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Business Rate Retention: 
Technical Consultation
Response by London Councils

Introduction
London Councils welcomes the opportunity to comment on the Government’s proposals for business rates retention.
London Councils has chosen not to use the CLG response form as we feel that for some questions, the choice of options available is not adequate to reflect our opinion. Moreover, we are concerned that an analysis of the response options without due regard to the more detailed extended answers, could lead to misleading conclusions being drawn.
Local government currently faces an extremely challenging Spending Review settlement with cuts to the sector far exceeding those applied to almost every other part of the public sector. Whilst there was a small measure of relief that London’s Formula Grant cuts were proportionate to those of other regions in 2011-12 and 2012-13, it should be noted that London authorities bear their share of these cuts on an already diminished baseline.

London has faced extremely tough settlements over the past Spending Review rounds with the majority of boroughs on the funding floor. As such, most London local authorities have received below inflation increases in funding. Against this backdrop, London's authorities face a number of demographic pressures in areas such as social services and education. 

The recent data from the Census 2011 confirms previous analysis by London Councils and our members - London’s population has been consistently undercounted over the last decade. As a consequence, some boroughs will have received less in formula grant, and other grants, than they should have. 
Given this historic underfunding of London local authorities, London Councils has grave concerns about some of the proposed changes to the distribution of local authority funding as part of the baseline calculations. Many of the proposed changes, particularly those to reflect sparsity, lack strong supporting evidence and will heavily penalise London adding to the historic pressures already noted above. These distributional changes will be locked into the retention scheme until the first reset and so would continue to penalise London’s authorities for at least seven years. London Councils requests that the Government urgently notes our responses to its proposals for distributional changes to the current Formula Grant process set out in this response.
We cannot agree with the Government’s assertion that ‘the business rates retention system will replace the currently highly centralised funding system with a simple, transparent incentive’ [Condoc, p7, para 8]. In our view the business rate system the Government is proposing is highly complex – at least as complex as the Formula Grant system it will replace – making it difficult for local authorities to understand the dynamics in the system and predict the level of the local incentive. Not least, the timetable for the introduction and implementation of the new system will create pressure on planning, accounting and budgeting processes for the 2013-14 financial year – this is due to local authorities not being given any indication of their final baseline positions until the publication of the draft Local Government Finance Report in late 2012.
Other issues

In addition to our responses to the questions set out in the consultation document, we would like the following comments noted as part of our response.

Further cuts to local government control totals/spending
· London Councils is extremely concerned about the overall impact of the proposals, particularly when coupled with other pre-announced changes, on the local government control totals and overall spending in the sector.

· The Government set out the funding envelope for local government as part of the 2010 Spending Review.  Whilst it is accepted that each part of the public sector must contribute to the government’s overall deficit reduction plan, local government was asked to carry a significant proportion of that responsibility.  
· The frontloaded nature of the cuts has also meant that over 70% of the reduction in core local government funding will have been implemented by 2012-13, limiting the ability of all local authorities to deliver savings in a strategic fashion.
· Since the publication of the Spending Review in 2010, a series of further announcements (including the pay cap in the Autumn Statement 2011 and the current proposals for business rate retention) have resulted in a series of incremental cuts to the Formula Grant control totals (adjustments for grants transferred in aside) which will further drastically erode local authority funding in 2013-14 and beyond.   
· London Councils believes that it is unacceptable to fundamentally change the funding envelope for local government at a time when local authorities have already faced unprecedentedly large and significantly front loaded cuts to their overall funding. Changes of this nature could have a detrimental impact on local service provision as local authorities alter and adjust their forward plans to cope with the large cuts to previously signposted funding. 

· More worryingly, the uncertainty created by these changes is magnified due to the final funding position as yet being unconfirmed – with changes such as the New Homes Bonus and LACSEG adjustments still unknown. 
· The final impact of all the changes to the total funding level will not be known until the draft local government finance settlement is published in late 2012 causing undue pressure on local authority forecasting, accounting and budgeting processes for the 2013-14 financial year and beyond. Added to the impact of implementing and understanding the complex business rate retention proposals, this will put pressure on already stretched local authority resources.
· London Councils is concerned that the aggregate impact of the changes to the control totals, and the resultant cuts to local authority funding, is not transparently recognised as part of the current proposals. Instead the changes have been incremental and difficult to unravel, adding to already considerable uncertainty at a time of significant and rapid change to local government finance.
Setting the baseline – the central and local share

· Our understanding of the original proposals relating to the rationale for local government to pay a share of the business rates it raises to central government was linked to the need to maintain the Government’s deficit reduction plan as set out in the 2010 Spending Review. We also note that Government has signalled its intention, via Budget 2012, for further spending reductions in the local government sector in 2015-16 and 2016-17.

· Whilst we understand the need for deficit reduction, we would not expect the Government to retain an ongoing share in local government business rate revenues beyond the end of the current deficit reduction programme.

· The use of a central share is simply a method of topslicing income away from local government thereby allowing central Government to retain ultimate control over spending in the sector. This actively restrains the ability of local government to benefit fully from any business rate growth that it generates and undermines any incentive effect. This, in our opinion, is absolutely against the spirit of localism which should underpin a business rate retention scheme.

· Taking 50% of the national business rates yield, and the same amount of any local growth, to a central pot that will be distributed according to the decisions of Whitehall means that local authorities remain in a similar position to that which they are in currently; at the mercy of Treasury decisions regarding local funding priorities.

· In addition, the large size of the central share means that the Government will have to continue to distribute, and local authorities will continue to have to rely on, Revenue Support Grant (RSG). This is a clear departure from the Government’s aims for the business rate reforms to ‘…substantially increase local authorities’ financial independence’ [Government’s LGRR consultation document, p15
]
· London Councils does not consider that the central share is a mechanism for sharing risk between central and local government. The central share funding is local government funding and the Government has confirmed that although this funding is outside of the business rate retention system, that it will be returned to local government in full, albeit under the control and direction of the Government.
· It is now clear that, due to the large central share, in the early years of business rate retention the entire quantum of central share funding will need to be redistributed as RSG to maintain local funding levels. Any reductions in the level of funding in the central share will reduce the overall amount of funding available to local government – to all intents and purposes, the risk associated with central share funding falls on local government.
Council tax support grant

· London Councils has particular concerns regarding the Government’s intention to roll the reduced national funding for council tax support into the proposed business rate retention system. Please refer to our response to the Council Tax Support funding consultation
 and our response to Q19.
· London Councils remains concerned that this policy will transfer significant financial risk to local government without true flexibility. Council Tax Benefit demand is currently managed by DWP through the flexibility of Annually Managed Expenditure (AME). Local authorities will now have to manage demand from a fixed and potentially declining funding pot (Local Government DEL) – a clear transfer of significant financial risk to local government and at a time when local government funding overall is reducing at an unprecedented rate.
· Future Council Tax Support will now be funded from business rates revenues which, due to the workings of the business rate system and the inherent limit on real business rate growth, are unlikely to grow significantly. This could put considerable pressure on council budgets in future years as the cost of council tax support, in our view, is likely to increase at a rate exceeding inflation.
· We also have additional concerns regarding the future 'traceability' of funding for council tax support once the business rate retention system is implemented.
Central list income
· The Local Government Resource Review consultation
 proposed not to make any changes to the administration and collection of business rates income from central list properties as part of the business rate retention proposals. It also proposed that the position of the centrally collected business rates would be reviewed at the next spending review [Ibid, para 4.10]. The current consultation document does not provide any further information on the status of this review.

· Business rates revenues raised from central list properties is a significant proportion of total national business rates (in excess of £1.1bn - approx 5% of the total in 2010-11). 

