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Confederation of British Indust—- . i il
Centre Point

103 New Oxford Street
London WC1A 1DU
Telephone 01-379 7400
Telex 21332

Facsimile 01-240 1578

18 April 1989

JMMB/las

The Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

London

SW1P 3EB

Dear Secretary of State

Since Local Authority rates constitute an important part of the
National overhead burden on business, which has grown (in 1988-9
money) by some £1,000 per employee since 1983, the CBI has consulted
widely among its membership on the proposals set out in the
Department's consultative paper, Non-domestic Rating: Transition. The
attachment summarises our comments on the various technical matters
raised. This letter sets out our members' reactions to the two main
proposals: that the new Uniform Business Rate (UBR) should be set at
a level to yield the same amount as will be raised from business under
the present system in the current financial year; and that the cost of
limiting the real increases in rates (to 20% in any one year) should
be met by those whose rates will be reduced.

As you will be aware, the anomalies and injustices in the present
rating and valuation system have been a major source of irritation to
CBI members for many years. The Government's determination to tackle
this long-standing problem was thus widely welcomed. It is all the
more disappointing, therefore, that the transition proposals as they
stand do not tackle the long-standing abuses which the UBR was
intended to remove. Specifically, the CBI is concerned that:

(i) the Uniform Business Rate is being set at too high an initial
level. Business will continue to be paying very substantially
for local services from which it does not receive any direct
benefit
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(ii) those business ratepayers who have been exploited for years
as a result of the combinatioun of the repeated delay of
tevaluation and by high-spending inefficient local authorities
will not see their rates bill reduced significantly

(iii) the situation in Scotland will continue to place
business there at a disadvantage.

Since the CBI supported the original proposals on the basis that they
would tackle these long-standing abuses, this letter expands on these

concerns.

The Initial Level of UBR

The business case against the present system is that it is
fundamentally unfair: Local Authorities have been able to increase
rates, secure in the knowledge that many local residents will not be
paying rates. The result of this process, which has been going on for
many years, is that business is now paying for services it does not
receive. In our November 1987 document, An Alternative

Approach to Paying for Local Government the CBI calculated that the
cost of those local services from which business derived any benefit
was at least £2 billion lower than the product of non-domestic rates.

0f course, we recognise that the new Uniform Business Rate is not
designed either to reflect the cost of services provided, or the
ability of individual businesses to pay. So setting the initial level
comes down in the end to a political decision. In our view, the UBR
should be set no higher than would be needed to raise £7.0 billion
from business in England and Wales - this was the amount (in 1988/89
prices) raised in the year when the proposal for a Uniform Business
Rate was first proposed, in the Green Paper.

Quite apart from the question of fairness, the CBI members see nn
reason why business should not benefit proportionately from the
elimination of subsidies to Council tenants and the improvements in
efficiency to be expected from putting more local services out to
tender and implementing the recommendations of the Audit Commission.
After all, business has been forced to pay in the past for the failure
to tackle these challenges effectively.

And the CBI certainly does not accept that the initial level of the
UBR should consolidate real increases in rates since the last General
Election - which will cost business some £600 million this year. We
have noted that, notwithstanding Ministers' expectations at the time
the Rate Support Grant Settlement was announced, rate increases in
Metropolitan areas (where business is concentrated) are averaging over
11%. We see no reason why this continued exploitation should be
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baked into the UBR, particularly when the yield from Corporation Tax
(which does alL least relate to ability to pay) is rising very rapidly,
from £11 billion in 1986/87 to an estimated £22 billion in the current
financial year. Moreover, business' share of total Local Authority
expenditure increased between 1982/83 and 1988/89 for no commensurate
improvement in the level or quality of services.

Introduction Timetable

The Conservative Manifesto states that "Our Uniform Busines Rate will
ensure that companies and jobs are not driven out by the high rates of
profligate Councils”. Since then rates have increased further, and
well over 100,000 properties in England expect to see their rates
bills reduced by 50% or more.

However, under the proposals, there will be no significant reduction
in rate bills for many years for these businesses which have suffered
the injustices of the present system. For example, one major
manufacturer in the North West with a rate bill last year of £6.7
million will see this reduced to £6.5 million next year, rather than
the £1.8 million that they expect to result from the combination of
the UBR and revaluation.

CBI members believe there should be no delay in introducing the new
UBR.

However in view of the paramount need to keep inflation under

control, the transitional cost of limiting the annual increase to 20%
(in real terms) for those businesses which will see their rates
increase should be met by the Exchequer, out of the increased
Corporation Tax receipts. Some 210,000 properties, most of them
connected to the retail trade, expect to see their rate hills increasc
by an average of almost 200%. Retail prices are bound to increase,
parlicularly in the overheated South East; and these increases could
well be reflected in further upward pressure on pay, particularly in
the public sector where national wage bargaining remains in force.

A National Approach

Finally, it is unacceptable to the CBI that the Government's proposals
for introducing the Uniform Business Rate will still mean that similar
businesses in different parts of the United Kingdom will be paying
widely different rates — because of different valuation practices and
a different rate in the pound.
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CBI calculates that businesses in Scotland in particular will still be
disadvantaged, to the tune of some £250 million a year. In our view,
urgent action should be taken to bring valuation practice and rates

in Scotland and Wales into line with the situation in England. The
costs of this action, too, should be met by the Exchequer.

* * *

CBI members recognise that, under the latest proposals, they will be
protected from future rate rises. But it is simply not enough to argue
that they should be satisfied because the present unsatisfactory
situation will not worsen. We expect the police to seek to recover
stolen property, and would not be satisfied with promises to prevent
further robberies.

We very much hope that the Uniform Business Rate, can be introduced so
that the anomalies and injustices that the proposals were intended

to correct are indeed removed and further inflationary pressures
avoided at a particularly inopportune time.

1 am writing in similar terms to Malcolm Rifkind and Peter
Walker, and I have sent a copy to Nigel Lawson. Since there is

widespread interest in a matter affecting over a million properties
one way or the other we will also make it available to the media.

Yours sincerely

John M M Banham



ATTACHMENT

NON-DOMESTIC RATING - TRANSITION

CBI RESPONSE TO THE DEPARTMENT OF THE ENVIRONMENT CONSULTATION PAPER

1.

The CBI would like to raise the following points in response to
this consultation paper. The points below concentrate on the
regulations from paragraph 12 onwards. The CBI is prepared to
release this response to the media and agrees that it may be
placed in the Libraries of both Houses of Parliament.

Qualification for the Transition (Paragraph 12)

The CBI believes the transition should apply to all properties
which would therefore include those properties occupied after 31
March 1990. The distortions created by the existing proposals
would be inequitable and their effect would be to deter the
occupation of new buildings. This would compound the effects of
the recent imposition of VAT on newly constructed buildings.

Hereditaments Merged or Divided on Revaluation

In the regulations it appears that properties which are merged or
divided on revaluation will not be subject to the transition
either. This point may just be an unintentional omission,
however paragraph 27 should apply to these properties. The
Cross-Boundary Property Regulations contained in a separate
consultation paper, should also provide for properties merged or
divided on revaluation.

The Baseline for the Transition (Paragraph 16)

The CBI does not believe the deadline of 15 February 1989 for
proposals by ratepayers to alter the 1973 list, which then affect
the baseline for the tramsition, is equitable. Any proposal made
by a Valuation Officer after that date would affect the baseline;
but if this resulted from an appeal by a ratepayer, then that
ratepayer would not benefit from the transition. Those who did
not appeal, but had their rateable values altered by the
Valuation Officer would, however, benefit. This situation is
clearly inequitable and should be avoided. The original proposer
of the change should benefit and the baseline for the transition
should be altered accordingly.

Certification of Composite Hereditaments (Paragraph 17)

The certification of the non—-domestic part of the 1973 rateable
value of composite hereditaments should be automatic. If
responsibility for certification is left with the ratepayer then
notification that the hereditament is composite and needs to be
certified to qualify for the transition should be sent out with
the rate demand (the draft statutory instrument on the collection
and enforcement of the local non-domestic rate should be



amended to take this into account). In either case there should
be a right of appeal against the Valuation Officer's judgement,
for the period ending 1 October or the date six months from the
receipt of the rate demand, whichever is the later. These
procedures are needed because many firms do not yet know whether
their properties are going to be declared composite and should
not be disadvantaged through ignorance. See also the response to
the paper on the valuation of composite hereditaments and the
paper on the collection and enforcement of the local non-domestic
rate.

Temporary Reduction of Rateable Value to Zero (Paragraph 19)

Hereditaments which have their rateable value temporarily reduced
to zero due to major building works and other causes before 1
April 1990 should be subject to the transition - in accordance
with our general principle. The CBI believes that the rateable
value which stood before the building work began should be used
to calculate the baseline. But it would welcome the opportunity
to discuss other methods with the Department and acknowledges
that this particular regulation should not cover those cases
where, effectively, a new building has been created. The CBI
does not, however, accept the compromise of using the old
rateable value only where the occupier was the same as before.

Mineral Producing Hereditaments (Paragraph 31)

Special regulations should be provided for mineral producing
hereditaments. The commercial decisions of a producer should not
be affected by a potential loss of transitional relief. Assuming
special provision is made, business should be consulted on the
precise form of the regulations. The CBI would be happy to
discuss the details of such regulations with the Department. It
is essential that regulations are produced as soon as possible,
as they will affect mineral producers' decisions in the near
future,

Hereditaments in Enterprise Zones (Paragraph 33)

The CBI strongly believes that hereditaments formerly in
Enterprise Zones should be covered by the transition. There is
little difficulty in calculating the baseline and therefore the
principle of extending the transition to these properties remains
undiluted. These firms will not know their future rate liability
in advance as they will not have been on the rating list prior to
the ending of the Enterprise Zone. Even if there were some
advance warning of rate increases, their impact would not be
diminished and these properties will need to be protected from
such increases similarly to those who are covered by the
regulations.

Operation (Paragraphs 35 & 36)

In paragraph 35 it is stated that disputes over the application
of the transition by authorities are, in practice, likely to be
settled by "negotiation between the ratepayer and the charging
authority”. 1In paragraph 36, contrary to this, it is stated that
the amount of transitional liability will be a matter of law
"with no scope for discretion”. The position needs to be
clarified.

April 1989
Confederation of British Industry,
Centre Point, London WClA 1DU
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FORMULA RATING

You asked (Miss Evans' note of 22 March) for a draft letter to
.Mr Ridley on this.

e I attach a draft. It reflects further discussion with DOE

officials, who have made it clear that:

- they too would favour a firm policy commitment to move
these industries back into conventional rating, as soon

as practicable;
- Mr Ridley is also likely to support this aim;

- they think that for the present we need only kcecp
options open on the best approach to setting rateable
values for these industries in 1990 (decisions on this

-~ point will be needed in about a couple of months' time).

8 We have also agreed with DOE officials that a small group of
officials must now look urgently at the technical, resource and
legislative implications of moving formula-rated industries back
into conventional rating. We must be sure that such a move is
practical before any announcement can be made, and be clearer on
the public expenditure consequences for industries that will still
be in the public sector (principally BR and LRT).
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4, Given that there is a good deal of common ground between us
and DOE the draft adopts a relatively relaxed tone. It sets out
the two different approaches that might be adopted to setting new
rateable values for the formula-rated industries in 1990, as
requested by Miss Evans' note. It points out that this issue can
be looked at further in the light of officials' conclusions on the
practicability and timing of a move to conventional rating.

5% We have noted your suggestion (in paragraph 3 of Miss Evans'
note) that in presenting this to Mr Ridley we should take credit
for the fact that we do not propose to allow the higher rates bill
of these industries to increase the NNDR yield. We have included
a paragraph in the draft letter accordingly.

6. Mr Edwards has, however, suggested that you might consider
whether it might be better to keep this point up the sleeve for
use later, if (as so often) we end up having to engage in trade
with Mr Ridley.

Tis Finally, there is one other substantive aspect of this issue
of which you may care to be reminded. This is the public
expenditure implications of changes in the arrangements for rating
formula rated industries that are in the public sector. This is a
particular concern for BR and LRT, whose current liability is low
and for whom there may be strong arguments for a substantial rise

in-1iagbility.

8. The public expenditure implications of changes in the rating
system are difficult to estimate. They will depend on progress
with the privatisation programme and industries' ability to absorb
higher costs by raising prices, among other factors. However,

assuming that:

- it is not possible to secure absorption of increases in

rates liabilities
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- BR and LRT stay in the public sector, but electricity
and water privatisations proceed as planned

a move to conventional rating may lead to an increase in total
EFRs over the 1longer term of up to £120m p.a. This figure is,
however, uncertain: it may be higher. Most of the increase would
be 1likely to fall on BR's EFL. (NB. PE do not expect BR to be
privatised before 1993-94 at the earliest.)

9: The figure of £120m does, however, reflect the 1long term
increase in NIs rates bills that we expect over current levels of
liability. New formula rating provisions will, as you know, be
needed for 1990. These may lead to substantial increases in
industries' liability (including BR/LRT) before any shift to
conventional rating. To the extent that they do so, the increase
in liability following a later shift to conventional rating will
obviously be correspondingly reduced.

10. Any increase 1in these industries' liability - whether under
new formula rating provisions, or after a shift to conventional
rating - will be phased in. Transitional arrangements will limit
the rise 1in each industry's 1liability each year. These
arrangements mean that it should take at least 6-10 years from
1990 before NI EFRs could rise by as much as £120m on account of
changes in the rating system.

11. Because there is uncertainty about the impact of a change to
conventional rating on public expenditure, the draft letter
protects your position on this point. It refers to the need to
investigate the technical and 'other' implications of making such
a change before a firm commitment could be given. (We thought it
best to avoid mentioning public expenditure as such, because we do
not want to imply to Mr Ridley that the decision will necessarily
be driven by public expenditure concerns.)

CONFIDENTIAL




CONFIDENTIAL

12. We can look further at the public expenditure implications of
a move to conventional rating when the study by a small group of
officials is completed. This should help to improve our estimates
of the effects of such a change on individual industries'
liability - though it may be that there will still be some major
areas of wuncertainty. If so, we can reflect on the significance
of these uncertainties before making any public commitment to a
move to conventional rating. If, on the other hand, it is clear
that such a change would lead to an unacceptable rise in public
expenditure, it may well be possible to devise an artificial means
of holding the liability down without sacrificing the broad thrust
of - ounr. . policy. All these issues can be considered again nearer
the time.

13. Three other, unrelated, points might be relevant here:

i) PE is considering the implications of changes in the
system of rating water for the price regulation of the
industry.

ii) You may care to be reminded that British Coal will be
moved out of formula into conventional rating in 1990.
This change, which has already been agreed by Ministers,
proved to be practical for this industry alone at such
an early date.

iii) Industries which are already privatised will be able to
pass on the increased costs through prices to the
customer.

14. PE agree that it is right in principle to move to a more
soundly based system. Their concern - which is protected for the
moment - is that we should avoid any premature commitment to a
change which might seriously increase BR and LRT's financing
requirement.

e

P M RUTNAM
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Rt Hon Nicholas Ridley AMICE MP
Department of the Environment

2 Marsham Street
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SW1P 3EB

REVIEW OF FORMULA RATING

My officials have recently brought to my attention the need to
reach a decision over the next few months on the future of formula
rating. I know they have been closely involved in discussions
with your officials about this. It may be helpful if I let you

have my views now on the way ahead.

My starting point is that formula rating is an anomalous and
highly unsatisfactory form of tax assessment. It has a number of

unattractive features but I would single out two.

First it places Ministers in the invidious position of holding
direct responsibility for an industry's tax assessment. As you
will be aware, this is a rare situation, which provides unwelcome
scope for lobbying by individual industries. 1In the past, it has
been used to hold down the tax liability with decisions taken on

political grounds.

