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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;
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2.2 The top two ‘bubbles’, namely ‘Business Rates Reform’ and ‘Council Tax Benefits’, are key elements of the Government’s National Resource Review. As previously discussed, each will have significant financial implications from the outset in April 2013.
2.3 There are some key issues and concerns which are brought out in more detail in this report and in Appendix A. In summary they are:
Council Tax Support Grant
The Council had already estimated that Council Tax Support Grant for Kettering would results in an estimated 15% funding shortfall in 2013/14 but it appears the cash grant will be subject to further cuts of around 8% in 2014/15 as part of the wider business rates reform.
Business Rates Reform 
Spending Control Totals

The Business Rates Reform will not change the reality of a significantly reduced spending control total for local government in 2013/14 onwards. Indeed, the consultation implies a much greater reduction in 2013/14 (12.3%) and 2014/15 (8%) than the previous comprehensive spending review.
Baselines / Growth

There are two key aspects, firstly how the baselines (i.e. the starting point for both assumed need to spend for each authority and their business rate base for 2013/14 is established) and secondly how any subsequent growth in business rates is shared. In both cases the architecture promises to be very complicated. The baseline for spending need will be a function of the reduced national control totals. In relation to sharing growth the incentives are much less than hoped for whilst the risk of decline in business rates falls more heavily on the individual local authority. 
Overall the new system risks being a new complicated distribution system without the promised incentives and improved transparency.

3.
LOCAL GOVERNMENT RESOURCE REVIEW (LGRR) – COUNCIL TAX BENEFITS
3.1 The Government has previously announced that, as part of the Comprehensive Spending Review, from April 2013, Council Tax Benefit will be replaced with a Council Tax support scheme. Unlike Council Tax Benefit (CTB) which is set and fully funded by Central Government, the new Council Tax support scheme must be defined by individual Local Authorities (albeit with much central prescription), and the cost falls to local authorities but with a cash grant to authorities to help offset the cost now being transferred.
3.2 Crucially, as part of CSR, the intention by Government is to pass on a cash grant, which covers 90% of the current cost. However, when we take into account our own forecast of caseload etc, we currently estimate that our funding shortfall will be around 15% - or £880,000 from April 2013. 
3.3 A special meeting of the Executive took place on 13th August 2012 to look at the options available to the Council. At that meeting, a scheme was identified upon which a statutory consultation process will focus upon. The scheme identified by members included the following;

a. Discounts and Exemptions – that the 15% funding gap would be ‘closed’ through reducing / removing Council Tax Discounts and Exemptions (where possible). 

b. Other Specific Scheme Changes – any remaining funding gap (including the creation of a ‘buffer’) would be closed through specific changes to the way that the current Council Tax Benefit scheme operates. Such changes will directly impact on the level of benefits paid out to specific categories in the future.

3.4 The report that the Executive Committee considered on the 13th August can be found at the following link http://www.kettering.gov.uk/meetings/meeting/1010/executive_committee the report contains significant detail about this important issue.
3.5 Following the Committee decision, the Council has commenced a formal consultation process that will last for eight weeks. The Committee will consider a further report later in the year where it will formally decide how the future scheme will operate and make a formal recommendation to a meeting of the full Council. The Council must make its decision by 31 January 2013 so that a new scheme can be operational by 1 April 2013.
3.6 We cannot rule out having to revisit, and potentially revise, arrangements in future years. Not only is it highly unlikely that Government intends to uplift the cash grant for inflation or changing caseloads; rather, and more worryingly, it’s more likely that the way the Government intends to roll the support grant into the new wider business rate retention proposals means that the council tax support grant would be subject to the same average cut in government support for local government of around 8% in 2014/15. We will endeavour to seek further clarification of this through our response to the consultation and direct discussions with CLG officials.
4.
LOCAL GOVERNMENT RESOURCE REVIEW – BUSINESS RATE REFORM
4.1 A key aspect of LGRR is plans to change the way in which Business Rates are collected and distributed from April 2013. 
4.2 Currently around £20 billion in Business Rates is collected by councils and pooled by central Government. This, combined with existing classifications of Revenue Support Grant, is then redistributed across all local authorities as Formula Grant, based upon the various spending need formulae and damping arrangements, which underpin the current formula grant system. As it happens, therefore, some councils' formula grant allocation will be more than the business rates they collect and pay into the pool, and vice versa. 
4.3 The Government’s headline proposals involve two key aspects. Firstly baselines are set for the start year 2013/14 and secondly a mechanism is put in place for sharing any subsequent growth or decline in business rates. In setting the baselines for 2013/14 the government assume an area will retain broadly 50% of its baseline rates. This is then compared with its assumed spending need baseline, which is based upon the existing formula grant methodology but applied to the reduced national spending control total. In shire areas, the 50% of retained business rates is split 40% District and 10% County; if an individual authority’s assumed business rates baseline is greater than its assumed spending need baseline, the difference is paid over as a tariff. Conversely, if it is less, the Council concerned receives a top up payment. All districts will be tariff authorities.
4.4 Subsequent growth in retained business rates will be limited by a levy, the proceeds of which should pay for a safety net for authorities who experience a decline in their business rate base. This is dealt with in more detail in 4.13 but, in essence, the levy significantly dilutes the value of any growth that can be retained.
4.5 There will be no change to the way businesses pay rates and central Government will retain the rate-setting powers (i.e. continue to set the business rate multiplier nationally) and there will be no change to the current system of business rate reliefs. 
4.6 The Government undertook a full initial consultation exercise 12 months ago as it started to scope how the new system may operate. This Committee has received regular updates through the monthly ‘durable budget reports’ and this included the consideration of a detailed response to that consultation at its October 2011 meeting.
4.7 The current consultation looks at the finer details of how the scheme may operate including many of the technical and accounting issues that need to be resolved. The current consultation papers were issued by CLG on 17th July and closes on the 24 September. It includes over 70 specific consultation questions. A number of supplementary papers have also been subsequently issued. The consultation papers that are currently live include;
	1
	Business Rates Retention Scheme: Technical Consultation