· London Councils is clear that business rates income from central list properties is local government funding and the Government is required to return this funding to local government in full.

· It is clear from the proposals in the current consultation document that the estimated business rates aggregate will be based on business rates income on the local lists only [Condoc, p188, para 3]. There are no subsequent adjustments to this aggregate to reflect the quantum of business rates raised from the central list – central list income is not therefore included in the business rate retention system.

· London Councils requests that the Government provides further clarity on the distribution of the income from central list properties including how and when this funding will be distributed to local authorities.

· Any future review of how the central list is administered should be carried out in consultation with local government and must include a commitment that central list business rates will continue to form part of the local government finance system being redistributed to local authorities in a transparent manner.

Funding volatility caused by future academy conversions

· Since the Coalition Government came into power in 2010, the Department for Education (DfE) has pursued a clear policy of encouraging local authority schools to covert into academies. Nationally, 1353 schools have applied to be an academy since June 2010
. In London, 8% of local authority schools have converted to academy status since August 2010.
· Local authority schools are liable to pay business rates on the rateable value of school property. Conversely, academies are charitable trusts and are therefore eligible to receive charitable relief of 80% on school property which is wholly or mainly used for educational purposes. As such, each academy conversion will, all other things being equal, reduce the business rate yield collectable by the local billing authority.

· Under the current system of local government finance, this would have no impact on individual local authority formula grant funding. However, once business rate retention proposals are implemented, the volatility in business rate yields caused by academy conversions will have a direct impact on local authority funding and will reduce the funding available for the provision of local services. We note the Government’s intention to operate a safety net system which will compensate for significant shifts. However, even with the safety net in place, authorities could lose up to 10% of their baseline funding before they receive support.

· The rate of growth of academy conversions in London is considerable. Growth analysis by London Councils, suggests that in London, all secondary schools could be academies by November 2014, and that all primary schools could be academies by April 2025. The impact of these conversions on business rate yield for London local authorities could therefore be significant.
· London Councils is concerned that the Government has not taken account of the impact of future academy conversions on local authority funding in future years. This is particularly pertinent given that it is the Government’s own policy of promoting academy conversions which will cause the volatility.

· London Councils requests that the Government undertakes an assessment of the potential impact that future academy conversions could have on local authority funding. We call for the Government to address the detrimental impact on local funding levels by adjusting the funding available to local authorities such that no individual authority loses funding due to the conversion of local authority schools to academies.
National policy changes

· London Councils has been campaigning for the Local Government Bill to include an explicit requirement for the Government to consult on future changes to national business rates policy, eg changes to mandatory reliefs or business rate deferral schemes, which will affect either the quantum of, or cashflow associated with, business rate income.

· We note the Government’s commitment that new funding burdens associated with national policy changes affecting business rates will be fully funded in accordance with the new burdens doctrine. However, we still have significant concerns regarding those changes to national business rate policy – eg business rate deferral schemes - which, although they have no impact on the overall funding burden, do impact the cashflow and timing of business rate payments to local authorities.

· In a system of business rate retention, a local authority’s funding will depend in part on business rates being collected in a timely fashion. A national scheme allowing businesses to defer part of their business rates bill will directly impact a local authority’s cashflow – whilst the deferral is in place a local authority will see its business rates decline through no fault of its own. This has the potential to put a significant burden on local services. Of course we recognise that the Government will operate a safety net system which will compensate for significant shifts, however, even with the safety net in place, authorities could lose up to 10% of their baseline funding before they receive support. In addition, that support will effectively be self funded by local government from levy monies raised from tariff authorities (and in the early years from the New Homes Bonus topslice funded from all authorities). This means that, in effect, local government will fund the consequences of central government decisions.

The revaluation adjustment

· The Government intends to remove the impact of revaluation from the business rates retention system by implementing a ‘revaluation adjustment’ in each revaluation year. The intended effect of the revaluation adjustment should be to adjust ‘….tariffs and top ups to ensure that authorities do not see their retained rates income change as a consequence of revaluation’ [Condoc glossary, p240].

· The consultation document provides no indication of how the revaluation adjustment will actually be carried out. London Councils is very concerned that that the Government’s aim to ensure that retained income does not change as a consequence of revaluation could also work to neutralise RPI growth and physical growth in a revaluation year.

· The revaluation adjustment is of critical importance as it effectively redistributes tariffs and top ups – creating a ‘mini reset’ at the point of revaluation – and could mean that a top up authority could become a tariff authority and vice versa – effectively altering its risk profile overnight. This is of particular importance to groups of authorities who are currently considering whether to form a business rates pool within the new system as the revaluation adjustment could change the status of the pool within two years of the system being implemented.

Volatility caused by Appeals

· London Councils acknowledges that there will be an overall adjustment to the estimated national business rate yield for appeals, but continues to believe that the current proposals create an asymmetric system – the impact of rental growth is removed whilst volatility arising from appeals at revaluation is ignored.

· Disputed valuations, and revaluations, can vary significantly from year-to-year and under the current proposals, this will introduce considerable uncertainty and fluctuations into local authority funding and financial planning.  As set out later, the current arrangements mean that the safety net will be unable to provide the appropriate level of protection for this.

· This uncertainty is compounded by the fact that these processes are outside of the control of local authorities and entirely led by the Valuation Office Agency (VOA).  London Councils would like to see a greater onus of responsibility and accountability on the VOA to issue correct valuations/revaluations

· We contend that local authorities should be fully compensated for their share of the impact of appeals, especially where they relate to market changes or issues which the Valuation Office Agency should have taken account of in determining the local lists.  It should be possible for the VOA to distinguish between different types of changes to rating lists in a way that would make this achievable.  Without this, local government will be expected to bear the financial risks caused by factors completely outside of their control or from errors made by a central government agency. 

New Homes Bonus

· London Councils notes the commitment to make New Homes Bonus (NHB) a permanent feature of the local government finance system.
· We do however have some concerns regarding the use of some of the NHB topslice to guarantee the safety net in the early years of the system. Please see our answers to Q38-39.
· The Government initially set aside £950m in CSR2010 to fund NHB in the first four years (£200m in year 1 and £250 in the three subsequent years) with any additional funding needed to be topsliced from within the Formula Grant system.
· To date, £450m of this funding has been distributed to local authorities with £500m still to be distributed in 2013-14 and 2014-15. London Councils welcomes assurances that this funding will continue to be distributed in the same way in these two years – to fund the first £250m of NHB, with the remainder being funded from the NHB topslice from the business rates system, ie that the NHB topslice from the control total does not include the remaining £500m set aside for NHB in the Spending Review which has not yet been distributed.
· We note that the Government does not comment on the possibility that the funding set aside to fund NHB at the start of the system may not be adequate to finance the NHB incentive in any one year, particularly once steady state is achieved (from 2016-17 onwards)– ie the possibility that the NHB fund could go into deficit. There are no proposals in the consultation paper which set out how such a deficit would be financed and whether this would require a further adjustment to the system if this occurred in between resets. London Councils asks that the Government provides further clarity about how it would propose to mitigate this issue without destabilising the system.
Resetting the system
· We note the Government’s intention that the first reset of the new system should not occur until 2020-21.
· We are disappointed that the Government has not provided any further details about how a reset will actually function. The Statement of Intent published by the Government on 17 May 2012
 sets out aspirations to move towards a ten yearly reset cycle after the initial seven year period [para 11]. Despite this intention, the Government has made it clear that it will not stipulate the length of the reset period or the way in which resets will be carried out in the regulations
 [para 10]. Lack of clarity about the timing and methodology of resets adds to uncertainty in the system. It also ensures that ultimate control over the entire business rates retention system remains in the hands of the Secretary of State. 
· Local authorities must have more clarity about the intended nature of resets and the mechanism that the Government proposes to use. 
· In addition, the Government has reserved powers to reset the system in ‘exceptional circumstances’. To fully understand the potential implications of the proposals, local government also needs more clarity about the Government’s intentions regarding the consultation/scrutiny process it intends to use for resets in ‘exceptional circumstances’.
Safety Net 

