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County Council®etwork (CCN)

100% Business Rate Retention: Further Technical Work

Introduction

1. Pixel Financial Management has been commissioned to build a spreadsisszt model to help
County Councils Network (CCN) understand and investigate the impact of 100% business rate
retention on its member authorities. The Government has proposed thahdgnd of the
Parliament, 100% of business rates will be retained locally within the local government sector.
Implementation could be in either 20120 or 202621.

2. In our discussions with CCNhés becomeapparent that a relatively sophisticated meldwill be
requiredto achieve these objectivesThe model should be capable of handling a range of
variables, including the interaction between those variables, and should show the financial
impact on every local authority as well as the national positind the impact on local authority
classes

3. Our model has been developed and supports the analysis and conclusions in this report. It can
be made available on request for any authority or group wishing to scrutinise or understand how
our analysis hasden determined.

Overview of the 100% Business Rate Retention Model

4. Figure 1 provides an overview of the structure of the model. These are the broad sections
within the model:

Figure 1¢ Structure of model

Assumptions All the variables used within theadel are summarised onto one tab. Any
changes to the variables have to be made here so that they are applied
correctly throughout the model.

Baseline ¢tKS . C[ A& o0lFlaSR 2y GKS D2@SNYYSy,
Funding Level | authority, and represents the amount of funding that each authority require
(BFL) from retained business rates.

When 100% rate retention is implemented, additional functions or funding
sNBFYa gAff KFE@S (2 06S 0N yaftFSNNB
Yy Sdzi NI f ¢ @ 2S KIS AyOfdzZRSR A 0GKA
considered by the Government, and the change in BFL for each local auth
I NB QDA Sg shding andedtakendniparallel with the implementation
100% retention. It will change the BFL for each authority. We can reflect |
results of this review in our model as they emerge.

BusinessRates| ¢ KS . w. A& (KS athaf DSadsuyitDibiisidess r&tes ihat Y|
Baseline (BRB) | each local authority can collect. 100% retention will lead to changes in the
splits (retention rates) for different classes of authority. Furthermore,
baselines will be reset when 100% retention is implemdnt&he model allow
for various options to be applied for both tier splits and baselines resets.
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Actual Business| Actual rates (based on tH201718 NNDR1) are used within the model. Theg
Rates latest budgeted amounts are used to drive much of thalgsis within the

model, including the estimated quantum, the baseline resets and to show {
amounts that individual authorities are collected relative to their baselines.

Baseline Funding Level (BFL)

5. Functions or funding streams will have to be trfemeged to local government so that 100% rate
retention is fiscally neutral. The transfers will have to be equal to the actual increase in business
rates that are retained locally. Estimating this quantum will depend on a range of variables,
including netgrowth in the business rates base, increase in the multiplias€d orthe Retalil
Price Indexntil 202021) and future losses from successful appeals. We have estimated the
additional quantum in 20120 by inflating using the projected RPI and usedidibest budgeted
business rates income (NNDR117-187) as the baseline. Using this methodology, we estimate
that the total business rate income in 2029 will be £26bn, andwe estimatethe additional
quantum will be £13.bn.

6. The Government has proposed a range of possible transfers, which we have programmed into
our model. Those which we consider to be the most likely to transfer are indicated and the
valueisshownin Table 1

Table 1¢ Potential transfers to Baseline Fuiml Level

Revenue Support Grant Y 2,282.177
Rural Services Delivery Grant Y 65.000
Public Health Grant Y 3,303.824
Transport for London Capital Grant Y 1,000.000
Highway Maintenance grant (formula funding) Y 725.000
Integrated Transport Block Y 257.997
Highway Maintenance efficiency element N 0.000
Bus Service Operators Grant N 0.000
Education Funding Agenegdult education N 0.000
Skills Funding AgeneAdult Apprenticeships N 0.000
Skills Funding AgeneAdult Education Budget N 0.000
Skills Funding Ageney6-18 Apprenticeships N 0.000
Skills Funding AgeneAdvance Learner Loans N 0.000
Improved Better Care Fund Y 1,499.951
Existing Better Care Fund N 0.000
Independent Living Fund N 160.184
Council Tax Benefit/ Housing Bendfimin Support N 0.000
Grant

9,294.133

7. Comments on the potential transfers:

9 There is still a significant shortfall between the proposed transfers (£9.3bn) and the increase
in the quantum (£13.bn). Some of the shortfall can be met from the other available
options (particularly CTB/ HB Admin Support Grant and the Skills Funding Agency), but it
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does leave open the possibility that the Government has to transfer services to the sector
that are highfinancial risk (i.e. demankgd, driven by Government policy change).

1 To address the shortfall in the model, we have applied a balancing figure and allocated it pro
rata to the BFL. This ensures that the model balances and that the increase in quaintum i
YIGOKSR o0& Iy AYyONBlIasS Ay 20t 3I28SNYYSyiQa
funding options when we are able to obtain local authority level data.

1 The bulk of the potential transfers would be to upper tier authorities. Out of thal£0.
above, 75% of the proposed transfers would be to upper tier authorities, and of the other
options, only CTB/ HB Admin Support Grant would be a transfer to lower tier authorities.
This means that the increase in BFL is likely to be largely to uppeautigorities. The direct
implication of the increase in BFL for upper tier authorities is that any increase in risk will
Y2adte FFFSOG GKSaS [ dzikK2NRAGASa® Ld A& GKSNZ
and funding streams are transferre@he indirect implication is that it strengthens the case
for the tier split (retention shares) for upper tier authoritiesnd specifically countiesto
increase as well. As we explore below, an increase in BFL does not necessarily mean an
increase irthe tier split for a class of authority, but it does make it more likely.

