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2.
BACKGROUND
2.1. The Government Resource Review has been ongoing for some time and is likely to impact upon a wide variety of local authority funding streams. The following diagram will be familiar to members from previous committee reports – it outlines the scope of some of the potential changes together with the changing economic conditions;
                             
[image: image1.emf]Financial Tectonic Plates

Council Tax

Benefit

Business

Rates

Reform

National

Economy

HRA

Finance

New 

Homes Bonus

Welfare

Reform

Universal

Credit

Customer

Demand


2.2 The main purpose of this report is to provide an update on the Business Rate reform proposals together with further information on the issue of Business Rates Pooling.
3.
BUSINESS RATE REFORM 
3.1 Previous reports to this committee have gone through this issue at length. Following the update provided to the last meeting, the following two issues are being prioritised for lobbying activity from the Council and also the District Council Network;
	a. Tier Split
	Drawing attention to the fact that the 80/20 tier split appears irrelevant, due to the proposed operation of the proportionate levy. Work that the Council’s Chief Executive has led through the District Councils’ Network and the CLG working group has drawn attention to this – it is understood that CLG recognise the point being made and have this under review.


	b. Averages
	The idea of using an average over time to calculate the business rate baseline is one that most local authorities have suggested. The proposal to use a 5-year average, however, does not work to the advantage of many district councils – a shorter time-period (e.g. 2 years) would be better. CLG have been made aware of this issue and we understand are seriously considering it. 


3.2 It is unlikely that we will know how much progress has been made on these issues until the publication of the provisional finance settlement. It is widely anticipated that this announcement is unlikely to take place before the week commencing 17 December. This is significantly later than normal.  
4.
BUSINESS RATES POOLING
4.1 The detailed consultation exercises that have been undertaken by CLG over the past 18 months introduced a new concept known as Business Rates Pooling. In essence, this was first described by CLG as a way of local authorities ‘sharing risk’ by potentially joining together (on a voluntary basis) in a business rates pool. Provided that the composition of the local authorities business base were complementary, a pool could work so that the pool had minimal exposure to excessive peaks and troughs in business rate income due to having a wider spread of business types in the pool.
4.2 When CLG issued further guidance on the potential operation of a pool, many authorities realised that there may be a financial advantage to being in a pool. This was because the levy rate that a local authority would have to pay the Government on any increase in business rate income could be significantly reduced by having a pool, particularly if it included the county in shire areas, whereby the collective levy rate would result in the pool paying less cash to the Government (and hence retain more locally).
4.3 Members will recall that local authorities were required to submit an expression of interest to CLG if they were thinking about creating a Business Rates Pool. The deadline was very tight and a report was taken to our July Executive meeting in relation to this. 
4.4 Although the requirement was only in relation to an expression of interest at that time, members were concerned that due to the considerable number of unknown factors that existed in relation to the proposed new system of business rates (including uncertainty about the national base numbers and grant assumptions) that it was premature to be signing up to an expression of interest at that point. An expression of interest was submitted by the other local authorities within Northamptonshire for the proposed creation of a Northamptonshire Pool (excluding Kettering Borough).
4.5 When making its decision, the Executive Committee approved three guiding principles that should govern any future discussions about Business Rates Pooling, these were;
a. Joining a pool should not impact on the Council’s sovereignty in any way.

b. The Council should be ‘no worse off’ from joining a pool

c. The rewards of growth should be distributed proportionately to those that have generated them

