to this call for 
evidence. However this would require further time to gather responses. Knowsley 
would therefore ask for the Commission to consider extending the timescales for 
the call for evidence or to consider providing further opportunities to feed in more 
local views and supporting evidence.  

 

3.2.2 Responsibility for and use of national taxes  
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More deprived local authorities, such as Knowsley, would have much less 
ability to benefit from growth if given the local control of national taxes, such as 
Stamp Duty Land Tax as they have a much lower tax base/turnover from which 
to benefit. Therefore, if such powers are devolved locally, the Government 
must recognise and take into account the differing ability of authorities to 
raise income with resource equalisation set within the local government 
finance system (Business Rates Retention System and Revenue Support 
Grant).   
 

3.2.3 Accounting treatment and rules 
 
Knowsley is regularly approached for support from business.  However, the 
ability to support business grow is hampered by State Aid considerations.  In 
manty cases the Council has been unable to provide the support and 
opportunity for growth has been missed.  Knowsley would argue that there 
should be an uplift of thresholds with regards to State Aid in order to allow 
local government to support and invest in its area to stimulate growth.   
 

3.2.4 Local tax  
 
Many of the local authorities which serve deprived areas, such as Knowsley, 
would not be able to benefit for similar reasons from the implementation of any 
new local taxes, such as hotel tax or local sales tax. If such powers are 
devolved the Government must recognise the differing ability of authorities 
to raise income with resource equalisation set within the local 
government finance system (Business Rates Retention System and Revenue 
Support Grant). 
 

3.2.5 Fees and charges  
 
Knowsley would argue that there should be more local discretion to set 
charges.  Although there are many functions of a council that can charge for 
discretionay services there are many that still have restrictions on what fees can 
be applied and do not allow authorities to use these to generate income. 

 
3.2.6 Access to capital  

 
Whilst access to capital can help in some ways to help local authorities 
intervene in local growth, areas like Knowsley are poor in terms of an asset 
base and therefore have to rely heavily on direct council grants. Local 
authorities have seen significant reductions in capital allocations during the 
current Comprehensive Spending Review. The Government should 
acknowledge the role it must play in helping local authorities such as 
Knowsley to grow. Authorities such as those in London and the South East 
have benefited significantly from investment for the Olympics and Cross Rail 
and so a review is needed to ensure that more capital support is directed to 
Northern regions: the recent One North report set out a proposal for the use of 
transport funding to enable growth and should be supported. 
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3.2.7 Devolution 

 
The devolution and localism debate is gaining momentum and there is support 
across all political parties for an increase in devolution after the next General 
Election.  This implementation is to be welcomed but devolution of powers and 
funds must be delivered alongside the funding required to enable those powers 
and funds to be discharged. 
 
There is an emerging consensus that there is more opportunity to devolve 
responsibility for employment and skills budget to a labour market level, and the 
LEPs provide a starting point for this debate.  There needs to be effective 
governance in place to ensure that this can happen, and the accounting officer 
responsibility should also be devolved to this level.  The Combined 
Authorities, working in labour market areas, provide an ideal model to 
Government for further devolution of powers and spending.  In our area 
the Liverpool City Region Combined Authority would be well placed to 
undertake this role whilst also providing wider alignment to public sector 
reform. 
 
There also needs to be a nuanced discussion as to what element of 
employment support services should be devolved, and this will be a different 
answer for different elements e.g. support for longer term jobseekers can best 
be organised at the level of the labour market but support for those on sickness 
benefits must be organised more locally to ensure that there is full and 
adequate integration between employment and health support. 

 
3.3 WELFARE  
  
3.3.1 Local Council Tax Support 

 
The transfer of funding for Localised Council Tax Support into the Revenue 
Support Grant (RSG) element of Local Government Funding has posed a 
significant risk to the future funding of the scheme in Knowsley. Knowsley would 
therefore argue that the Government should allocate the funding for 
Localised Council Tax Support as a Specific Grant to ensure transparent 
allocations of funding for Council Tax Support. 
 