Second, recent work at official level indicates that it is very
difficult, if not impossible, to develop a satisfactorily robust

method for determining rateable values by use of a formula. Our



officials have looked at various approaches to this. An approach
which has regard to asset values is theoretically attractive here
but it would require some hard judgements on our part and create
some severe practical difficulties. Other approaches - such as
the use of turnover or profitability data - have been canvassed
but in my view, are not as attractive nor as publicly defensible.
I have to say, however, that not everyone is agreed on the most
appropriate substitute and it may be that one universal method,
however, desirable, is not achievable and alternative methods
including valuation by reference to the accounts may be

applicable.

I do not think that these problems with formula rating can be
lightly dismissed, and I very much doubt that the current system

could ever be made into a fair form of tax assessment.

In the light of these problems, I should like to propose that we
aim, in principle, to bring the formula rated industries into
conventional rating as soon as possible. I hope that you will
feel able to agree that a firm policy commitment to this end would
be desirable in due course, though subject to our fixst
investigating the technical and other implications of making such

a change.

There will, of course, be various technical difficulties in
assessing these industries conventionally. A move to a
conventional system of rating would also have implications for
Valuation Office resources. The need for legislation will need to

be checked carefully.



I should therefore like to propose that we ask our officials to
look urgently at the scope for bringing these industries back into
conventional rating and to improve their assessment of the costs
to the industries. It would not, of course, be possible to make
this change in the 1990 revaluation. But I am conscious that we
will need to take decisions on how these industries should be
handled in 1990 quite shortly. There seem to be two broad
approaches that we might adopt to this. We could use the
information that has been gathered about these industries by
officials to calculate new formula rateable values ostensibly
equivalent to values calculated under a conventional valuation.
On the other hand, we could use the average increase in rateable
values in the non-domestic sector generally since the last
revaluation to uprate the existing formulae in a more mechanical

fashion.

I have no strong views at present about which approach might be
appropriate. If we find that these industries could be moved back
into conventional assessment early in the 1990s, it may be that we
would decide it was more sensible to treat the 1990 review as an
interim valuation, pending a fuller and more accurate conventional
assessment. But we could look at this point further in the light
of officials' conclusions on the practicability and timing of a

move to conventional rating.

[Finally, whatever approach we adopt to these industries, in 1990
and after, I am sure that any increase in their relative rates

burden should be used to offset the burden on other non-domestic



ratepayers. Depending on when a move to conventional rating was
made and on whether this increased the amount paid in rates by
these industries significantly, this might imply that we would
exercise our power to uprate the business rate poundage by less

than the RPI.]

I am copying this letter to Malcolm Rifkind and Peter Walker. i
should be particularly interested to hear Malcolm's views on the
prospects for bringing the treatment of those industries in
Scotland that are formula rated into line with the treatment of
those in England and Wales, if we were to move the latter into a

more conventional system of assessment.

[J.M]
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BUSINESS RATES : MEETING WITH THE CONFEDERATION OF BRITISH INDUSTRY, 27 APRIL

1. You were present yesterday when the Secretary of State met a delegation
from the CBI to discuss their response to the consultation paper on
transitional arrangements for the new business rate. The Confederation were
represented by Mr John Banham and Sir Trevor Holdsworth. Mr Britton and Mr
Rawlings (Welsh Office) were also present.

2. The Secretary of State thanked the CBI for their response, which sought a
reduced business yield in 1990-91 and the immediate realisation in full of
reductions in rate liability for those businesses which gained from the new
business rate. He noted that the CBI wanted these benefits to business funded
by the Exchequer : but indicated that he saw little scope for agreement on
either of these points. The Government was committed to the view that the
transitional arrangements should be self-financing and that business should
not be subsidised by the taxpayer. The rate poundage set for 1990-91 would be
based on the yield in 1989-90 (uprated for inflation), although this might be
capped if analysis showed that local authorities had imposed unreasonably high
rate rises for the year. A final decision on this would be taken in the
summer when the envelope of external support (NNDR and grant) for local
authorities was agreed with the Treasury. But there could be no going back to
the amount of rates payable by business in the year in which the Green Paper
was issued (1985-86), as the CBI were seeking.

3. The CBI noted the Secretary of State's firm resolve that the business
community should bear the full cost of the change to the new system. They
suggested however that, as neither the delay since the last revaluation nor
the level of rate poundages were the fault of business, the Exchequer should
make a contribution - as it had done at the time of previous revaluations -
from the £5 billion increase in Corporation Tax which could be expected in
1989-90. They warned that, if nothing were done, the Government's proposals
would add 1% to the RPI; and argued that a limit on year-on-year reductions
would alienate those businesses the Government was trying to help, along with
those which would have to bear the cost.

4. The Secretary of State sought the views of the Confederation on the option
-which was being argued by the ABCC - of putting a premium on the poundage for
all businesses as a means of funding the faster realisation of gains. This
would bring swifter relief to the less-buoyant North whilst slowing down the
overheated economy of much of Southern England. The CBI acknowledged the
benefit this would have for businesses awaiting a long-overdue reduction in
rate liability : but again argued that the additional increase for losers -
which might be as much as 10% - would increase inflation. The Secretary of
State rejected this view and argued that the effect on the RPI would be
broadly neutral. A further refinement of this option might be to combine a
premium on the poundage with a higher limit on year-on-year reductions for



v RIS B iTeba. 1) AR A

CODE 18-77

. Al il ety g Reference

gainers, although this would not achieve one of the aims of both the
Government and the business community that the transitional arrangements
should not be unduly complex.

5. The CBI undertook to let the Secretary of State have their considered
views on this proposal in due course : and noted that the Secretary of State
would be giving further consideration to the possibility of capping the 1989~
90 business rate yield. The Secretary of State indicated that he had asked
for further analysis of the effect on the distribution of gainers and losers
of a premium on the poundage.

6. The CBI also took the opportunity to impress upon the Secretary of State
their continuing concern that the rate burden on businesses in England and
Wales and in Scotland should be harmonised as quickly as possible. The
Government had received representations about the burden - which was of the
order of an additional impost of £250 million on Scottish businesses - from a
number of business organisations, not least the chemical industries; and the
CBI considered the disparity unjustifiable.

7. The Secretary of State briefly outlined the reasons for such a disparity:

- higher average spending by Scottish local authorities, which could
only be resolved in Scotland; :

- differences of practice and professional approach between the
Scottish Assessors and their English counterparts, which ongoing
discussions were helping to bring together but which could not be
completely harmonised by 1990;

- the different approaches to the contractor's basis method of
assessing hereditaments such as chemical plants, which would hopefully
be brought into line by the Government's recently announced proposal to
prescribe a common decapitalisation rate; and

- the problem of a lack of a common GB-wide poundage, a solution to

which the Secretary of State was able to say would hopefully be
announced shortly.
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Secretary of State for the Environment j 10
Department of the Environment i

2 Marsham Street

London
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Dear Nicholas ‘JV (k

Trevor Holdsworth and I much appreciated your taking the time/last

Thursday to discuss the issues relating to the Uniform Busingss Rate Sf/P\
and transitional arrangements raised in my letter of 18 Apri
We promised to come back to you promptly, hence this letter.

We were much reassured on several counts:

- your assurance that the Scottish anomaly is likely to be
substantially removed in the not-too-distant future

- your recognition that the level of the Uniform Business Rate has
nothing to do with the level or quality of services business
receives from local Government; it is simply another way in which
Government has opted to tax business. We understood you to say
that in determining the yield from this tax in July, the
Government will take account of the overall level of taxation on
business, which has been rising rapidly, as my recent letter -
pointed out

e N
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- your evident concern to see that the benefits of the new Uniform c4}£:
Business Rate come through immediately. As presently proposed, fn\
the Government faces the unenviable prospect of getting the worst RQA\
oh ? of all worlds: there will be no "winners" at all as a result of r“

: the introduction of the Uniform Business Rate, and a very large
number of heavy losers. We believe, therefore, you are right to
consider changing the arrangements so that the winners under
the new scheme benefit immediately.

We remain of the view that transitional protection will be neceded, and
consider that the proposals outlined in your Department's paper are

2/
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The Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment

acceptable, although we would still like to see the ceiling for losers
lower than is now proposed. It is my duty to warn you that retailers
with whom I have had the opportunity of discussing the issue have made
it clear that they will seek to recover the increased rates in prices.
This will inevitably have an effect on retail prices in the South-East
particularly; and, given the somewhat arthritic public sector pay
bargaining arrangements and the way these affect expectations in the
private sector, there is a clear risk of yet further
Government—-induced inflationary pressures at precisely the wrong
moment .

It remains our view, therefore, that the Uniform Business Rate should
be set as low as possible, with the cost of transitional protection
met from the Exchequer - as we understand, incidentally, has been the
case in earlier revaluations. Our members are disinclined to accept
pleas of Exchequer poverty, recognising the large increase in receipts
from Corporation Tax in recent years, and the resulting public sector
surplus.

Moreover, we were intrigued that you were prepared to use the
"buoyancy" argument when discussing the level at which the UBR should
be set - since you had explicity rejected it when we had suggested
that the maximum rate of increase of the UBR in future should be RPI -
3%. As it is, if the UBR is increased in line with the RPI, the yield
is likely to increase in real terms by some 2% a year. As you would
undoubtedly have pointed out had we sought to make this point, you
cannot respectably have it both ways!

Finally, we have examined the figures on the yield from business rates
on which your officials had briefed you. It seems that they have
included rates paid by schools, hospitals, universities and colleges
and other non-business payers of non—-domestic rates. This cannot make
sense when we are discussing a tax on business. The figures on which
our arguments are based are consistent with those published in Local
Government Financial Statistics for England; we have calculated the
rates paid by industrial and commercial companies and public
utilities, on the basis of CIPFA figures showing that these account
for 41.5% of total rateable values.

In any case, the message is the same: the current 'take' from business
rates is over 257% higher in real terms than the average for the first
half of this decade, and is likely to be approaching 20% higher than
in early 1986. The table shows the yield we have assumed for the
rates paid by industrial and commercial companies and public utilities
in England and Wales adjusted by the GDP deflator. The figures in the
paper provided by your officials are included for convenience.

3/



The Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment

Table: YIELD FROM BUSINESS RATES IN ENGLAND AND WALES.
£bn, at 1988/9 prices

Y/e March 31
1981
1982
1983
1984
1985
1986
1987
1988
1989

1990 (est)

I am sending a copy of this letter to Nigel Lawson, Malcolm Rifkind

and Peter Walker.

Yours sincerely

/
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w4
v

John M M Banham

CBI

£5.71bn

6.21

6.63

6.75

6.63

7.04

Lel2

7.89

8.10

8.25

DOE Staff Paper

6.67

129

773

7.86

7.90

8.09

8l

8.89

8.93

not available
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Alan Ring Esq

Private Secretary
Secretary of State for the
Environment

cc: PS/Chief Secretary
Sir P Middleton

Mr Anson
Department of the Environment Mr Edwards
2 Marsham Street Mr Potter
LONDON Mr Hudson
SW1P 3EB
/aed Ala., N

BUSINESS RATES: MEETING WITH THE CBI ON 27 APRIL

As I mentioned to you on the telephone last week, the Chancellor
was most concerned to read John Banham's letter of 3 May to your
Secretary of State recording the main points of their meeting on
27 April. In particular, the Chancellor was perplexed by
Mr Banham's claim that he had received reassurance that, in
determining the yield from the uniform business rate, "the
Government will take account of the overall level of taxation on
business, which has been rising rapidly" and Mr Banham's belief

that there will be "no winners at all" from the introduction of a
uniform business rate.

You kindly sent me your own record of the meeting and its silence
on both these points suggests that Mr Banham is being
characteristically mischievous. However, I would be most grateful

if your Secretary of State's reply to Mr Banham could contain a
firm rebuttal of these two points.:

j ovfs St‘\“”

MWE.E (écs
"DUNCAN SP

Assistant Prlvate
Secretary
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2 MARSHAM STREET
LONDON S8W1P 3EB

01-212 3434
My ref:
Your ref:
John M M Banham Esqg
Director-General
Confederation of British Industry
Centre Point
103 New Oxford Street
London WC1lA 1DU 23 May 1989

Bow s g

Thank you for your letter of 3 May about the uniform business rate
and the proposed transitional arrangements. I am glad you found
our meeting useful, and that you were reassured on a number of
points.

It was you, and not I, who made the point that the overall yield
from business taxes has increased since 1986-87, in support of
your argument that the taxpayers should fund a reduction in the
yield from business rates. But you will also recall that I
pointed out that the aggregate rates burden on business had
actually fallen in real terms between 1986-87 and 1988-89 if the
effect of buoyancy is removed from the figures. This is true
whether one takes non-domestic rates as a whole (ie including
rates paid by local authorities and Crown contributions) or rates
paid by business and public utilities. I said that I could not
accept your ar9ument that the yield should be fixed at the level
which obtained”when the Green Paper 'Paying for Local Government'
was issued and that the Exchequer should make up the difference.
However I did say that, in deciding the total amount of external
local authority support for 1990-91 (comprising granl and business
rate yeild) in July, I would consider whether a mcasure of
under-indexation of the rates contribution would be appropriate in
view of the average level of increase in rates set by local
authorities in 1989-90 (although I also made the point that this
increase had not been as high as many business organisations had
expected).

I must dispute your suggestion that there will be 'no winners at
all' as a result of the introduction of the new business rate and
the revaluation. Business as a whole can only benefit in the long

run from the removal of the distortion of competition which an
up-to-date revaluation and a uniform poundage will bring and from



the certainty and stability that the RPI-limited increase in the
poundage will guarantee. Where increases for individual
businesses are inevitable as a result of the change, they will

receive transitional protection at a level which, I sense from
your letter, you do not entirely oppose.

As for individual 'winners' it is clearly important that, within a
self-financing scheme, reductions should be realised as quickly as
possible. That is why I am prepared to consider carefully the
arguments of the ABCC and others that this objective could, and
should, be achieved by the addition of a premium, on the poundage.
I have yet to hear your views on this subject.

On the question of harmonisation of business rates in England and
Wales and in Scotland, Malcolm Rifkind has now announced his
proposals to alleviate the burden on firms north of the border and
I hope this has allayed your concerns in this area.

I am copying this letter to Nigel Lawson, Malcolm Rifkind and
Peter Walker.

Yours sincerely

NICHOLAS RIDLEY AM
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BUSINESS RATES: MR RIDLEY'S MEETING WITH THE CBI, 27 APRIL

1. You asked for a note on two points raised in John Banham's
3 May letter to Mr Ridley, following their 27 April meeting on the

reform of business rates:

said that the
taken into

Ridley
taxation would be

(a) Mr Banham's suggestion that Mr

overall level
account in setting the new Uniform Business Rate:

of business

Mr Banham's accusation that there will be "no winners at

(b)

all" from the new system.

2% As Mr Sparkes has already told you, we established straight
away that, on the first point, Mr Ridley said nothing of the kind,
and told DoE that the reply to Mr Banham should contain a firm

rebuttal of both points.

(copy alfasked )
Mr Ridley has now replled DoE sent the draft across at the
last minute, although I persuaded them that it should rebut
the first point more explicitly, the letter had already
This is annoying, and I have protested. But that said, the letter
overall is a pretty firm dismissal of Mr Banham's arguments.

3.
and
issued.



4. There are two policy points referred to in Mr Ridley's letter
which you and the Chief Secretary may like to note, and which, I
gather, were touched on at this morning's meeting.

9 First, Mr Ridley acknowledges that he said he would consider
whether the yield of business rates should be uprated by rather
less than inflation, in view of the average 1level of ratc
increases in 1989-90, though he also points out, helpfully, that
these were lower than many business organisations had expected.
This is in line with a form of words he used when announcing the

transitional arrangements in February. So far, it looks as though
he will not pursue this, and final decisions cannot be taken until
we get the September RPI, which is the starting point for the
uprating decision.

6. Second, Mr Ridley says that he is looking at the possibility
of revising the proposed transitional arrangements for the NNDR,
to enable the gainers to get their gains more quickly. This issue
will need to be settled within the next few weeks, because

legislation is need in the Local Government and Housing Bill, and
Mr Ridley is meeting his officials today. We have made clear that
the transitional arrangements must remain self-financing, and that
you would require a great deal of persuading that there should be
any change from the present scheme. We will provide advice, if
and when Mr Ridley makes any proposals.