1 Given the options on the table, it is difficult to see anything other than the increases in BFL
being concentrated on upper tier authorities. Therefore the scope for arguingfahiag
different is very limited. Any changes to the system that CCN does want to make or propose
are, therefore, almost certainly going to be in other parts of the system.

8. Table 2 shows the projected increases in BFL for different types of locakiagthGounty

councilswould have the largest percentage increases in BFL in both percentage and cash terms.
The average increaseli$ @6 (i.e. more than double), compared to an averageQ&o. Other

upper tier authorities have slightly lower averagergases (their current BFLs are larger than

CCN authorities because they are sirtige and therefore cover a wider range of services).

District councils would have an increase in BFL that is less than half the projected a8é%age (
and their share oBFL is likely to fall further once we include actual transfers rather than a
NBIfft20FGA2Yy 2F GKS aolflyOAy3 FAIANBE @

There are no significant outliers within the CCN authorities. A number would see an increase in
their BFL of more thah30%, with the ighest increase in Lincolnshire 83%).
Table 2¢ Change in Baseline Funding Levels

Baseline Modelled
Funding Level Baseline
Funding Level

Class 201920 201920 Change in BFI Change in BFI
Shire districts 572 778 205 36%
Unitaries 2,271 4,667 2,396 105%
Mets 3,083 6,377 3,294 107%
London boroughs 2,190 4,318 2,128 97%
City of London 17 30 13 79%
GLA 1,078 2,534 1,456 135%
COUNTY NO FIRE 1,583 3,442 1,858 117%
COUNTY FIRE 1,078 2,292 1,214 113%
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Fire 365 659 294 80%

TOTAL 12,238 25,095 12,857 105%

CCN 3,294 6,806 3,511 107%

CCN COUNTY 2,662 5,530 2,868 108%

CCN UA 630 1,273 643 102%
Tier Splits

10. The proportion of business rates that is retained by each class of authority is determined by the
Tier Splits (or Retention Rates). With the increase in the overall retention rate (from 50% to
100%), the Tier Splits will have to change. In the curre¥i S¥stem, the Government weighted
retention rates decisively towards shire districts. Many would agineluding us; that the
district share was far too great, although the countegument is that this reflected the
D2OSNYYSyYy(Qa @ ktSwerelbdst placed té endairag®dcéndnmiigrowth.

11. Determining the split in single tier areas is relatively simple: it will broadly increase from 50% to
100%, with the only decision being the share that is given to fire authorities and (in London) to
the GLA. The permutations for changes in the Tier Splits iftisw@reas are numerous, but, in
practice, will take account of the following criteria:

9 Allocation of risk and reward between the tiers
9 Balance of the economic development role between thestier

12. We have proposed two different options for tier splits in the modéle are not necessarily
supporting either option, but using them as a way of understanding how the 100% regime might
be designed antb show the impact on CCN authoritie¥he first asumes that the share for
county councils will be 80%, wigiire district® & K I NBto 20%:Rheéz®is § sfong
argument forreducingd K A NB R A EranN@®oeéatse thikis at&ady too large relative to
their BFLs and it unbalances the systémading to a skewing of risk and reward, aaduiring
large transfers through topips and tariffs. The second assumes that the tier splits will increase
proportionately to the increase in national retention shares,©e2 dzy 1@ O2 dzy OAf 4 Q
increase from 10% to 20%, addK A NE RAAGNA OGAQ AKIFNB FNBY nE
unlikely but there is support frormomewithin shire districts for this change, and it would be
consistent with the decisions taken by ministers when the systemsefigp in 201314. If this
did occur, then it would create an even more unbalanced system.
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Table 3¢ Options for changes in Tier Split

Existing 50%| Scenariol: Scenaria2: Scenario3:
retention County share =| County share| County share =
scheme 80% =20% 60%
(District share (District (No change in
reduces to share district share)
20%) increases to
80%)
Unitary authority (no fire) 49% 98% 98% 98%
Unitary authority (with fire) 50% 100% 100% 100%
County council (no fire) 9% 78% 18% 58%
County council (with fire) 10% 80% 20% 60%
Shire district 40% 20% 80% 40%
London borough 30% 60% 60% 60%
Metropolitan district 49% 98% 98% 98%
City of London 30% 60% 60% 60%
GLA 20% 40% 40% 40%
Combined fire authority 1% 2% 2% 2%

13.

14.

Table 3 shows the potential tier splits in each of thiee options. For CCN, it is interesting to

see the retention shares that would result if shire districts were hetilicedfrom their current

40% shar€Option 1) The county council share wouldtirase from 9% t@8% (or from 10% to
80% if the county council still has fire responsibilities). This is a significant increase in the
amount of rates that county councils would retain. It would make the county council the largest
beneficiary of any gwth in business ratem an areaas well as a larger share of the risk

Implicitly, the county councils would have been acknowledged to have the leading role in
economic development. Furthermore, it would have to lead to changes in the way that
decisiors are made by the billing authoritiés two-tier areas(i.e. the district councis Is this
something that county councils would want?

Changes in the tier splits also have implications for whether county councils would remain top
up authorities (or beasme tariff authorities) and for the financial risk of business rates to county
councils. These are both issues that we explore in the next section.

Top-ups and Tariffs

15.

16.

'y | dzil K 2upkradfidsicalabilgted by deducting the Business Rate Bag@RB) from
the Baseline Funding Level (BFL).