The Government states that there is £3.3bn in the local government funding 
control total for Localised Council Tax Support.  However, the inclusion of the 
amount, and the lack of protection of that amount, within the Revenue Support 
Grant effectively leads for it to be cut (and redistributed from deprived to 
wealthier authorities).  What has happened to this funding is clear to authorities 
that have analysed their breakdown of their Settlement Funding Assessment 
and the split between services funding by Revenue Support Grant, and services 
funded by the Baseline needs assessment.  Clearly, there is a proportion that 
receives protection and even limited growth as the baseline needs assessment 
element is uplifted by the multiplier (e.g. 2% in 2014/15).  However, the larger 
proportion is funded within Revenue Support Grant and not separately identified 
funding, such as Learning Disability Health Reform Grant or Council Tax freeze 
and, therefore, is reduced.  Furthermore, this element is split again between 
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upper tier and lower tier services, which is specifically where the grant was 
rolled into and they are cut by more significant amounts than the overall 
reduction in the Settlement Funding Assessment and Spending Power.  The 
calculation of the cut for Knowsley in 2014/15 is: 

 

SFA: 
LCTS Elements 

2013/14 
LCTS (£m) 

2014/15 
Change (%) 

2014/15 
Change (£m) 

2014/15 
LCTS (£m) 

RSG     

- Upper Tier 7.805 -18.96 -1.480 6.325 

- Lower Tier 1.423 -25.07 -0.357 1.066 

Sub Total (a) 9.228   7.391 

Baseline Needs     

- Upper Tier 5.193 1.95 0.101 5.294 

- Lower Tier 0.947 1.95 0.018 0.965 

Sub Total (b) 6.140   6.259 

Total (a+b) 15.368 -11.18 -1.718 13.650 

 
In 2013/14, Knowsley received £15.368m to fund its localised scheme.  In the 
2014/15 local government finance settlement this funding will reduce by 11.2% 
and by 16.1% in 2015/16 to £11.447m (see table below): 
 

Year Funding (£m) Reduction (£m) Change 

2013/14 15.368 n/a n/a 

2014/15 13.650 1.718 -11.2% 

2015/16 11.447 2.203 -16.1% 

 
Knowsley has also assessed that due to the Localisation of Council Tax 
Support being funded by Revenue Support Grant that within five years the 
funding provided by the Government will diminish to the point where the Council 
cannot fund, in full, the national scheme for pensioners.  The failure to fund the 
national scheme (pensioners) is effectively an unfunded burden on local 
authorities.  The allocations for Localised Council Tax Support should 
therefore be reset to the grant provided in 2013/14, and the funding 
should be separately identifiable and protected in future local government 
funding settlements. 

 
The cut in funding for Council Tax Support alongside the requirement to protect 
pensioners from any reduction in support meant that most local authorities 
including Knowsley had no alternative but to pass the savings required to make 
the scheme affordable onto working age adults previously in receipt of Council 
Tax Benefit. However, if the Government remains committed to the policy of 
localising support for Council Tax, then, in accordance with its more general 
“localism” policy, it should give local authorities the full autonomy and 
funding required to design and deliver fully localised council tax system.  
This should include powers to make decisions about who should be 
protected within such schemes, as well as local control over the award of 
discounts and exemptions, including the Single Person Discount which is not 
means tested and costs Knowsley £7.5m per annum. 
 
Overall, Knowsley would argue that the system is not sustainable. Benefits 
have not increased enough to enable residents to pay towards their council tax 
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(at whatever percentage they are charged) and when taking into account the 
welfare reform changes (e.g. Benefit Cap, Bedroom Tax, uprating Local 
Housing Allowance) benefits have reduced significantly.  
 