	2
	Splitting 2012/13 Formula Grant between service tiers

	3
	Population Data

	4
	New Homes Bonus: Alternative Option

	5
	Proportionate Shares


4.8 Although the consultation documents provide greater detail on the proposed operation of the scheme, they do not provide specific numbers from which the financial impact on an individual local authority (such as Kettering) can be calculated. The financial implications will only become clear when the provisional figures are released by the Government towards the end of November / beginning of December.
4.9 In previous reports, we have appended the LGA summary of the relevant consultation documents. The relevant summary is attached at Appendix A. Although the council may not agree / endorse all of the contents of the LGA summary. it is nevertheless a useful reference document. The full consultation documents can be found on the CLG website at the following link http://www.communities.gov.uk/localgovernment/localgovernmentfinance/lgresourcereview/
4.10 On the whole, when the idea of localisation of business rates was first mooted, the local government sector welcomed the apparent opportunities afforded by the initial description and vision behind retention of business rates. In short it promised to reduce dependency on central government grants, improve transparency and most crucially, provide direct incentives and rewards from promoting local economic growth. It was accepted from the outset that any new system of local government finance, especially involving retention of business rates locally, would have to be moderated to reflect the reality of different local circumstances in respect of local business rate base, growth potential and spending needs across differing areas.  The hope had been that a balance would be found that would still represent major shifts in incentives and transparency while ensuring adequate protection in the system generally.
4.11 Kettering has consistently taken a positive view of the opportunities and potential of the new scheme but our concern is that the balance struck in the emerging near final proposals will not represent the scale of dramatically improved incentives or transparency some of us hoped for. Indeed, most commentators feel the new system promises to be as complex, in a different way, than the system it replaces, particularly over the first few years of its operation.
4.12 A working draft of a response to the specific technical questions is attached at Appendix B. This is self explanatory, but unavoidably, a little technical in nature. A very simplistic overview of the likely scheme is as follows: 
Step 1: Government will set the national spending totals for local government, excluding spending financed by council tax, in the normal way. This spending total will, in future, also incorporate a number of specific initiatives that were formerly funded by other specific grants or elsewhere in government (for example - council tax support, education early intervention grants). It is this local government spending control total that Government will reduce as part of its general deficit reduction plans. Again, that is as now.  At the outset of the new scheme, in April 2013, Government will apply the existing Formula Grant and related methodologies to the national local government spending total, to establish the baseline funding allocation for each authority for 2013/14 and subsequent years.
Step 2: In general terms, at the outset of the scheme, the Government will estimate how much it thinks will be collected nationally from business rates. It will then keep 50% of this for itself (for other things) and allocate the remaining 50% (called the ‘local share’) to local authorities, pro-rata to the level of business rates that they have collected in the past. In doing this, each authority will be allocated a notional ‘business rates baseline’.
Step 3: This baseline funding allocation will be compared to the business rates baseline. If the baseline is greater than the funding allocation, it is referred to as a ‘tariff’ authority and is required to pay that opening cash sum difference, uplifted annually for inflation, as a ‘tariff’ to Government each year. Conversely, where the baseline funding allocation is more than the business rate baseline , the authority is referred to as a ‘top up’ council; in which case, the Government will pay over a sum of money, a ‘top up’, to make up the difference. In most cases, this top up will come partly from the tariffs paid by other authorities but also from the proceeds of the central rate share held by government, which it will reclassify as ‘Revenue Support Grant’. Indeed, nationally, it appears that over a half of the national spending support for local government will come from the 50% central share of business rates and certain other existing grants all reclassified as Revenue Support Grant. 
Step 4: The Government will introduce a system of levies and safety nets. The levy will operate to limit the benefit of business rate growth that can be retained, so that for any % growth above the business rates baseline, only the pro rata % growth in baseline funding allocated can be retained locally. This levy is intended to pay for a safety net for those councils who see their local baseline rate base decline by more than 7.5%. 
4.13 Rather than dwell on the specific consultation questions, the following key issues summary has been produced which hopefully gets to the heart of the main underlying issues:
	Issue / Commentary


	Incentive
At its inception, one of the main concepts around the ‘localisation of business rates’ was that it should provide a clear and powerful incentive for local authorities to promote business growth.