· London Councils acknowledges that in the early years of the scheme, there is a risk that the amount required to be paid out from the safety net may exceed the level of resources available from the levy and that resources should be set aside to manage the significant financial risk local authorities will face from April 2013.  
· However as the current proposals stand – i.e. a topslice to the local government control total with the surplus returned in year to authorities – this represents a further reduction in local government spending.  This is particularly the case for those authorities for whom it is highly unlikely that they will ever qualify for a safety net payment due to the gearing of their baseline funding and business rate baselines.
· Rather than a permanent reduction to the control total, London Councils believes that the topslice for safety net funding should be treated as a loan.  In practice, this would mean that the full topslice should be returned to local government once the levy pot is of sufficient size as opposed to the ‘underspend’ once commitments have been met.  
Distribution of the levy account balance
· London Councils continues to have concerns about the future distribution of any remaining balance on the levy pot once safety net payments have been discharged.
· London Councils maintains that levy account funds form part of local government funding, and as such, local government should be formally consulted on whether any levy account surplus in any one year should be allowed to roll over into the following year, or whether it should be redistributed to local government. Local government should also be consulted on the basis of distribution.
· While we note that the Government’s decision for the Secretary of State to use regulations to stipulate whether the surplus will be redistributed, and the basis of distribution. We have not yet seen the draft regulations and therefore still have significant concerns regarding the level of consultation with local government that the regulations will stipulate in this regard.
· London Councils continues to seek assurances from the Government that the regulations require the Secretary of State to consult with local government each year on whether, what proportion of, and on what basis, the levy account balance should be distributed.
Transfers and adjustments

· We note the Government’s intention to transfer a number of specific grants, totalling approx £8bn in 2013-14, into the business rates retention system. Please refer to our answers to Q18-26 for our comments on the transfer of each individual grant stream.
· A number of these grants were previously funded from outside the CLG departmental expenditure limit (eg Early Intervention Grant) and we note that the CLG control totals in 2013-14 and 2014-15 have increased to reflect the transfers.

· We are aware that the Government intends to review the functions and responsibilities of local government as part of the next Spending Review. However, it is apparent that from 2015-16 onwards, these funding streams will be entirely funded from, and dependent on, future business rates revenues. In our view this means that local government, despite itself being subject to severe overall funding cuts, will be effectively funding future national funding savings across other government departments.

· London Councils is extremely disappointed that the Government has not added the full £8bn of funding for the totality of these transferred grants to the estimated business rates aggregate used to calculate the central/local share and therefore the baseline for the business rate retention system. 
· Instead, the transferred grants will be partially funded from within the baseline funding level and RSG, with the balance being ‘topped up’ from outside business rates. This has two impacts: firstly, it reduces the amount of funding which is included within the baseline for the retention system as a whole thereby limiting the potential gains/incentives for local authorities within the system moving forward; secondly, it means that local government is effectively funding a national saving equal to the difference between the totality of specific grants transferred (approx £8bn) and the excess of the CLG control total over the estimated business rates aggregate in 2013-14. Initial modelling suggests that this saving is equal to approx £6bn in 2013-14.
Damping

· Our detailed comments on the proposals regarding damping are set out in our answers to Q33-36.

· London Councils notes the detailed changes to the damping methodology and is concerned about the distributional impact that they may have. London Councils requests that the Government carefully considers the impact of the damping changes on individual local authority funding before taking final decisions.

The consultation process

· Given the fundamental nature of the reforms under consideration in this consultation, London Councils is very disappointed with what we consider to be the late publication of the consultation and the reduced time in which we are able to respond on behalf of our members.
· Despite having published its response to the original LGRR consultation in December 2011, the Government did not publish the current consultation document until well into the summer. This allowed respondents a response period of only 10 weeks rather than the standard 12 weeks. The summer timetable and reduced consultation timeframe has resulted in a lack of time for proper engagement with our members on the impact of an area of such critical importance for local authority funding.
· We are also disappointed at the late publication of additional information and new consultation questions in late August. The late publication of this detail has reduced the time available within the overall consultation timeframe for respondents to assess and analyse the detail of the proposals
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Consultation Questions

Section 2: Establishing the start-up funding allocation and baseline

funding levels

Chapter 3: Local Government Spending Control Total

Question 1: Do you agree with the methodology set out above for calculating the local government spending control total?
· As noted in our introductory remarks, London Councils is extremely disappointed that the Government has not added the full £8bn transfer for the totality of transferred grants to the estimated business rates aggregate used to calculate the central/local share and therefore the baseline for the business rate retention system.
· We do not agree with the limits that the Government has put on TIF option 2 - now known as New Development Deals. Overly restrictive Government controls on the number of New Development Deals will limit the potential for these deals to provide a significant mechanism for investment. However, we do not agree that the control totals discussed in this chapter should be reduced simply because local authorities may be undertaking slightly more self-financed borrowing.

· When a local authority invests in capital projects financed by credit on the assumption of retaining future business rates, the bills are not paid by central government. Indeed, if the authority borrows from a bank or building society, or raises the credit locally in some other way, the transactions are entirely separate from central government. However, the expenditure is counted as capital expenditure for the public sector as a whole, and is treated by central government as though it were central government expenditure. Any constraints placed on local government capital expenditure as a result of this (over and above the constraints of the prudential system) are clearly contrary to the concept of localism, and to the principle of devolving financial decision making which underlies the concept of local growth. We therefore call on the Government to look again at these accounting policies, as they are constricting the ability of local government to invest in the infrastructure of its local economy. Even under the present accounting policies, such capital expenditure does not impact on the current fiscal mandate, as this is based on the current deficit.

· Whenever a TIF scheme creates genuine additionality, exempting it from the levy would not reduce the resources available for the safety net - this growth in business rates simply would not exist in the absence of the investment. Any such additional rates, net of displacement, should not be subject to the levy and to resets. In many cases, the risk to additional revenues caused by the potential for resets and changes in the levy rate may make the necessary investment unaffordable.

· Similarly, when local authorities capitalise costs, this does not change the fact that they bear all the costs themselves, without assistance from central government. We do not believe that capitalisation costs should count against local government control totals.
Question 2: Do you agree with the methodology set out above for calculating Revenue Support Grant?
· London Councils agrees with the methodology for calculating RSG. Based on the Government’s intention of constructing the baseline for the retention model, ie setting a central share at 50%, this is the only way to ensure that local authorities receive the funding that they were expecting at the start of the new system.
Chapter 4: Concessionary Travel

Question 3: Do you agree with the proposed approach of updating the

Concessionary Travel Relative Needs Formula to use modelled boardings data?

Question 4: Or, do you think it would be preferable to keep using the existing formula?

· London Councils response to the issues raised in Q3-4 is set out below.

· In principle, London Councils believes that funding should be aligned closely with service responsibility.
· If the Concessionary Travel RNF is to be updated to use modelled boardings data, use of the Docklands Light Railway and Croydon Tramlink should not be entirely neglected from consideration. We concede that the correlations in CLG and DFT's regressions may have been strengthened by excluding them. However, there is a statutory requirement on London authorities to provide a concession on these modes under the Greater London Authority Act 1999. Therefore if they are to be excluded in this way, the need for expenditure on these modes should be recognised elsewhere in the formula. 