3.3.2 Housing benefit  
 
Whilst housing benefit is funded by the Government, the knock on impacts of 
the „bedroom tax‟ to Knowsley residents are detrimental. The bedroom tax 
should be revoked. For example, where residents cannot afford to pay the 
shortfall in their rent as a result of the Social Sector Size Criteria rules being 
applied and are unable to move to smaller accommodation or are unable to find 
employment, this has led to a significant increase in demand for Discretionary 
Housing Payments. The DHP funding provided by Central Government is not 
sufficient to support those residents in these circumstances and the local 
authority has therefore had to top this up from its own funds. Given wider 
budget pressures on the local authority, this is not a sustainable solution. 
Ultimately, as people are evicted for rent arrears as a result of the bedroom 
tax,  the cost of re-housing people will have an added impact on councils. 
 
The Government‟s stated policy in relation to the Bedroom Tax is to: 
 

 Contain Housing Benefit expenditure in the social rented sector; 

 Provide an incentive for tenants to move to suitably sized 
accommodation; 

 Free up accommodation for households living in overcrowded 
accommodation, or reduce waiting lists for social housing; and 

 Create improved work incentives for working age claimants. 
 
Local analysis undertaken by Knowsley six months after the policy had been 
introduced showed that the policy is fundamentally flawed and will not achieve 
the stated policy objectives for a number of reasons. Based on research from 
the Housing Futures Network, the Government stated that: 

 

 25% of tenants would downsize to smaller accommodation – However in 
Knowsley, 2.2% of those affected had downsized to smaller 
accommodation. A number of which had moved into the private rented 
sector and in 65% of these cases, their housing benefit had actually 
increased (compared to their pre-Bedroom Tax housing benefit) by 20%;  
 

 30% of tenants would pay the increased costs [from work] – However in 
Knowsley 2.6% of those affected had moved into work or increased 
earnings / hours of employment and were no longer affected by the 
Bedroom Tax as a result; 
 

 10% of tenants would let their spare room to family or lodgers – In 
Knowsley, this percentage was 0.1%; and 
 

 35% of tenants would fall into arrears – By September 2013, Knowsley‟s 
largest Registered Housing Provider reported that around 50% of Bedroom 
Tax cases had accumulated arrears since its introduction. Furthermore, the 
most fundamental flaw with the Bedroom Tax policy is that there simply 
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aren‟t enough smaller properties for people to move to. Knowsley has an 
extremely high proportion of three bedroom dwellings (nearly 60%) when 
compared with national and regional averages and a much lower proportion 
of smaller units (2 bedrooms or less). Knowsley‟s Social Housing stock 
reflects a similar position, where 51% is 3-bedroomed properties, 27% 2-
bedroomed properties and 15% 1-bedroomed. 
 

In terms of housing need to avoid the Bedroom Tax, the position is the 
opposite. In Knowsley 50% of tenants affected need to downsize to a 1 
bedroom property and 44% need to down-size to a 2 bed. So, the Bedroom Tax 
is creating the greatest demand for the size of properties where there is less 
supply. 
 
The impact of non-dependant deductions also creates perverse incentives for 
those claiming benefits, particularly with regards to getting young people into 
employment. As an example, for the parents of young people still living at 
home, their benefit will be impacted upon if there is any income from the young 
person in the household, meaning young people may be dis-incentivised about 
seeking employment. However, the reverse of this is that if the young person is 
in employment, parents may no longer admit to them living in the household to 
stop the impact on their benefit. However in doing so, the parent will then be 
affected by the Bedroom Tax if they report that the young person is no longer 
living at the address causing a vicious cycle.  
 

3.3.3 Universal credit  
 
The assumptions made about the savings on housing benefit administration to 
be gained through Universal Credit are not correct and there is a significant 
ongoing financial burden for local authorities such as Knowsley. For example, 
where a customer is eligible for the housing element of Universal Credit, it is 
likely that they will also be eligible for Council Tax Reduction which the 
customer would have to apply for separately and which the local authority would 
still have to assess and calculate. Therefore authorities will still have to deal 
with the same people requiring support on a number of different occasions.  
 
Based on the way that Universal Credit is being rolled-out, it appears that the 
system cannot deal with calculating housing costs. Instead, the local authority is 
being contacted for advice. In addition, resource intensive manual processes 
are being put in place to deal with cases where the claimant is in rent arrears, 
or vulnerable in some other way, to put in place „Alternative Payment 
Arrangements‟ which includes the option to pay the Housing element of 
Universal Credit direct to the Landlord. It would be simpler, more efficient 
and probably more cost effective to leave the current system in place for 
dealing with Housing costs. Therefore, Housing costs should not become 
part of universal credit.  
 