A P HUDSON
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MR RIDLEY'S MEETING WITH THE CBI, 27 APRIL

The Chancellor was grateful for your note of 25 May.

2%, He has

fully revalorised.

commented that, at a

recent meeting,

S

25

J M G TAYLOR
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Mr Ridley
expressed the view that the Uniform Business Rate should always be
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UNIFORM BUSINESS RATE AND REVALUATION: '\TRANSITIONA AﬁRANGEMENTS

ERre RF ST AR e
In February I announced with colleagues*/ggreement (my minute to you
of 29 November, your private secretary’s reply of 12 Decembér, the
Chancellor’s letter to me of 7 December and my reply of 23 December)
our proposals for phasing in the effect of the uniform business.rate
and of the revaluation of non-domestic property and invited views.
Having considered the responses and discussed the issues with the
main bodies representing business, I have concluded that we need to

amend the proposals in some respects.
THE ORIGINAL PROPOSALS

We have undertaken to fix the uniform rate so as to raise in 199091
broadly the same amount from business and nationalised industries in
real terms as in 1989,/90. Although the uniform rate and the
revaluation will not increase the aggregate rate burden on business-
therefore, they lead to a major redistribution of that burden.
Broadly, retailers will face increases, along with all businesses in
some low-rated inner London boroughs: manufacturers, especially'in
the North and Midlands, are likely to gain. There is likely to be a
very wide distribution round the average.

Against this background we had proposed that no property should face
an increase in rates of more than 20% in real terms in 1990/91 and
of 15% where the rateable value of the property in the new list was
less than £7,500 in London and £5,000 elsewhere. These limits on
increases would apply in each year up to 1994/95 by which time most
properties would have reached their full rate bills. We left open
the possibility that protection would be conlinued after 1995 for
properties whose full increases had still not been phased in. These
arrangements would apply only to existing properties.




In order to finance this protection for losers and to ensure that
the effect of the transition on the vield from business rates was
neutral, we proposed also to phase in reductions in bills for
existing properties. The maximum reduction was to be about 10%, a
year in real terms and 15% for small properties (defined as above),
the actual figures to be fixed later, when better information about
the effects of revaluation was available, so as to balance the pool.

RESPONSE TO CONSULTATION

We have had a heavy response to these proposals. Although generally
welcoming the decision to phase in the effect of the new system,
business predictably complained that the caps on rate increases were
too high and would cause many firms, especially retailers, financial
difficulties. A majority of those responding said that the threshold
which we proposed to define small properties was too low. There was
a strong reaction from potential gainers that it was inequitable
that they should be made to pay for the protection for losers and
they arqued that this protection should be funded by the Exchequer
or, failing that, through a premium on the poundage. Significantly
the Association of British Chambers of Commerce, which is more
representative of business as a whole than any other body, argue&
for a premium. There was some pressure to extend the transition to
new as well as existing properties, in order to avoid market
distortions. Local authorities were concerned about their ability to
implement such complex proposals and the associations, together with
the professional institutions, also pressed for a premium on the
poundage.

REVISED PROPOSALS

Treatment of Losers

I do not see any scope for ameliorating the effects on loser within
a self-financing transitional scheme. Rate increases of this
magnitude could have a severe effect on retailer whose profitability



is marginal, especially coming on top of the down-turn in retail
sales. But for most retailers rents are a far more significant cost
than rates and they have coped with rapidly rising rents for most of
the 1980s. In view of the paramount need to ensure that gainers
receive their gains at a reasonable rate, I propose that we retain
the caps on losses of 20% and 15%.

However, the small business lobby has made a convincing case for
raising the threshold used to define small properties. Our concern
had been to avoid setting the threshold so high that multiple
retailers, banks and building societies with many small outlets
would benefit. But the evidence is that our proposed figures would
exclude also many of the small shops in secondary locations and
small industrial units which we would want to protect. So I propose
that we should double the thresholds to £15,000 RV in London and
£10,000 elsewhere in England. This is not as high as small business
representatives wanted, but it should go some way to meeting their
concerns. 78% of properties are estimated to fall below these
thresholds, but these represent only 16% of aggregate rateable value
in the new list and, under our existing proposals for phasing rate
reductions, this more generous threshold would not affect the
proposed limits on gains.

I am not convinced by arguments for extending transitional
protection to new buildings. The purpose of this protection is to
help existing occupiers facing increased bills. Occupiers of new
buildings will know about their potential rate liabilities in
advance. Indeed, I now propose that protection should lapse where
there is a change of occupier of an existing building.

Treatment of Gainers

I am convinced, howeéver, that we must enable businesses which can
expect reduced rate bills to enjoy more of their gains earlier. Many
manufacturers in the North who have long suffered from high rate
poundages would see very substantial reductions in bills but for the
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transition - over 50% in many cases. Yet with inflation at present
levels, in cash terms their bills are likely to fall by a mere 2% or
so next April under our existing proposals. That is causing a lot of
resentment and is alienating the very people who should support the
policy, including the ABCC. And it means that the wider economic
benefits of redistributing the rate burden will be very slow to come
through.

I therefore propose that we do as many of the respondents to the
consultation urged and pay for the protection for losers, in part at
least, by a premium on the poundage. We considered and rejected this
early last year, but at that stage it was not apparent that the
reductions in bills in cash terms which gainers would receive under
a self-financing scheme which phased both losses and gains would be
so small. And, of course, we had not consulted publicly at that
stage. The other benefit of a premium is that it makes the
administrative task of local authorities simple, an important
consideration given the many other burdens which our policies are
placing on them at the moment.

In order to balance the pool in each year of the transition, a very
high premium of ébout 9 pence in the pound - around 25% - would be
needed in the first year, falling to 1 penny in year 5. The effect
is exemplified in the figures prepared by the Inland Revenue at
Annex A. Only 24% of properties gain in the first year on this
approach, with 71% losing (compared with 40, and 53% respectively
under our original proposals), though the number of gainers grows
through the transitional period.

I do not believe that so large a premium in the early years is
acceptable because it would mean increased bills for so many
businesses which could otherwise expect to gain. Annex B therefore
exemplifies the effect of a premium of 4p in year 1 falling to 1
penny in year 5. In order to eliminate the large deficit in the pool
which would occur in the first year, a 20% limit in real terms on
gains would be needed in that year only. Under this option 32% of
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properties would gain in the first year and 61% would lose, but the
proportiord of gainers would grow over time. The effect is that big
gainers, most of them in manufacturing, get much more of their gains
in the early years. Businesses which could expect small reductions
or increases but for the transition will pay more at first, but the
biggest losers - those whose increases are limited by the caps on
losses, pay no more until the year in which they reach their full
liability and at that stage the premium may have declined.

This latter scheme as exemplified produces small imbalances in the
pool in each year, but these could be minimised by fixing the
premium when we have more precise information to one place of
decimals. It takes account of my proposal above to raise the
threshold defining small properties for the purposes of protecting
losers.

I propose that we should adopt a scheme on the lines of that in
annex B. I believe that a premium at this modest level produces an
acceptable distribution of losers and gainers in the early . years. If
you and other colleagues disagree, I see little alternative but to
accept that part of the cost of protecting losers should be met by
the Exchequer, Because I do not think that our original proposals
for phasing in gains are sustainable.

NEXT STEPS

If you and other colleagues agree these proposals I would aim to
announce them in July, probably to coincide with the tabling of
amendments to the Local Government and Housing Bill necessary to
give them effect. Meanwhile the Inland Revenue are preparing a
updated survey of the effects of the revaluation, based partly on a
sample of actual revaluations rather than estimates. I should want
to consider whether these proposals need fine-tuning in the light of

the survey results, in consultation with Nigel Lawson. I would hope

that we could publish those results at the time of my announcement.



CONFTDFENTIAL

CONCLUSION
I should be grateful for your and colleagues’ agreement:

i. to retain limits on rate bill increases of 20% a year in
real terms on large properties and 15% on small ones;

ii. to increase the threshold for defining small properties to
£15,000 RV in London and £10,000 elsewhere;

iii. to limit protection to existing occupiers;

iv. to finance this protection by a premium on the poundage,
together with a 20% limit on rate reductions in real terms in
1990/91: the premium would be fixed in the light of the new
survey being carried out by the Inland Revenue;

and for my announcing these conclusions in July when the necessary
amendments to the Local Government and Housing Bill are ready.

I am sending copies to members of E(LF), to John Wakeham, David

/

[

2T

Waddington and to Sir Robin Butler.

'/)
y

/.
/

Pr wr

(Approved by the Secretary of State
and Signed in his Absence)

7 W 1989
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ANNEX B
Scheme B - England

Premiums are 4p, 4p, 3p, 1lp and 1lp. RV threshold is £15000 in
London, £10000 elsewhere. Caps on gainers of 20% apply in 1990-
91.

l. First Year Change

Numbers of properties (000)

Small Large All
Gainers Properties Properties Properties
50% or more 0 0 0
21% to 49% 0 0 0
5% to 20% 385 105 490
Total 3857 (.32:0%) 106:1(31%0%) 490 (31.0%)
Little change 80 (7.0%) 25 ("720%) TO5% (e 20
Losers
5% to 10% 25 15 70
11% to 20% 690 200 890
Total 745 (61.0%) 210 (62.0%) 960 (62.0%)
Overall Total 1215 ; 340 1555

2. Five Year Changes

Numbers: thousands; Rate bills: £m

Shortfall(-)/

Gainers Little Change Losers Windfall(+)
Rate Rate Rale
Numbers Rill Numbers Bill Numbers Bill £m
1990-91 490 3130 105 590 960 4470 -10
1991-92 495 2610105 590 960 4980 -30
1992-93:. 525 2670:.105 700 925 4970 +180
1993-94 590 2890 115 750 850 4470 -90

1994-95 590 2890115 750 850 4580 +10
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. FROM: MRS JUDITH CHAPLIN
7th June 1989
x4359

CHIEF SECRETARY é /
cc Chancellor
v Mr Edwards
Mr PotLter
Mr Hudson

NNDR TRANSITIONAL ARRANGEMENTS é /éd
: Ay

I have seen Andrew Hudson's minute to you. I totally support
his view that a premium on the NNDR poundage should be opposed. Even
if there is no written commitment, the business organisations believe
that the Secretary of State gave them the commitment that the rate
poundage would not increase between this year and next more than is
necessary to compensate for inflation. The premium suggested is
substantial and there will certainly be pressure for the Exchequer to
meet this additional cost.

7 M It 1is optimistic anyway to believe that gainers are going to
jump up and down with joy because they gain more quickly. The effect
of the NNDR change will be difficult for most of them to disentangle
from the revaluation changes on their individual rate bills. By
definition they are surviving in business at the moment and, although
they will be pleased to have lower rates, whether the gains are
phased or more immediate will make little difference. The losers, on
the other hand, and, as Andrew points out, the numbers of these will
increase, will shout much louder.

Concessions to Small Businesses

3 The level of rateable value of a business property was often a
poor approximation for its turnover and profits, which are what
matter in relation to an increase in the rate bill. There seems
little evidence that making the phasing arrangements more generous
will 1lessen the anomalies. The small business lobby want even more
generous phasing - very small annual loss and instant gain - and
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‘creasing the numbers benefiting from preferential treatment will
not satisfy them. Of more importance, if there is an increase in the
number of businesses whose losses are less quick, but whose gailns are
quicker, where does the money come from? '

Je

JUDITH CHAPLIN
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UNIFORM BUSINESS RATE AND REVALUATION: TRANSITIONAL ARRANGEMENTS

Mr Ridley's 7 June minute to the Prime Minister proposes some
revisions to the transitional arrangements for the national non-
domestic rate. This minute recommends that you write to the Prime
Minister, putting forward a modified version of Mr Ridley's
proposal for a substantial extension of the special treatment for
small properties, but opposing his proposal to fund the transition
through a premium on the NNDR poundage.

Background

2. As you will recall, Mr Ridley announced the proposed
transitional arrangements for the NNDR in an oral statement on
15 February. A consultation paper was issued the same day,
including the summary of the Inland Revenue survey of the effects
of the move to the uniform business rate and the revalunation.

3 The basic approach to the transition, which had been
discussed at some length between Ministers, was that losses and
gains would both be phased in, so that the transition remained
self-financing.

CONFIDENTIAL

&
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- The increases for 1losers would be limited to
20 per cent of the previous year's rate bill, in
real terms, in any one year.

- This would be paid for by 1limiting gains to
around 10 per cent of the previous year's rate
bill, in real terms, in any one year.

- More generous arrangements were made for small
properties (as a proxy for small businesses),
defined as those with a new rateable value below
£5000, or £7,500 in London: for them, increases
were limited to 15 per cent, and the cap on
annual gains was raised to 15 per cent.

4. DOE have now received the responses to the consultation
paper, and Mr Ridley has met some of the business organisations.
In the 1light of this, he proposes changes in two key areas: the
definition of small properties; and the method of financing

protection for the losers.
Definition of small properties

Sie The responses were almost wunanimous that the proposed
definition of small properties was too restrictive. Although it
covers 60 per cent of properties (by number of hereditaments), the
representative bodies argue that a high proportion of these are
advertising hoardings, moorings, etc, and that genuine small
businesses are excluded.

6~ Mr Ridley's revised proposal is therefore to double the
limits, to £10,000 generally, and £15,000 in London. This would
cover nearly 80 per cent of properties. The Welsh Office will

also be arguing for some increase in the limit in Wales (currently
£5000), probably to £7,500, which would cover the same proportion
of properties as the proposed limit in England. :

CONFIDENTIAL

2
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Te Mr Ridley's arqument for this proposal is simply that the
present limits do not cover the genuine small businesses he wants
to help.

8. However, as you will recall, you and the Chancellor argued
last year to keep down the extent of special treatment for small
properties, and many of those arguments against apply to this

proposal too.

~ The transitional arrangements provide a
significant degree of protection already.

- Whatever the case on merits for special treatment
for small businesses, the concession has to go to
small properties, for practical reasons. But
these are not the same thing, as Mr Ridley's
original proposal has now demonstrated.

- The new proposal could include branches of chains
such as Threshers off-licences, and conceivably a
few small branches of Boots and the building
societies. It is hard to see why they should get
special protection, compared to, say, a
manufacturer with a much smaller business, but
only one site. Until the revaluation is further
advanced, there will be no hard evidence of which
businesses would in fact qualify. We have asked
the Valuation Office for an informal assessment:
they reckon that small branches of the business
mentioned above, in 1local shopping streets,
probably would qualify, but that larger branches,
and city centre shops, would not, though this
would vary considerably between different parts
of the country.
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- There is a small cost: the original proposals
produced a windfall benefit to the NNDR pool of
£120 million over five years, whereas these

proposals carry a five-year cost of £30 million
(in 1988-89 prices), which, within AEF, would
mean higher RSG. However, these figures may
change dependent on other decisions on the
transition, and on later information on the
effects of the revaluation, and it should be
possible to offset this effect in setting the
initial NNDR poundage.

G The options here are:

(a) to argue for no change from the original
proposals;

(b) to agree to Mr Ridley's proposal;

(c) to recognise the need for some extension of the
concession, but to argue for a more limited one, eg to
limits of £7,500 generally, and £10,000 in London, which
would cover 70 per cent of businesses, and have a
windfall benefit of £50 million over five years.

It would probably be unrealistic, particularly given the strength
of the small business lobby in Parliament, to stick at (a). The
case for going as far as (b) is not all that strong on merits, and
there 1is something to be said for advancing (c) as a
counter-proposal. On the other hand, this issue matters less to
the Treasury than the financing of the transition (see below), and
it may not be worth a quarrel with Mr Ridley, particularly given
that we want to forge an alliance with him over the grant
settlement.
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10. It is a fine judgement as to whether to start by proposing
(c), but be prepared to move to (b), or to agree to (b)
straightaway. On balance, however, LG favour going for
option (c).

Financing Protection for the Losers

1l1. Two strands to the response to the consultation here were
predictable: business organisations argued that the ceiling on
increases, at 20 per cent of the previous year's rate bill, was
too high; and that the protection for losers, at whatever level,
should be paid for by the Exchequer, rather than by phasing in
gains.