· London Councils would strongly oppose any other change to the Concessionary Travel RNF that does not appear in this consultation - other than the modification to the proposal described above.

Chapter 5: Rural Services

Question 5: Do you agree that we should increase the population sparsity weighting of super-sparse to sparse areas from 2:1 to 3:1 for non-police services?

Question 6: Do you agree that we should double the existing Older People’s Personal Social Services sparsity adjustment from 0.43% to 0.86%?

Question 7: Do you agree that the proportion of the Relative Needs Formula accounted for by the population sparsity indicator under the District Level Environmental, Protective and Cultural Services block should be increased from 3.7% to 5.5%?

Question 8: Should the County level Environmental, Protective and Cultural Services indicator be reinstated at 1.25%?

Question 9: Do you agree that we should introduce a Fire & Rescue sparsity adjustment at 1%?

· London Councils response to the issues raised in Q5-9 is set out below.
· London Councils recognises that, relatively speaking, there are additional costs associated with delivering services in remote, isolated communities. However, there are also additional costs faced by London and the surrounding areas which are also not adequately recognised by the current Relative Needs Formulae (RNF).

· The exemplifications provided for this chapter clearly show that the impact of the proposed changes to reflect the cost of rural services will fall disproportionately on London authorities with an overall loss of funding to London in excess of £80m.
· London Councils believes that it is unreasonable to expect London to support this burden, especially at the outset of a new system, while its own additional costs are unmet. London Councils believes that the proposed changes are illogical – it does not follow that service delivery costs for London authorities will reduce simply because rural authorities are to be compensated for costs related to sparsity. If this change is made it must be funded by additional funding, not through an unfair and illogical cut to London.
· The evidence for making changes in respect of sparsity seems to be largely qualitative in nature. The Government has presented no evidence on the scale of the issue and no evidence that the numerical values in Q5-9 are supported by robust analysis. It is not reasonable to make a transfer of over £150m in grant before damping from urban to rural areas with no supporting analysis.
· London Councils strongly disagrees with the proposals set out in Q5-9 unless changes to the Labour Cost Adjustment and Day Visitors indicator, noted below, are also made.

· Firstly, there are deficiencies in the way pay differences across the country are accounted for via the Labour Cost Adjustment (LCA) part of the Area Cost Adjustment (ACA). 
· The LCA factor does not accurately represent the variation in pay levels across the country because it is subject to a threshold. No evidence has been provided for the level at which this threshold is set, and there is little theoretical justification for it existing at all. An attempt has been made to justify it on the basis that national pay scales prevent pay falling too far. This, however, is inconsistent with the use of the General Labour Market model in determining LCA values. In any case, a large proportion of local authority expenditure on wages would not be covered by national pay scales. 

· Also, the LCA is applied to too small a proportion of local authority expenditure. The weightings used for each service are based only on the pay of employees of local authorities themselves or of companies directly contracted by local authorities. They do not include indirect costs incurred by the contracted companies. The company accounts data that is used demonstrates how unreasonable this position is: For example, in the sample of care home accounts, the labour share of local authority suppliers varies from 47% to 79%. It seems most unlikely that some care home services are significantly more labour-intensive than others. 

· Until 2010-11, the total labour costs of services incurred by contracted companies were accounted for by use of ministerial judgement. In 2010-11, this was replaced by the use of the company accounts data, relating solely to direct labour costs, and this reduced the LCA weightings dramatically. 
· Please see paper, SWG-09-47 submitted to the Settlement Working Group (SWG) on 7 December 2009
.
· Secondly, some local authorities, including a number of London boroughs, face exceptionally high costs as a result of the number of day visitors to their local areas. 

· The costs associated with day visitors costs are inadequately recognised in the RNFs. This deficiency of the formulae may not have received a high priority due to the relatively small number of authorities which are materially affected. However, for those authorities, the problem is considerable. Please see our response to Q27.
· One of the most commonly raised concerns is that the day visitor indicator is severely out of date - it is based on data that by 2013-14 will be two decades old. 

· A proposal to replace this indicator with an up-to-date one was put to SWG by the Local Government Association on 7 December 2009 (paper SWG-09-49). 

Chapter 6: Taking account of Relative Needs and Relative Resources

Question 10: Do you agree that we should restore the level of the Relative Resource Amount in 2013-14 to that for 2010-11?
· London Councils strongly disagrees that the level of the Relative Resource Amount should be restored if it is to be done by increasing the level of the Central Allocation only (see our response to Q11). 

· If the Relative Resource Amount is to be restored, it should be done by increasing the Relative Needs Amount only. (See Scenario A in Baseline Sub-Group paper BSG-12-5
.)  Even if this method is used, we are concerned about the interaction of this proposal with proposals for damping.  Both scaled authorities and floor authorities could see a loss in startup funding - scaled authorities because  a reduction in "grant before damping” would feed through to their final start up funding allocations, and floor authorities if the floor levels are reduced as a result.  Indeed, some floor authorities could see an increase in "grant before damping", but a reduction in their startup funding allocation. 

· If the Government does restore the level of the Relative Resource Amount, we would urge it to take this into account when determining the damping methodology.

Question 11: Do you agree that we should compensate for restoring the level of the Relative Resource Amount in 2013-14 to that for 2010-11 by increasing the level of the Central Allocation only?

· London Councils strongly disagrees with this proposal.

· The purpose of equalisation is to redistribute funding from areas that have low needs and a high ability to raise funding from council tax, to areas that have high needs and a low ability to self-fund. This was explicitly the basis for calculating the main revenue grant to local authorities prior to 2006-07. The needs assessment included a measure of the total population for each authority, but also contained many other data sets. 
· In 2006-07, the four-block model was brought in. The funding for needs and the deduction for tax-raising ability were split using thresholds, and the amounts below the thresholds were distributed purely on a "per head" basis. The scaling factor for the central allocation meant that funding that would previously have been distributed on the basis of assessed need was instead distributed purely on the basis of total population. We believe this methodology is a departure from the original purpose of equalisation. 
· In addition, as we have previously pointed out
, using floating thresholds to determine the splits causes instability in funding amounts.  We urge the government to freeze thresholds at the 2013/14 levels, rather than allowing them to be dynamically determined in the model.
· Since 2011-12, grant levels have been falling and all of the blocks have been scaled back. The amount of council tax raised by local authorities has not reduced over this period. Scaling back the blocks has therefore reduced the extent of redistribution. However, correcting this now would cause major volatility in baseline funding levels, just as those levels were being frozen in the retention system. 
· The proposal in this consultation would not redistribute the additional amount on the basis of assessed need, it would be on a simple per head basis. We therefore believe that this proposal - to increase the level of the central allocation only - invalidates the rationale for restoring the Relative Resource Amount to its 2010-11 level.

Chapter 7: Grants Rolled In Using Tailored Distributions

Question 12: Do you agree that we should continue to distribute funding for the Grants Rolled In Using Tailored Distributions according to the methodology used in 2012-13?
· London Councils agrees with this proposal. 

· The characteristics of London’s resident population mean that London local authority expenditure on services supported by this funding can be disproportionately high. For example, London has a disproportionately high number of residents facing multiple deprivation, including vulnerable people whose housing is supported by the Supporting People funding.

· London also has high numbers of residents in the groups considered most at risk from HIV/AIDS, such as intravenous drug users and people from parts of the world which suffer from high levels of HIV infection.

· Cost pressures are particularly acute in London for some of the services covered by this funding, for example providing support to elderly disabled residents. 
Chapter 8: Transfers and Adjustments

Question 13: Do you agree that the October 2012 pupil census should be used in the final settlement for removing these services?