Knowsley would therefore ask that universal credit should be ‘re-costed’ in 
terms of implementation and assumptions on the savings going to the 
deliverer as current processes are seen as a ‘backward’ step and 
administrative savings are nominal and can actually cause duplication in 
processes. 
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3.3.4 Central government grants, funding and agency funding  
 
Funding for Local Welfare Provision was distributed to local authorities from 
April 2013, following the abolition of Crisis Loans and Community Care Grants, 
to enable local authorities to develop and provide flexible responses to those 
residents in unavoidable need.  This funding will end from April 2015 although 
the Government did originally claim that the funding had been rolled into core 
funding.  However, it is clear that there has been no such adjustment to the 
control total, and will, therefore, create a significant budget pressure for local 
authorities as the need for support will remain. The decision to abolish Crisis 
Loans and Community Care Grants should be reconsidered.  
 

3.3.5 Other 
 
Support services for residents such as debt advice and support to appeal 
benefit decisions have to be commissioned from local agencies at an added 
cost to the local authority. This therefore means that as budgets are reduced 
there is more pressure on budgets for discretionary services but at a time when 
they are likely to be most needed by residents which may potentially lead to 
vulnerability. 
 

3.4 AFFORDABLE HEALTH AND SOCIAL CARE  
  
3.4.1 Better Care Fund (BCF)  

 
With regards to the Better Care Fund (BCF) the key issue identified is the 
ambiguity as to where the overall financial accountability lies. Government 
must be clear over how much of this funding is under local government 
control as by adding it to the local government control total it appears the 
sector is growing when in reality, the funding has burdens and significant 
control remains with the bodies of the Department of Health. 
 
There are also issues with regards to responsibility for delivery, who receives 
the Payment by Results funding and who the risk of failure falls to. For example, 
whilst the main target is around reducing hospital admissions, this therefore 
means that any financial savings will be attributable to the health service, yet a 
proportion of the funding is coming from Local Government.  
 
A further issue is the sustainability of the funding going forward as there is the 
potential for the funding to be moved from one risk area to another, which then 
potentially will leave unsustainable levels of need without the resources to 
continually be able to target at that area.  
 
The process for funding is also continually changing meaning every time this 
happens, local government have to go through a re-costing and refinancing 
exercising which is burdensome and unhelpful for financial planning in local 
authorities.  
 
Knowsley would ask that there should therefore to be clarity, 
transparency and more detail with regards to overall accountability and 
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responsibility for the BCF and funding processes to reduce the 
bureaucratic burden and uncertainty for local government. 
 

3.4.2 Central Government Grants  
 

Further clarity and transparency is required regarding central government 
grants, particularly for those that are going to be protected or ring fenced.  
 

With regards to the Public Health Grant, there should be the continuation of 
the Public Health Grant, which is protected at the baseline level, with the 
size of any future settlement related to need rather than population size. Any 
implementation of a new formula should have a slow pace of change to allow 
losers sufficient time to change the delivery of services.  Furthermore, any 
payment by results should be limited as the outcomes take significant time to be 
reflected in the performance measures. 
 
There should be no transfer of specific grants into the core local 
government finance system unless they remain permanently funded or 
there is acknowledgement that they are reducing and that this is a 
national policy that local government is merely implementing based on its 
funding allocations. For example, supporting people was found to be 
successful and it is estimated that it saved the Government over £1bn in 
welfare savings. However, it has since been added to the local government 
control total and the funding has been subject to significant cuts.  Whilst the 
Government claimed that this had not been cut, without protection, local 
authorities have little alternative but to seek savings from all areas including 
supporting people, which inevitably will reverse over time the savings of £1bn or 
more it had delivered off the national welfare bill.  
 