4.6 Although Kettering was not part of the expression of interest submitted in the summer, we have continued to be part of the dialogue with colleagues in the other local authorities within the County. Significant progress has been made in these discussions.
4.7 CLG have requested that final formal submissions are made by the 9th November in relation to proposals for creating Business Rates Pools. These will then be evaluated by CLG who will decide which pools are permitted to be created for 2013/14. 
4.8 It is recognised by CLG that local authorities can only really decide if they wish to proceed with a pooling proposal once they receive their provisional finance settlement figures later in December. These figures will have a major bearing on final pooling decisions. Accordingly, CLG have announced that there will be a cooling-off period where local authorities can decide not to proceed with a pooling proposal provided they notify CLG during January 2013 (date yet to be announced). CLG have also confirmed however that if one local authority within a proposed pool withdraws, the whole pool cannot go forward.
4.9 The work that has been undertaken over the past few months by officers at all authorities has made significant progress. Although the final version of the governance document that will be submitted to CLG is still being finalised, we are confident that the detail within it will meet the three guiding principles that this committee approved at its July meeting. The Governance arrangements for the Northamptonshire Pool have been shaped around KBC’s three key principles. As previously reported to the Executive the pooling principles have also been adopted by the District Councils Network as a good base for any pooling arrangements.
4.10 Given the above, it provides members of the Executive the opportunity to consider further whether Kettering should be part of the proposed Business Rate Pool for Northamptonshire. A decision needs to be taken at this Committee meeting to meet the CLG deadline of 9th November.
4.11 Provided the three guiding principles are met, it provides an opportunity for the authority to participate in the pool either;

a. from the beginning (ie, from 2013/14)

b. at some point in the future (ie, 2014/15 or later) 

4.12 Before coming to a decision about whether and when the Council should join the Pool, it is important that a high level summary of the potential benefits and risks is provided. The reports that many local authorities have considered on the subject have outlined the potential benefits but have not adequately or accurately described the potential risks – it is important that both sides of the issue are explained. The following table highlights the potential benefits and risks in relation to levy’s and safety nets;
	Potential Benefits


	Potential Risks

	Levy Rate

Local Authorities that experience a growth in business rates income (above treasury targets) can retain some of the money but it is subject to a levy payment to the Government. Operating a pool can reduce the overall levy rate. This is because the combined levy rate of the pool could result in lower cash payments being made to the Government and therefore additional funds being retained locally. The amounts involved are not known but will depend on the start-up funding allocations, the national business rate yield and growth in business rates within individual local authorities. Modelling suggest that this could be worth around £2m extra for the pool of which around £140,000 could be attributable to KBC. 
This however depends crucially on final decisions by government on key variables such as national yield assumptions as well as the robustness of local growth forecasts.  (See risks)

	Safety Net

The Government propose to operate a safety-net so that authorities whose business rate decline receive some protection. Operating a pool effectively removes the Government's safety net and therefore the pool is responsible for operating its own internal safety net triggers. Our modelling suggests that relatively small changes in business rates growth could trigger safety net requirements – indeed on current best information if local authorities within the pool undershoot their growth projections by only 2.5% it could put the pool in a worse financial position that if local authorities remained outside the pool.

This is a key issue and will need further work once the provisional finance settlement is available. The sensitivities around the growth data and national yield assumptions are greater than we first thought and are likely to prove key to whether a pool is ultimately a good idea for the Council.



4.13 The following are some of the other key issues that are relevant to the issue of pooling;
a. Provisional Finance Settlement

This is a key event and is likely to take place in the week commencing 17 December. It will establish two important data sets;
· Business Rates Baseline – the proportion of the national business rates yield that is allocated to the Council as its base position

· Baseline Funding Position – in effect, the new ‘core grant’ position (funded by retained Business Rates)
Both of these are very important and will be major factors when determining whether pooling is a sensible course of action. As previously reported to the Executive, without both pieces of information it is not sensible to make any final decisions on whether a pool is a sensible course of action or not. The modelling that has been done to date is based upon assumptions and trends and will of course be different to the final figures when they are finally released. It is worth remembering that none of the key pieces of data that are required to make a fully informed decision are yet available – this is why the CLG cooling off period has been introduced.
As reported earlier in the report, the Council is keen for CLG to reconsider the basis under which the business rates baselines are calculated. Currently, the proposal is to use a 5 year average although we have calculated that a 2 year average would be better for most shire districts due to the technical way that the calculation has been done. The modelling that has been undertaken would be significantly better if a 2 year average was used – it would increase the potential ‘levy advantage’ from c£2m to around c£4m. This would obviously go some way to balancing the risks in relation to the additional safety net risks.
b. Reduction in Funding Control Totals