Question 14: If not, what methodology would you prefer to use?

· London Councils response to Q13-14 is set out below.

· As we have also set out in our response to the concurrent DfE consultation on Replacing LACSEG, certain central education service functions relate to a wider population than the school pupil population in a local authority area. For determining any transfer and pupil-rate, consideration should be given to these. 
· In principle we agree with the use of the October 2012 pupil census by DfE in determining the transfer where the pupil population is most appropriate to use. However, we have concerns with how local authorities will be funded for growth in pupil numbers within year after the October census date.
· We recognise the need for certainty for local authorities in funding allocations as well as the need for the most recent pupil census count available to inform allocations. Use of the October pupil census data brings this in-line with the changes to schools funding reforms that have recently been announced by Government.  It has been indicated in the recent DfE schools funding reform consultation that DSG allocations will be confirmed in December 2012 for 2013-14 using the October 2012 census. It therefore seems appropriate to also be able to confirm final settlement figures for the replacement LACSEG grant around this time. We note in the consultation there is mention of these figures being made available around mid-January 2013.

· Please refer to our response to the DfE consultation for further details on our views.

Question 15: Do you agree with the proposed methodology for removing funding for the education services currently in the Local Authority Central Spend Equivalent Grant?

Question 16: If not, what methodology would you prefer to use?

Question 17: Do you agree that funding for Local Authority Central Spend Equivalent Grant should be removed after floor damping?
· London Councils response to Q15-17 is set out below.

· We agree with the proposed methodology for removing funding for the education service currently in the Local Authority Central Equivalent Grant and we agree that funding for LACSEG should be removed after floor damping provided that our concerns over setting an appropriate amount for the national quantum of grant to be transferred for 2013/14 are addressed (use of section 251 statements risks taking too much, as currently proposed, from local authorities) and that the distribution methodology for the new grant reflects our concerns that savings to local authorities realised from academy conversions need to reflect issues of economies of scale, fixed costs and timing around how these are realised.  

· Please refer to our response to the DfE consultation for further details on our views.

Question 18: Do you agree with the proposed methodology for rolling in the 2011-12 Council Tax Freeze Grant?

· London Councils agrees with the proposed methodology.
Question 19: Do you agree with the proposed methodology for rolling in the Council Tax Support Grant?

· London Councils has significant concerns about rolling in funding for Council Tax Support to the business rates system – these concerns are outlined in our introductory remarks.
· The introduction of Council Tax Support schemes appears to be no more than a crude mechanism for asking local authorities to deliver a £410 million saving in the national cost of council tax support. Based upon the indicative allocations, London will face a funding cut of £90m – an average of almost £3m per authority.
· Despite the headline 10 per cent reduction set out in the policy documentation, our analysis would suggest that that this funding reduction is far closer to 12 to 14 per cent. It seems that the larger funding cut is due to government reductions in forecast CTB expenditure based upon the assumption that claimant numbers will decline. This assumption does appear to be at odds with the experience of local authorities and London Councils requests that the Government provides further detail behind these forecasts as soon as possible.
· If the Government is intent on including Council Tax Support Grant within the retention system then we would agree that it should be transferred in after floor damping.
Question 20: Do you agree with the proposed approach to continue to apply a damping floor to Early Intervention Grant allocations after the removal of the 2 year old funding and the top slice?

· London Councils does not have a view on this question. 
Question 21: Do you agree with the proposed methodology for rolling in the

Early Intervention Grant excluding funding for free early education for two year olds?

· The proposed quantum of EIG to be rolled in for 2013-14 and 2014-15 is a cut to the core EIG announced for 2012-13. These cuts amount to a national reduction in funding of 17% in 2013-14 and 21% by 2014-15. This reduced quantum risks under-resourcing local authorities in delivering targeted early support to children, young people and families that need it most. London Councils requests that the Government provides further details regarding how the quantum of rolled in EIG funding has been calculated.
· We believe the Government needs to comply with the New Burdens Doctrine on the proposed statutory duty on local authorities for free early education for two year olds. Appropriate funding needs to be provided to London’s local authorities to deliver this duty. 

· In addition, demographic pressures, and rising birth rates, will put increased pressure on boroughs to meet this duty in the future. 
· We are concerned that the national quantum to be excluded risks under-resourcing London’s boroughs in expanding capacity and meeting the duty. 

· We have previously raised this in our response to DfE’s previous consultation on ‘Supporting Families in the Foundation Years’
. 
Question 22: Do you agree with the proposed methodology for rolling in the Greater London Authority General Grant?

· London Councils agrees with the proposed methodology.

Question 23: Do you agree with the proposed methodology for rolling in a proportion of the Greater London Authority Transport Grant?

· London Councils agrees with the proposed methodology.

Question 24: Do you agree with the proposed methodology for rolling in Homelessness Prevention Grant?

· On the basis that the pattern of distribution remains very similar to the current year, London Councils agrees with the proposed methodology.

Question 25: Do you agree with the proposed methodology for rolling in a proportion of the Lead Local Flood Authorities Grant?

· London Councils agrees with the proposed methodology.
Question 26: Do you agree with the proposed methodology for rolling in the Department of Health Learning Disability and Health Reform Grant?
· London Councils agrees with the proposed methodology.
Chapter 9: Population Data

Question 27: Do you agree that the preferred population measure to use is the interim 2011-based sub-national population projections?

· London Councils welcomes the proposal to use the most up-to-date population measures in the baseline calculations. The variance between the ONS sub-national population projections (SNPPs) and the census count at the local authority level in London, make it clear that there are still inconsistencies in the way population is measured over time. The way in which the business rates retention baseline is constructed means that these inconsistencies will be fixed within the system at least until the first reset. London Councils requests that CLG and ONS make every effort to address these issues in order that London’s population count, and therefore London’s funding, is based on the most accurate data possible.

· London has been consistently undercounted over the last decade because of reliance on the 2001 census data in mid-year population estimates and consequently sub-national population projections. Undercounting due to low response rates in 2001, and inaccurate methods for measuring migration, has meant that some boroughs may have received less in formula grant, and other grants, than they should have. 

· ONS recently updated the methodology for projecting long-term immigration to local authorities used in the 2010-based SNPPs (released in March 2012). This resulted in a change in distribution of migrants which in our view better reflects the actual position for London. Had these projections been used for the 2012-13 settlement, it is very likely that London would have received a level of funding which better reflected its true population.
· London Councils continues to have concerns over the methodology for projecting population numbers into the future. We would urge that figures for short term migrants be included as well as those for ‘usual resident population’, reflecting the huge influx of short term residents that come to London and use local government services each year. 

· We would also urge the Government to take account of the huge increases in the daytime population of London which puts additional stress on local services within London (see our earlier response to questions 5-10 for more detail on the Day Visitors Indicator). This includes overseas, domestic and day trip visitors as well as the substantial number of people who spend their working week in London, often renting or owning second homes, creating additional costs for London authorities that are not met by funding. For example, the population of some boroughs can double, triple or even quadruple each day compared to the resident population figures
. 
· In addition to the above points, London Councils notes that the current 10 year national census cycle is such that future censuses will take place one year after future resets. The next census will be in 2021 one year after the proposed first reset in 2020 – as such, population data available at the time of the reset will be almost a decade out of date and will be locked into the system for a further 10 years. London Councils requests that CLG note this timing issue.
Question 28: Do you agree with the hierarchy of alternative datasets which would be used if there are problems with availability of any of the data?

· London Councils agrees with this proposal.