12. Mr Ridley does not propose any changes on these points. But
he is proposing a change to the method of financing the protection
for the losers. Instead of phasing in gains at the rate necessary
to achieve a self-financing transition (around 10 per cent of the
previous year's rate bill), he now proposes to put a premium on
the NNDR poundage. To fund the whole of the transition this way
would require a premium of about 9 pence, on a poundage of around
35 pence, which Mr Ridley rules out. So he 1is proposing a
half-way house: there would be a 20 per cent limit on gains for
the first year only, with the balance of the cost met by a premium
on the poundage. Current estimates, all in 1988-89 prices,
suggest that the premium on this basis would be about 4 pence in
the first year. In later years, there would be no cap on gains,
and the transition would be financed simply by the premium. This
would remain at 4 pence in year 2, reducing to 3 pence in year 3,
and one penny in each of years 4 and 5.

13. 4 pence is still a very substantial premium - now over 10%.
With an increase of, perhaps, 7% for the inflation uprating in the
September RPI, the poundage in 1990-91 would be getting on for 20%
higher than the 1989-90 equivalent - and would represent a real
increase of over 10% in rates for many businesses.

CONFIDENTIAL
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14. Mr Ridley is not asking for any Exchequer funding for this
proposal. Indeed, he says that if his proposed premium on the
poundage were not accepted, part of the cost would have to be met
by the Exchequer, because he does not think the original proposals
are sustainable.

15. Nevertheless, our advice is that you should oppose his new
proposal, for reasons which you and the Chancellor have advanced
in the past.

16. Mr Ridley put forward the idea of a premium on the poundage
in the spring of last year, when it was turned down twice by the
Prime Minister, first in correspondence, when she supported your
counter-proposal of phasing for the gainers, and later in E(LF),
though that meeting did allow him to retain the flexibility, in
the legislation, to put "a small premium on the poundage, if that
proved necessary to avoid too tight a 1limit on reductions in
bikls." (I attach copies of the key papers, Ministers' copies
only.)

17. Mr Ridley refers to these earlier discussions, but argues
that two things have changed.

- First, the cash reductions for the gainers look
much smaller than was envisaged last year, for
two reasons. The 1limit on gains turns out to
have to be around 10%, (though we and DOE
officials knew it would be around this level).
And inflation,. now. at 8%,  1is higher than
previously envisaged. The small gap between
these two means that the gainers would see very
little cash reduction in their bills.

- Second, he has received the results of
consultation.

18. Based on that, Mr Ridley gives two arguments for the premium

on the poundage:
CONFIDENTIAL
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- the need to enable the gainers to enjoy more of
their gains earlier, both to ensure their support
for the policy, and to achieve the wider economic
benefits of the reform; and

- to make the system easier for 1local authorities
tosruns.

I understand the real concern of DOE Ministers is that, at
present, they feel they are taking flak from the losers from this
policy, but getting no thanks from the gainers. The reform is
designed to help manufacturers in the Midlands and the North,
including some of those areas with Conservative MPs, where there
is also concern about the level of the community charge. This is
no doubt why Mr Ridley has copied his minute to the business

managers.

19. Mr Ridley's own arguments are not watertight. The response
to the consultative document was not clear cut - although the ABCC
said that they would prefer a premium on the poundage, the CBI sat
on the fence. Mr Banham's latest letter of 2 June supports the
idea of getting the gains through earlier, but is basically asking
for Exchequer money. And from an administrative point of view, I
suspect the composite approach would not save much work for the
local authorities, since they would still have to calculate
transitional bills for the gainers in the first year - there would
only be a real administrative gain if there was no phasing for the
gainers at all.

20. Moreover, there are strong arguments on merits against the

premium.

21. The size of the premium is still substantial, and, as noted
earlier, would mean a very significant increase in the poundage.
As the Chancellor commented when this was last discussed, to set
the NNDR poundage higher than it need be would be close to a
breach of faith on the undertakings which have been given to the
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business community. Mrs Chaplin confirms, from her experience at
the IOD, that the business organisations have taken the commitment
not to increase business rates in real terms to apply to the
poundage, as well as the yield.

22. The price of allowing gains through more quickly is that
other businesses have to pay substantially more. Over 100,000
businesses which stand to gain from the present proposals would
instead see little change for at least the first two years, and in
some cases for longer. And a further 100,000 which currently see
little or no change would face a loss of over 5% of their current
rate bill. Substantial 1losers would be unaffected, because
increases are limited to 20% of the previous rate bill. And
substantial gainers obviously benefit. But rate bills for those
in between would be perhaps one-eighth higher than under existing
proposals.

23. There 1is also a greater danger for the Treasury that this
approach could intensify pressure for Exchequer funding for the
transition. Compared to the present proposals, it would be far
easier for the lobbies to focus their attacks on the premium as
the measure of the burden which the Government felt should not
fall on either the losers or the gainers. If so, rather than
penalise businesses generally, they will argue that this would be
a good use for the budget surplus. This pressure will be all the
stronger if the September RPI, which is the basis for the general
uprating of the poundage, turns out to be high. The sums involved
are substantial: buying out the premium would cost £350-
£400 million in the first year, and £700-£800 million in the
second year, when the cap on gainers would be abolished.

24. We should also be wary of any compromise move by Mr Ridley
towards a smaller premium, with a tighter cap on gains.
Paradoxically, it might be easier to see off demands for the
Exchequer to buy out a larger premium, on grounds of cost, than,
say, a 2p premium, where the cost might seem more manageable.
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25. A move to a premium on the poundage could also have direct
implications for the public expenditure totals through the Crown's
contribution in lieu of rates (CILOR). Other things being equal,
the proposed premium would increase CILOR by about one-eighth. We
are currently trying to obtain improved estimates from RGPD of the
likely effect of the revaluation and the UBR on CILOR. But it
already seems likely to be substantial: CILOR is currently around
£600 million, and could increase by £100 million or possibly
substantially more. So the premium could add perhaps a further
£100 million. This would not mean extra finance for local
authorities, because Mr Ridley agreed that any increase in CILOR
should be offset in full in lower RSG, and this reduction would be
secured anyway within the fixed AEF envelope. But it would mean
an increase in both the New Planning Total and GGE, because
payments of CILOR are scored twice there: once as part of
departmental running costs, and once as part of the NNDR payment
to local authorities.

26. We shall be putting up separate advice on CILOR, and how the
transition to the new system might best be handled, as soon as the
necessary information is available. But the public expenditure
cost of Mr Ridley's proposal will almost certainly be higher than
that of the original scheme, possibly by a substantial margin.

27. For all these reasons, but particularly the danger of
increased pressure for Exchequer funding, we think you should
oppose this change of plan.

Other Issues

28. There are two other issues in Mr Ridley's minute which you
should be aware of.

29. First, the transitional arrangements currently apply to
properties irrespective of changes of occupier. Mr Ridley is now
proposing that transitional protection fcr the losers should cease
on a change of occupier. This seems sensible - the new occupier
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will be aware of the new rate bill when he takes on the property.
This concession will not, however, apply to gainers, to avoid
giving them an incentive to swap similar premises so as to get
their gains immediately.

30. Second, Mr Ridley proposes to publish an updated version of
the Inland Revenue survey of the effects of the revaluation. We
need to see the figqures, which are not yet available, before
taking a firm decision on this. Subject to that, there is
probably no harm in producing an updated version of the tables
which were published in February. But we should need to look very
carefully at the figures in question before agreeing to any more
detailed analyses.

Next Steps

31. I attach a draft minute to the Prime Minister.

A P HUDSON
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' DRAFT MINUTE TO THE PRIME MINISTER

UNIFORM BUSINESS RATE AND REVALUATION: TRANSITIONAL ARRANGEMENTS

Nicholas Ridley sent me a copy of his 7 June minute about the

transition to the uniform business rate.

2 I agree with Nick that we should retain the present limits on

increases in rate bills for the l?iiiiLi But I wonder whether it

is right to gofg% far as Nick suggests,

The problem 1is to set a 1limit
which covers the genuine small businesses we want to help, without
extending the special treatment to branches of very large
businesses. I think Nick's proposals go too far, by including

nearly 80 per cent of all properties. I propose instead an

increase to £10,000 in London, and £7,500 elsewhere in England;

this would cover 70 per cent of business properties.

- Nor can I support Nick's proposal to finance part of the
protection for losers by means of a premium on the UBR poundage.
As you will recall, we considered this last year, and discussed it
in E(LF), and the arguments which led us to reject it then are

equally compelling now.
- Even with the cap on gainers in the first year, the

premium would be substantial - an increase of perhaps

10-12 per cent on what the poundage would otherwise be

CONFIDENTIAL




35/1 1g1/tb.3.9.6
CONFIDENTIAL

and thus a real increase in the business rate poundage.

- This would be a substantial additional impost on a large
number of businesses, and would mean many more losers,
overall, in the first year. Compared to the existing
proposals, over 100,000 properties which currently stand
to gain would instead find their bills unchanged. And a
further 100,000 who currently break even would actually

become losers.

- For all these and more, the rate bill would be
10-12 per cent higher than it ought to be. The average
businessman would find it very hard to square this with
our repeated assurances that the new Uniform Business
Rate would be set so as to produce broadly the same

yield as in 1989-90 in real terms.

- Moreover, unlike the gainers whose gains are phased in
under the present proposals, these businesses do not
have substantial reductions in their rate bills to 1look
forward to. They would be paying substantially more, so

that the gainers could receive their gains earlier.

4. The principle we agreed upon on last year, that the phasing
for the losers should be matched by phasing for the gainers, still
seems to me the right approach. The new system represents a much
better deal for business overall: after years in which rates have

consistently risen faster than inflation, and sometimes by massive
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amounts, they have an assured commitment to a stable climate in
which rates cannot rise faster than inflation. Moving to this new
system, combined with the revaluation, 1is bound to involve
significant shifts in rate bills, which it is reasonable to phase
in. Starting with an additional rate for a broad band of
businesses would get the new system off on the wrong foot. It
would risk undermining the credibility of our pledges about future

increases.

5. Obviously, the phasing will not be popular with the big
gainers, whose views are reflected in the response to the
consultation paper. But I am not sure that Nick is right to say
that the Association of British Chambers of Commerce is more
representative than other bodies - they have a substantial number
of firms from the North and the Midlands. I understand that the
CBI, for example, have not expressed a firm view on the idea of a

premium on the poundage.

6. I propose therefore that we should stick to our existing

proposal to phase in both gains and losses in parallel.

s Nicholas also proposes to limit the transitional protection

to existing occupiers. I agree this is sensible.

8. Finally, he suggests we might publish an updated survey of
the effects of the revaluation. I suggest that Nick and I
consider the figures, once they are available, with a view to

deciding what it would be helpful to publish.
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I have seen a copy of Nicholas Ridley's minute to you of 7
June with revised proposals for transitional arrangements

. for non-domestic ratepayers. I too have been considering

this matter in the light of comments recelved on our

consultation paper.

)

«\:
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My original proposals mirrored tbose proposed for England,
save that I envisaged being able to phase in reductions for
gainers rather more quickly than was poss1ble for England.
Even so, the proposals to defer gains in order to pay for
the protection of losers was the subject of severe criticism
and, like Nicholas, I believe that we should do what we can
to avoid alienating those who, being entitled to reductions,
ought strongly to support our policy. I therefore also
favour the adoption of a premium on the poundage as a method
of enabling gainers to obtain their reductions more quickly.

Like Nicholas, I consider our orlglnal proposals for
protecting losers - a 15% maximum increase in real terms,
year-on-year for small businesses, and a 20% maximum
increase for large businesses - struck the right balance,
and I propose to retain it. But I have been persuaded that
the threshold for small businesses should be raised, in
Wales, to £10,000 rv on the new l;st. My proposals for a

premium take thlS into account.

It would be possible for me tq balance the Welsh NNDR Pool
each year by imposing premia qf 49( 1ip, 1p, 3p and Op in
the five years 1990/91 to 1994/95, without the need for a
cap on reductions. But the effect, in year 1, would be that
more than 75% of non-domestic ratepayers would be losers.
If, however, I combined a lower premium 'in year 1 with a cap
on reductions at the same level @s Nicholas proposes for
England (20% real), I can reduce'the number of losers to
about 65%. The pattern of gainers apd losers in Wales would
then only marginally differ fraom that which will obtain in
England. Accordingly, that is the arrangement I wish to

adopt. The attached Table sets gQut
their effects, in more detail. i
6.

‘thege proposals, and

/on gther issues, I am...
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On other issues, I am persuaded that we should limit
protection to existing occupiers, and that we should not
extend it to new buildings. I agree with Nicholas that we
should wait for the Inland Reyenue's further information on
the effects of the revaluation before finally settling the
figures, and that it would therefore be appropriate to wait
until July before making any announcement. My officials
will need to discuss with Nicholas' what arrangements should
be made about announcing the Welsh aspects of these revised
proposals, should you and colleagues agree them.

I am sending copies to members of E(LF);'po John Wakeham,
David Waddington and to Sir Robig-ButLa{.; f
ik
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REVISED TRANSITION SCHEME - WALES

Premiums are 2p, lzp, lp, 3p and Op.

Ry threshold is

£10,000. Cap on gainers of 20% in real t¢rms in the first
year.
1. First Year Change : ;
Number of properties (000)
Gainers Small Large %o All
Properties Pxogext;gs, Properties
50% or more 0 0 ‘j 0
21% to 49% 0 i ¢ B B e 3 0
5% to 20% 20 HCY b g 25
Total 20 s A Ra o8
Little change 5 Vﬂgf. 5
Losers S8
% to 10% 5 0 5
11% to 20% 50 10 60
@ otal 55 10 65
Overall Total 80 15 95

2. Five Year Changes

Gainers

Numbers Rate.

Bill
1990/91 25 120
1991/92 25 100
1992/93 25 110
1993/94 25 110
1994/95 30 110

N

Numbers: thougands; Rate bill:

£m

Shortfall (=)/

Little Changej'

Numbers Rate

Bill

10
10

Logers  Windfall (+)
Numhcrs Rate £m

Bill

OO O0OO0OO
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FROM: AP SON
DATE: 12 JUNE 1989
EXT: 4945
i O'I"I‘ERj \7’,(" (6] o Mr Phillips
2. CHIEF SECRETARY Mr Culpin

Mrs Lomax

Mr MacAuslan
Mr G C White
Mr Rutnam
Mrs Chaplin
Mr Call

Mr Morgan (ve)
Mr Heggs (IR)

copies attached for:

Chancellor«<—
Sir P Middleton
Mr Anson

UNIFORM BUSINESS RATE AND REVALUATION: TRANSITIONAL ARRANGEMENTS
My 9 June submission advised on Mr Ridley's 7 June minute to the

Prime Minister, which proposed some revisions to the transitional

arrangements for the national non-domestic rate.

2 Mr Walker has now written (his minute of 9 June), proposing

the same revisions to the package for Wales. Specifically, he is

proposing:
(a) that the threshold for defining small properties
should be raised from a new rateable value of

£5,000 to £10,000, in line with Mr Ridley's proposal for

England outside London;
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(b)  that the protection for lboer should be financed by a
o tap OV

combination ofLreductions of 20%, in real terms)in the first

year only, plus a premium on the poundage.

The premium would be 2p in the first year, half that in England,
and would remain lower than the profile in England. This 18

because the scale of losses is relatively smaller.

3% These proposals are as expected, though Mr Walker has gone
further in the definition of small properties than the Welsh
Office originally envisaged. They were originally thinking of a
limit of £7,500, which would cover the same proportion of
properties (around 80%) as the proposed 1limit for England.
Instead, Mr Walker has gone for the same cash figure as in
England, which covers around 85% of properties in Wales. This is
a very large proportion indeed. Mr Walker's argument may be that
there is no reason why the definition of small business should
vary between, for example, Chester and Wrexham, but that depends

on the valuation practice being the same.

4. Mr Walker's minute does not change the advice in my earlier
minute. I attach a new draft minute to the Prime Minister,

revised simply to note Mr Walker's proposals.