1 If BRB is greater than its BFL, then the authority pays the difference as aaahtf (
onational poog)

1 If BFL is greater than its BRB, then the authority receives-agdfrom theonational poot)

A tariff authority is more exposed to changes in business rate income becaatars alarge
share of ratecompared to its budgetrépresented by théBFLin the rateretention system. A
tariff authority also pays a levy on any business rate incdmeit receives above its baseline
(and a topup authority does not), although it is expected that the levy will be abolished when
the 100% scheme is introduced. Therefore, changing from being-apapithority (most CCN
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authorities are topups) to a taiff authority does have reakorld implications because the
authority would bemore exposed to changes in business rate income.

Charts 1 and 2 show (at class/ CCN level) the effect that different retention rates have on the
BRB, and how this comparesB&L. Chart 4 where theshire districtretention ratereduces to

20%- would create much better balance between BRB and BFL for all classes of authority, and
would therefore also reduce the transfer payments represented by tariff andipsp For CCN
specifically, the group as awholewodl NHA Yy I f £ & 06S5S02YS | aGFNRTFT

At the individual authority levelTable 4)increasing the tier split away from shire districts
towards counties would increase the number of tariff authorities within the CCN groap fro
four currently (all four are unitaries, not counties)8 (including9 counties). Those counties
becoming tariffs are typically those with lower nedused orthe current funding formulae
(lower BFL) and higher resource (higher BR®)rrey CC would have the largest tariff, at
£120m

It should be noted that a doubling of overall retention from 50% to 100% will not necessarily
lead to the doubling of the tariff for those county unitaries that are already in a tariff position
(Tabled). Doubling the retention rate for these authorities will indeed double the amount of
rates they retain, but the tariff will also be driven by the change in the BFL (which will increase in
different proportions for different authorities) and the relatiship between the BRB and BFL for
each authority.If retention rates remain broadly the same (and double alongside the increase in
the overall retention rate), there would be no change from-gpto tariff for any CCN

authority. There would continue tbe the same four tariff authorities, albeit with tariffs roughly

double the size.

Table 4¢ Projected Tariffs authorities (CCN Authorities)

EXISTING 50¢ MODELLEMDO0%
SYSTEN SYSTEN

Top-up/ (Tariff) Top-up/ (Tariff)

Local authority 201920 201920
Buckinghamshire County Council 28.541 -16.235
Cambridgeshire County Council 40.128 -30.915
Central Bedfordshire Unitary -7.114 -22.977
Cheshire East Unitary -25.027 -53.188
Cheshire West and Unitary -18.555 -43.420

Chester

Hampshire County Council 74.348 -48.323
Hertfordshire County Council 74.320 -54.183
Leicestershire County Council 40.153 -13.252
Oxfordshire County Council 40.427 -44.891
Surrey County Council 62.585 -120.446
Warwickshire County Council 40.377 -17.976
West Sussex CountyCouncil 45.574 -43.411
Wiltshire Unitary -14.582 -35.425

NB: assumes county retentigate is 60%and district retention rate is 40%
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Chart 1 - BRB and BFL in modelled 100% retention scheme (SD
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Chart 2 - BRB and BFL in modelled 100% retention scheme (SD
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Baseline Resets

20. The Government is exploring options for resetting the business rates baselines for each local
authority. Resetting the baseline ensures that there is not too much divergence in resources
0SG6SSy 20t | dziK2NRGASEA O IlementsiofirdsdttinglayeS SRa £ 0 2
1 Frequency of reset. This could be every 5, 10 or 20 years (or indeed never or every year, at
the extremes).

1 Scale of reset. Each reset could be anywhere between 0% and 100%.

21. Following our meeting with the Local Government Association in May 2017, we have assumed
that there will be a full baseline reset in 20120 when 100% retention is introduced, with
partial resets in subsequent fivgearly resets.

22. After the first full basline reset in 20120, we have assned that resets will take place every 5
years and that options of 0%, 25%, 50%, 75% and 100pesséle Five yearly intervals would
broadly correspond to the revaluations. A 50% reset appears to be the favoured aptihe
moment: 0% and 100% are included to show the potential range of the reset, and 0% can be
selected to show the effect of never resetting.

23. This is the methodology we have used to reset the baseline (BRB) 22019

a) Current baseline uprated for pjected quantum. Baselines were created in 2Q43by
giving each billing authority a share (Proportionate Shares) of the EBRA. We have applied
the same proportionate shares to a revised EBRA that is based on the projected business
rates income in 20120 (£26.5bn @100%).

b) fNon52 YSAGAO wlkiAy3a LyO2YS Aa B (GKIFIYy GKS NBJDASZ
increased by the required factor. In the model we have allowed for this variable to be 0%,
50%, or 100%. As an example, if actual-Bomestic Rating Income is £1m above the
revised baseline, and the variable is set to 50%, then £500,000 will be added to the baseline.

c) If NonDomestic Rating Income is < than the revised baseline, then the difference is
RSRdAzOG0SR FNRY (S IdziK2NAG&8Qa o0l aStAy

d) New proportionate shares are calculated using the formula: (a) minus (b) plus (c), and scaled
to the required quantum.

e) Any surplus is then distributed pro rata to the Baseline Funding Level (BFL). Distributing via
the BFL would increase the fundittgeach authority and reduce the amount of abeve
baseline rates retained by each authority. We have used the BFL as the default option for
distributing any surplus.

24. A full baseline reset in 20120 plus redistributing any surplus in line with BFL woesdilt in
every authorityc and clasg being the same amount above baseline. However, its effect would
be to redistribute resources from where there has been growth in rates to authorities with
higher need; or from authorities with a high share of grbvid authorities with a high share of
Gy SSRé¢ @
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Chart 3 - Percentage above BFL (including returned surplus)
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Chart 3 shows thanost classes of authority would benefit from the full baseline reset, with the
surplus redistributed via BFL. Only shire districts would lose: districts currently have a very high
shareof rates relative to BFL, and a very small share of BEhould be noted that every

authority would be the same amount above baseline after the reset (i.e. 7.8%).