Chapter 10: Taxbase data

Question 29: Do you agree that we should use aim to use the council tax base projections as the council tax base measure in order to be consistent with our proposed approach to the population?
Question 30: Do you agree that we should switch to the November 2012 council tax base data should population estimates have to be used?

· London Councils response to Q29-30 is set out below.

· Our main concern with using tax base projections is that they assume a constant level of housing growth. In reality, growth changes from year to year depending on building programmes, which in turn depend on, for example, the availability of land, the state of the economy, resources for construction etc. This can have a major impact on the projected tax base. 
· The consultation document implies that the projections used in setting the baseline will be calculated by taking the average growth between October 2010 and November 2012, and applying it to the tax base in November 2012. This period sees not only the implementation of government policy to increase the rate of house building, such as the New Homes Bonus, but also differential rates of recovery from the recession across the country, including in the housing market. 

· In addition, taking an average over a fixed period of time means that the timing of completions could significantly affect an authority's projections. For example, if a construction project which increases an authority’s tax base by 8% is completed just after October 2010, the new properties do not appear on the October 2010 list but do appear on the autumn 2011 and November 2012 lists. Thus there is an average growth of (just under) 4% over the two years. The projection for 2013 is then 4% above the value on the November 2012 list. If, however, the houses are all completed a few months earlier and then it sees no housing completions over the next two years, its tax base will be projected to be static. Therefore in the baseline year, it will simply be equal to the tax base return for November 2012. 

· It should be noted that the timing of completions does not just affect the planning authority's funding - it also affects the funding of every tier of authority, including police and fire authorities. 

· The Government should also clarify as soon as possible which year it intends to project tax base forward to, should it decide to use population projections. The implication is that the baseline will use a projection for autumn 2013. If the projection is for a later year, under the current methodology, the growth rate will be compounded. This would make the timing anomaly described above considerably worse.
Chapter 11: Other Data Indicators

Question 31: Do you agree that we should use data from the Inter-Departmental Business Register in the Log of Weighted Bars indicator?

· London Councils agrees with this proposal. We are not aware of any remaining problems with this indicator. This change of data source seems logical and reasonable.
· We note the Government’s intention to continue to use the outdated estimates for Day Visitors. London Councils disagrees with this proposal. A proposal to replace this indicator with an up-to-date one was put to SWG by the Local Government Association on 7 December 2009 (paper SWG-09-49
). We urge the Government to replace the day visitors indicator as explained in our response to Q5-9, particularly if changes are to be made in respect of sparsity.
Chapter 12: Distribution of Revenue Support Grant

Question 32: Do you agree with the proposed methodology for distributing Revenue Support Grant in 2014-15 by scaling the 2013-14 authority-level allocations of Revenue Support Grant to the level of the 2014-15 Revenue Support Grant?
· London Councils agrees that RSG should be distributed by scaling the 2013-14 authority-level allocations to the level of the 2014-15 RSG. However, we do not agree that different service tier profiles for the upper and lower tiers are necessary. Distinct control totals have never been published for the upper tier and lower tier, and these services are so closely integrated within many authorities that it seems unreasonable to apply different profiles to them. 
· Chapter 13 of the consultation document implies that the Government believes that different service profiles require a new damping methodology. If different profiles genuinely cannot be applied without the proposed restructuring of damping, then the profiles should not be separated.

· The main rationale for the Government devising such profiles internally, which have never been shared, seems to be the statement in the Spending Review that: ‘…the current DH grant to local authorities for social care, the Personal Social Services grant, will increase by £1 billion pounds in real terms by 2014-15. To reduce administrative burdens and increase flexibility for local authorities, this grant will be merged into local government formula grant’

· This statement was made prior to the business rate retention system being devised. The context has completely changed - Formula Grant will not exist from 2013-14, so a new way of providing this funding is required. If the inclusion of the entirety of this grant in the control totals for the business rate retention system means that there must be different profiles for upper and lower tier, and this then means that damping must be restructured, then this most certainly does not reduce administrative burdens. 
· The impact would be to move large sums from urban areas to rural areas - see our responses to Q33-36. Nor does its inclusion provide any more flexibility than paying it through an un-ringfenced special grant.

· We cannot see any reason why, with appropriate use of un-ringfenced special grants, the upper and lower tier should not be scaled by the same factor.

Chapter 13: Floor Damping
Question 33: Do you agree with the proposed approach for calculating floor damping in 2013-14?

· London Councils strongly disagrees with this proposal. We believe that floor damping in 2013-14 should continue to be calculated at an authority level. We do not accept that in such a scenario, the 2013-14 damping amount would need to be split between upper and lower tiers in order to calculate RSG for 2014-15 - see response to Q32. If the damping amount is split, it should be done pro rata to the tier split for formula grant before damping. For shire areas where the counties have a fire responsibility, we would be content for the counties' damping amount to be split in any way they feel appropriate.

· We cannot see any reason for calculating floor damping for 2013-14 at a service-tier level. This seeks to avoid splitting the damping amount as described above, but ends up requiring the damping amount for 2012-13 to be split in a similar way. Our modelling suggests that had this been implemented in 2012-13, considerable sums may have been diverted from London and metropolitan areas with no acceptable justification.  This is before the methodology changes in Chapters 4-6 are taken into account, which the changes in damping methodology would also interact with.
· It is perfectly possible to provide a 2014-15 provisional settlement at the same time as the 2013-14 provisional settlement using floor damping at an authority level, as has been done in previous multi-year settlements.

· If the Treasury need service tier totals calculated for each year for their own purposes, this can still be done. However, these totals should not be used for determining damping grant amounts or used as an excuse for changing the damping mechanism.

Question 34: Do you agree with the proposed approach for allocating floor damping bands in 2013-14?

· If the Government decides to calculate damping on an authority basis in 2013-14, we are content for the damping band boundaries to be frozen, as proposed. We would, however, like the Government to respond to the concerns raised in our response to the 2011-12 provisional settlement consultation
, regarding the possibility that authorities which are inadequately funded can end up with lower floors.

· If the Government decides to damp according to service tiers, the damping groups will look very different from those used in 2012-13, and seeking to use the same damping band boundaries may not be appropriate. In this case, we would urge the Government not to restrict itself to this choice of damping bands, but to use whatever choice minimises the impact of the change in damping methodology.

Question 35: Do you agree with the proposed approach to splitting 2012-13 formula grant between the service tiers?

Question 36: If not, what methodology do you think we should use?
· London Councils response to Q35-36 is set out below.

· We do not agree that 2012-13 formula grant should be split between tiers, for the purpose of calculating damping amounts for 2013-14 (see response to Q33).
Chapter 14: New Homes Bonus

Question 37: Do you agree that the funding for capitalisation and the safety net should be held back from the surplus New Homes Bonus funding rather than as a separate top-slice?

· London Councils welcomes the Government’s commitment to guarantee the safety net protection in the early years of the new system. We also note the commitment to make New Homes Bonus (NHB) a permanent feature of the local government finance system.
· However, we do have concerns about the use of surplus New Homes Bonus funding, or a national top slice, to provide safety net assurances as this effectively represents an additional cut to all local authorities even with assurances that any surplus will be returned. London Councils believes that the Government should share in the risk of funding the safety net.
· Funding NHB from the business rates system effectively reduces the start up funding available to each local authority at the outset of the scheme. This method of removing funding for NHB, and therefore the safety net guarantee, means that all local authorities will be funding the safety net in the initial years of the system. The impact of this will be felt most significantly in authorities with larger start up funding allocations who will effectively bear a larger cash impact on their start up funding allocation due to the removal of the NHB funding. Therefore, it is these authorities who will be contributing the largest amount, in cash terms, to the amount held back to finance the safety net.
· London Councils notes the Government’s intention to return any surplus above that needed to fund the safety net/capitalisation to local authorities. However, what is not clear is how the Government intends to fund annual calls on the safety net/capitalisation if they exceed the £345m set aside from the NHB topslice (and any levy revenues). London Councils requests that the Government provides further clarity on this issue.
· In addition, we do not believe that capitalisation should count against local government control totals – please see our response to Q1.
Question 38: Do you agree that the remaining funding should be distributed back to local authorities prorata to the start-up funding allocation?