AT

A P HUDSON
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DRAFT MINUTE TO THE PRIME MINISTER

UNIFORM BUSINESS RATE AND REVALUATION: TRANSITIONAL ARRANGEMENTS

Nicholas Ridley sent me a copy of his 7 June minute about the
transition to the wuniform business rate. I have also seen

Peter Walker's 9 June minute.

2. I agree with Nick that we should retain the present limits on
increases in rate bills for the losers. And I also agree that

some increase is justified in the threshold for defin ing small

e N
: : : : % :
properties. But I wonder whether it is right to go, as far as Nick
suggests. The problem is to set a limit which covers the genuine

small businesses we want to help, without extending the special
treatment to branches of very large businesses. I think.:Nick's
proposals go too far, by including nearly 80 per cent of all
properties. Peter Walker's proposal would extend even further, to
some 85 per cent of properties in Wales. I propose instead an
increase to £10,000 in London, and £7,500 elsewhere in England;
this would cover 70 per cent of business properties. A £7,500

limit in Wales would cover 80 per cent of properties.

3 Nor can 1 support the proposal to finance part : of " %he
protection for 1losers by means of a premium on the UBR poundage.
As you will recall, we considered this last year, and discussed it
in E(LF), and the arguments which led us to reject it then are

equally compelling now.
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- Even with the cap on gainers in the first year, the
premium would be substantial - an increase of perhaps

10-12 per cent in England on what the poundage would
otherwise be and thus a real increase in the business

rate poundage.

- This would be a substantial additional impost on a large
number of Dbusinesses, and would mean many more losers,
overall, in the first year. Compared to the existing
proposals, over 100,000 properties which currently stand
to gain would instead find their bills unchanged. And a
further 100,000 who currently break even would actually

become losers.

- For all these and more, the rate bill would be

’ 10-12 per cent higher than it ought to be. The average
businessman would find it very hard to square this with

our repeated assurances that the new Uniform Business

Rate would be set so as to produce broadly the same

yield as in 1989-90 in real terms.

- Moreover, unlike the gainers whose gains are phased in
under the present proposals, these businesses do not
have substantial reductions in their rate bills to look
forward to. They would be paying substantially more, so

that the gainers could receive their gains earlier.

4. The principle we agreed upon on last year, that the phasing

. for the losers should be matched by phasing for the gainers, still
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seems to me the right approach. The new system represents a much
better deal for business overall: after years in which rates have
consistently risen faster than inflation, and sometimes by massive
amounts, they have an assured commitment to a stable climate in
which rates cannot rise faster than inflation. Moving to this new
system, combined with the revaluation, is bound to involve
significant shifts in rate bills, which it is reasonable to phase
in. Starting with an additional rate for a broad band of
businesses would get the new system off on the wrong foot. It
would risk undermining the credibility of our pledges about future

increases.

S Obviously, the phasing will not be popular with the big
gainers, whose views are reflected in the response to the
consultation paper. But I am not sure that Nick is right to say
that the Association of British Chambers of Commerce 1is more
representative than other bodies - they have a substantial number
of firms from the North and the Midlands. I understand that the
CBI, for example, have not expressed a firm view on the idea of a

premium on the poundage.

6. I propose therefore that we should stick to our existing

proposal to phase in both gains and losses in parallel.

f i Nicholas also proposes to limit the transitional protection

to existing occupiers. I agree this is sensible.
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B. Finally, he suggests we might publish an updated survey of
the effects of the revaluation. I suggest that Nick, Peter, and I
consider the figures, once they are available, with a view to

deciding what it would be helpful to publish.
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4 FROM: CHIEF SECRETARY

DATE: 14 June 1989

PRIME MINISTER
UNIFORM BUSINESS RATE AND REVALUATION: TRANSITIONAL ARRANGEMENTS

Nicholas Ridley sent me a COpY of his 7 June minute about the
transition to the uniform business rate. I have also seen Peter

Wwalker's 9 June minute.

2. I agree with Nick that we should retain the present limits on
increases in rate bills for the losers. And I also agree that
some increase is justified in the threshold for defining small
properties. But I wonder whether it is right to go quite as far
as Nick suggests. The problem is to set a limit which covers the
genuine small businesses we want to help, without extending the

special treatment to branches of very large businesses. I think
Nick's proposals go too far, by including nearly 80 per cent of
all properties. Peter Walker's proposal would extend even

further, to some 85 per cent of properties in Wales. I propose
instead an increase to £10,000 in London, and £7,500 elsewhere in
England; this would cover 70 per cent of business properties. A
£€7,500 limit in Wales would cover 80 per cent of properties.

3. Nor can I support the proposal to finance part of the
protection for losers by means of a premium on the UBR poundage.
As you will recall, we considered this last year, and discussed it
in E(LF), and the arguments which led us to reject it then are

equally compelling now.

- Even with the cap on gainers in the first year, the
premium would be substantial - an increase of perhaps
10-12 per cent in England on what the poundage would
otherwise be and thus a real increase in the business

rate poundage.
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- This would be a substantial additional impost on a
large number of businesses, and would mean many more
losers, overall, in the first year. Compared to the
existing proposals, over 100,000 properties which
currently stand to gain would instead find their bills
unchanged. And a further 100,000 who currently break

even would actually become losers.

- For all these and more, the rate bill would be 10-12
per cent higher than it ought to be. The average
businessman would find it very hard to square this with
our repeated assurances that the new Uniform Business
Rate would be set so as to produce broadly the same
yield as in 1989-90 in real terms.

- Moréover, unlike the gainers whose gains are phased in
under the present proposals, these businesses do not
have substantial reductions in their rate bills to look
forward to. They would be paying substantially more,
so that the gainers could receive their gains earlier.

4. The principle we agreed upon on last year, that the phasing
for the losers should be matched by phasing for the gainers, still
seems to me the right approach. The new system represents a much
better deal for business overall: after years in which rates have
consistently risen faster than inflation, and sometimes by massive
amounts, they have an assured commitment to a stable climate in
which rates cannot rise faster than inflation. Moving to this new
system, combined with the revaluation, is bound to involve
significant shifts in rate bills, which it is reasonable to phase
in. Starting with an additional rate for a broad band of
businesses would get the new system off on the wrong foot. It
would risk undermining the credibility of our pledges about future

increases.
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S Obviously, the phasing will not be popular with the big
gainers, whose views are reflected in the response to the
consultation paper. But I am not sure that Nick is right to say

that the Association of British Chambers of Commerce is more
representative than other bodies - they have a substantial number
of firms from the North and the Midlands. I understand that the
CBI, for example, have not expressed a firm view on the idea of a

premium on the poundage.

6. I propose therefore that we should: stick’ to our -existing
proposal to phase in both gains and losses in parallel.

1. Nicholas also proposes to limit the transitional protection

to existing occupiers. I agree this is sensible.

8. Finally, he suggests we might publish an updated survey of

the effects of the revaluation. I suggest that Nick, Peter, and I
consider the figures, once they are available, with a view to
deciding what it would be helpful to publish.

9. I am copying this minute to members of E(LF), to John
Wakeham, David Waddington and to Sir Robin Butler.

JOHN MAJOR
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Thank you for sending me a copy of your minute of 7 June to the
Prime Minister.

I am broadly content with your revised proposals. In particular,
I agree that you should respond to the wish of a majority of
those consulted by recovering most of the cost of the
transitional arrangements through a premium on the UBR poundage;
but that there should also be a "cap" on gains in the first
year.

The one point that concerns me rather is your new proposal to
remove transitional relief from a property on a change of
occupant. This could well distort substantially the normal
turnover of commercial property for several years; and could
even lead to hardship where the present occupant was unable to
carry on, and found the value of his lease sharply reduced
because of the rate bill a new occupant would face. Subject to
colleagues' views, I would be inclined to drop this refinement.

I am copying this letter to the Prime Minister, to members of

E(LF), to John Wakeham, David Waddington and to
Sir Robin Butler.

< 'UL/ -

TONY NEWTON
SB6ACC

G
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From the Private Secretary 19 June 1989

DN g AohsE !

UNIFORM BUSINESS RATE AND REVALUATION:
TRANSITIONAL ARRANGEMENTS

The Prime Minister was grateful for your Secretary of
State's minute of 7 June. She has also seen the subsequent
comments of the Secretary of State for Wales, the Chief
Secretary and the Chancellor of the Duchy of Lancaster.

The Prime Minister has noted the differences of view
between your Secretary of State and the Chief Secretary.
The Prime Minister therefore proposes that the issue should
be discussed at one of the forthcoming meetings of E(LF) in
early July.

I am copying this letter to the Private Secretaries to
the members of E(LF), the Lord President, Chief Secretary
and to Trevor Woolley (Cabinet Office).

M

i

PAUL GRAY

e
e | 19 JUNIss9 U
Roger Bright, Esq., [ aerion | (::S>7- o r{‘

Department of the Environment.
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Prime Minister /J\N P

UNIFORM BUSINESS RATE AND REVALUATION: TRANSITIONAL
ARRANGEMENTS

I have seen the minutes from Nicholas Ridley, on 7 June and
Peter Walker, on 9 June, on their proposals for phasing in the effects of
1990 revaluation and the uniform business rate in England and Wales. I
have also seen John Major's minute of 14 June and Tony Newton's letter

of 15 June commenting on these proposals.

I do not wish to comment on the balance of advantage in England and
Wales. The effects of the 1990 revaluation in Scotland in increasing
individual ratepayers' liabilities will be much less in Scotland, where we
last revalued in 1985, than in England and Wales but some will face
sigmificant increases and I have announced similar limits to those proposed
for England and Wales. I am pleased that colleagues are agreeing that

these limits should be retained.

1 do not yet have sufficient information to decide how the protection of
losers will be financed in Scotland. Because however the phasing in of
losses in Scotland on the basis proposed should take much less time than
elsewhere and because, as colleagues know, I intend intervening to bring
rate poundages in Scotland down towards the UBR, I am not attracted by
the idea of introducing a premium to help finance phasing in the
revaluation in Scotland, whatever may be finally decided for England and
Wales. But I would not be embarrassed by a premium in England if that
were decided. I shall of course inform colleagues of my proposals for

financing the limit on losers in Scotland once I have formulated these.

HMP172L7. 041




I am copying this minute to members of E(LF), o¢ohn Wakeham,
David Waddington and to Sir Robin Walker.

21 June 1989

HMP172L7.041 2
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Sir Peter Middleton
Mr Anson

Mr Monck

Mr Phillips

Mr Edwards (LG)

Mrs Lomax (GEP)

Mr MacAuslan (GEP)
Mr Hudson (LG1)

Mrs Chaplin

MEETING WITH MR RIDLEY, 27 JUNE: REVISED SAFETY NET

I understand that a meeting with the Environment Secretary has
quickly been arranged for 8pm this evening.

2. I attach three notes: the. first (note A) explains the ideas
for a special element of the safety net to cover certain areas in
the north and can be handed directly to Mr Ridley (copy attached).
The second (note B), prepared by Mr Hudson, describes the relative
merits of Mr Ridley's favoured approach to the safety net (option
6) and your own (option 5). The third (note C) simply sets out
community charges in selected authorities, wunder these two
options, with a brief commentary, plus the E(LF) "North" 1list of
all options, amended for the "North".

Objective
3 Clearly the objective this evening will be to reach final
agreement on the form of a safety net for 1990-91. Your

bargaining counter is your willingness to offer an addition to AEF
to meet the cost of the special provision for areas in the north,
if Mr Ridley will drop his form of safety net (option 6) in
preference for yours.

ToCST
27/6




4, On the basic form of the safety net, Mr Hudson's note at B

sets out the arguments. So far as your own approach is concerned
on losses, I suggest that you might stick to the figure of £25.
On that basis, except for the areas covered by the proposed new
element of the safety net for the north, then community charges
for standard spending would be £25 higher than the uprated average
rate bill per adult for 1989-90.

5. On the gains, I suggest you need not stick vigorously to the
pe}centage approach adopted under option 5. There are three ways
of allowing the gains through: by setting a maximum contribution
at around £39; by allowing through some percentage of everyone's
gains (as in option 5); or by allowing all gains up to a certain
amount and none beyond that. Combinations of these are also
possible. I suggest you might be reasonably flexible on this
precise format, if that secures a deal with Mr Ridley.

6. On the precise form of the new element for the north, a

choice will have to be made between the three options identified
in the attached paper.

y I suspect option (ii) would be the most difficult to defend
(although if it were used as a secondary criterion for the
qualification along with the other options, those difficulties
might be overcome). Easier to present and defend are options (i)
and option (iii).

8. Under option (i), the line would be that these authorities
were being singled out for special assistance because a £25
contribution represented a proportionately greater burden for them
than for others. There would of course be difficulties in
defending the threshold: and the average rate bill per adult in
1989-90 reflects the budget decisions of 1local authorities but
also of course random elements including use or otherwise of
balances in that year. Nonetheless I suspect this is the approach
which DOE officials will brief Mr Ridley to support - if he
accepts the basic idea.



9 Option (iii) can be defended as giving local authorities time
to adjust to a fundamental change in the grant system. These
authorities have been assisted in the past by the way the grant
system worked: a low rateable value base entitled an authority to
more grant for any given spending assumption. Removing this
quickly would have an adverse impact on local taxes.

10. You will wish to take into account other distributional
factors in selecting between the options.

11. We have told DOE officials broadly what the options are:
indeed the attached table is theirs not ours. We are unsure of
their briefing line to Mr Ridley: DOE officials favour option (i)
of the proposals for dealing with the north, if the idea is to be
pursued at all. But they may also be advising Mr Ridley not to
move on his overall option on the safety net (ie option 6).

TgOWJEb H . F%TIg?

BARRY H POTTER
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SECRET
NOTE A

A REVISED SAFETY NET

15 Under the self-financing safety net, if "gaining" areas are
to receive some gains (in terms of safety-netted community charge
for standard spending relative to the uprated average rate bill
per adult in 1989-90) then some losses must also feed through to

"losing" areas.

25 Both the safety net proposed in E(LF)(89)3 (option 3) and the
revised option put forward by the Environment Secretary (option 6)
allow the first £25 per adult of grant losses in each "losing" LA
area to feed through to community charges (CCs). CCs are thus
higher than the uprated average rate bill per adult by £25/£26 for
standard spending in 1990-91. (The losses will be higher if LAs

spend above the standard spending assumption.)

3. The problem is that for many areas in the north (and a few
LAs elsewhere) the proposed standard loss of £25/£26) represents a
proportionately greater burden. At present, local domestic taxes
in certain such areas are relatively low in terms of average rate
bill per adult (RBPA). In part this is because of the budget
decisions of the LAs concerned; but it also reflects the low
domestic and total rateable value base in these areas. Under the
existing rate support grant system , a low local tax base leads to
higher grant for a standard spending assumption. That advantage

is removed under the new system.



4. Community chargepayers in these areas of low rateable value
and low RBPA could be helped to adjust to the new system and
greater financial burden, if a mechanism could be found to prevent
the first £25/£26 per adult loss feeding through. In principle

there are at least three solutions through a revised safety net:

in each case, authorities in qualifying areas below a threshold
set by central government would receive "payments" from the safety
net set at £25/26 per adult. The threshold could be defined in
relation to:

(1) average rate bill per adult;

(ii) domestic rateable value per hereditament; or

(iii) total rateable value per adult.

Attached are 1lists of the authorities concerned and a suggested

threshold below which this assistance would apply.

oL The cost of this proposed addition to the safety net would be

as follows:

(i) average rate bill per adult: at a threshold of £200, the

cost would be £30 million

(ii) low average domestic rateable value: at a threshold of

£135, the cost would be £70 million



(iii) total rateable value per adult: at a threshold of £130

the cost would be £80 million.

There are also combined options: if 1local authorities could
qualify for this assistance under either options i) or ii), the

cost would be about £85 million. (All costings approximate.)

6. This specific proposal for assistance to these areas could be

combined with any of the basic safety nets already presented to

E(LF).