Shire counties would be the largest gainers from such a full reset: partly this isdeesfaire

districts have a very small share of rates (10%), and a large share of BFL because they provide
ASNDAOSAE adzOK | a | RdzZ G XeNditantauttOritiésBppdanfoRoseO K A f R NB
out from this type of reset, possibly because tloeyrently have a larger share of business rates

gains (either 49% or 50%).

One note of caution is that the methodology of calculating the baseline reset is far from clear,
anddifferent assumptions and methodology could have a significant bearing amibect of

the reset. A further note of caution is that lower resets (less than 50%) will result in greater
divergence in business rate income across local authorities, and in future other classes of
authority might have higher growth (and be more abowséline) than county areas.

Chart 3a shows the variance for CCN authorities if there is a full baseline reset, and the surplus is
redistributed pro rata to theBFL It can be seen that each authority would be the same amount
above baseline. Any growtfenerated since 20134 would effectively be wipedut. Any CCN
authority with above average growth since 2018 will not support the proposal for a full

baseline reset in 20120 (these authorities are those on the righnd side of Chart 3 above).

There are some individual unitary authorities who would lasé as a result (especially the East
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Chart 4 - Percentage above BFL pre-/ post-baseline reset (including redistributed
surplus)
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Riding of Yorkshire). Most shire countgewith the exception of Northamptonshirewould
gain.

Levies

29.

30.

31.

10

The only CCN authorities paying a levy are the faif authorities: Cheshire East (£1.652m),
Cheshire West (£1.166m), Central Beds (£1.339m) and Wiltshire (£2.293m). Clearly, for these
authorities the abolition of the levy will be welcome, but generally CCN authorities have
benefitted from the levy sice 201314.

As we have seen above, a number of CCN authorities would become tariff authorities if the
retention rate for counties was to increase significantly. Tatdkows the levy rates for CCN
authorities the retention rates for counties is increasto 60%. Some counties would become
tariff authorities and would have paid a levy has the Government not decided to abolish it. Levy
rates would typically be between 0% and 50%, with only Surrey CC having the maximum levy
rate of 50%.

An alternative to abolishing the levy might be to develop a more sophisticated levy. One
example might be a levy that allows an authority to retain all growth above baseline up to a
threshold (potentially based on the BFL), and then charges a levy omdsrawove that. This
would mirror the approach used for the safety net. Itis likely to work well for counties, for most
of whom BFL and BRB are relatively similar, but still capture authorities with very high business
rates income (including shire digdts).
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Table5 ¢ Implied levy rates in 100% system

Local authority
Buckinghamshire
Cambridgeshire
Central Bedfordshire
Cheshire East
Cheshire West and Chester
Hampshire
Hertfordshire
Leicestershire
Oxfordshire

Surrey
Warwickshire

West Sussex
Wiltshire

EXISTING 50¢ IMPLIED 100%

SYSTEM
Levy Rate
201920
0.0%
0.0%
32.0%
50.0%
50.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
34.6%

SYSTEM
Levy Rate
201920
17.7%
22.5%
38.3%
50.0%
41.1%
18.7%
22.0%
10.0%
29.8%
50.0%
13.7%
25.7%
30.0%

NB: the Government has already announced that there will be no levy in the new 100% system.
This table shows what the levy rates might have been had the Government decided to continue

with them.

Implied levy in 100% scheme is based on 60% retentioadonty councils.

Different geographies: area based options

32. We have been asked to look at arbased options to help mitigate rislkOptions for operating

at an area level could include either combined authorities (potentially at county level or wider),

county areas themselves, or an alternative geographg have used county groups to
demonstrate the range of business rate risk anovgh.

33.The benefitofanarea I &8 SR

LILINR | OK Aa&a GKI

ANRGGK AY

wider level and spent more strategically. Investment in infrastructure that supports economic
growth is often decided at a county level. There would, thane be better matching between
the costs of infrastructure investment and the returns via increased business rate income.

34. Broadly shire areas have done well out of the current retained rates system: on average actual
rates collected in shire areas halween higher than the baselines allocated. However, this does

not necessarily indicate that shire areas have higher rates of growth (often growth in rateable
values is reduced by abowerage increases in reliefs). Performance against baseline is

affected more by the prevalence of appeals (which tend to be higher in urban areas) and by the
way the original baseline was set (which again has tended to favour shire areas). It should be

noted that performance against baseline also only shows growth in besiaes income since
201314, not since the start of the current rating list in 2610.

11

0 dza A
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Only one CCN authoritis currently (201718) below its baseline (and therefore, considerably
higher than the safety net threshold). This should be noted whesidenng the risk that
county councils would be exposed to if the retention rate was to increase. On recent
performance, it would be very unlikely for a CCN authority to be below baseline (and certainly
not below safety net threshold). Itis likely thithe reason for this is that county councils are
large areas, and they therefore have sufficient scale for largeofinelosures to be offset by
organic growth elsewhere in the county. It is notable that, whilst shire districts as a group
performance in aelatively similar way on average, 11 are below their rates baseline.

For county councils who are concerned about the risk of higher business rate retention, an area
based approach also helps to alleviate some the risks inherent in business ratkartd® and

6, we show the variation in business rates performance at district and county level. The data is
based on the NNDR1 for 2016. In each chart it is possible to see that the county council is
above its business rate baseljr@/en where therare district councils below their baseline:

1 Kent. 3 out of the 12 district councils are below their baseline, but most of the districts are
well above their baselines. Swale and Shepway are around 20% above their baseline. As a
result, the county coucil is significantly above baseline.

