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Report to Scrutiny Panel
	Name of Scrutiny Panel


	Economy and Environment

	Meeting Date


	5 March 2015

	Subject


	Outline of a Possible Business Rate Relief Scheme for the Calderdale Area (Follow up to ‘Business Rates / Discounts – effect on Economy / Economic Regeneration’)

	Wards Affected


	All

	Report of


	Head of Housing, Environment and Renewal

	Type of Item

(please tick ()
	Review existing policy
	

	
	Development of new policy
	

	
	Performance management (inc. financial)
	

	
	Briefing (inc. potential areas for scrutiny)
	

	
	Statutory consultation
	

	
	Council request
	

	
	Cabinet request
	

	
	Member request for scrutiny (CCFA)
	(


	Why is it coming here?

	In response to a member request.




	What are the key points?

	· The previous ‘Business Rates/Discounts’ report indicated that the business rate relief schemes currently offered are limited in effect.  
· Local Rates Discount schemes offered by Leeds City Region illustrate potential models for Calderdale.

· A business rate discount scheme could be run at no net cost to the Council in the medium term if it is successful in encouraging the provision of new floorspace.  However there are initial costs to the Authority. 


	Possible courses of action

	· Take no action: Do not take a business rate relief scheme forward. Current employment space development levels are low, as is the growth in Council income from Business rates. 

· Take action: Take the proposed scheme forward as described. This could raise the attractiveness of Calderdale to businesses looking to create new employment space or improve the quality of existing space. 
· Clarification: Request changes to the proposed scheme, clarification or additional information before taking a decision.


	Contact Officer

	Duncan Cooper

Principal Officer – Site Unlocking

Economy & Environment

T  01422 392254

E  duncan.cooper@calderdale.gov.uk




	Should this report be exempt?

	No




1.0
MAIN ISSUES FOR SCRUTINY

Scrutiny has the opportunity to review options for a discount scheme, and make an appropriate recommendation. 
2.0
INTRODUCTION
2.1
This work follows up a report to Scrutiny Panel (Meeting date 16 October 2014) which considered the effect on the economy and economic regeneration of the business rates discounts currently available in Calderdale. It concluded that it was difficult see any noticeable impact resulting from these schemes (All standard schemes defined and paid for by Central Government and available throughout the country) whilst drawing attention to the discretionary relief powers that Councils now have available to offer local discount schemes.
2.2
Following receipt and discussion of said report the panel requested a follow up report that would outline a possible rate relief scheme for the Calderdale area.  The proposition is to use these discretionary relief powers to encourage property development as a means of assisting economic regeneration. The rationale being that the prospect of lowering the tax burden on a company during a period of expansion would free up cash flow to enable the investment in expansion to go ahead, encouraging employment creation, economic growth and an increase in Calderdale’s business rates base.

3.0
BACKGROUND

3.1
The Localism Act 2011 gave Local Authorities powers to award business rates discounts of any level they see fit to any businesses they choose. Whilst this gives Councils complete discretion a key point to note is that any discount awarded under the Localism Act 2011 must be wholly funded by the Authority hence use of these powers would have a financial implication for Council funds.

3.2
However, whilst the initial “implication” must be a negative one this need not necessarily be the case in the medium term.  This is because the Rates Retention Scheme (Implemented 1st April 2013) enables local authorities to retain part of any growth in the business rates they collect. If Local Rates Discounts were to be targeted at helping businesses who want to invest in their property by improving or creating new floorspace, inherently increasing rateable value, the net impact on Council funds could be positive if the value of the income stream enabled by the Local Rates Discount in the longer term, exceeded the cost of the discount awarded.

3.3
Other authorities in the Leeds City Region have used the Localism Act and the Rates Retention Scheme to encourage business investment and increase income from retained rates. Leeds City Council have implemented a rates discount scheme with a category for attracting “Significant business relocations to Leeds”, City of York Council have a scheme with an ambition to attract “Significant business relocations to York” and many, if not all, of the other Leeds City Region members are planning or very near to implementing their own business rates discount schemes. It would seem prudent for Calderdale to offer its own Local Rates Discount to contribute towards a consistent approach being offered across the Leeds City Region or inward investment may go elsewhere.