7% The impact on community charges of this new element of the

safety net for standard spending would depend on the option and
its cost. 1If the proposed costs were met from within AEF, then
option (i) would add about £1 to the CCs for all authorities
outside those protected by the new arrangement; options (ii) or

(iii) would add about £3 on the same basis.



TR AT S indd URIL: Cf=Jun-a7 WRIE. b TvaaTyr

@

. eve rete bitl Oﬁgc_v bl ng/ C:v Yotal AV
per edult ~X per hered per adult M
perdl o (1687 arnle €12 : Perdle €3 |
forr idae €169.6 Perdle € 1087 Torridge € 108.2
Hyas €175.9 Vesr Valley £1123 €2 irgton € 108.7
et ter e Hyrcburn eves | Homdara € 110.6
Ib- s Oarrow in Furness € 1164 _ Ros secalo £ 113.0
. AP €189 Colderdale 1150 Derventside IR TR
placktarn €181 Teesdale € 118.2 8ol sover € 1153
ver eford €187 Easington € 1163 Chester -LeStreet ¢ 117.0
Mor th Devon £-183,4 Kirklees PR Barraloy € 147.4
York £185.8 Barnsley £119.7 Calderdale £117.9
Richmondshire L1189 Copelond €108 | oo thler ry € 118.2
south Her efordshire (1853 Bl ackbum £121.0 Teesdale £119.2
Cope.ond €1%0.7 Ao vercale € 121.6 Barrow in Furnoss € 1200
Nid Devon £193.5 Dervents ide € 1203 Kicklees € 1201
Kerrior ¢ 193.6 Kingeton wpon Wull €126.2 East Yorkshire €120.7
Allerdele € 197 Bragtord cwzze | vear Vallicy €121.2
Croven € 197.2 Torridge £wre Roecale £122.4
Borrow In furmess € 197.6 Sadgefield €128 Richmardshire £ 1240
e £198.2 Allerdsls €128 4 Forost of Doan £126.5
seale ¢ 198.3 « Eden €12.3 South Tyneside € 1249
fos serdel e £198.6 Bol sover € 131.2 North Cast Derbyshire € 128.2
Lincoln €1 ¢ Vantbeck £ 132.0 Hid Deven ¢ 125.2
T € 2003 TRk yyioticld €1%.2 West Devan £128.7
bor th Bhecoshire £ 203 = f250 York €136 Allerdele € 1247
Easirgton ¢ 2. Boothferry € 1367 Morth Bhropihire ¢ 1278
For evt ©f Desn L 215 Rothehas € 1348 Rotherhas ¢ 1284
Oswestry £220 Ber i ck ~pon- Tweed € 135.6 Bapclind surceriad € 1287
warbywor \h £ xX2.3 Gateshead £ 135.9 Tw/\ lacainster £ 128 9 =
weyuouth end Portiend L2229 Surderland £1%.6 Blyth valiey ¢ 130.7 TRnoIhRs
King's Lymn & vest ¢ X9 Ashficld € 1373 Ashfteld 1310 k1RO
ol Lend € W48 sheffield €137.8 South Shrapshirc € 131.4
bor augh € 2041 Carlisle €139.2 Cor odon £ 131.8
tast Lindsey € 2.4 Dorcsster £13%.2 Burnley £ 132.3
vesr valley £ XK. Esst Yorkshirc £ 160.6 Crorley £ 132.8
vest Devon £ 247 Craver € 160.7 Kerrler €132 6
perwith £ 204.8 Rochdale € 1418 Cateshend £ 133.8
Acs tor el t 252 Bouth Tymec!de €122 Tames {4 € 1339
por 1 smouth L 252 Hartlapao! £ 1430 Orvostry £ 1% 3
Rochet e Upan Nededy £25.3 $ca ~bor ough € 34 Kingrwood €13 ¢
nor th Kesiever £ 207.4 North Deven £ 145.9 Bredford £ 1346
Selby £a5.4 Oldan €165 horth Kesteven £ 1352
Ashf ield € 2059 Tamec (de €168 Nor th Devon € 1355
soston ¢ 227 Parith £14.8 torth Wiltshire £137.4
south Stropshire {279 Leeds £ 1469 rersfield € 137.8
acon £ 2081 Kerrior € 1473 Per{ th € 1380
Derwents 0 ¢ 2086 Lincoln € 1483 Blackbumn £ 1383
$Loke—on-Trent £210.2 Hacaficld £1:8.3 Craver € 138.3
Ryecale {2106 Kigh Peak £ 9.6 Dorcaster € 1385
GilLinghas €208 Cretter -le-Sireet £ 149.7 Steffardihire Moorlan € 1386
Lancaster € 210.9 Preston €197 Wigen Bl t(38.9
Istes of Silly etk b Bassetiov €198 Ribble Valloy € 1393
Rille velley €254 Durhee £ 150.3 South leretardshire €139.4



.Ls . ﬂlll/ lluuuulll aless O o © & §

SAFETY NET OPTIONS:

OPTION 5 (column 7):

Losses suffered:

Gains:

HMT arquments for:

-

CONFIDENTIAL

NoTE R

BRIEFING

£25 losses; financed by taking 43 per cent of
all gains.

up -to first £25,.

43 per cent of gains feed through; 57 per
cent given up as safety net contribution.

- cost of protection for losers falls on gainers

only;

- and spread among gainers according to size of
gains - so those with bigger gains make bigger

initial contribution;

- simple to explain how safety net financed;

- simple to phase out.

Likely DoE arquments against:

- some contributions still well above £75;

- cross-subsidy between gainers.

CONFIDENTIAL
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OPTION 6 (column 8):

Losses suffered:

Gains:

O
CONFIDENTIAL

£26 losses; financed by taking £26 flat
rate levy from everybody else.

£26 by all losers, including those whose
long-term loss is below £26.

all gainers contribute £26, even where
this more than cancels out gain.

HMT arquments against:

Likely DoE argquments

turns small losers into £26 losers;

turns small gainers into small losers;

equal £26 contribution an illusion - for
losers, £26 above o0ld bill, for gainers
£26 above new bill;

- in any case, equal contribution overridden
by ILEA specific grant and proposed
protection for the "North";

- and simplicity lost after first year, when
loss for 1losers and levy on gainers will no
longer be equal;

- strong risk that perception will be that
everybody's CC is higher than it need be;

- and risk of pressure for extra grant to

reduce levy, particularly in laler years.

for:

- "simple to understand and present";

- "no problem with very high contributions",
ie best deal for big gainers;

- equal contribution from all.
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» SECRET NeTe C
NOTE ON SELECTED ILLUSTRATIVE CHARGES

Ly The attached table shows, for a selection of authorities,

- the 1989-90 rate bill per adult, uprated by 4%;

- the first year community charge under the two main safety
net options (percentage of gain, and théfievy) at total
standard spending;

- and the long run charge at total standard spending.
25 The main features are as follows.
3. The big loser in ILEA do very well from the specific grant.
On both options, the first year community charge is well below the

RBPA, at this level of spending. So even with a substantial
overspend, there may not be much cash increase.

4. Pendle is also protected by the special arrangements for the
"North".

153H South Tyneside is a more typical big loser.

6. Both modest losers are substantial losers on Option 6, with

the first year charge well above both the RBPA and the long run
charge. The same goes for Bury, which is due to breakeven.

7 The two modest gainers realise some of their gain under
Option 5, but become losers under Option 6 - the first year charge
would be higher, again, than either the RBPA or the long run

charge.
8. Most of the big gainers do better under Option 6 than
Option 5 - dramatically so for Westminster and South Bucks. But

for those with large but not massive gains, there is not much in
it: Huntingdonshire (long run gain of £32) is a few pounds better
off under Option 5, whereas Tewkesbury (long run gain £55) is a
few pounds better under Option 6.

SECRET
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ILLUSTRATIVE 1990-91 COMMUNITY CHARGES WITH SPENDING AT £32.8bn

1. AEF £23bn 2%
is below £135.
AUTHORITY

Big losers

Greenwich
Wandsworth
South Tyneside
Pendle

Modest losers

Kingston-upon-Thames
Bolton

Break-even

Bury

Modest gainers

Peterborough
Beverley

Big gainers

Westminster
Birmingham
South Bucks
Huntingdonshire
Tewkesbury

RBPA +4%

285
202
236
169

324
242

308

274
317

587
281
458
250
270

Total Standard Spending £32.8bn

OPTION 5

246
175
261
169

328
243

308

265
310

448
239
342
230
244

E

£100m ILEA specific grant
4. CCs reduced to RBPA +4% where this is below £200, or domestic RV per hereditament

OPTION 6

247
176

169

354
269

334

282
323

367
219
239
234
241

LONG RUN CHARGE

519
350
300
270

328
243

308

256
302

340
193
213
218
245
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TABLE &
. ILLUSTRATIVE 1990/91 COMMUNITY CHARGES WITH SPENDING AT £32.8BN
AEF £23bn. Total Standard Spending £32.8bn
NOE E(LF) Standard Spending Assessment Package
’ner London charges reduced by £100m ILEA specific grant
coL 1 coL 2 coL 3 coL 4 coL 5 coL 6 coL 7 coL 8 coL 9
1989/90 Av Long old net Old net E(LF)(89)3 No losses £25 loss ALL Change
rate bill run £74 Limit £39 Limit Proposed 19% 43% adults with 1%
per adult charge No losses £25 losses safety of gains of gains pay rise in
+ 4% net allowed allowed £26 to net spending
WEST SUSSEX
Adur 281 238 281 21 255 272 261 264 6
Arun 270 209 270 247 240 258 241 235 6
Chichester 262 " 262 230 230 248 229 218 6
Crawley 269 269 269 269 269 269 269 296 7
Hor sham 261 179 253 217 226 245 222 205 6
Mid Sussex 287 209 283 248 253 272 250 235 6
Worthing 248 217 248 248 225 242 233 243 6
WILTSHIRE
Kennet 2641 227 241 241 227 238 234 253 i
North Wiltshire 226 256 226 251 251 226 251 252 7
Salisbury 262 224 262 262 237 254 244 251 7
Thamesdown 253 302 253 278 278 253 278 279 e
West Wiltshire 232 260 232 257 257 232 257 259 7
...LL PURPOSE AUTHORITY .
Isles of Scilly 214 505 214 239 239 214 239 241 "
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CHIEF SECRETARY ce Chancellor
Sir P Middleton
Mr Anson
Mr Phillips
Mr A J C Edwards
Mr Culpin
Mrs Lomax
Mr Potter
Mr MacAuslan
Mr G C White
Mr Rutnam
Mrs Chaplin
Mr Morgan (VO)
Mr Heggs (IR)

UNIFORM BUSINESS RATE AND REVALUATION: TRANSITIONAL ARRANGEMENTS:
HANDLING OF E(LF)

% This minute is simply to ask if you are content with the
proposed arrangements for setting up the discussion of the NNDR
transitional arrangements at the E(LF) meeting on 6 July, (which

will also, of course, be settling the safety net). We shall, of
. course, provide full briefing for the meeting itself.
2. As you will recall, Mr Ridley wrote to the Prime Minister on

7 June, proposing some changes to the transitional arrangements
for the NNDR. The two main changes were to increase the threshold
for special treatment for small properties, and financing
protection for losers principally by a premium on the poundage,
rather than by phasing in the gains. Mr Walker proposed the same
changes for Wales (minute of 9 June).




CONFIDENTIAL

3 You wrote on 14 June, proposing a smaller increase in the
threshold for small properties, and opposing the premium on the
poundage. The Prime Minister said that the issue should be
discussed at E(LF) (Paul Gray's 19 June letter to Roger Bright).

4. DoE have now prepared the attached draft paper, to summarise
the issues for decision, and circulate the correspondence again to
E(LF). I have marked some suggested amendments, mostly to take
out attempts to influence colleagues before they have read the
correspondence in full. But the minute is satisfactory on the
whole, and I suggest you agree to this proposed way of handling
the meeting, and to the paper, subject to these amendments and any
others you may have.

5. Are you content, please? DoE officials would like to put the
draft paper to Mr Ridley tomorrow, for issue on Friday (30 June).

A

A P HUDSON
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DRAFT PAPER BY THE SECRETARIES OF STATE FOR THE ENVIRONMENT AND

FOR WALES

THE BUSINESS RATE: TRANSITIONAL ARRANGEMENTS

We announced in February our proposals for phasing in the
effect of the uniform business rate in England and Wales
and of the non-domestic revaluation and asked for comments.
This paper invites the committee to agree that we shayld
modify - the proposals .in- ‘the  “dight .of responseSCFhe

consultation.

The Original Proposals

The proposals on which we consulted were:

(a) The maximum increase in rate bills for 1990/91 and
for each subsequent year of the transition would
be 20% in real terms for large properties and 15%

for small ones.

(b) To pay for that protection for losers, reductions

in rate bills would also be phased in at the rate

//,,/~’*"__"\\\ necessary to balance the national non-domestic
x . : rate pools in England and Wales, ~likely to be

- about 10% in real terms for large properties and
15 % for small ones.

{ic.) Small properties would be defined as those with
rateable values in the 1990 list below £7,500 in
London and £5,000 elsewhere.
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® (a)

These arrangements were to apply to existing
properties only, but would continue to apply even

where there was a change of occupier.

Revised Proposals

35 For the reasons explained in our minutes to the Prime

Minister of 7 June as regards England (at A) and 9 June as

regards Wales (at B), we believe that these proposals need

to be amended in some respects. Our revised proposals,

which are described more fully in the attached minutes are:

(i)
Qsﬁ%e ok,
(ii)
~ Sugpet ek
A
(d:343)

Sugpot ok -
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that the 20% and 15% limits on rate increases
should stand, but in the 1light of the almost
unanimous reaction of respondents to the
consultation that the threshold defining small
properties was [set mucﬁ]too low, we propose to
double the figures to £15,000 RV in London and
£10,000 elsewhere.

that rather than reflying wholly on phasing in
rate reductions to finance the protection for
losers)Egzch was widely criticised as being unfair
to gainerfl]we should pay for this protection in
part by placing a premium on the poundage,
combined with a 20% limit An real terms on gains
in the first year only to balance the NNDR pooils.
The premium would be slightly lower in Wales than

in England.

that phasing of rate increases should apply to
existing occupiers only, not to future occupiers
of existing buildingsl;; to new buildingfz



-

a

Reaction of Collegues
[

4.

The Chief Secretary, in his minute of 14th June to the
Prime Minister (at C), has agreed that the threshold for
defining small properties should be raised, but suggests
figures of £10,000 RV in London and £7,500 elsewhere -lower
than we now propose. Also he opposes the proposition that
the protection for losers should be financed in part by a

premium on the poundage.

The Chancellor of the Duchy of Lancaster/in his letter of
15th June (at D), has expressed doubts about confining

transitional protection to existing occupiers.

The Secretary of State for Scotland, in his minute of 21st
June to the Prime Minister (at E), raises no objection to a
premium on the poundage in England and Wales, but does not

propose to introduce such a premium in Scotland.

Conclusion

7

-

revnacd
The Committee is invited to consider thebproposal in paragraph

3 in the light of the reservations expressed by the Chief
Secretary and the Chancellor of the Duchy of Lancaster. A
decision is needed urgently to enable the necessary
amendments to be tabled at Lords Committee stage of the

Local Government and Housing Bill towards the end of July.
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Following the E(LF) meeting last week, DES have prepared the
attached draft minute for Mr Baker to circulate to E(LF)
colleagues. The draft minute expands on Mr Ridley's proposal in
his E(LF) paper and provides a slightly more detailed explanation
of the form of specific grant that might be introduced.

‘ 2 The proposals in the paper follow discussions at official
level. The main points are as follows:

(a) The grant is outside the safety net.

(b) The first year cost in 1990/91, to be announced in
July, would be £100 million.

(c¢) The grant would be phased out over 5 years ie to
zero in year 6, 1995-96.

(d) The implied cost of the package is £250 million
over the 5 year period.

(e) The profile would be of the following form:

‘ CONFIDENTIAL
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£f million

1990/91 1991/92 1992/93 1993/94 1994/95

100 70 50 20 10

(f) The distribution between boroughs would be made on a

stable formulaic basis.

