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Income Strategy Guidance

Income Strategy

The guidance notes need to be read in conjunction with the Council’s approved Income Strategy.

Background

For the foreseeable future it’s likely there will be no real term increases in central government funding and council tax. Charging for local services can make a significant contribution to council finances and to the achievement of the council’s strategic priorities. The ongoing development of the local government legislation has given councils powers to raise charges for the delivery of discretionary services.
The Audit Commission’s 2008 report ‘Positively Charged’ found that councils need to make wider use of these powers and to establish an effective charging policy to be consulted by all councillors and service managers to guide decisions on the use of charges. Examples from this report are used in this guidance.
Intranet page:

Financial Services are placing any useful information on this subject, including the audit commission publication – “Positively Charged” on an intranet page –. http://insight/index/information/finance.htm
The Audit Commission publication – “Positively Charged” is very good – as well as a short summary document it has detail on services and level of charges in other Council’s as well as practical examples which will be is useful for mangers to consider. The links are on the intranet page and in this strategy.

Current Position in Torbay Council 

In the year 2008/09 Torbay Council raised £22m from all types of charges. Decisions on levels of charging are usually driven by budget targets, historic charges or by levels in neighbouring councils rather than knowledge of the likely impact on the use of services and on the pattern of service use. The setting of fees and charges is a Council decision and these charges are usually approved as part of the Councils’ overall budget in March.
Desired Position in Torbay Council

Establish the use of an income strategy that ensures a consistent set of principles is applied to all the council’s charges. (“Guiding Principals are detailed in the Income Strategy) . All services will then comply with the guidance within the strategy and consideration on charging is fully integrated within business planning.
Torbay’s income charges must be in accordance with the aspirations/targets/aims of the Council’s Community Plan, ‘Turning the Tide for Torbay.  The four key themes are Pride in the Bay, Stronger Communities, Learning and Skills for the Future and the New Economy.  
Torbay should use charging to influence individual’s choices and behaviours – to encourage or discourage people to use services and through concessions to target services at particular groups. 
Example: Charging should be used to pursue local objectives such as encourage recycling by providing waste collections, reduce traffic congestion by specific parking charging, promote participation in sports and leisure activities by specific targeted groups to reduce health inequalities e.g. Fit for the Future, Fit for Life, free swims for the over 60s.
By choosing which users should pay for which services members make a political decision as to which services are subsidised by tax payers.  
Example: another council’s historical practice was to charge a small amount for the hire of a tennis court - £5 per hour. However, when investigated the cost of providing the tennis court was found to be £30 per hour. By not recovering the actual cost of provision the council is subsidising that service at the expense of other services. 
Councillors and the public are often not aware of the levels of subsidy councils provide.  The process of how the charges are calculated needs to be communicated more widely.
Maximise Use of Charging Powers

All councils have opportunities to make better use of charging powers to achieve 

financial, service or strategic objectives. The Audit Commission’s key recommendations in “Positively Charged” are that:
“Councils should: 

1) Undertake regular reviews of their approaches to charging, both within service areas and across the whole council. 

• Finance managers should ensure that the income from charges, and the level of subsidy this provides for service areas, are transparent for councillors and inform the decision-making process. 

• Service managers should, where it is cost effective to do so, collect and use information on who is and is not using services and how service users and non-users respond to changes in service charges. 

• Finance and service managers should thoroughly understand the costs, including overhead and capital costs, of services for which charges might be applied. 

• Service managers should, wherever possible, benchmark with the public, private and voluntary sectors not only the level of charges made for services but the costs of service delivery, levels of cost recovery, priorities, impact achieved and local market variations. 

• Councillors and managers should understand better the non-financial contribution of charging to service and strategic objectives. 

2) Engage service users and taxpayers more in decisions about whether and at what level to charge for services. 

• Councils should describe the financial and non-financial contribution of charging and rationale for levels of subsidy for services to local people. 

• Councils should include questions about charges in their consultations on services and on council finances. 

• Councillors should regularly debate charges and charging policy. 

• Councils should make the case for charging as a means of achieving council objectives. 