9 North Yorkshire. There are fewer districts in this county, and only one below baseline. Selby
is around 20% below its baseline (we assume because of appeal refunds). The county
council is only marginally above itadeline.

The same results are apparent across county areas, with no county councils below their baseline
(at least not based on the 201% NNDR1). We can draw the following conclusions from the
analysis:

1 Average growth across a county area will in nedstumstances be sufficient to ensure that
the county council is above its own baseline.

9 Larger counties will be more protected from localised closures and large appeals because of
the scale of business rate collection across its area.

I The scale of losses that can be absorbed in one part of the county will depend on growth
elsewhere. In Kent and North Yorkshire we can see that the former is better protected from
losses in three of its districts by much stronger growth elsewhere indbatg.

There remains a question about whether the county area is large enough and whether a larger
area, such as a combined authority covering more than one county would be better. 7Chart
aK2ga G(KS aAal S 27 O2dzyie qispedlyd range, fionzthd wirg a &
largest (Kent £533m) to the smallest (Dorset £119rkjowever, compared to single tier

O2dzy OAf azx O2dzy i e re@ayya@d. fOIME than\WesSniinstgr nil thé Qitisof
London, even the largest singler councils have baselines that are towards the lower end of

the county range: Liverpool £204m, Manchester £341m, Birmingham £443m, Leeds £376m. This

! DorsetCounty Council

2 Note that thesebaselines are expressed at 100% of the total for the county.

12
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suggests that county councils will have larger business rate baselines in which to absorb risks
than other tiers.



3.500

3.000

2.500

2.000

1.500

1.000

0.500

2.000

1.000

0.000

-1.000

-2.000

-3.000

-4.000

14

PISSEL

FINANCIAL MANAGEMENT

Chart 5¢ Retained Rates/ Business Rate Baseline (20T
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Forecasts and resets
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The impact of the new 100% rate retention system on county councils will depend not just on
how it is set up at its inception but also how it is operated over the medium term. There are key
decisions to be made about how baselines are reset, the protecthat is available to

authorities with falling business rate income, and the incentives that are given to authorities
with growing rates.

We have projected actual rates forward to 20809. The purpose of loAgrm projections is
twofold:

 ToshowhowdR g G K Ay | OlGdz2rf NI} GS&a ¢2dA R YI G§0OK dzL) ¢.
the longterm. We can show this for different classes, and show whether the divergence
0S06SSYy aySSRa¢ IyR NBaz2dzNOSa Aa INBIFIGSNI AYy |
1 To show hovbusiness rates income might diverge between authorities and between classes

over time. The intention is to show baseline resets and levies will help to minimise this
divergence, whilst allowing a reasonable level of incentive for authorities to invgsbivth.

As with any projections, they are only as worthwhile as the assumptions used to make them.
More work is required here: we will use a range of assumptions, including recent past
performance, and illustrative scenarios (e.g. to show the impaxirife authorities or classes
were to have consistently abovaverage growth).

We have modelled the way that the system could be operated in the future, and incorporated a
number of variables into the model so that we can see the impact at authority and class levels.
A number of scenarios have been run through the model, focussirigeokey variables for

county councils. These are the variables that we have considered:

1 Growthin business ratesGrowth at local authority level needs to be programmed into the
model in order to estimate the impact of the other variables on authaitidhe model
includes a range of options but we have used the change in rateable value betweet 2010
and 201516 as the assumption. This shows the change at authority level over a period of
time. Itis not perfect because the impact of appeals wileifunderlying growth but it
shows a reasonable measure of the scale of growth and its distribution between authorities.
Our model effectively assumes that growth over the last 5 years will continue into the
future, which might not be realistic.

1 Tier hare. We have assumed that the tier split for county councils will be either 208@%r
(see discussion above). Other assumptions can be programmed into the model. At each of
these settings we can see the impact on county councils if they are eithendfor or minor
NBEOALASYG 2F o0dzaAySaa NraS Ayo2YSo / £ SIFNI ez
more important the reset decisions will be, and higher share council councils will retain of
growth (or reductions) in income.

1 Levy No levy isapplied in any of the scenarios on the grounds that the Government has
made clear its policy in this respect. However, we have shown the impact that the levy can
have on retained income, particularly for district councils, and that this might still be
beneficial for the sector as a whole.

i Safety net Assumed that this is going to be set at 97% of Baseline Funding Level.
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1 Estimate of Business Rate AggregéEBRA). This is the amount of business rates income
the Government assumes local government caltect. It is the basis of the way that
individual baselines for local authorities are calculated. A key decision for the Government is
whether the EBRA is based on the rolfedvard baselines or on actual business rate
collection. Based on advicedm the Local Government Association, we have assumed that
all growth will be retained within the sector, and any surplus after baselines have been reset

Attt 0SS NBRAAGNAROGdZIiSR O6AY fAYS 6AGK aySSREOD

1 Baseline reset.We have assumedfall baseline resetn 201920, followed by &0% reset
every 5 years.

1 Indexation. Consumer Price Index (CPI) has been used to index the baselines and the
multiplier. The Government has indicated that it will move towards the use of CPI rather
than the Retail Price IndeRPI) which it currently uses to index the multiplier. CPI tends to
increase less quickly than RPI, with the result that there will be slower growth in business
NFGS AyO02YS 20SNI GAYST IyR fSaa aNBaz2dzNDOSé
43. Modelling projects rates and the retention scheme to 2@ and includes 5 separateygarly
baseline resets.