4.0
STRATEGIC TARGETING

4.1
The existence of neighbouring schemes covering Leeds and York are useful in that they provide insights into a rates discount scheme format, but it would not be appropriate to simply reproduce these schemes here. A scheme for Calderdale needs to be targeted at addressing issues and building upon strengths that are specific to this location. The boroughs of Leeds and York do not have the same constraints on flat development land that Calderdale has due to its position in the Pennine hills hence their schemes need to have ‘focuses’ that manage scheme take-up. This focus includes young businesses, a limited number of growth sectors, listed buildings, business development districts and businesses seeking to relocate or invest in new operations. As the terrain of Calderdale inherently constrains the construction of employment sites, and the sites available commonly need some financial assistance to make them financially viable to develop, it is suggested that the proposed Local Rates Discount could apply equally throughout the Borough and that all business sectors are deemed eligible. This flexible and open focus would be particularly appropriate for Calderdale as it has a history of accommodating many business types, Halifax being ‘the town of a hundred trades’. 
4.2
Some strategic targeting is necessarily as it would not be practical or appropriate to make all of the 8,500 businesses of the Borough and all inward investment, eligible for a rate discount. A means of limiting applications to a manageable level is needed.  A means of ensuring that awards entail a measurable economic benefit and sustainably funding the scheme would be to target the scheme at only those businesses whose plans involve the improvement or construction of new business floorspace, creating a growth of business rates. Customers would typically be businesses with plans to expand who are extending their current premises or having new premises built for them. The businesses could already be within the Borough or be relocating from elsewhere into premises within Calderdale. Businesses often have mixed feelings about new, larger premises as whilst they enable an increase in trading capacity they also entail increased business rate costs which discourage and delay expansion. A scheme to discount increases in business rates would encourage businesses to expand (with an entailed increase in employment), resulting in the development of new business premises that would otherwise not take place. In some ways such a scheme would parallel the ‘rent free period’ which private sector developers commonly need to offer in a difficult market to enable tenants to sign up to new business premises.
4.3
After the discounted period the business rates will revert to their standard level and as these will be for new floorspace the Rates Retention Scheme enables a portion (49%) of resultant growth in business rates to be retained by the local authority as an ongoing additional income stream. This facility to retain an income from property developments (that would not have gone ahead without the intervention of a Rates Discount Scheme) sets this proposal apart from other discounts or grants as it means the scheme has the potential to be self-financing. 
4.4
Indeed, if the value of the additional income stream produced exceeds the cost of awarding the discounts there is theoretically no need to limit the number of discounts awarded, and the greater the numbers who take up the scheme, the greater the value of the income stream to the Council. However, Council cash flow and revenue resource issues would be a limiting factor as around 50% of the first year’s rateable income still has to be paid to Central Government by Calderdale. .

5.0
OUTLINE OF A POTENTIAL LOCAL RATES DISCOUNT SCHEME
5.1
The Localism Act 2011 gave Local Authorities complete discretion in awarding business rates discounts. The proposed scheme seeks to maintain the rare flexibility offered by these powers whilst providing criteria and process that enables a consistent, democratic and transparent approach to be taken, thereby maintaining the confidence of the business community and local tax payers.

5.2
Level of relief: 100% of any increase in rateable value, for the first year of occupation
5.3
To be eligible for a rate discount under this scheme the applicant must be either:

· A new business starting up in Calderdale

· A business relocating to Calderdale

· An existing business expanding within Calderdale

5.4
All businesses types are eligible, with the stipulation that their activity must in the overall interest of the local community.

5.5
In addition to the above points, investment would need to involve:

· New or improved floorspace for employment use

· Increase of the rateable value of the subject property

· Committing to a minimum 4 year lease period or purchasing the subject property

Additionally:
· The proposed property investment would not go ahead without a business rate discount
· The award of each rate discount will be in line with European State Aid Rules (A maximum of 200,000 Euro over a three year rolling period)

· Award of discount will not be made until all required permissions, licences, and other provisions are in place and the business has begun lawful trading from the subject property.
5.6
Application Process
An application form would need to be completed by applicants. This would need to be accompanied by supporting information:

· A business case for the discount (Or business plan including this case)

· Last two years accounts (Or financial reference from bank, if a new business)

· Copy of draft property lease (Or draft sales agreement if owner occupier). Sight of signed documents will be needed before discount is applied.
5.7
Decisions could be delegated to the Chief Officers for Business Support, and Finance, or brought to appropriate Member forums for larger applications in accordance with the Council’s Constitution.
5.8
The Council should aim to make a decision regarding an award of rate relief within four weeks of receiving a completed application and all required supporting evidence.