3) Collect and use information on service usage and the take-up of concessions, and examine the impact of charges on individual households, to assess whether their equality and diversity objectives have been achieved. “

How do we get there? – an Income Charging Process
The Audit Commission publication outlines actions that Councils could take/consider in establishing charging policies. These are discussed below:
An example charging “process” that could be introduced in Torbay is as follows:

Council sets Strategic Objective

Service Objectives set

Service Charges Considered

(do we want to charge? What demand do we want?)

Consider Price sensitivity of users

Consider Level of service use

(does usage reflect objectives?)

Consider expenditure on services 

(does expenditure reflect objectives?)

Set total Income from Charges

(planned surplus? Does any subsidy reflect objectives?)

Evaluate and Review 

Linked to this “system” considerations would include:

1. The charge is set at the correct value

If charges are set too high, they may unintentionally reduce service demand and result in failure to meet income targets, or have a punitive effect on those who have little choice but to use the service. Reducing the costs of a service could result in charges being reduced to users.
However, if charges are set too low, Councils may find that excessive demand strains resources with an impact on taxpayers or users of other services that maybe reduced to fund the subsidy. Also subsidies could be extended to those who may be able and willing to pay more. 

2. Users’ willingness to pay for services 
This will be is affected by: 

• users ability to pay – how charges relate to an individual’s level of disposable income; 
• user’s perceptions of value for money – whether charges are judged to provide value for money for the level of service being offered and influenced by the extent to which a service is deemed to be a necessity, for example, homecare for an older person, or a choice, for example, loan of a DVD from the local library; and 

• the availability of alternatives – whether the same or similar services can be obtained from other public, private or voluntary sector providers at lower cost or with greater value. 

Example:  in a single area leisure services are often provided by a number of alternative service providers, so small changes in price can result in large changes in levels of use. However, where price sensitivity is low, for example, for people living in areas where public transport is scarce who regard use of a car, and consequently car parks, as a virtual necessity, large changes in price will be needed to achieve small changes in service use. 
3.  Levels of Service Use

Factors that will also influence individuals’ levels of service use: 

• Accessibility – how easy is it for individuals to access services, for example, availability of local transport or the extent of opening hours. 
• Awareness – whether people know what services are available (from which providers) and what benefits they might derive from using them. 
• Attitudes – the beliefs and values of individuals particularly in relation to their personal rights and social responsibilities, for example, whether they believe they have a right to drive a car regardless of the environmental impact, or whether they consider they have a social responsibility to use more sustainable forms of transport. 

Councils must understand and, where possible, control the effects of these factors. 

4. Impact of Levels of Service Use

The amount of use made of services at different levels of charge will determine: 

• whether councils achieve their service objectives – the right people using the right 

services; 

• the financial impact of charges on individual users – the right people paying the right amount for services; and 

• the income that councils receive – delivering the right level of contribution to 

expenditure from charges and, consequently, the right level of subsidy. 
5. Using information and evaluation 

The Council needs to gather and make use of a wide range of information about demand for services, the profile of service users and non-users, the wider market for services and the costs of service provision. 
Example, in another council operating a Saturday theatre school for local children, the long waiting list for the 300 available places suggested demand was at a level where the council might reasonably increase the £175 per term charge and still operate at full capacity or fund a larger number of concessionary places for children from low income households. 

Use consultation exercises to understand better how different groups will respond to charging at different levels in different services, how they perceive services are providing value for money and are there any other factors that may affect use of services. 
Find out what the local market provides – are there any competitors, how/what do they charge, are the services provided comparable?
6.  Making the case for charging 

What is the purpose of charging for services and what might the consequences be of not charging? Achieving this will require greater transparency from councils about the contribution of charging, both financially and as a tool to deliver strategic objectives.
Example:  one council introduced a new £10 charge for special waste collections but guaranteed service completion within two days. 

Is the charging policy fair and applied equally to everyone?
Example, a local education authority reviewed its passenger transport services, including pupil transport to denominational schools. Its consultation leaflet on the introduction of charges for the service, set out the current costs of providing pupil transport to denominational schools, and the contribution that various levels of charges might make. This made explicit the level of council subsidy that would be required to provide the service at different levels of charge. The leaflet also set out the policy arguments for and against charging for the service, explaining that the issues were not just financial but related to issues of parental choice and equity across all those benefiting from the pupil transport services. 