44, Based on these variables outlined above, we have modeNedcenarios (Tabl6é) and the
results are shown in Appendix 1:

Table6 ¢ Assumptions forscenarios

Scenario(1) 80% tier Scenaria(2) 20% tier
share share
Growth Rateable value (20101 to | Rateable value (20101 to
201516) 201516)
Tier share 80% 20%
Levy rate 0% 0%
Safety net (as % BFL) 97% 97%
EBRA%surplus actual ratemcl. in 0% (i.e. all growth retaine{ 0% (i.e. all growth retaine
baseline) within local government) | within local government)
Baseline reset 100% in 20120, 50% 100% in 20120, 50%
every 5 years every 5 years

Indexation CPI CPI

45. One of the key outputs from the model (and the scenarios) is to show the growth in retained
rates income compared to spending pressures from services. To estimate these spending

pressures we have split the budget of every local authority into three ci@g& & 6 OKAf RNB Yy Q

adult social care, and other service§rowth assumptions haveeen applied to each category
(Table7). Our assumption is thapending pressures (in real terms) will be greater in adult
a20ALFft OF NB Iy R% Gréiwthin sobid cai@ has BeSnNdddmendedt from other
reports commissioned by CCN, and 3% ik A f Rd¥i& yateds based on the average growth in
spending betweer2010 and 2015. Growth in spending on other services will largely be
dependent on overall fundiplevels: for the purposes of our modelling, we have assumed that
they remain constant in cash terms.

17
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and so their spending pressures will tend to be geedlhan other types of local authority.

Unless other funding becomes available, any spending pressures not funded from growth in
retained rates will fall to be funded from council tax and will require county councils to increase
the council tax paid bystresidents. It should be noted that this analysis does not represent
implicit support or otherwise for the current needs and funding assessments.

Table7 ¢ Assumed expenditure growth rates for services

CHILDRE] ADULT] Other

SOCIAL CAR SOCIAL CAR expenditure

SHIRE COUNTIES 3.0% 2.0% 0.0%
SHIRE DISTRICTS 3.0% 2.0% 0.0%
LONDON BOROUGHS 3.0% 2.0% 0.0%
UNITARY AUTHORITIES 3.0% 2.0% 0.0%
OTHER AUTHORITIES 3.0% 2.0% 0.0%
METROPOLITAN DISTRICTS 3.0% 2.0% 0.0%

47.

48. Summary analysis of theo scenarios:

18

1 Scenario 1 (80% retention for county councilshartA shows that the share of rates above

baseline is relatively similar for most classes of authority, with the major exception of shire
districts. Despite county councils retaining fetimes as much of the local rates (80%
compared to 20%), district councils would continue to have the largest share of any growth
relative to BFLCounty councils (and CCN authorities more widely) would be about 5%
above baseline, although this would fluctuatéh the baseline reset.

The range within a counChartB), between districts and compared to the county council,
would still be very significant. As an example, we have shown West Sussex, where some
districts might be considerably above baselif@+2%o), whilst other districts could remain
consistently below baseline. The County Council would remain at about 5% above baseline
(+/-c.3%).

County councils would have a very significant fundinglgap02829. Based on our
modelling, the funding gap faounty councils would increase by a furthé& %n. No
other class would see a worsening funding gap if only retained rates was taken into account

Scenario 2 (20% retention for county councils§hire districts would have a much greater
share of ag growth, with retained rates estimated at well over 20% above baseline, even
with baseline resets. County councils would only be abedfi2above baseline, less than all
the other classes of authority, and much less than shire districts. CCN unitatiEshave a
larger share of growth because they would have a retention share (98% to 100%).

The range within a county such as West Sussex is also much largeB)C8arhe districts

with consistently strong growth could retained growth which is more than double their BFL,
whilst the county council is barely above baseline. Clearly the actual results will be driven by
actual growth, which is likely to be less coresigi but some district councils will have very
strong growth over a number of years.
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County councils would have a funding gap of neablyl#h by 202829(Chart C). This isily
marginally larger with the loer level of retention although the higher remntion for county
councils would still be worth nearly lBOmper year by the end of this period, which we are
sure would be welcomed by county councils.

49. Based on the analysis above, we have drawn the follosamglusion®n how the future rate
retention system should be designed

1 The aitputs provide a rough guide to future rates and retentiodowever, theyshould be
interpreted at class leveWe are mt giving a view about whether an individual county will
be above or below baselintis willdependon actual performance and growth locally over
a very long period of time.

1 A hgher retention ratewill increase the amount that county councils are abtweir
baseline.n other words, that they retain a larger share of growth as a proportichef
Baseline Funding Level (i.e. needs). Where retention rates for counti€gtarecounty
councils as a class are an estimasdbut 5%above baseline; where the county share is only
20%, then counties as a class ar8%of baseline.

1 Baseline resetare essential to ensure that all classes remain in a relatively similar position
in relation to baseline. Resets do not fully achieve this however, with district councils in
particular retaining growth that is significantly above baseline (largely beddey retain
such a large proportionf rates compared to their Baseline Funding Levels). For the other
classes, the variatioreppear to becaused by differences in growth, and ngtilmbalances
in the way the system is designed. There is an argumhentfeatures need to be built into
the system to ensure that shire districts are not retaining disproportionate amounts of
growth relative to their budgets: this could be done either through a levy or reducing the
share retained by districts (and highdrase for counties).

1 The negative financiatipact on any county council below baseline is mitigated by the safety
net (between resets) and then by theygarly reset.In all options, every authority below
baseline is broughtip to baseline at each resahus minimising the period over which an
authority is exposed to risk and a reduction in incorméis suggesta system with a
combined 5yearly reset and safety net (set at 97% of BFL) is sufficient to manage risk at the
local authority level.

