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	Cabinet
	
	

	12 November 2012

	Localised Business Rates


Report of the Director of Communities 
1. Issue

1.1 To update Cabinet on the changes to the financing of local government and specifically the introduction of the business rates retention scheme from 1 April 2013.  
2. Need for a decision

2.1 The annual National Non-Domestic Contributions Return (NNDR1 form) which is an estimate of what the Council will collect in business rates takes on an increased significance from November / December 2012. 
2.2 The NNDR1 form will, in future, set the business rate base for the following year with any variation between the estimate and actual being dealt with through the surplus / deficit on the collection fund. It will therefore become an integral part of the budget setting process. 

2.3 The Council currently submits an NNDR1 form each year but now Government are requiring us to have this formally approved before submission. Whilst the estimate needs to be approved by the Council, this decision can be delegated to cabinet, committee or a delegated officer.
2.4 The proposals also mean a fundamental change in the approach to the management of business rates, business economic growth and planning policy to stimulate business rates growth. 
3. Recommendation

3.1 That the Council be recommended to agree to authority being delegated to Cabinet to approve the annual National Non-Domestic Contributions Return (NNDR1).
3.2 That Members note the financial risk and reward associated with business rates transferring to local authorities and the need to consider what changes are needed to mitigate any risks.   
3.3
Members approve in principle the governance arrangements for business rates pooling (appended to this report) and delegate responsibility for finalising detailed matters to the Head of Finance in consultation with the Head of Democratic and Partnership services.
3.4
Agree that a further report be brought to Cabinet once the 2013/14 funding details are known so that a final decision on whether to enter into the Leeds City Region business rate pool can be taken.

4. Background and/or details

4.1 Councils currently receive funding from three main sources:

· Council Tax

· Central Government Grants: and

· Other locally generated income (e.g. fees and charges).

4.2 Central Government grants can be either ‘specific’ (with restrictions on how they may be spent) or ‘formula’ (without restrictions on how they may be spent).

4.3 Formula Grant funds a wide range of local services and is given to all councils through a complicated technical process.

4.4 The largest element of Formula Grant is redistributed Business Rates, which are collected by billing authorities from local businesses and then paid into a central pool; the proceeds are then handed back to local authorities on a formula basis.  In 2012/13 the amount paid in by Calderdale is expected to be around £55.4m, with the Council receiving £75.6m back on a formula basis.  
4.5 The Council is currently cushioned and insulated from the adverse fluctuations in the business rates tax base and their collection resulting from economic factors, rating appeals and other non-collection issues (personal and corporate insolvencies) etc. Any such adverse or favourable fluctuations currently fall on Central Government not the Council. This is because the Council pays over on account an estimate of the business rates to be collected with an adjusting payment either to or from Central Government at the year-end dependent upon the actual amount of business rates collected.
4.6 The Council currently submits an annual National Non-Domestic Contributions Return (NNDR1) form each year to Government and preceptors which provides the estimate of what the Council will collect in business rates for the following financial year. Government are now requiring that this is formally approved before submission.

Why is the system changing?

4.7 The local government finance system is one of the most centralised in the world with councils receiving over half of their income from central Government. Councils have no direct financial incentive to promote business growth in their area as they do not receive the Business Rates receipts from new developments.

4.8 The Government argues that Councils can actually face a financial disincentive because of the increased costs of having more businesses in an area (e.g. the cost of more traffic and providing services to those businesses), which can make it very difficult to get community support for new developments. 

4.9 The current scheme fails to reward local authorities for increasing business rates growth in their area, regardless of how many new businesses start up in their locality. Under the business rates retention scheme, local authorities will retain a significant proportion of locally collected business rates. 

4.10 The Government are changing the system with a view to making councils more financially independent and providing a stronger incentive to promote local business growth.
4.11 Whilst the system of financing local authorities is changing, there are no proposals to make any changes to the way in which Business Rates are paid or the way in which they are set.

4.12 There will also be no changes to existing Business Rate reliefs available to eligible ratepayers including small businesses, charities, sports clubs and the voluntary sector.  

4.13 The NNDR1 form takes on an increased significance from November/ December 2012 as this will, in future, set the business rate base for the following year with any variation between the estimate and actual being dealt with through the surplus/deficit on the collection fund. It will therefore become an integral part of the budget setting process. 

Government proposals

4.14 The main points of the scheme are:-

· Some local authorities will keep all their rate income and not receive any government grant

· Some authorities will collect more than they need, so will pay a ‘tariff’

· Some authorities will not collect as much as they need, so will receive a ‘top up’  

· From 2013/14, local authorities will retain some growth in rate income but will suffer from any reduction in income

· Local authorities will be able to work in partnership and pool their business rates income to support economic priorities across their areas.
· The tariffs and top-ups will be set annually in the local government finance report, which will also set out the central and local share percentages. The report will set out what payments need to be made into the non-domestic rating account and what payments are to be made to ‘relevant authorities’ i.e. major preceptors.