The Council must be prepared to engage the public in a more informed debate about what level of charging was appropriate. This is also likely to result in extensive local press coverage which the Council and officers must be prepared to handle.

Example: One council decided its charging prices for parking permits based on the vehicle’s CO2 emissions. The structured charges offers reductions for smaller, more environmentally friendly vehicles, while more polluting vehicles are charged at up to three times the previous standard rate. Before introducing the scheme, the Council carried out a full consultation with a structured sample of the local population. 

This identified support for the proposals (49 per cent in favour) but also considerable 

opposition (39 per cent against). The proposals generated national media interest. 

National motoring organisations questioned the legality of the scheme however, environmental organisations welcomed the move. The Council argued that the scheme is primarily about delivering environmental benefits. In fact, the overall level of income from the scheme is expected to remain the same as before – a point which the Council sees as essential to maintaining the support of local residents. 

Research carried out into public attitudes on charging examined what people thought about charges being used to influence behaviour. 62% of survey respondents agreed it is acceptable for councils to use charging in this way. However, focus group participants were inclined to be hostile to specific examples, such as road congestion charging, and more likely to suspect that these were merely revenue-raising exercises. It is inevitable that some people will disapprove of charges that are set at levels designed to restrict their use of services and bring about changes in their behaviour. But it is only by charging at levels that generate such responses that councils will succeed in achieving the changes they seek. This heightens the importance of communicating clearly the purpose of charging in such cases, and explaining how revenue from charges will be used. 
7. Supporting affordability 

Any charging decisions must not restrict access to services unintentionally for 

those who may have difficulty affording charges. To combat this, consider using concessionary rates to individuals who have no choice but to use the service. 

Example, set charges for nursery care provision at levels that remain within the limits of what can be claimed through working families’ tax credits or other benefits.  At the same time, promote the take-up of these benefits to ensure those who have need of the service can afford to pay for it. Another example is a council which introduced charges for its social care transport service while supporting the take-up of mobility allowance among service users. 

8. Lowering transaction costs 

Consider whether the benefits of charging are outweighed by the transactional costs associated with collection of charges. There is now a wide range of payment methods available that can significantly reduce the costs of collection. Current advice is that debtors should not be raised for services under £50 to ensure the cost of recovery does not exceed the value of the service charged for. In addition small amounts of cash income should be avoided due to the cost of cash collection and banking.
Example the use of pre-pay cards in school canteens cuts queues for pupils and reduces staff time and costs in handling money. 

The payment method(s) should not exclude potential users. 
Example, payment by mobile phone text message will be cost effective for the council, but will also exclude some service users. There should be an appropriate range of collection methods for different services and groups of users. 

9. Promoting equity 

Is the charging level appropriate to achieve the required strategic objective – particularly those related to equality and diversity?

What is the cumulative effect of charges for different services on the household income? 

Do the charges deliver the desired balance of income from different groups of users?
Are the reasons for charging being clearly communicated to the public  - do the public have opportunity to hold the council to account for its decisions – is the charging policy having the desired effect and will the council take appropriate action if not?

Lower charges for some groups ensure that they are not discouraged from using a service that might otherwise be too expensive. Higher charges for others may, simultaneously, reduce service use by certain groups. Used in this way charges can make an important contribution to ensuring that resources, in the form of service subsidy, are distributed: 

• in accordance with council priorities; and 
• relative to need. 

Example, a council reviewed the approach to charging within its library 

service. In relation to internet access within libraries, the review found that some service users, who were a lower priority for the Council, were benefiting from council subsidy. New charges were introduced so that only members of the library service would have free internet access for up to 30 minutes. Non-members now have to pay to use the internet service, as they would if using a commercial internet cafe. 