3.4.3 Central government grants and agency funding  
 
Whilst central government grants and agency funding does allows for some 
elements of innovative practice, Knowsley would ask that where possible 
the process for applying or ‘bidding’ for funding should be streamlined 
and directed to where the need is. This is because often the application 
process can be overcomplicated and lacks consistency between different 
agencies. Funding can sometimes only „plug the gap‟ in need as when the 
funding is no longer available, there can often be no exit strategy as to how to 
continue to deliver services at targeted areas therefore potentially creating 
unsustainable levels of need.  
 

3.4.4 Fees and charges  
 

Knowsley have increased their fees and charges for social care services in the 
last couple of years. Whilst we have the ability to increase revenue through 
increased charges, under fairer charging for deprived authorities the ability to 
generate additional revenue is minimal due to the demographic of the borough 
and the requirement to means test. 
 
Also whilst this does create increased revenue, there is the issue that 
unrealistic fees and changes could result in people not being able to/or willing to 
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pay for these care services. Most chargeable services are also preventative 
services and applying charges to these services may mean that preventative 
services are underused and could lead to deterioration of a person‟s needs, 
ultimately leading to the need for more expensive care.  
 
An option to be considered would be the creation of a national „rate‟ for fees 
and charges which local authorities can benchmark against. It is also important 
that local authorities are given the flexibility to set rates and charges which are 
reflective of the costs of care in their areas. For example, the nationally set 
hotel costs for the cap on care (£12,000) does not reflect what hotel costs 
would be in Knowsley. In partnership with our providers, local authorities 
should be able to negotiate for a locally set rate as local authorities know 
their local care market best. 

 

3.4.5 Accounting treatment and rules 
 
Locally, the administration burden and cash flow means that we often have to 
borrow money to fund services before we can then get it back. The 
administration burden therefore needs to be fully funded or more clearly 
understood.  
 

3.4.6 Regulations 
 
The new burdens on local government due to the recent Supreme Court ruling 
in relation to Deprivation of Liberty Safeguarding should be funded by the 
Government.  Knowsley is estimating £0.5m of additional cost with no additional 
recompense. 
 

3.4.7 Loans and payments  
 
The abolition of the Health and Social Services and Social Security 
Adjudications Act (HASSASSA) 1983 is likely to significantly impact (negatively) 
on our debt recovery around care home fees. The Act gives local authorities the 
power to place a legal charge when a debt, relating to non-payment of 
assessed charges for residential care, has accrued and all other debt recovery 
procedures have failed to recover the debt. Under new regulations there will 
only be recourse to the usual debt recovery procedures on the basis that we 
can apply interest to any outstanding debt. However if the person isn‟t paying 
the accrued debt they are unlikely to pay the accrued interest either. For 
Knowsley, the accrued debt as at March 2013 against HASSASSA cases was 
£1.3m.   
 

3.4.8 Other  
 
The implementation of the Care Act will have a significant financial impact on 
Council‟s financial strategies as there is yet to be clarity of how much it will cost 
and whether the government‟s estimates and funding allocations are accurate. 
There is therefore significant financial risk for local authorities associated with 
implementation of the Act.  
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It is imperative that where new policies are to be implemented by local 
government that these policies are fully funded and that there is shared 
financial risk between local and central government for implementation.  
Generally, Knowsley would argue that health resources that are transferred 
to local government should be protected and increased to reflect the 
demand and need for adult social care services.  

 
 
3.5 EARLY SUPPORT TO CHILDREN AND FAMILIES  

3.5.1 Dedicated schools grant 
 

The block approach with flexibility within blocks and accountability to the 
Schools Forum with a range of partners could be utilised to promote early 
help. However, early identification and support does not always result in less 
costs in the longer term. Consequently, the High Needs funding system needs 
to reflect complex cases and should not be based on a simplistic formula based 
approach. 
 
The current funding system is deemed to be unfair and the £390m additional 
funding in 2015-16 is being targeted on local authorities perceived to be less 
well funded.  The flaw in this system is that the historical spend levels is partly 
as a result of mainstreaming standards fund monies distributed across the 
country to meet need often associated with deprivation. Consequently the 
current system is redistributing funding to more affluent areas rather than 
being  needs led. Future changes to the Schools Block should ensure that 
sufficient funding is based on deprivation and additional needs. 
 