· Income retained by local authorities will ignore the transitional relief scheme. A separate transitional protection payment will be made to authorities.

· Certain classes of property will be designated by the Secretary of State. All rates collected from such classes will be retained in full by local authorities. Classes will include enterprise zones and renewable energy projects.   

4.15 At the start of the scheme, a stable starting point (or baseline funding level) is to be established for 2013/14 so that no council is worse off because it has a lower business rates income. This will be a determination of the authority’s “spending baseline” based on the current formula grant distribution.  
· Where councils have a forecast Business Rates base larger than current spending, they will be required to pay a tariff to the Government: and
· Where councils have a forecast Business Rates base smaller than current spending, they will receive a top up from the Government.
· Tariffs and top ups will be paid by/to local authorities every year; they will remain fixed between re-set periods (which will occur normally every ten years with the next one due in 2020) but they will increase in line with RPI inflation. If business rates do not grow by at least RPI, a tariff authority will suffer a loss in income. There is therefore now a critical financial requirement and incentive for local authorities to ensure an annual uplift in its local Business Rates tax base and the collection of Business Rates, or see a further decline in annual financial resources available to support local services. Top ups will also be uplifted by RPI.
4.16 The government has also made it clear that the new scheme must not jeopardise the deficit reduction programme and should operate within the spending review control totals. To ensure this, the Government has decided that councils can keep 50% of Business Rates collected – the local share. The remaining 50% share of Business Rates, the central share, is to be paid into a central pool and then redirected to local government through other grants (Revenue Support Grant will continue). The local share has been set at a level which is below the current local government spending control totals. Therefore Revenue Support Grant (RSG) will make up the difference for 2013/14 and 2014/15.
4.17 Councils will also be able to keep 50% of all Business Rates growth (i.e. the more that Business Rates grow, the better off the council will be subject to the levy system described below).

Levy and Safety Net 

4.18 Some authorities have large amounts of business property in their area and could disproportionately increase their spending power from Business Rates growth. Where this happens, the Government will take back a share of their growth (called a levy). 

4.19 The Government proposes a proportional levy ratio at 1:1 (so for every 1% increase in the Business Rates base, there would be no more than a corresponding 1% increase in income compared to a council’s spending baseline). 

4.20 The money collected through the levy will be used to give financial help, a safety net, to authorities who see their income drop (e.g. due to business closures) by a set percentage below their baseline funding level.  

4.21 It is currently envisaged that in order to be a recipient of a safety net payment, authorities will have to experience a decline in their business rates equivalent to 7.5% to 10% of their baseline funding level, with only the loss in excess of this limit being met.

Business rate pools

4.22
Under the Government’s Business Rates Retention proposals, for 2013/14 onwards, groups of local authorities will be able to join together to pool their retained business rate income under the scheme. Ministers see business rates pooling as “a new tool to better support economic priorities to deliver new businesses and jobs”, but with the right combination of authorities it appears to also offer direct financial benefits to authorities forming a pool.

4.24
In a pooling arrangement, if a combination of tariff and top-up authorities join together such that they are in overall terms a net top-up, then any real growth in business rates will avoid the levy which the tariff authorities would have otherwise incurred individually. It is this which gives rise to a potential overall benefit to the pool. The Leeds City Region pool would consist of such a mixture of authorities and latest estimates suggest that if growth across the three tariff authorities (Leeds, York, and Harrogate) was 1% above inflation then Leeds estimates that additional income of around £800k could be achieved for the pool through levy savings in the first year.  If growth can be sustained then the levy savings could build up year-on-year to around £4 million a year by 2018/19.

4.25
The possible financial benefits of a Leeds City Region (LCR) business rates pool were identified at an early stage, and the LCR City Deal included a commitment to form a regional pool with the additional yield arising to be used to support a new regional investment fund. An initial expression of interest was therefore submitted to Government on 27th July 2012 with Leeds as the lead authority and a follow-up document listing the member authorities as Leeds, Bradford, Calderdale, Craven, Harrogate, Kirklees, Wakefield and York was submitted on 10th September 2012 (it is understood that Craven have subsequently decided not to proceed).

4.26
The final proposal with agreed governance arrangements needed to be signed off by the chief executive and the S151 Officer (Head of Finance in Calderdale) of each authority and sent to the Department for Communities and Local Government by 9th November 2012. The draft governance arrangements are included as Appendix 1 to this report. The November proposal will not be binding.  Any member of the proposed pool will be still be able to withdraw once the 2013/14 funding figures are released in the draft Local Government Finance Settlement which is now due in late December 2012.  Authorities will technically have until the statutory consultation period on this closes (expected to be late January) to confirm their intention not to proceed.