To do so, we hoped local authorities would be allowed to retain most of the extra business rates that it generated and in addition, the majority of the additional money would be retained by the planning authority (i.e., the incentive rewards those who actually generate the growth).

The final proposals fall well short of this. The combination of the Government retaining 50% through its central share and the operation of the levy means that only around 25% of the value of the actual growth in business rate would be retained locally. In particular, the operation of the levy means that the implied % growth in baseline funding allocations cannot exceed the actual % growth in the local business rate take. Using a simple example to illustrate: let’s say a council business rate collected is £50m, but its baseline funding allocation is £15m; if the business rate take is grown by 10%, its value has grown £5m. However, the levy rules will only allow the council to retain a share of growth equivalent to that %, but applied to its baseline funding allocation, i.e. 10% of £15m or £1.5m. In this example, it means only 25% of the total share of growth is being retained. 
Conversely, and almost ironically, those councils in other parts of the country who were arguing for greater protection at the expenses of reduced incentives will still be concerned that the safety net is not as generous as they would have liked. In short there will not be a common view across local government; it will depend on the starting local circumstances as well as future growth potential locally, but in Kettering we would have preferred to have seen greater incentive and reward from growth being retained locally.
The Secretary of State’s commitment to the District Councils' Network that Districts would get 80% of growth proceeds does not work its way through the system. The technical operation of proportionate levies make such a promise undeliverable under the current proposals. Districts will get 80% of the value of growth that is allowed to be retained locally, but that is not the same thing. This is a very important issue for district councils and the District Council Network.


	Complexity

A common complaint of the current system is that it is complex, difficult to interpret and virtually impossible to explain.

Despite starting life with very different aspirations, the proposals for the new system still result in a complex system that will be difficult to explain. For example, the concept of local and central shares. It would seem that something has got lost along the way. 

It is a shame that the simplicity of the New Homes Bonus Scheme could not have been replicated more.

Furthermore, government are proposing complicated changes in existing formula damping arrangements for less than clear reasons; the impacts of which are also not clear.


	Funding Reductions
The combination of planned top slices and holdbacks imply average funding reductions for local government of 12.3% in 2013/14 and 8% in 2014/15.  This is much greater than the original CSR proposals.   



	Risks
In previous reports to this committee, the concern about the Government effectively transferring financial risk from central to local government has been made.
The proposals in the consultation paper in many ways take this a step further and provide a mechanism for central government to be protected from downside risk whilst disproportionately enjoying upside benefits. The balance seems to be out of kilter and is another concern.

There remains a fear that billing authorities will be expected to achieve Treasury targets for growth in business rates, likely to be RPI, before sharing in growth.
Related to this, and a risk for all district councils, is the requirement for them as tariff authorities to pass over a guaranteed and significant inflation adjusted sum, as top up payments, to the county council tier. This would come from the 50% share of business rates income retained locally. Given district councils are the billing authority, and the payments to the county are guaranteed, any undershoot in business rates income actually collected falls more heavily on the district as a result.
In addition to the worse than expected funding reductions in 2013/14 and 2014/15, the new proposals also imply a significant cut (some 8% on average) in 2014/15 in the cash grant transferred for council tax support.


	Optimism Bias

A concern shared by the whole sector is about some risk of optimism bias in the estimate of the national aggregate of business rate income for 2013/14 and future years with the result of increasing the risk of any shortfalls bearing more heavily on councils. 
Part of this risk will remain with Government but nevertheless the sector will wish to press for as much transparency and confidence in the calculations as is possible. This is in Government’s interests also.



	Substitute Funding (grants rolled in)
An area requiring clarification from Government is the extent, if at all, that Government is using excess business rates in the system to pay for grants being rolled into the new system – thus forcing even greater real reductions on the sector.  It may not be an issue but the lack of transparency in some areas does raise the suspicion.


4.12
The overall conclusion is that the cash value of incentives will not be as much as we would have hoped for.  The new system could well be as complex as the one it replaces and considerable risks, which will impact on budget planning remains.  In principle we remain committed to maximising the opportunity the new system can bring, but the major concern however is that the proposed system simply ends up being a different distribution system rather than a powerful incentive and reward system.
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
None as a direct consequence of this 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;





Outline the key issues in relation to the current government consultation document about the final proposals for the retention of business rates;





Share with the Committee a draft technical response on the specific consultation questions posed by the Government.



































8. 	RECOMMENDATIONS


	


the significance of changes facing the authority beyond April 2013 continue to be recognised;





the draft response to the Government Consultation Paper (Local Government Resource Review: Business Rates Retention – Technical Consultation) as shown in Appendix B to this report be endorsed;





delegated authority be given to the Statutory Finance Officer to amend the consultation responses in light of any new information and / or co-ordinate with other national responses in the interests of the borough;





the high level risks / concerns outlined in section 4.11 are noted.
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