6.0
FINANCIAL IMPLICATION SUMMARY
(See Appendix 1 for the full Financial Implication Analysis) 

6.1
As the Rates Retention Scheme enables local authorities to retain part of any growth in business rates they collect, a scheme that enables employment floorspace expansion, and hence an increase in rateable value and business rates growth, has the potential to bring an income to the council. This is unusual for a financial assistance scheme and makes the assistance awarded much more like a conventional financial investment.

6.2
With this potential for a financial income for the Council (In addition to the typical benefits of job creation) the effectiveness of this scheme can be assessed in terms of financial return expected for the investment the Council makes in the form of a rates discount. This can be done by comparing the present value of the income stream to the amount the Council would have to pay to get it.

6.3
To begin to get an understanding of the scheme’s potential let us consider the implication of a single award. If a rate discount enabled the construction of a new 7250sqm industrial unit on Lowfields Business Park the finance that the Council would have to find, for the proposed one year initial discount only, would be £77,433. In return the Council would get an income stream of £74,396 per annum, which has a notional present value of £2,564,802 (Assuming variables such as interest rates don’t change and taking an average lifespan for a building as 51 years), clearly representing excellent value for money.

6.4
To estimate the likely overall finances required to operate the scheme each year it is estimated that the scheme would double the current level of new employment floorspace creation. This extra new floorspace would be eligible for assistance and hence the Council would need to find finance of around £75,000 per annum to meet all the expected demand. In return the Council would get an income stream of £71,116 per annum, which has a present value of £2,451,724 for every £1 the Council invests it gets something worth £33 in return.

6.5
On this estimation to continue to offer the rate discount scheme finance of £75,000 would be needed annually, but the resultant income would exceed these costs after slightly more than two years from the end of the discount period.

NOTE: It is informative to note that these figures for hoped for new development across the whole of Calderdale are similar to those for the example of just a single new 7,250 sqm unit on Lowfields Business Park. With the magnitude of the hoped for new development being derived from the current level of unassisted development the limited level of employment space creation currently happening in Calderdale is clear, reaffirming the need to improve the attractiveness of the borough to investors by offering a widely applicable rate discount.

6.6
Council staff resources would be needed to promote the proposed scheme, process the applications and award the discounts. For the first year use of existing resource from within the Business & Economy Team and Business Rates Team is proposed, with the amount of activity in this year indicating what level of extra resource would subsequently be needed.

6.7
Further discussions are required with the Chief Finance Officer to identify mechanisms to fund initial discounts and the resulting initial payment to central government. Initial discussions have taken placed with Finance Service colleagues and feedback from Calderdale Council’s Business Breakfast has been considered.   
6.8
Depending on the precise configuration of the discount scheme, the initial 1 year cost of the discount to the Council could be significant.  Discussions are therefore ongoing with the Chief Finance Officer and more detail on this matter can be included in a future report.  Any additional cost to the Council would need to be taken into account in the Council’s revenue budget and compensatory savings identified if necessary.  
7.0
RISK
7.1
The usual risk associated with financial assistance programmes  - That the assistance awarded does not result in the outputs predicted by scheme beneficiaries – does not apply as assistance would be a discount rather than an up-front payment. The discount would only apply to growth in business rates due to increased employment floorspace. As creating this new floorspace is the aim of the scheme an applicant would inherently have to create it to get a discount on its business rates.

7.2
A more relevant risk to consider is that applicants are tempted to move to another location with a rate discount once they reach the end of the rate free period here in Calderdale. It is to address this issue at the application stage that applicants are required to provide evidence that they have committed to a lease period of four years or more, or have purchased the premises. This risk would also be addressed in the ‘award document’ that applicants would be required to commit to, stating that they would be subject to claw back of their discount if they relocate outside Calderdale within four years.