Another ask of Knowsley is that a level playing ground is required between 
Local Authority Maintained Schools and Academies, with the latter budget 
reflecting the additional responsibilities. 
 
Also to promote early support, it would be helpful for a new centrally retained 
DSG School Budget to be allowed, subject to Schools Forum approval. The 
artificial suppression of some centrally held budgets should cease and 
increases in budgets should be able to be approved by Schools Forum. The 
freedom of Schools Forums to agree new Contributions to Combined budgets 
should also be reinstated as this could support the Early Help agenda and help 
with pooled budgets.    

 
3.5.2 Central government grants  
  

Knowsley would argue that Pupil Premium should be mainstreamed into 
the Dedicated Schools Grant in the longer term and form part of the 
school’s base funding. Schools can still be challenged to ensure that the gap 
between pupils from deprived families and other children is removed.  

 
The Early Intervention Grant remains separately identifiable in the Settlement 
Funding Assessment and reduces by 15.6% over the current two-year 
settlement period. It is clear that these reductions represent a significant 
pressure for councils and is contrary to the level of investment councils are 
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trying to make in Intervention services to support Government policy, such as 
„troubled families‟ as well as our own policy of providing help at an early stage.    
 
Early Intervention Grant is also meant to fund the Children‟s Centre/sure start 
programme, which the Government claimed from the start was protected.  
However, based on the allocations to Knowsley this investment in early years 
support has been reduced. In Knowsley Children‟s Centres are currently all 
graded „good‟ or „outstanding‟ by OfSTED. However, there could be a  
significant deterioration in this quality due to the continued reduction around this 
funding. 

 

3.5.3 Fees and charges 
 

 With regards to fees and charges, looking at free school meals as an 
example, we would like the Commission to seek further clarity on how a 
policy such as this will be financed by Government.  

 
3.5.4 Other  
 

Other issues regarding the financial implications of early support to children and 
families include: 
 

 Fostering and caring allowances are set by national bodies/agencies and 
therefore do not take into account the pressures local authorities face on 
funding them, which can be costly to local authorities.  
 

 The addition of funding for the 2 year old offer has been welcomed in 
Knowsley as shown by the 100% take-up of all available spaces at the end 
of March 2014. A positive impact is expected from this by an increase in the 
number of children who arrive „ready for school‟.  

 

 Whilst the additional funding for the 2 year old offer, as well as the increased 
eligibility from September 2014 is welcomed, Knowsley families can only 
continue to benefit from this if we retain a high quality childcare offer locally. 
This is a priority that is proactively supported via Council early years 
services. The inclusion of funding for the 2 year old offer within the EIG can 
mask cuts to important early help services such as Children‟s Centres.  

 
The provision of effective early help is a core part of our drive to narrow the gap 
and is the approach endorsed through the Knowsley „Family Policy‟. Further 
cuts to EIG have the potential to limit the impact these services are able to have 
– potentially stock piling demand for more intensive and expensive services in 
future years. 
 

 School and Academy funding should be on the same accounting year 
framework as this would bring more transparency and accountability into the 
system and could remove the lagged funding.  
 

 Knowsley would argue that the responsibility for school and academy 
finance should rest with one body rather than the current LA/EFA split. 
The DfE/EFA should be concerned with policy and strategy rather than day 
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to day system operation.  For this to be economical whilst being local 
enough to meet school/academy needs the size and scope of the 
organisation would need careful consideration. Duties such as school 
improvement area based school based planning could transfer to this body.  
Collaboration with LA‟s, DfE/EFA and Ofsted would be crucial from this 
“Middle layer”. The regional organisation should have the ability to 
collaborate both with DfE/EFA, LA‟s and other Regional Bodies to pool 
budgets. 
 