Details of items (e) and (f) would be considered further over the
next few months and announced in the Autumn.

3 Item (c) is covered in paragraph 5 of the paper. Mr Baker
favours a longer transitional period of 7 or 8 years whereas
Mr Ridley is known to favour a shorter period. There is certainly
an argument that the longer the period of grant the less incentive
there is for an authority to find the necessary savings and that a
relatively short period would introduce pressure for efficiency
savings to be found more quickly. On the other hand there is a
limit to what can be achieved within a short time scale. The
closure and rationalisation of schools will take time and we
believe that a grant for a period of 5 years is a sensible
compromise.

4. The attached draft paper is also being put to Mr Ridley and
Mr Baker over the weekend. If you, Mr Ridley and Mr Baker are all
content with the proposals, DES intend circulating the paper on
Monday for possible consideration at E(LF) on Thursday.

S We do not envisage any real discussion of the paper at E(LF).
The main proposal has already been agreed and there is no need for
E(LF) to discuss the detailed arrangements. It would be better
for you, Mr Ridley and Mr Baker to sort out the details on issues
such as the exact profile and the method of distribution outside
the E(LF) meeting. The paper therefore leaves these issues open
for discussion at a later date and we recommend that you support

this approach.
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Conclusion

6. We would welcome confirmation that you are content with the

proposals in the paper and, in particular, that you are content
for Mr Baker to circulate it on Monday.

S et
//
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PRIME MINISTER

INNER LONDON TRANSITION GRANT

s In E(LF)(89)3 Nick Ridley proposed a specific grant for
transitional education costs in inner London which would give the
boroughs an opportunity to reduce inherited overspend from ILEA
before it falls on their chargepayers. The Committee broadly

endorsed the proposal but asked for the details to be considered

further.

2 I have consulted Nick and John Major and set out below

the conclusions we have reached.

o ILEA is budgeting to spend about £1000m in 1989-90. The
Authority would undoubtedly be spending a great deal more without
successive years of precept limitation. Nevertheless, their
spending is significantly above the figure of between £750m and
£800m for education in inner London which is emerging from the
current work on assessments for standard spending. That gap will
place a heavy burden on chargepayers until the bourouughs can begin

to get to grips with the root causes of the overspend.

4. E(LF)(89)3 indicated that on the basis of an analysis of
the potential for longer term savings the grant might be set at
the level of £100m in the first year. This would not of course
represent the total implied gap of £200m-£250m between
assessment fof standard spending and likely actual spending when

both the safety net and transitional grant are phased out.



. However I accept that £100m is a reasonable figure for the

purpose of affording some protection to chargepayers, and the

‘ community charge exemplifications in papers E(LF)(89)3 and 4 are
calculated on this basis. Those exemplifications also assume
that the transitional grant is outside rather than inside the
safety net. This will allow it to have maximum impact on
community charges in the first year. It also prevents the
grant's distribution from interacting with that of whatever
safety net arrangements we agree upon. The grant will be within

AEF but not deducted from standard spending.

5 s We have considered the appropriate length of time for the
transition grant to last. [While I think a grant lasting seven
to eight years would be justified, Nick and John think this is
longer than necessary and I am reluctantly prepared to accept

‘ their view that there should be a taper that would reduce it to

zero in year 6.]

6. We need only indicate the first year quantum and the
length of grant in our July announcement. In the Autumn we

would announce the detailed profile of the grant and the method
of distribution between boroughs. The sort of profile we have in

mind would be:

1990-91 1991-92 1992-93 1993-94 1994-95
£m 100 70 50 20 10
. The distribution between boroughs would be made on a stable

formulaic basis. Current under 18 population would be one



option, but I wish to consider the various other possibilities
for distribution and the precise profile further with Nick and
John. As this grant is to assist transition and allow the
boroughs time to achieve savings rather than to support spending
of any particular nature it would not be'paid as a percentage of

any part of actual spending on education.

7 A As E(LF)(89)3 indicated, we would need to take a power
in the Local Government and Housing Bill to pay the grant. We
envisage that this would be done at either Lords Committee or
Report Stage through a relatively minor amendment to an existing

power in the Education Reform Act.

g. I hope E(LF) will be prepared to endorse the proposal for
an inner London transitional grant on this basis. Copies of this

minute go to all members of E(LF).
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INNER LONDON TRANSITION GRANT
1 In E(LF)(89)3 Nick Ridley proposed a specific grant for

transitional education costs in inner London which would give the
boroughs an opportunity to reduce inherited overspend from ILEA
before it falls on their chargepayers. The Committee broadly
endorsed the proposal but asked for the details to be considered

further.

20 I have consulted Nick and John Major and set out below

the conclusions we have reached.

2 ILEA is budgeting to spend about £1000m in 1989-90. The
Authority would undoubtedly be spending a great deal more without
successive years of precept limitation. Nevertheless, their
spending is significantly above the figure of between £750m and
£800m for education in inner London which is emerging from the
current work on assessments for standard spending. That gap will
place a heavy burden on chargepayers until the boroughs can begin

to get to grips with the root causes of the overspend.
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45 E(LF)(89)3 indicated that on the basis of an analysis of
the potential for longer term savings the grant might be set at
the level of £100m in the first year. This would not of course
represent the total implied gap of £200m-£250m between
assessment for standard spending and likely actual spending when
both the safety net and transitional grant are phased out.
However I accept that £100m is a reasonable figure for the
purpose of affording some protection to chargepayers, and the
community charge exemplifications in papers E(LF)(89)3 and 4 are
calculated on this basis. Those exemplifications also assume
that the transitional grant is outside rather than inside the
safety net. This will allow it to have maximum impact on
community charges in the first year. It also prevents the
grant's distribution from interacting with that of whatever
safety net arrangements we agree upon. The grant will be within

AEF but not deducted from standard spending.

- We have considered the appropriate length of time for the
transition grant to last. While I think a grant lasting seven

to eight years would be justified, Nick and John think this is
longer than necessary and I am reluctantly prepared to accept
their view that there should be a taper that would reduce it to

zero in year 6.

6. We need only indicate the first year quantum and the
length of grant in our July announcement. In the Autumn we

would announce the detailed profile of the grant and the method
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of distribution between boroughs. The sort of profile we have in

mind would be:

T390=91 1991=928 1992-93 1993-94 1994-95

£m 100 70 50 20 10

The distribution between boroughs would be made on a stable
formulaic basis. Current under 18 population would be one
option, but I wish to consider the various other possibilities
for distribution and the precise profile further with Nick and
John. As this grant is to assist transition and allow the
boroughs time to achieve savings rather than to support spending
of any particular nature it would not be paid as a percentage of

any part of actual spending on education.

7 As E(LF)(89)3 indicated, we would need to take a power
in the Local Government and Housing Bill to pay the grant. We
envisage that this would be done at either Lords Committee or
Report Stage through a relatively minor amendment to an existing

power in the Education Reform Act.

8. I hope E(LF) will be prepared to endorse the proposal TOr
an inner London transitional grant on this basis. Copies of this

minute go to all members of E(LF).
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THE SAFETY NET: MEETING WITH THE PRIME MINISTER

You are meeting the Prime Minister and the Environment Secretary
shortly for a further discussion on the safety net. That should
pave the way a final agreement at E(LF) on Thursday 6 July.

2 This brief is designed to explore and explain the interwoven
issues concerned; (it reflects the presentation in the Cabinet
Office brief to the Prime Minister). Also attached are a line to

take; notes on the key concepts; and an annex on particular
safety-net options.

The basic concept

3 If the new LA financial regime were introduced directly (ie
without any safety-net) for any given level of spending it would
lead to gains and losses in total central governmen: resources for
individual local authorities (LAs). This 1is because the new
regime changes the distribution of Revenue Support Grant (RSG) (a
reflection of the new needs assessment) and changes the
distribution of NNDR money amongst LAs.

4. The original formulation of the safety net would have
redistributed RSG and NNDR so that no losses in central government
resources were incurred in any LA. For standard spending, each LA
would be able to set a community charge (CC) at the uprated 1989-
90 average rate bill per adult.



Safety-net Issues

‘ 5. There are two main issues to be considered at the meeting
with the Prime Minister.

A) Should there continue to be full protection for all
losers as originally proposed? Or should some losses be
allowed to come through in the first year? And, if so,
should the losses feed through in all areas or should
some continue to be fully protected?

B) How should the cost of safety-netted losses be paid for
- by the gainers as originally proposed or from the
Exchequer/all community chargepayers?

A. The losses
65 Three options are on the table:
i) no losses (the original formulation)
. (ii) losses of around £25 per adult for all losing areas,

except inner London (Mr Ridley)

(iii) losses of around £25 except in <the north ‘and- " iREeE
London (Chief Secretary).

e The Prime Minister has indicated some support for the
original formulation - no losses in any local authorities. It
meets the original commitment. But:

- it would not allow many winners in terms of LA areas to
emerge in the first year; gains would have to be
restricted to 19% of the potential amounts;

- it would mean very high CCs in some areas - notably
Westminster (even after the ILEA specific grant).

. E(LF) indicated support at its earlier meeting for allowing some
gains through.



8% Option (ii) 1is Mr Ridley's favoured approach. There are a

number of different formulations; but they all involve losses of
between £25 and £28 per adult. In other words, in losing areas
(except inner London), for standard spending, CCs in 1990-91 would
be £25-£28 above the uprated 1989-90 average rate bill per adult.

9 This option creates room for more of the gains to come
through and thus allows bigger winners to emerge. It helps
Westminster. But it also:

- breaks the original commitment to full protection; only
inner London authorities (which ironically include some
of the biggest overspenders) would have full protection,
as a result of the ILEA specific grant;

- it imposes a substantial proportionate increase in the
local tax burden on areas in the north where local taxes
are low: these areas had been expecting full protection.

10. Option (iii) is your position (and is also exemplified in
some of Mr Ridley's tables). Within the general concept of
allowing 1losses up to £25 per adult, assistance could be
channelled to the north either through the safety net itself or by
means of a transitional specific grant to prevent the 1losses in
such areas. The necessary £25 per adult payments could be linked
to one of three criteria (or some combination of the three):

a) average domestic rateable values
b) average rate bill per adult
c) total rateable value per adult.

11. Two particular ways of delivering option (iii) for the north
have now been put forward by Mr Ridley.



12. Approach B (column 4 in the tables attached to PS/Mr Ridley's
letter of 30 June) involves a specific grant for areas with low

rateable values 1ie criterion (a) above. For areas with average

domestic rateable value per hereditament below £130, a £26 per
adult specific grant would be paid; this grant would be tapered
down to zero as average domestic rateable values rose from £130 to
a rcexlking . of €150 The cost of this would be £100 million in
extra grant. Mr Ridley assumes this would be met from an addition
to AEF, rather than within AEF. It would require legislation (but
only because Mr Ridley proposes to make payments to the north by a
specific grant, rather than using the safety net).

13. Approach C (column 5 in the tables) is Mr Ridley's other idea
for assisting the north. This option acts through the safety net

and on criterion (b) above, that is average rate bill per adult.
For average rate bills per adult below £200 there would be no
contribution to the safety net; for rate bills between £200 and
£225 the contribution would be set at 6% of the average rate bill
per adult; and for rate bills of £225 or above it would be set at
12% up to a maximum contribution of £28. The cost is again £100m
(because Mr Ridley assumes you will be prepared to add that to
AEF).

14. Our assessment is that you could accept Mr Ridley's approach
B: it is very close to your own preferred approach and within the

additional cost envelope you have set yourself. The only
difference is that your own approach gave assistance to the north
through the safety net (and therefore does not require

legislation). The cost of your own approach is a little lower:
but you may well judge that it would be desirable to go further
and meet Mr Ridley's proposal. (It does avoid a cliff-edge

threshold, which might otherwise be a source of difficulty.)
Whether this approach B is best delivered by a specific grant or
by revision to the safety net is a technical question which DOE
are best placed to judge.



15. But it is better than Mr Ridley's approach C which gives less
help to certain areas (like Calderdale); spreads assistance more
widely ie is less well-targetted; and has no clear presentational

advantages.

B. How is the cost of safety-netting losses to be paid for?

16. Basically there are two broad approaches:

X: the cost of the safety-net is met by postponing part of
the gains for gainers;

it the cost is met by the Exchequer: this can be
translated, for a given AEF, into a consequent extra
burden on each chargepayer ie the CCSS.

17. You (and perhaps the Prime Minister) support X; Mr Ridley
supports one of two forms of Y.

18. The first DOE approach to Y involves a £26 per adult levy on
all chargepayers (cols 3 and 4 of the tables attached to the DOE
letter of 30 June). The cost of the levy is £950m (£26 =x 36
million chargepayers). Specific grant payments would be made to
losing authorities to limit losses to £26 per adult. The gainers
would get all their gains except £26 per adult.

19. The problems are:

a) it turns small losers into big losers;
b) it turns some ygainers into losers;
c) it provides for a common £26 per adult contribution to

the safety net: that would be wrongly interpreted as an
addition to everyone's community charge. Moreover we
would be concerned that this £26 would later become the
focus for a bid for extra Exchequer support. If it were
proposed that the full cost should be met from the
Exchequer, that costs an impossible £950 million;



d) it would need controversial primary legislation;

e) it would add significantly to the published community
charge for standard spending (CCSS), taking it above
£300; and

f) (as acknowledged in PS/Environment Secretary's letter),
it would add to public expenditure by tempting LAs to
raise their spending to a level consistent with a higher
CCsS.

20. The second approach to Y involves top-slicing RSG. Mr Ridley
has (unhelpfully) exemplified this option on the basis of full
protection for losers ie no losses feed through. The cost is huge

= B0 3B (Privately DOE officials believe this is not an
attractive approach.) It has the disadvantages of (d)-(f) in
paragraph 19 above. But the CCSS would be even higher - £336 -

with all the attendant problems of a higher CCSS. (This addition
of £63 1is necessary so that no contributions to the safety net
appear on the demand note.) Frankly, a number like £336 compared
with the £240 published for 1989-90 is not tenable.

21. It is important not to be misled by either the flat rate levy
or top-slicing approach. The local authority associations will
certainly not be deceived. They will perceive what the £26
(specific grant) and £63 (full top-slicing) are. They can be
expected to make the maximum difficulty for the Government over
this way of paying for the safety net.

22. Nor should the advantages of getting the contribution to the
safety-net off the demand note be exaggerated. Local councils
will publicise the £26/£63 figures even if they are not on the
demand note. And even 1if the contributions are shown on the
demand note, the willingness and ability of the average
chargepayer to understand the arithmetic may initially not be up
to the levels necessary to achieve accountability. The real
comparison drawn will be between this year's household CC bill and
last year's rate bills. The safety-net on losses 1is therefore
crucial; paying for it by fancy accounting devices within a given
AEF total is relatively unimportant.



23. It is much better to stick to the original conception of the
safety net as already announced: it is the gainers who pay for the
cost of the safety net, not CC payers in general.

24. Your own approach returns to this original form of the
safety-net. You can be flexible on the precise format:

- a flat rate percentage: this has some attractions in
terms of equity;

- a maximum contribution allows through the big gainers;
- a cap on all gains up to £Y.

You may feel the first, allowing through the first 40% of gains is
the most attractive.

Conclusion

25.  Pinally there is one new point in the PS/Environment
Secretary's letter - concern about the CCs in prospect in outer
London. It is not immediately clear what is in mind.: ‘But. I
suspect this may be references to Haringey and Brent which -
largely because of their own actions in the past - have very high
average rate bills per adult in 1989-90. These are then reflected
in the putative community charges for 1990-91. There is simply no
case for channelling extra assistance to these LAs.

26. Whether the precise form of safe et can be agreed at the
meeting is wuncertain: it seems unlikely. But . 4f ' Juet.  two
principles on paragraph 5 A) and B) above can be agreed, that
would enable the details to be worked out by DOE and Treasury
afterwards:




on A), that the first £25 per adult or so of losses
should be allowed to come through except in the north
and inner London; and

-on B) that the gainers should compensate the losers (in
parallel with the proposed NNDR arrangement), within an
AEF of £23.1b and with a CCSS of around £270.