7.3
There is the risk that running this scheme displaces demand away from existing older/low quality space. If Calderdale aspires to improve the range and quality of its business property this shake up of the currently slow market is unavoidable and not without benefits: Moving mature, growing businesses into new premises will free up older/cheaper premises for businesses at an earlier stage in their development. Alternatively, once vacated the older property could be refurbished or redeveloped for a higher quality or more intense use, thereby becoming eligible for assistance from the rate discount scheme.

7.4
Of course there is a key risk that the development may have happened anyway without discount.  A rigorous approach to appraisal, and ultimately, the discretionary nature of the discount decision, should assist in mitigating this risk. 

7.5
The most pertinent risk does not come from running a rate discount scheme but from not running one. Most, if not all, other Local Authorities in the Leeds City Region are either planning a business rates discount scheme or have one already on offer. The level of employment space growth and income from business rates in Calderdale is currently minimal and there is a clear risk that this situation will not improve unless we have our own assistance to balance the draw on inward investment opportunities from surrounding Authorities.

8.0
LEGAL IMPLICATIONS
8.1
The legal requirements of Building Control and Planning Permission must be met before a business rate discount is activated.

9
FURTHER ACTION AND TIMESCALES
9.1
As this report is in response to the panel requesting an outline for a rate relief scheme any further action will depend upon the instruction given by the panel following their review of this report. The Options appraisal, below, identifies the most evident options for further action that the panel can select from.
10.0
OPTIONS APPRAISAL
10.1
As this report is in response to the panel requesting an outline for a rate relief scheme the selection of any options for further action will depend upon the instruction given by the panel following their review of this report. The most evident options that the panel could select from are:

· Take no action: Do not take a business rate relief scheme forward. Current employment space development levels are limited, as is the Council income from growth of Business rates, and it is expected that this situation will remain the same if this option is selected.

· Take action: Take the proposed scheme forward largely as described. This would raise the attractiveness of Calderdale to investors looking to create new employment space or improve the quality of existing space. Not only would this create new employment opportunities, it would also provide an income stream to the Council that could far outweigh the cost of funding the scheme.
· Within this context  other options include:

· Targeting the discount at particular sectors

· Targeting the discount  geographically

· Capping financially the discounts to be given globally or in specific instances
11.0
CONCLUSION
11.1
The preceding report established that the existing business rate relief schemes operating in Calderdale are having limited impact on the local economy. Investment in employment space is at a low ebb, hence a means of improving the attractiveness of Calderdale as a location for business investors is required. Due to the level of interest potential investors have in business rate discounts a scheme that offers such financial assistance would be an effective way of supporting investment in Calderdale’s employment space.

APPENDICES
Appendix 1: Full Financial Implication Analysis
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Appendix 1

Full Financial Implication Analysis
FINANCIAL IMPLICATION
As the Rates Retention Scheme enables local authorities to retain part of any growth in business rates they collect a scheme that enables employment floorspace expansion, and hence an increase in rateable value and business rates growth, has the potential to bring an income to the council. This is unusual for a financial assistance scheme and makes the assistance awarded much more like a conventional financial investment.

With this potential to produce a direct financial income for the Council (In addition to the conventional financial assistance scheme benefits of job creation) the effectiveness of this scheme can be assessed in terms of financial return expected for the investment the Council makes in the form of a rates discount.

This can be done by comparing the present value of the income stream to the amount the Council would have to pay to get it. If the value is less than the discount amount then the scheme will have a net cost to the Council (Like a conventional discount or grant scheme), if the value equals the discount then there is no net cost to the Council, if the value is more than the discount there will be a net financial benefit to the Council, representing excellent value for money from an assistance scheme.