1 Retenion rates have little impact on the funding gaphe test option for closing the
funding gap is80% retentionand50% partial resetFor county councils, there is anplied
pressure on council taw close the funding gap, and an expectation that Bgr Funding
reviewcan deliver additional fundsAdditional retention is not going to solve county
O2dzy OAf aQ Fdzy RAYy3I &aK2NLTFFHEf Fd GKS Ofl aa
some counties where there is higher growt®ur model doesot take into account any
review of needs or any growth in needs caused by demographic changes.

Full baseline reset

50. Although the technical consultation paper indicated that there would be partial baseline resets,
it has become clear that there would béwl baseline reset in the first year of 100% retention,
followed by partial resets every 5 years. We have adopted this approach as the default

19

SO



51.

52.

53.

54.

55.

56.

20

&
PISEL
FINANCIAL MANAGEMENT

assumptions in our modelling, however, we need to establish the impact of a partial compared
to a full baselie reset.

In Chart3 we have shown the impact of a full baseline reset with the surplus being redistributed
viaBFL.and in Char® we have showm partialbaseline resetgain withthe surplus

redistributed via BF{each assumes a 80% share for countidsan be seen in each scenario,

the full baseline reset does reduce the relative advantage for districtsresudts in the major
upper tier authorities retaining similar amounts above baseline (at a class. |eM@h

assumption is based averagegrowth being in line with our assumptions.

In bothcharts district councils are the major losers. In a partial reset, districts retain the
significant advantage that they have built up since 2043 This relative advantage has arisen
from a range of sources, including abeseerage growth and a favourabldtial baseline in

201314. It does appear that a full baseline reset could benefit CCN authorities generally, at the
expense of districts.

A key qualification to this, however, is the way that the Government distributes any surplus.
CCN authorities wdd benefit from the redistribution being linked &ither RNF oBFLrather
than to BRB, unless the tier split for county coungilsexceed 70% TableB shows thatshire
countieswould get

1 24.6%f BRB is used teedistributeanysurplus if counties &d a tier split of 80%,
reducing to onlyb.6%if counties had a tier split of 20%

1 22.5%f BFL is used to redistribute any surplus
1 28.4%f RNF is used to redistribute any surplus

It should be noted that some CCN authorities would get a higher shareedfsiributed surplus

if BRB is used. Four CCN unitaries (Central Bedfordshire, Cheshire East, Cheshire West and
Wiltshire) would get a larger share of any redistributed surplus if BRB is used under any tier split:
this is because these are unitary authies with a tier split of 98% the new system Then, as

we increase the tier split for counties, some of the lower need/ higher resource authorities

would start to benefit fromusing BRB to redistribute any surplus: Surrey would benefit if

counties ha a 30% tier split, Oxfordshire and West Sussex at 50%, and then a larger group of
counties at 60%.

A further qualification is that other bases for redistribution could be considered. If a more
favourable basis could be identified then this could ban@€N authorities more generally. An
example might be a revised funding allocation (following the Fair Funding Review) or something
like adult social care relative needs formulae, which is focussed on upper tier authorities.
Further work would have to bdone to identify a suitable basis for CCN authorities.

Broadly then, CCN can cautiously agree to explore a full baseline reset 2@03% it would

need to be sure thathe methodology for distributing any surplus is beneficial. We would also
caution that a full baseline reset will disadvantage many of those CCN authorities who are above
baseline. These authorities will be excepting to retain some of the businesgrateth that

they have generated since 2012 and are unlikely to support a proposal for a full baseline

reset.
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Chart 8 - Forecast Retained Rates (compared to BFL) plus any returned surplus

Full Baseline Reset
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Chart 9 - Forecast Retained Rates (compared to BFL) plus any returned surplus

Partial Baseline Reset
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Table8 ¢ Surplus distributed via BFL or BRB

County council tier split RNF BFL BRB CCN authority receiving highe

share from BRE

80% share for counties 28.4% 22.5% 24.6%

70% share for counties 28.4% 22.5% 21.5% Kent, Northants

60% share for counties| 28.4% 22.5% 18.4% Buckinghamshire

Cambridgeshire, Hampshir
Hertfordshire Leicestershire
Oxfordshire, Warwickshir

50% share for counties| 28.4% 22.5% 15.3% Oxfordshire, West Sussg
40% share for counties| 28.4% 22.5% 12.1%

30% share for counties| 28.4% 22.5% 9.0% Surrey
20% share for counties| 28.4% 22.5% 5.6% Wiltshire,Cheshire East

Cheshire West, Centr:
Bedfordshire

57.

58.
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A further variation is to combine the baseline resets with a levy. The DCLG has made clear that it
will abolish the levy, but has not shown the effect that this will have on the system and on the
relative retention for classes (or individual authoritie§ye have rerun the model to show the

effect of a levy (based on revised BFL/ BRB) and assuming 100% baseline rese2) 2019

followed by a 50% baseline reset. Chart 10 shows that the relative advantage to district councils
is eliminated and that theraount retained by all classes is relatively similar and perform only
marginally better than the other classes. This suggests that the higher retention shares for
districts can be overcome by a combination of baseline resets and a levy. Another more
sopheticated approach might, however, be more effective, e.g. by setting a cap on growth as a
percentage of BFL.

It should be noted that, if the Government was to decide tanteoduce a levy in future, some

CCN authorities could be caught by such a lengl,raight loseout as a result. However, CCN
authorities collectively could benefit from the introduction of levy especially if it was designed to
capture excessive growth. One was to achieve this would be to apply a levy only on growth
above a certain tleshold (e.g. threshold based on percentage of BFL).