 Collaboration with early help partners, schools, services, families and 
children is best placed at a local rather than regional level.  Consequently, a 
local Schools Forum, formula, collaboration and local pooling of 
budgets is best placed to support the early help agenda. Pooling 
should be able to be through a Contribution to Combined Budgets and 
a Memorandum of Understanding between partners. 

 

 The expected regulatory role of local authorities must be fully funded to take 
into account the expected duties for local authorities.  

 
 
4. Conclusion  
 

Knowsley has welcomed the opportunity to contribute to this Call for Evidence. 
As can be seen throughout the document, the submission sets out a number of 
„asks‟ that the Council believes the Commission should lobby for in the run up 
to general election in 2015. The submission also highlights where the current 
local government finance system places additional pressure on local authorities, 
including Knowsley, gives rise to policy tensions and undermines efforts to 
ensure economic growth and efforts to foster resilient communities.  
 
Knowsley would also welcome any further opportunities to contribute to further 
work around developing a local government finance system that is fit for 
purpose, and would be happy provide case  studies and engage in any further 
exercises or consultation in the future.  
 
 
 
 
15 August 2014 
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Appendix A 

 
Alternative Approach to £700m New Homes Bonus Top-slice: 

 

 

 

CHANGE 

     £M £/Dwelling       £M £/Dwelling     £M 

City of London  -1.052 -£190.31 -0.167 -£30.29 0.885 

Hackney -7.023 -£67.81 -3.137 -£30.29 3.886 

Newham -7.048 -£67.69 -3.154 -£30.29 3.894 

Tower Hamlets -7.054 -£65.16 -3.279 -£30.29 3.775 

Knowsley -3.947 -£62.46 -1.914 -£30.29 2.033 

Southwark -7.330 -£58.96 -3.765 -£30.29 3.565 

Camden -5.796 -£57.84 -3.035 -£30.29 2.761 

Islington -5.399 -£55.03 -2.971 -£30.29 2.427 

Birmingham -22.675 -£53.38 -12.867 -£30.29 9.808 

Lambeth -7.059 -£53.05 -4.030 -£30.29 3.028 

Manchester -11.268 -£52.56 -6.494 -£30.29 4.774 

Liverpool -11.138 -£51.78 -6.515 -£30.29 4.623 

Barking & Dagenham -3.652 -£51.13 -2.164 -£30.29 1.489 

Greenwich -5.286 -£50.58 -3.165 -£30.29 2.120 

Sandwell -6.444 -£50.47 -3.867 -£30.29 2.577 

Lewisham -5.998 -£50.47 -3.599 -£30.29 2.398 

Leicester -6.387 -£50.05 -3.865 -£30.29 2.522 

      

England -700.000 -£30.29 -700 -£30.29 0.000 

Purbeck -0.073 -£16.49 -0.674 -£30.29 -0.601  

Horsham -0.132 -£16.46 -1.720 -£30.29 -1.588  

Mid Sussex -0.138 -£16.45 -1.802 -£30.29 -1.664  

Cheshire East -2.733 -£16.38 -5.055 -£30.29 -2.321  

Basingstoke & Deane -0.194 -£16.35 -2.170 -£30.29 -1.975  

South Bucks -0.071 -£16.24 -0.843 -£30.29 -0.772  

Fareham -0.123 -£16.19 -1.461 -£30.29 -1.337  

Chiltern -0.094 -£16.13 -1.165 -£30.29 -1.071  

East Hampshire -0.119 -£16.05 -1.497 -£30.29 -1.378  

Hart -0.089 -£16.04 -1.116 -£30.29 -1.027  

Christchurch -0.063 -£15.91 -0.702 -£30.29 -0.640  

Ryedale -0.106 -£15.70 -2.784 -£30.29 -2.678  

East Dorset -0.087 -£15.43 -1.183 -£30.29 -1.096  

Wokingham -0.890 -£14.18 -1.901 -£30.29 -1.011  

Windsor and Maidenhead -0.821 -£13.43 -1.850 -£30.29 -1.030  

CURRENT  

FORMULA 

TOPSLICE ON A £  

PER DWELLING  

BASIS 