· London Councils agrees that any surplus NHB taken out of the system should be returned to local government and that it should be distributed pro-rata to the start up funding allocation. 
Chapter 15: Police Funding

Question 39: Do you agree with the proposal for setting out the method of calculation of the 2013-14 formula grant element of police funding allocations in a separate document?
· London Councils agrees with the proposal.
Question 40: Do you agree with the proposed methodology for funding local policing bodies in 2014-15?

· London Councils agrees with the proposed methodology, on the basis that any subsequent adjustment to the control total in 2014-15 does not impact the baseline position of any authority within the retention scheme as set in 2013-14.

Section 3: Setting up the business rates retention scheme

Chapter 2: Determining the estimated business rates aggregate

Question 41: Do you agree with our proposal not to adjust the notional gross yield figure to take account of transitional arrangements?

· London Councils agrees with this proposal.

Question 42: Do you agree with our proposal to adjust the notional gross yield figure to take account of small business rate relief?
· London Councils agrees with this proposal.

Question 43: Do you agree with our proposal to adjust the notional gross yield figure to take account of mandatory reliefs in this way?
· London Councils agrees with this proposal.

Question 44: Do you agree with our proposal to adjust the notional gross yield figure to take account of discretionary reliefs in this way?
· London Councils agrees with this proposal.

Question 45: Do you agree with our proposal to adjust the notional gross yield figure to take account of Enterprise Zones, New Development Deals and renewable energy schemes in this way?

· London Councils agrees with this proposal.

Question 46: Do you agree with our proposal to adjust the notional gross yield figure to take account of costs and losses in collection in this way?
· London Councils agrees with this proposal.

Question 47: Do you agree with our proposal not to adjust the notional gross yield figure to reflect the deferral scheme?
· London Councils agrees with this proposal.

Question 48: Do you agree with our proposal to adjust the notional gross yield figure to take into account losses on appeal in this way?
· London Councils welcomes the Government’s acknowledgment of the potential volatility caused by ratings appeals. We also welcome the Government’s intention to adjust the baseline figures to reflect the aggregate cost of appeals.
· In reality, using a national average level estimate of the cost of appeals will create winners and losers as authorities with above average appeals will have to bear the cost of the balance, and local authorities with below average appeals will gain from the difference.
· We contend that local authorities should be fully compensated for their share of the impact of appeals, especially where they relate to market changes or issues which the Valuation Office Agency should have taken account of in determining the local lists.  It should be possible for the VOA to distinguish between different types of changes to rating lists in a way that would make this achievable.  Without this, local government will be expected to bear the financial risks caused by factors completely outside of their control or from errors made by a central government agency. 

Chapter 3: Determining proportionate shares

Question 49: Do you agree with our proposal to determine billing authorities’ average contribution to the rating pool using NNDR3 forms between 2007-08 and 2011-12 (subject to a number of adjustments)?
· London Councils agrees with this proposal.

Question 50: Do you agree with our proposal to adjust the incomes for 2007-08 to 2009-10 using a local revaluation factor calculated using the methodology set out?

· London Councils agrees with this proposal.

Question 51: Do you agree with our proposal not to make an adjustment to the five year average for inflation?

· London Councils agrees with this proposal.

Question 52: Do you agree with our proposal to make an adjustment to the contribution to the pool sum in respect of the transitional arrangements in this way?

· London Councils agrees with this proposal.

Question 53: Do you agree with our proposal not to make a further adjustment to the contribution to the pool sum for either mandatory rate relief, or for the small business rate relief scheme when calculating the proportionate shares?

· London Councils agrees with this proposal.

· We note the Government’s assertion that ‘….the costs of any future changes (other than those which result from new national policy changes) in eligibility will be shared between local and and central government in line with the local and central share splits’ [Condoc, p195, para 16]. 
· London Councils does not consider that the central share is a mechanism for sharing risk between central and local government. 
· The central share funding is local government funding and the Government has confirmed that although this funding is outside of the business rate retention system, that it will be returned to local government in full. Any changes to eligibility for mandatory reliefs, which have a downward impact on the central share, simply reducing the overall funding available to local government.
Question 54: Do you agree with our proposal not to make a further adjustment to the contribution to the pool sum for reductions for empty property rates when calculating the proportionate shares?

· London Councils agrees with this proposal however please see our response to Q53 with respect to the central/local shares.

Question 55: Do you agree with our proposal not to make a further adjustment to the contribution to the pool sum for discretionary rate relief when calculating the proportionate shares?
· London Councils agrees with this proposal however please see our response to Q53 with respect to the central/local shares.
Question 56: Do you agree with our proposal not to make a further adjustment to the contribution to the pool sum for costs of collection when calculating the proportionate shares?

· London Councils agrees with this proposal however please see our response to Q53 with respect to the central/local shares.

Question 57: Do you agree with our proposal to make an adjustment to the contribution to the pool sum in respect of losses in collection in this way?

· London Councils agrees with this proposal.

Question 58: Do you agree with our proposal to make an adjustment to the contribution to the pool sum in respect of deferral in this way?

· London Councils agrees with this proposal.

Question 59: Do you agree with our proposal not to make a further adjustment to the contribution to the pool sum charges on property when calculating the proportionate shares?

· London Councils agrees with this proposal.

Question 60: Do you agree with our proposal not to make a further adjustment to the contribution to the pool sum for prior year adjustments and interest on repayments when calculating the proportionate shares?
· London Councils agrees with this proposal.

Chapter 4: Major precepting authority shares

Question 61: Do you agree with our proposal to confirm the county share of the billing authority business rates baseline at 20% - less the percentage share due to single purpose fire and rescue authorities where the county does not carry out that function?

· London Councils does not have a view on this question.
Question 62: Do you agree with our proposal to set the single purpose fire and rescue authority share of a billing authorities’ business rates baseline at 2%?

· London Councils does not have a view on this question.

Question 63: Do you agree that county councils responsible for fire and rescue services should receive the full 20% county share of the billing authorities’ business rates baseline?

· London Councils does not have a view on this question.

Question 63A: Do you agree with the proposal that the London Boroughs

should receive 60% of the billing authority business rates baseline, and that

the Greater London Authority should receive the remaining 40%?
· Based on our current estimates and the latest available information, London Councils agrees with this proposal in principle as it is broadly in proportion to relative share of overall spend in the funding baseline in London.
· As more information regarding the operation of the business rate retention system is made available, and further details of scheme parameters are published, London Councils will continue to consider the implications of this proposal on our member authorities. We will need to do this before we can commit to a final view.
Chapter 5: Treatment of City Offset and the City Premium

Question 64: Do you agree with the Government’s proposal to reflect the current arrangements for the City of London Offset by making an adjustment to the City of London’s individual authority business rate baseline?
Question 65: Do you agree with the proposal to take account of the City of London Offset when calculating proportionate shares?

Question 66: Do you agree with the proposal to calculate the City of London’s levy ratio by using its adjusted individual authority business rate baseline?

Question 67: Do you agree with the proposal to calculate the City of London’s eligibility for the safety net by using its business rates income after the deduction of the City of London Offset?