Before continuing it is worth considering the meaning of the ‘present value’ of an income stream: To enable a comparison to be made between the value of a single lump sum payment now and the value of multiple payments made in the future a calculation can be made to produce a single financial value for the future income stream. It is an established method based upon compounding interest and the time value of money (i.e. A pound given to you now is worth more than a pound given to you in a years time because you can earn a year’s worth of interest on the pound you have now). For examples of its use; it is used to calculate how much you would have to pay to buy a bond that gives you a regular income, and in calculating the size of ‘pot’ you need to build up to buy the regular income of a pension. It’s also used to value property based on the rental return a landlord can expect from a tenant. The formula to calculate this value is known as the ‘Years Purchased’ formula:

1 - (1/(1+i)n)/i 

Where i is interest and n is the period (In this application, the lifespan of a building)

Before considering the overall size of the financial facility needed from the Council (which is challenging to gauge due to the disparity between investment enquiries and investments made) let us look at a hypothetical example of the proposed discount awarded to a single business wanting to build a new unit on the Lowfields Business Park. What would be the cost to the Council of enabling this single development and what return would the Council get in return (Aside from job creation in the borough)?

An existing unit at this location has been used to provide data.

Business type:
Warehouse & Premises

Total area:

7244 sqm

Rateable value:
£315,000

2014/15 business rates national multiplier : 48.2 pence in the pound

Business rates payable 
= £315,000 x 0.482





= £151,830

These are all new business rates payable, as this is a new building, so this is the size of the ‘100% for the first year’ rate discount, however 49% of this would have been paid to Calderdale Council so in practice the council does not have to find finance to cover this portion, it simply does not claim it. Hence the cost to the Council of making this award would be a one off payment of 51% of the new business rates payable (50% going to Central Government and 1% going to the Fire Authority). This is:

£77,433
(A single payment)

In return for this the Council would get an annual payment of 49% of the business rates paid (Due to the Rate Retention Scheme). This would be:

£74,396
(Paid annually or ‘per annum’)

To allow a qualified comparison to be made between the single payment out and the value of getting an annual payment in to the Council, what is the present value of this income stream?

Use the ‘Years Purchased’ formula:

1 - (1/(1+i)n)/i

‘n’ is the period and refers to the lifespan of the building in this application of the formula. For this example it is assumed that the building will last 51 years.

And use the ‘Present Value’ formula to account for the first year being a rate free period:

1/(1+i)n


‘n’ is the period and equals 1 as the discount is for just one year

In both of the above formulas ‘i’ is the interest rate that can be obtained. Senior Finance Officers Paul Sharp and Dave Hitchen have been consulted as to what the Council could obtain if investing money in financial markets and they have provided the figure of 0.5%. Obtaining business rates income is almost certain, but not quite as certain as interest from a bank account as there is the potential for rate free periods for a limited time if the building becomes empty. To reflect this small increase in risk a figure of 1.5% will be used for ‘i’ in this example.

Present value of income stream calculation:

Income flow


£74,396 p.a.

Y.P. 50 yrs @ 1.5%

35

P.V. £1 1yr @ 1.5%

0.985

Present value of income flow: £2,564,802

 So, to summarise this example of a single new unit being built: In return for providing finance of £77,433 (51% of the £151,830 rate discount) the council will get an income stream of £74,396 per annum (p.a.), which has a present value of £2,564,802.

The initial £77,433 finance needed from the council equates to approximately 3 % of the £2,564,802 value of the income stream that would result, or put another way, for every pound the council invests it gets something worth £33 in return. This is clearly excellent value for money.

Estimating the financial limits for the scheme:

As this discount scheme would generate an income for the Council the view could be taken that no limits should be placed on the award of discounts as the more that is spent the more you get back. However, cash flow constraints will be the limiting factor, particularly as the discounts are in the form of lump sums and the return is in the form of an income stream – To get the long term income the Council will need to find money to make the initial discounts. Considering the high return of the proposed scheme, the size of the annual payments in comparison to the cost of the initial discount and the very low interest rates currently available borrowing this finance is a realistic option (if it cannot be found from core funding), but it would be judicious to set a level of borrowing and this would limit the discounts that could be made.

To estimate a reasonable size for this fund a view needs to be taken on the likely effectiveness of the scheme – How much new employment floorspace creation running this scheme will enable. Business interest in a Local Rates Discount Scheme has already been established in the proceeding report to Scrutiny Panel: Officers in the Business and Economy Team receive enquiries from inward investors exploring the benefits of setting up a business in Calderdale and one of the two leading questions asked of them is ‘can I get reduced business rates’. A level of interest is also shown by attendees of Calderdale Council’s Business Breakfast meeting as approaching a third of attendees indicate an interest in business rates. However it is not possible to know how many of the inward investor would have resulted in actual investment if a discount scheme had been in place, or how many of the Business Breakfast attendees are interested in business rates due to plans for business expansion.