Renewable Energy Projects
4.22 The Coalition Agreement included a commitment to “allow communities that host renewable energy projects to keep the additional Business Rates they generate”. In accommodating this commitment within the new system, income from renewable energy projects will be retained in full by billing authorities and ‘disregarded, in calculations.
Resetting the system
4.23 The Government recognises that there may come a time when the spending needs of councils become out of balance with the resources they receive. In this situation, the Government has resolved to reset the system. 

4.24 A reset would involve reviewing baseline funding levels for each authority taking account of changes in relative needs and resources.

4.25 However, the Government does not intend to reset the system until 2020 at the earliest, except in “exceptional circumstances”. 

4.26 As a result, it is important to reconsider the resourcing issues for the administration, billing, collection and recovery of business rates to ensure growth.

5. Options considered

5.1 None.
6. Consultation

6.1 None.
7. Financial implications

7.1 The Local Government Resource Review, including the retention of business rates, will have potentially significant implications for the Council. The system will incorporate the savings required as part of the Comprehensive Spending Review but will also provide a strong financial incentive to councils generating business growth. 
7.2 As part of this arrangement, it is expected that many of the financial risks associated with the collection of business rates will also be transferred to councils, although a safety net will be put in place to deal with significant shocks. For Calderdale, however, this safety net may not take effect until the reduction in business rates exceeded around £3m.
7.3 The Council will have to make a provision against future losses on rating appeals when setting the budget for 2013/14. The estimate of the business rates aggregate will be adjusted to reflect the award of mandatory relief to be provided in 2013/14. This will be based on estimates drawn from the 2012/13 NNDR1 estimates. Therefore new charities moving in and losses due to empty premises, particularly where avoidance tactics are being used, will have an impact. It may therefore be prudent to consider changes to the Council’s discretionary rate relief policy.
7.4 The proposed pooling of business rates income within the Leeds City Region gives the opportunity to reduce the amount of levy paid by tariff authorities. The additional yield would instead be paid into the Leeds City Region Investment Fund for the benefit of the region.

8. Equality and Diversity

In December 2011, DCLG undertook an initial screening to examine the potential impact of business rates retention on protected groups. This assessment concluded that there were no disproportionate effects on protected groups.

The Government’s proposals for the business rates retention scheme only change the way that business rates are distributed and will make no change to the way individual businesses’ rates are calculated or collected - there will be no direct impact on individuals or groups of people.

The scheme is intended to provide a stable starting point so that at the outset of the scheme each council receives adequate funding through a mixture of retained business rates and central government grant to meet its funding needs. Over time, however, the income of individual councils will diverge from its starting position depending on growth in their local business rates base. This is fundamental to the growth incentive and therefore an integral feature of the reforms.
9. Contribution to Delivering Population Outcomes

None. 
10. Corporate implications

10.1 The matters discussed in this report impact directly on the following corporate priorities:

· Economy and Enterprise – Safeguard Calderdale’s future and foster economic prosperity for all 
· Environment – Improve the quality of our environment and promote respect for Calderdale’s heritage
· Narrowing the Gap – Work to ensure that the differences in health, quality of life and economic prosperity between different communities within Calderdale can be reduced

· Use of Resources – Ensure that resources are allocated and used efficiently and effectively to meet the Council’s priorities.  

11. Conclusion

11.1 The new proposals will mean a fundamental change to the way that this and other local authorities are financed. This will mean a change in the Council’s approach to the management of business rates and business economic growth. This will require a change across a number of directorates.

· Regeneration: encouraging new business into Calderdale
· Planning: facilitating new business development

· Communities: increasing collection rates for Business Rates

	For further information on this report, contact:

	Yvonne M Kear
	Revenues and Benefits Service Manager, Communities Directorate

	Telephone:
	01422 393633

	E-mail:
	yvonne.kear@calderdale.gov.uk

	

	The documents used in the preparation of this report are:

	

	1.
CIPFA Briefing Papers

	2.
Central Government Guidance

	3.


	

	The documents are available for inspection at:

	www.communities.gov.uk/localgovernment/localgovernmentfinance/businessrates


Appendix 1

LEEDS CITY REGION BUSINESS RATES POOL

DRAFT GOVERNANCE ARRANGEMENTS – NOVEMBER 2012
1.
Title
1.1
The Leeds City Region Business Rates Pool.

2.
Membership
2.1
Bradford City Council, Calderdale Council, Harrogate Borough Council, Kirklees Council, Leeds City Council, Wakefield Council and City of York Council.