Question 68: Do you agree that the City of London Premium should be disregarded in the definition of business rates income used in the business rates retention scheme?
· London Councils agrees with the proposals in Q64-68.
Section 4: The operation of the rates retention scheme

Chapter 2: Information Requirements

Question 69: Do you agree with our proposals for information requirements before the start of the financial year?

· In principle, London Councils agrees with the need to provide provisional information before the start of the financial year. However, the accuracy of the provisional information provided by local authorities will depend on robust and timely provision of information from CLG to local authorities. Similarly, improvements in local authority forecasts of business rates will depend on the quality of information about rating appeals provided by the VOA.

· The deadline for the submission of provisional NNDR1 forms will need to reflect timing of annual local government finance report such that its publication does not squeeze local government budgeting timeframe.  

· London Councils requests that the Government provides the revised forms as soon as possible such that local authorities can be clear on the provision of information and the potential resources needed to comply with the new requirements.

Question 70: Do you agree with our proposals for information requirements at the end of the financial year?

· London Councils agrees in principle.

· As previously noted in our response to Q69, we request that the Government provides the revised forms as soon as possible.

Chapter 3: Schedules of Payment

Question 71: Do you agree with our proposals for the way in which a schedule of payment will operate for billing authorities and what is your view of the number of instalments by which payments to/from local authorities should be made?
· London Councils does not have a view on this question.

Question 72: Do you agree with our proposals for the way in which a schedule of payment will operate for major precepting authorities and what is your view of the number of instalments on which payments to/from precepting authorities should be made?
· London Councils does not have a view on this question
Question 73: Do you agree with our proposals for the way in which a schedule of payment will operate between billing and relevant major precepting authorities?
· London Councils agrees that billing authorities and precepting authorities should agree their relevant schedule of payments and the number of instalments.
Chapter 5: Collection and general funds

Question 74: Do you agree with our proposals for the operation of the collection fund?

Question 75: And do you agree that the reconciliation payment due in respect of transitional protection payments, should be built in to the calculation of collection fund surpluses & deficits only once, when outturn figures are available?

Question 76: Do you agree with our description of the way in which the general fund will operate?
· London Councils agrees with the proposals in relation to Q74-76.
Chapter 6: The safety net and the levy

Question 77: Bearing in mind the need to balance protection, incentive and affordability, and the associated impact on the amount of contingency that will need to be held back in the early years where, within the range 7.5% - 10%, should the safety net threshold be set?

· London Councils does not have a fixed view on where the safety net threshold should be set within the range indicated.
· We note that the impact of the safety net mechanism is such that high baseline funding authorities are significantly less likely to qualify for safety net payments as they would have to suffer a large cash decline in retained rates income before they become eligible for support. This could result in significant pressure on budgets and services for local residents in these authorities in years of decline.

Question 78: Bearing in mind the need to balance protection, incentive and affordability, and the associated impact on the amount of contingency that will need to be held back, do you agree with the Government’s proposal to set the levy ratio at 1:1?

· London Councils does not have a view on this question.
Question 79: Do you agree with the approach set out in paragraphs 16 to 19 for defining a billing authority’s net retained rates income for the purposes of the levy and safety net calculations?

· London Councils agrees with this approach.

Question 80: Do you agree with the approach set out in paragraphs 20 to 22 for defining a major precepting authority’s retained rates income for the purposes of the levy and safety net calculations?

· London Councils does not have a view on this question.

Question 81: Do you agree with the approach set out in paragraphs 23 to 28 for safety net calculations and payments?

· London Councils agrees with this approach.

Question 82: Do you agree with the approach set out in paragraphs 29 to 32 for levy calculations and payments?
· London Councils agrees with this approach.

Section 5: Reconciliation payments in respect of financial year 2012/13

Question 83: Do you agree with our proposals for closing the 2012-13 national non domestic rating account?

· London Councils agrees with these proposals.
Question 84: Would you prefer that (a) only sufficient funding to finance

the New Homes Bonus in each year is removed, as well as funding for

capitalisation and the safety net held back, rather than (b) the full £2

billion required for the entire period is removed, and the money heldback

for capitalisation and the safety net is funded through the surplus,

with the remainder of the surplus being paid back through section 31

grant in proportion to the start-up funding allocation?
· London Councils does not have a view on this question.

· As noted in our introductory remarks, we note that the Government does not comment on the possibility that the funding set aside to fund NHB at the start of the system may not be adequate to finance the NHB incentive in any one year, ie the possibility that the NHB fund could go into deficit. There are no proposals in the consultation paper which set out how such a deficit would be financed and whether this would require a further adjustment to the system if this occurred in between resets. 
· London Councils asks that the Government provides further clarity about how it would propose to mitigate this issue without destabilising the system.
Consultation Response Response




















London Councils represents all 32 London boroughs, the City of London, the Mayors Office for Policy and Crime, and the London Fire and Emergency Planning Authority. London Councils is committed to fighting for more resources for London and getting the best possible deal for London’s 33 councils. We develop policy, lobby government and others, and run a range of services designed to make life better for Londoners.


 








� HYPERLINK "%20http://www.communities.gov.uk/publications/localgovernment/resourcereviewbusinessrates" ��� http://www.communities.gov.uk/publications/localgovernment/resourcereviewbusinessrates�


�� HYPERLINK "http://www.londoncouncils.gov.uk/policylobbying/localgovernmentfinance/taxation/ctax/localisingctsupport.htm" ��http://www.londoncouncils.gov.uk/policylobbying/localgovernmentfinance/taxation/ctax/localisingctsupport.htm�


� � HYPERLINK "http://www.communities.gov.uk/publications/localgovernment/resourcereviewbusinessrates" ��http://www.communities.gov.uk/publications/localgovernment/resourcereviewbusinessrates�


� http://www.education.gov.uk/inthenews/inthenews/a00191806/four-academies-opening-every-school-day


�� HYPERLINK "%20http://www.communities.gov.uk/publications/localgovernment/businessratescentral" �� http://www.communities.gov.uk/publications/localgovernment/businessratescentral�


� Ibid


� http://www.local.communities.gov.uk/finance/1011/swg/SWG-09-47.pdf


� http://www.local.communities.gov.uk/finance/lgrr/bsg/120227.htm


� � HYPERLINK "http://www.local.communities.gov.uk/finance/1011/swg/090904.htm" \o "blocked::http://www.local.communities.gov.uk/finance/1011/swg/090904.htm" �http://www.local.communities.gov.uk/finance/1011/swg/090904.htm�, paper SWG-09-41 ; � HYPERLINK "http://www.londoncouncils.gov.uk/London%20Councils/4blockmuddleFINALPRINTANDWEBVERSION.pdf" \o "blocked::http://www.londoncouncils.gov.uk/London Councils/4blockmuddleFINALPRINTANDWEBVERSION.pdf" �http://www.londoncouncils.gov.uk/London%20Councils/4blockmuddleFINALPRINTANDWEBVERSION.pdf�


� http://www.londoncouncils.gov.uk/policylobbying/children/earlyyearssupport.htm


� See GLA projections of daytime population: � HYPERLINK "http://data.london.gov.uk/datastore/package/daytime-population-borough" ��http://data.london.gov.uk/datastore/package/daytime-population-borough�


� http://www.local.communities.gov.uk/finance/1011/swg/SWG-09-49.pdf


� Spending Review 2010, p44, para 2.14


�� HYPERLINK "http://www.londoncouncils.gov.uk/London%20Councils/Responseto201112and201213LGFsettlement.pdf" ��http://www.londoncouncils.gov.uk/London%20Councils/Responseto201112and201213LGFsettlement.pdf�
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