The debate around pooling does not alter the fact that the national control totals for local government spending are reducing and these will impact with reduced levels of central government grant from 2013/14. The circumstances of pooling do not create any additional resources for local government as a sector, it simply has the potential to alter where a small proportion of funding is distributed in return for an increased share of risk if growth does not take place.
c. National Growth Assumptions

The assumptions for the national business rate yield will have a direct consequence upon the pooling calculation. If the assumptions assume stretching levels of growth then local authorities could see their own business rates base increase but at a lower rate than the assumptions and therefore could potentially be disadvantaged, and potentially more so, ironically, if they are part of a pool because of the pool being cut off from government safety net payment.
d. Local Growth Assumptions

The modelling that we have undertaken illustrates that provided all local authorities meet their growth estimates, pooling does have financial advantages. If some of the pool members do not meet their assumptions the benefits fall away relatively sharply and if some do not reach their targets the pool members could suffer. To illustrate this further, if the estimated gross yield for the pool for 2013/14 is £276m, it would only take an £7m underperformance of that target to put the members of the pool in a worse financial position for that year (than if they hadn’t pooled).
e. Distribution of Growth Dividends

Discussions that have taken place between local authorities have concluded that in the early years of any pooling arrangements the distribution of any additional growth proceeds needs to be done on a fair and equitable basis. If the pool is successful, it may provide the opportunity for some form of strategic infrastructure pot to be created, however it was agreed that this would be looked at again in the future and not addressed at this point.
4.14 CLG guidance states that one local authority needs to be identified as the lead local authority for each Business Rates Pool. Given the involvement and knowledge that the Council has on this subject, we have put Kettering forward to be considered as the lead authority (should members decide to join the pool). A vote of the other local authorities in the County has recently taken place, the result of which we await.
4.15 The issues to be considered in relation to pooling are both complex and to a certain extent still unclear. The decision that members need to currently make is a finely balanced one, and one that may be influenced further when the provisional finance settlement is announced in late December. If a pool is to be a success, all local authorities within it need to be increase their respective business rates bases by their estimated growth levels, especially larger authorities such as Northampton Borough who also have an enterprise zone in their area (the business rates proceeds from which cannot be included in the business rate pool).
4.16 If members decide that Kettering should be part of the formal proposals that are submitted to CLG on 9th November, it should be remembered that there is a cooling off period available so that the implications of the provisional finance settlement can be taken into account. However, if the Council subsequently decides not to proceed, the whole pool cannot proceed.

4.17 Members should also note that there will be an opportunity each year to decide whether it wishes to join (or continue in) the Northamptonshire Pool (or a different Pool). This decision point is not one-off in its nature.

4.18 Work will continue on the modelling and associated numbers, a further update will be provided at the Committee meeting.

5
CONSULTATION AND CUSTOMER IMPACT


5.1
None as a direct consequence of this report.  

6
POLICY IMPLICATIONS


6.1
None as a direct consequence of this report.  


7
USE OF RESOURCES


7.1
As outlined in the report.
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1.	PURPOSE OF REPORT





The purpose of the report is to:	�


Remind members of the context and history of the current Local Government Resource Review;





Provide an update on the issue of Business Rates Pooling to enable members to decide whether or not Kettering should be part of the formal submission to CLG in relation to the establishment of a Business Rates Pool for Northamptonshire.
































8. 	RECOMMENDATIONS


	


That the Executive Committee;





Note the progress that has been made in relation to embedding the three guiding principles into the proposed governance arrangements for the Northamptonshire Business Rates Pool;





Agree to sign up to the proposed Northamptonshire Business Rates Pool formal submission that will be submitted to CLG by the 9th November – and give delegated authority to the Councils s151 officer to make a final decision in relation to whether the Council should be part of the pool once the provisional finance settlement figures have been released and analysed, 





	or





Decide not to be part of the formal submission for the creation of a Northamptonshire Business Rates Pool at this stage and agree to re-assess the position during 2013/14 for future years.
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