3.
Commencement
3.1
This governance document will come into force on 1st April 2013 and will continue until any one of the members formally leaves the Pool (see “Dissolving the Pool”, below). 

4.
Rationale and Objectives
4.1
The LCR Pool exists to benefit the individual members and to further the aims of the Leeds City Region as a whole as set out in the Regions City Deal “Unlocking our Economic Potential”.

4.2
The income received by the Pool will be shared out so that each member authority receives the same amount that they would if they were treated individually under the Business Rates Retention scheme. The only exception to this is set out in Section 8, below. Any excess income arising from reductions in levy payments will, after allowing for agreed expenses, be allocated to the Investment Fund established by the Leeds City Region. See City Deal for details.  

4.3
Any variation to the arrangements set out in 4.2, above, will require the formal agreement of the Leadership Board.

5.
Leadership and Accountability
5.1
The Pool will be led by a board of the leaders of the councils making up the Pool. The established City Region Leaders Board will act as the interim board until the Combined Authority is established in 2014. The board shall be responsible for:

· any changes to the purposes for which the income received by the pool should be used, but the principle that no authority should receive less than they would if treated individually, shall be maintained.

· agreeing the expenses to be deducted by the lead authority administering the Pool;

· considering any applications for other councils to join the Pool;

· any variations to the membership of the Board; and 

· any other matters relating to the administration of the Pool including replacement of the lead authority.

5.2
For administrative convenience, the chair of the City Region Leaders Board will also act as chair of the City Region Pool (but see 5.1 above).

5.3
The Leaders will meet as and when required but no less than twice each year. The meetings will be timed to coincide with those of the City Region Leaders Board (usually every two months). 

5.4
The quorum for the meetings will be no less than 5 members.  Leaders will be able to nominate substitutes.

5.5
Members will have equal voting rights and voting will be by simple majority. In the event of a tie, the chair of the meeting will have a casting vote.

5.6
The Leaders Board will be supported by officers drawn from the lead authority. 

5.7
The Leaders Board may establish any sub-groups or any officer forums that they believe to be appropriate.

5.8
Minutes of Leaders Board meetings will be published on the LCR website.

6.
Lead Authority
6.1
The initial lead authority responsible for the administration of the Pool shall be Leeds City Council.

6.2
The lead authority will normally act as such for a full year and may only be replaced at the year end. A lead authority wishing to relinquish the role at the year end must give a minimum of four months notice. 

6.3
The lead authority will be responsible for all matters in relation to the administration of the Pool including (but not limited to):


· all liaison with CLG and other government departments including the completion of all forms and returns associated with the Pool;

· administration of payments to and from the Pool and all calculations relating to the collection fund for the Pool.

· producing an annual report showing how income has been distributed and preparing periodic monitoring reports for Pool members;

· calculation of the costs of administering the Pool which are to be deducted from the rewards of the Pool. If the excess income generated by the Pool was insufficient to cover the administrative costs of the Pool in any year, then the shortfall would be shared between the Pool members in proportion to their spending baselines. 

· The lead authority will ensure that the pooling arrangements, annual reports and other financial information is published and is freely available on the LCR website or elsewhere as appropriate;  
7.
Dissolving the Pool
7.1
If any member decides to leave the Pool the regulations require that the Pool will be dissolved. Pools can only be dissolved at the end of a year.

7.2
Any authority seeking to leave the Pool should inform DCLG and all other members of the Pool as soon as possible. Once the Pool has been established, this must be by 30th September in any year, to allow the remaining members time to seek designation of new pool for the following year (see 7.4, below).

7.3
The Lead authority will make the necessary calculations and submit the required returns associated with the dissolving of the Pool.

7.4
The remaining members of the Pool may choose to form a new Pool and, if they wish, include new members for the following year (subject to new designation by DCLG).    

 8.
Treatment of Potential Losses in Income
8.1
Authorities that suffer large reductions in business rates income from year to year (more than 7.5% to 10%, but subject to confirmation) will be entitled to safety net payments. If such an authority is a member of a business rates pool, the safety net payment could be lost because the loss across the pool may not be as much as the 7.5%/10% threshold. Indeed, if growth across the rest of the pool was weak, it could be that the loss of safety net payments could be greater than the amounts gained from paying reduced levies and the pool could be in deficit for the year.

8.2
Authority(s) that would otherwise have qualified for safety net(s) will have their share of pool proceeds calculated in a way to include what they would have received as a safety net payment. The loss in income to the Pool from the safety net(s) foregone in any year will be met by from the income generated from other authorities within the pool not having to pay levies in that year. If that levy income is insufficient, then the loss from the safety net foregone will be shared amongst all the members of the Pool (including those that would have otherwise qualified for a safety net payment) in proportion to their spending baselines for the year to which the safety net(s) would have applied.
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