PISSEL

FINANCIAL MANAGEMENT

Chart 10 - Forecast Retained Rates (compared to BFL) plus any returned surplus
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Conclusionsand recommendations
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Based on our analysis, we have been able to propose some conclusions about how the County
Councils Network could approach the forthcoming technical consultatipempan 100%

business rate retention. These are the basis for discussion. We can model additional scenarios
to test these conclusions further.

Baseline Funding Level (BFL) transfeffie bulk of the funding transfers in the 100% scheme

are likely to be for upper tier authorities, and so the BFL for every county council will increase
substantially (over 120% on average). None of the proposed transfers examined in this report
have negate impacts on county councils, and can therefore be supported. There remains a gap
in the transfers that will need to be made, and there is clearly a risk that some these additional
proposals do potentially pose a financial risk to county councils. @#dwecommend that

further work is done to identify transfers that county councils can support, and to ensure that
there is data available to show how the transfers could be effected. Skills and adult education
would appear to be transfers that CCN coslgbport.

Levies/ / b Ol y adzZLlL2 NI GKS D2 @S dferitRyyingha neR $00% a A 2y
schemebut with some important qualificationsAlthough few CCN authorities currently pay a

levy, the likely increase in retention rates for counties will push many CCN authorities into a

tariff position and make then liable for a levy on abdnaseline growth. However, it is also

apparent from oumodelling that the removal of the levy and reliance on only the baseline reset

will allow some tariff authorities (particularly some shire districts and London boroughs) to

retain much more of their growth, and to gain a relative advantage against coontycils.

Therefore, we would recommend that CCN asks the Government to ensure that there are

I NNJ y3SySyida Ay LXIFOS (2 aOl L¥ FertionSdhemeBtYS FAY
authority level. A more sophisticated levy might be possiblat (g a levy that allows

authorities to retain all growth up to, say, 10% of their Baseline Funding Level).

Baseline reset The consensus view from the DCLG and many local government representatives
appears to be that there should be a partial baselieget (50%) every 5 yearalthough the

latest intelligence from the LGA suggests that there will be a full baseline reset in the first year of
the 100% schemeWe would recommend that CCN broadly supptis approachit appears

to strike the correcbalance between providing an incentive to authorities to invest in economic
growth, and ensuring that there is not too much difference in financial gains and losses of
individual local authorities. Most county councils are above baseline and therefoogl@sin

baseline reset is in their interests. However, CCN should be making the point to DCLG that,
without a sensible levy, the baseline reset is the only mechanism for addressing those
authorities getting disproportionate gains from the system, and thatr¢ is a case for making

the reset more severe (say, 75% every 5 years) to ensure that the rewards within the system are
more fairly distributed. CCN should be supporting the proposal that, as part of the baseline
reset, every authority below baselinelisought up to its baseline, and that this is funded from
those above baseline.

A full baseline reset is an emerging option and one that CCN can cautiously exgloappears
to broadly benefit CCN authorities, and to remove the current advantageastiatl councils.
Much, however, will depend on the methodology for redistributing any surplus back to
authorities: usin@FLto redistribute any surplus would broadly benefit CCN authoritiedgss
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the tier split for county councils is 70% or mor&liernative methodologies based on need could
be explored and these could potentially benefit CCN authorities. Those CCN authorities who are
currently significantly above their baseline will not support a full baseline reset, regardless of
how the surplus isedistributed.

Tier splits There is a very strong case for county councils to receive a much higher share of
business rates than is currently the case. In our view, CCN should be asking for a share for
counties of between 50% and 60%. At this paioynty councils become at least as important
as district councils in terms of rate retention locali gives county councils leverage over how
rates are managed, and allows much greater reward from local economic investment. It also
gives county counls a greater share of growth, which will help to meet the funding gap.

We recognise that a higher share does increase the financial risk for county cotimilsver,

most¢ if not all county councilg are above baseline, which suggests counties deeoser a
sufficiently wide area that closures or risks are largely offset by a consistent or growing ratebase
in the rest of the county. The safety net does not provide significant support to county councils,
even set at 97%, because the BFL for courgieslatively large (at least compared to shire
RAAGNAOG&aQU D LY LN OGAO0S:T (GKS o6l asStAaysS NBaSi
council was to find itself below its baseline.

Top-ups and tariffs One of the consequences of a higher ghiarthat many county councils will
become tariff authorities.Many county councils are concerned about becoming tariff

authorities because it indicates that they arere exposed to risk. Our view, however, is that
being a tariff authority in itself shdd not be a concern: what is more important is the balance of
risk and reward.

Estimate of Business Rate Aggregate (EBRAgre is a decision for Government to make about
how it sets the EBRA at each baseline reset (5 years). Government couldtdexdides local
government to retain all its abovieaseline growth, or it could decide to reduce the EBRA and
thereby capture some of the growth in business rates for the Treasury. Our modelling shows
that allowing local government to retain most or allasfy growth makes a significant difference

to the funding available for the sector, and would help to close the funding gap over the long
term. We recommend that CCN pushes for the Government to guarantee that any surplus from
within local government wilbbe retained within the rateetention system and will not be used

to fund new burdens or services.

Indexation (CPI or RRPIAllied to our concern about EBRA is the indexation factor that the
Government is proposing to use. From 2&20onwards, the Geernment is proposing to

switch from using RPI to using CPIl. Because CPI tends to increase more slowly, the amount of
business rates collected by local government will also increase more slowly. Assuming all growth
in rates is retained by the sector taggort services, CCN should be pressing the Government to
continue with RPI. Such a move would be very valuable in helping tsfaml care and the

budget gaps that are developing in many CCN authorities.
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Scenario 1 80% tier sharé&u(l reset)

Chart A - Forecast Retained Rates (compared to BFL) plus any returned surplus
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