To identify a likely demand for the rate discount it is suggested that a reasonable method is to identify current new development activity and extrapolate a level from this. To do this it is assumed that offering the proposed rate discount will double the current level of new employment floorspace creation. Business Rates Team Manager Tony Longworth has provided Rateable Value figures for new properties for the first three quarters of financial year 2014/15. After removing the assessment figures for entries that would not be eligible for discount due to lack of employment floorspace (ATM’s etc.) this figure totals £225,835. Assuming the final quarter of this year will have a figure for rateable value creation that is the average of the preceding three quarters, the total of new rateable value expected for the current year will be £301,113. These developments would not have received a rate discount, as they clearly didn’t need one, but if having a rate rebate scheme doubles the amount of development taking place this figure will also equal the increased rateable value that can be expected.

The corresponding expected new business rates payment is:

= £301,113 x 0.482

= £145,136

As the proposed rates discount scheme would pay 100% of the first year’s new business rates for those developments that would other not have gone ahead this figure equals the total of the discounts that can be expected to be awarded in a year. Of course 49% of this would have been paid to the Council (Due to the Rate Retention Scheme) so in practice the Council does not need to pay out this portion, it simply need to forego claiming it. The 51% that the Council would need to finance to meet all the expected demand for the rates discount would equal:  
£74,019

This facility will be needed annually, but will of course be offset by the income that will result, with the cost being exceeded by the income after slightly more than two years after the discount period ends as the Council will get an ongoing annual payment of 49% of the new business rates paid. This would be:

£71,116
per annum

To allow a qualified comparison to be made between the single payment out and the value of getting an annual payment in to the Council, what is the present value of this income stream?

Using the same figures for interest and building lifespan as the first example:

Present value of income stream calculation:

Income flow


£71,116 p.a.

Y.P. 50yrs @ 1.5%

35

P.V. £1 1yr @ 1.5%

0.985



Present value of income flow: £ 2,451,724

So, to summarise: Finance of £74,019 (51% of the £145,136 rate discount) will be required to meet the expected demand from a Local Rate Rebate Scheme for each year it is offered, and in return the council will get an income stream of £71,116 per annum, which has a present value of £2,451,724. For each year the scheme is offered a new income stream and associated ‘present value’ will be generated.

The initial £74,019 finance needed from the council equates to approximately 3 % of the £2,451,724 value of the income stream that would result, or put another way, for every pound the council invests it gets something worth £33 in return. This is clearly excellent value for money.

It is informative to note that these figures for hoped for new development across the whole of Calderdale are similar to those of the example of a single 7,244 sqm industrial unit being built on Lowfields Business Park. With the magnitude of the hoped for new development being derived from the current level of unassisted development the minimal level of development currently happening in Calderdale is clear, reaffirming the need to encourage employment floorspace in the borough.

Sensitivity Analysis

It is important to appreciate that the figures for ‘interest’ and ‘building lifespan’ are variables. Due to the current economic conditions it is unlikely that interest rates could go down appreciably, but they could go up and this would lower the value of a fixed income stream. The figure used for average building lifetime in the example covering employment space growth across the borough is an estimate and could be higher of lower.

To test how changes in these variables could impact on the value of the income streams a sensitivity analysis has been performed using a range of interest rates from 1.5% to 5.5% and a range of building life spans from 31 years to 71 years.

Value of £71,116 p.a. income stream, as variables change:

	
	31 Years
	51 Years
	71 Years

	1.5 %
	£1,682,293
	£2,451,724
	£3,021,435

	3.5 %
	£1,263,499
	£1,611,450
	£1,786,149

	5.5 %
	£979,381
	£1,141,521
	£1,196,332


As can be seen, the value of the income stream is sensitive to changes in these variables, with a significant difference between the ‘best case’ and ‘worst case’ scenarios. However, the difference between the initial ‘investment’ of £74,019 and the value of the resultant income stream in even the worst case (£979,381) is so great that the value for money represented by this rate relief scheme is not substantially affected even if interest rates rise or buildings funded have short life spans.
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