Useful Tools
All links to useful sites and date tools are on in the financial services intranet page. 
http://insight/index/information/finance.htm
In particular the following links are useful:

Lots of useful information and links on the Audit Commission site:

http://www.audit-commission.gov.uk/nationalstudies/localgov/Pages/positivelycharged.aspx
Use the Audit Commission’s tools e.g. the charging income comparison tool, see link 
http://www.charging.audit-commission.gov.uk
CIPFA guides by activity tool -  ‘Income Opportunities for Services: Areas with potential for discretionary charges’ outlines area where local authorities legally can and cannot raise charges.’
Link to be arranged….
Additional questions:
Appendix 1 – Is an extract from Positively Charges of suggested questions for members to consider when debating income charges

Appendix 2 – Is a checklist of additional questions for managers to consider when planning income charges. This checklist will be updated as Torbay’s ongoing Income Strategy is developed.

Appendix One:

Extract from Audit Commission – Positively Charged (2008)
Guide lines for Councillors when making charging decisions

Councillors should ensure that: -
• Decisions are founded on good evidence about the likely impact of charging on patterns of service use by different groups of users; 

• The objectives of charging are clearly communicated to the public who should have 

the opportunity to hold the council to account for its decisions; and 

• They evaluate whether the choices they have made are having the desired effect and take appropriate action if not. 

Check list for councillors 

1. What do we want to achieve? 

• What objectives are we supporting with charges? 

– How much income are we trying to generate, and why? 

– Whose use of services do we want to subsidise, and by how much? 

– Whose behaviour are we hoping to influence, and in what ways? 

· How will charges help improve value for money, equity and access to services? 

• How do these objectives relate to other council objectives? 

• What principles should underpin our approach to charging? 

2. What’s the current picture? 

• What targets have been set for charges and what assumptions are these based on? 

• How do charges compare to: 

– Similar councils? 

– Neighbouring councils? 

· Other service providers? 

• How are charges structured, and why? 

• Are cost effective mechanisms available for paying and collecting charges? 

• Are the charging objectives being met? 

– Are income targets being achieved? 

– What is the impact, intended or unintended, of charges on local people? 

– Which people are using services and which aren’t? 

– Which users are paying for services and which aren’t? 

– Are concessions being taken up by the people at whom they are targeted? 

– Are we maximising the take-up of related benefits in this area? 

• How does the impact of charging on behaviour and budgets compare to: 

– Similar councils? 

– Neighbouring councils? 

· Other service providers? 

3. What do local people think of our charges? 

• Have we consulted service users and the public about: 

– The current and proposed charges for the service? 

– The value for money of the service? 

• Do service users and taxpayers understand our objectives and how the structure of 

our charges contributes to achieving them? 

4. Where do we go from here? 

• What changes, if any, should we make to the level and structure of charges? 

• How will we evaluate the impact of charges? 

– What data will we need? 

– Can we collect this data cost effectively? 

· When should we next review our approach? 










Appendix Two


Additional Issues to Consider

1. What is the purpose of charge, is it proposed to reduce service subsidy, to recover the full cost of provision of the discretionary service – an appropriate allowance should be included for management, overheads, administrative costs or, is it to fund a service improvement, or encourage more/fewer users…etc

2. Does to charge meet any/some of the council’s strategic objectives – which?

3. Are third party commercial providers operating similar services in competition with the council?

4. Is there a planned rate of increase for charges e.g. rent review, inflation?

5. Impact on service demand – if demand increases/falls can the council can the council adjust its provision accordingly?

6. Is there a clear process for charge setting? 
7. Which services should offer concessions?

For many services there are statutory concessions for users in receipt of specific benefits

· Should there be different concessions bands?

· Are there clearly defined groups based in concession bands, e.g. age, non-residents, business/voluntary sector user, council staff, household/family income?

· What will be used as proof of entitlement to a concession?

· Is the concession policy straightforward to administer?

8. How will charging be publicised/promoted to users – web based information will not reach all potential users.

9. Income collection method – does it advantage/disadvantage or encourage/discourage use?

· Is a prompt/advance payment discount appropriate/desirable?

· Is the administrative process involved economic and/or efficient?

10. Do charging policies reflect the social profile of the area, meet the aims of promoting increased/decreased use of service? 

11. Has an equalities impact assessment been carried out for any major change in charges?
12. Review of Charging Policy – there should be ongoing consultation with users - did the charging policy achieve its proposed impact?