{ﬁw/ BARRY H POTTER
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LINE TO TAKE

Basic approach

Suggest approach to safety net should be to decide what protection
is needed for 1losers - basic purpose of safety net - then to
decide how that's to be paid for.

Losses

On losses, got to start from what's already been said in public:
safety net to mean no losses (or only around £3), financed by
gainers up to maximum contribution of £75. Nick Ridley now
proposing as much as £25-28 losses. Might be tolerable in some
places. But do not think it 1is politically possible without
special help for the North.

Case for the North

(i) Local taxpayers have very low average rate bills per adult
in these areas; a flat rate contribution from them is an
proportionately greater burden than elsewhere.

(ii) These areas benefit from the present grant system: for
standard spending, they get relatively more grant than other
areas because of their low domestic rateable values. Under
new system, they lose this advantage. These areas need time
to adjust to lower grant entitlement in the future: burden
should not fall on local taxpayers.

(iii) There would be very awkward comparisons drawn if no
assistance were given to these areas, when we are
channelling £100m to inner London authorities (including
some of the biggest overspenders in England) through the
ILEA specific grant.



Form of assistance to the north

Prepared to be flexible. Happy with Mr Ridley's option B - though
might have preferred to pay for this directly through the safety
net. Option C does not seem to have any great advantages over B:
it spreads the benefits more widely yet misses some of the target
areas eg Calderdale. But happy to be guided by Mr Ridley on the
precise form of assistance to the north.

Paying for this protection

Not attracted to flat rate contribution:
- it turns small losers into big losers;
- it turns some small gainers into losers;

- the £26 contribution will be widely seen as an addition

to everyone's bill;

- CCSS goes up to £301 - 25 per cent increase on published
1989-90 figure, and £26 higher than it arithmetically
should be;

- this blurs accountability;

- and as Nick Ridley admits, 1likely to generate extra
expenditure as authorities éharge up to higher CCSS and
spend the proceeds.

DEANKES

See # problems with top-slicing, indeed worse:
(N

- it would require primary legislation;

- it would add further to the CCSS, taking it up to £336,
nearly £100 up on 1989-90 figures;



- iy e would be even more 1likely to generate extra
expenditure, as authorities set budgets consistent with
the higher CCSS.

So believe we should stick to the basic principle ie that gainers
should give up some of their gains in order to prevent excessive
losses feeding through.

Again prepared to be flexible on precise form of basic safety net.
Suggest simplest is best, ie that all gainers should get around
40% of their gains in the first year. But happy to look at
different options: for example, a guaranteed flat rate amount and
then a percentage beyond that; or original proposal for maximum
contribution. Basically, happy to be guided by Nick on the best
way to finance this from the gainers.



lg.ph/AE/257

CONFIDENTIAL

SAFETY NET OPTIONS: KEY CONCEPTS

Top-slicing

rox

Against

Safety net paid for by top-slicing a certain amount of
RSG, within AEF total.

Means taking grant away from everybody, so CCSS rises.

Then pay back to all except big gainers, to give desired
level of protection for losers.

Means no contribution on demand note.

BUT to have no losers, with AEF of £23.1bn, have to
top-slice £2.3bn;

means CCSS of £336 (almost £100 up on 1989-90), instead
of £272 - ruins basis of accountability;

would generate extra spending: authorities which should
be charging well below £336 would charge up and spend

up, saying that this was the Government's figure;

requires controversial legislation.

CONFIDENTIAL
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CONFIDENTIAL

Flat-rate contribution from everybody of £26;
No contribution on demand note;
BUT turns gainers into losers;

equal contribution illusory: for losers, £26 on old
bill; for gainers, £26 on new bill;

CCSS up to £301 instead of £272 - ruins basis of
accountability, and would generate extra spending,

as with top-slicing.

CONFIDENTIAL
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North"

The case for help

These areas currently expecting no losses in first year.

Typically have low rate bills, so flat-rate loss of £25-28
would be higher proportionate loss than elsewhere.

And they have low RVs, so lose from structure of new system.

At the moment, only London stands to get protectionrfﬂijwﬁﬂy

Methods of protection

Could choose:

- average domestic RV per hehzdrbuwﬁﬁt;
- total RVs per head;

- average rate bill per adult,

or some combination.

Cost

No strong interest in which is chosen. Rate bill approach
tends to help the west as well as the north.

Mr Ridley proposes tapering protection to avoid cliff edge.
Seems sensible.

Can adjust coverage and degree of protection to fit within a
given cost limit.
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Demand note

- Case
note:

- Case

- And

CONFIDENTIAL

for keeping safety net contribution off demand

- will annoy chargepayers in low spending
authorities who see they are paying more to protect

overspenders;
- which might lead to pressure for more grant.

against:

- without safety net contribution, sums don't add
up;

- so have to distort CCSS (as in top-slicing and
levy), which damages accountability;

- people may find out anyway, and think the
Government has something to hide.

should not exaggerate problems of having

contribution on demand note:

councils will publicise the levy/contribution
anyway ;

and in the end, chargepayers will concentrate most
on the year-on-year change in the bill, not on how

it is made up.

CONFIDENTIAL
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Legislation

Options requiring legislation:

top slicing;

levy (possibly);

- ILEA specific grant;

- specific grant for "the North".
Options not requiring legislation:

- original safety net;

- other ways of deferring gains apart from levy and top
slicing;

- help for "the North" through the safety net, rather than
through specific grant - difference otherwise is purely
presentational.

CONFIDENTIAL
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CONFIDENTIAL

Choices for dealing with gainers:

- defer gains up to maximum contribution (original
safety net);

- defer percentage of all gains;

- defer all gains above a certain amount (ie allow
through small gains but not the whole of big
gains);

- allow through a certain flat-rate amount, plus a
percentage of gains above that (the original agreed
E(LF) proposal of £20 plus 25% of the remainder).

Can agree to any of these.

CONFIDENTIAL
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GRANT SETTLEMENT 1990-91: REVISED SAFETY NETS: PROS AND CONS

Column 3:

Approach:

i

CCSS:

Losses:

Gains:

Pros:

Cons:

£950 million specific grant

£26 levy, but achieved by taking £950 million from
AEF, pushing up CCSS, so no safety net adjustment
shown except for beneficiaries.

£23.0 bn

£301

£26 for all losers, including those whose long-term

loss is below £26.

All gainers contribute £26, even where this more

than cancels out gains.

- "simpler to explain, and patently more equitable"
(DOE) ;

- takes safety net contribution off charge bill;

- better deal for big gainers than other safety net

options;
- equal contribution from all;

- turns small gainers into small losers, and small
losers into £26 losers;

- equal £26 contribntion an illusion - for losers,
€26 above old bill, for gainers £26 above new bill;

- published CCSS up to £301 - 25 per cent increase
on published 1989-90 figure, above £300 benchmark,
and £26 higher than it arithmetically should be: as
Nick Ridley admits, strong risk of levering up
spending, and fatally undermining central role of
CCSS before new system starts;
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- public perception will be that everybody's CC is
£26 higher than it need be;

wmg

—hrequire legislation;

- £26 losses in sensitive areas where MPs are

expecting no losses;
- risk of pressure for extra grant to reduce levy,

especially in later years, when simplicity of equal
contributions lost.

CONFIDENTIAL
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COLUMN 4:

Approach:

i

CCSS:

Losses:

Gains:

Pros:

Cons:

CONFIDENTIAL

£950 million Specific Grant, plus extra for low RV

areas.

As in column 3, plus £100m extra specific grant for
"the North" so that:

- areas with domestic RV per hereditament below
£130 see no loss;

- areas with domestic RV between £130 and £150 see
loss rising from nil to £26;

£23 +1bn

£301

Domestic RV below £130: O

Domestic RV £130-150: tapering 0-£26

Domestic RV above £150: £26 per head even where

long-term loss is below £26.

Contribution from gainers follows some profile as
losses, even where this more than cancels out gain.

- As for column 3 plus

- Helps "the North": Mr Ridley's favoured way to
do so, and acceptable to us.

As for column 3 (except this does help "the
North".)

CONFIDENTIAL
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COLUMN 5: Variable contributions

Approach:

i

CCSS:

Losses:

Gains:

Pros:

Cons:

Basic levy approach, with same contribution from
gainers and losers, but related to old rate bill,
so that

- where 1989-90 uprated rate bill per adult (RBPA)
is below £200, no loss/no levy;

- RBPA £200-225, loss/levy is 6 per cent of bill;
- RBPA £225-250, loss/levy is 12 per cent of bill;
- RBPA over £250, loss/levy is £28.

£23..1 bn

£25.2

As above, even where this is larger than long-term

loss.

Contribution from gainers follows same profile as
above, even where this more than cancels out gain.

- has proper CCSS;

- helps "the North";

- (arguably) easiest approach to defend for
protecting "the North", because protects against

high proportionate increase in rate bill;

- turns small gainers into small losers, and some
small losers into £28 losers;

- highest losses generally (though only £2-3 higher
than on most options);

- safety net adjustments on demand note.
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COLUMN 6:

Approach:

5

CCSS:

Losses:

Gains:

Pros:

Cons:

CONFIDENTIAL

Topslicing

No losses, but paid for by top-slicing £2.3bn from
AEF of £23.1bn, pushing CCSS up to £336

£231bn
£336

No losses

First slice of gain surrendered, up to maximum
contribution of £63 per head.

- Keeps safety net contribution off demand note;

- no losses;

- CCSS of £336, nearly £100 up on 1989-90, and
£63 above what 0 o should be - would fatally
undermine role of CCSS, and lever up spending;

- needs legislation;

- very hard to understand and present.

CONFIDENTIAL
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COLUMN 7: Original Safety Net
Approach: No losses, paid for by a maximum contribution of

£63, ie deferring the first £63 of all gains.

AEF: £23.1bn
CCSS: £2772
Losses: No losses
Gains: Deferred, up to maximum contribution of £63.
Pros: - no losses;
- consistent with present expectations;
- simple;
Cons: - only big gainers see any gains;

- even then, worse deal than other options for all

gainers gaining more than £26.

CONFIDENTIAL
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FROM: G C WHITE (LG1)
DATE: 4 July 1989
x5731

1. MRNbeTER(gﬂfeﬁ{j cc Chancellor

Sir P Middleton

2. CHIEF SECRETARY Mr Anson
Mr Monck

Mr Phillips

Mr A J C Edwards
Mrs Lomax

Mr Farthing

Mr Hudson

Mr Loweth

INNER LONDON TRANSITION GRANT

Mr Baker wrote to the Prime Minister on 3 July outlining proposals
for a specific grant for transitional education costs in inner

London. The letter asks E(LF) to endorse the proposals.

2. You and Mr Ridley had already agreed the letter in draft with
Mr Baker. It does not raise any new issues and it is therefore
unlikely that there will be any substantial discussion at
Thursday's E(LF) meeting. However just in case the issue is

raised a short briefing note is attached.

e

G C WHITE

UNCLASSIFIED

VOH
<5
e
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ILEA specific grant

1. ILEA currently spends about £1 billion on education compared
to a needs assessment of about £600 million. Under the new needs
assessment this is likely to increase to about £750 million.

2. To help finance the additional burden that is to be placed on
the inner London boroughs it has been agreed that a specific grant

will be introduced.

3. The specific grant would be phased out over a number of
years. There would be a taper that woud reduce it to zero in
year 6. It would recognise that savings cannot be achieved

immediately and would be designed to allow boroughs to achieve
savings over this period. The level of grant would start at

£100 million in 1990-91.

4. The sort of profile would be as follows:
£ million
1990-91 1991-92 1992-93 1993-94 1994-95
100 70 50 20 10

The total cost of the package is £250 million over the 5 year

period.

5. The longer the period of grant the less incentive there is
for an authority to find the necessary savings. To maintain the
pressure for efficiency gains the grant should be phased out over
a relatively short period. However there is a limit to what can
be achieved quickly and a grant for a period of . 5 yeaxs is’. a

sensible compromise.

6. A decision on the exact profile does not need to be taken at
E(LF). You, Mr Ridley and Mr Baker can sort out the details

later.

CONFIDENTIAL
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7- The specific grant can be introduced in two ways:

(a) distribute the specific grant and then apply the safety

net;

(b) apply the safety net and then distribute the grant.

The effects of the two are very different.

8. Under (a) the safety net dominates and,.in_ . the first. year,
the main authorities which benefit are contributors to the safety
net (City of London, Kensington and Chelsea, and Westminster).
The high spending London boroughs are protected by the safety net
and this overrides the effect of the specific grant. The grant
therefore provides little help to the 'losers’ in the system, ie
those who benefit from the safety net.

9. Under (b) all inner London boroughs gain. It has the effect
of reducing CCs in high spending boroughs to relatively low
levels. First they benefit from the safety net and then they
benefit from the specific grant. Under (b) the grant reduces CCs
by a further £50-60. It will mean low CCs in the first year but,
as both grant and the safety net are phased out, there will be

large increases in CCs.

10. It has been agreed that all inner London boroughs need extra
support and option (b) has been proposed. This allows the grant

to have maximum impact on community charges in 1990-91.

11. The grant can be distributed to each authority in a number of

ways. It can be based on:
(1) number of charge payers;
(ii) number of children;

(iii) education service assessment;

(iv) actual spending on education.

CONFIDENTIAL
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12. Actual spending makes more sense because the inherited
overspend will be greatest in those authorities spending most.
DOE recognise this but have not yet been able to calculate the
Option (iv) would benefit those authorities with more
but’ 1t -18
The exact

figures.
schools (ie Westminster would probably lose out)

unlikely to change community charges by more than £5-6.
details of the method of paying grant needs further exploration
and need not be considered in detail in the E(LF) meeting.

CONFIDENTIAL
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1. MR pofTER ST\ FROM : A P HUDSON (LG1)
5 July 1989
2 CHIEF SECRETARY Ext 4945
Copies attached for: cc Mr Phillips
) : Mr A J C Edwards
Chancellor C/\ N L Mr Culpin
Sir P Middleton “,¢T [, e W Mrs Lomax
Mr Anson i g4 " DS et Mr MacAuslan
Rudley AU 0, ) ina M G C White
b 0 led P mey WOEL, = W Mr Rutnam
i i r 7 o badiy A . Mrs Chaplin
W Twiee : Lot piod : /Mr Morgan (VO)
W SCohedie Vo \ Mr Heggs (IR)

E(F), 6 JULY: |UNIFORM BUSINESS RATE AND REVALUATION : TRANSITIONAL

ARRANGEMENTS ||} .=, A\ v U o i A A
e Ao aamny o e

-
\ ¢ i
v

§ i X 3
I attach briefing for the E(LF) discussion of the transitional

arrangements for the NNDR on 6 July. We are putting up briefing
separately on the other issues under discussion at the meeting.

2:0 As you know, the Prime Minister suggested a possible
compromise, agreeing with Mr Ridley's proposed definition of small
properties, but agreeing with you in rejecting his proposal to pay
for the transition by a premium on the NNDR poundage. You
indicated to No 10 that you could reluctantly accept this.
However, Mr Ridley has not accepted it, so the subject will be
discussed at E(LF).

3. The briefs are as follows:

A - Summary speaking note (more detailed speaking notes in
individual briefs)

B - Definition of small properties

C - Financing protection for losers

D - Effect of proposals on Government contribution in lieu of
rates (CILOR)

E - Transitional protection on change of occupation

F - Announcement and publication of figures.
The briefing on CILOR is by Mr Rutnam.
Obijectives

4. The new paper by Mr Ridley and Mr Walker (E(LF)(89)5)
summarises the issues, and attaches the earlier correspondence.

There are two main issues for the meeting : x

|
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a. definition of small properties - Mr Ridley wants to
double the previous proposed limit, you suggested a
smaller increase;

b. financing protection for losers - Mr Ridley wants a
premium on the poundage, you suggested sticking to the
existing proposal to phase in the gains.

94 Your objective is therefore to secure the Committee's
agreement on these two points.

6. \QEHEhgfglﬁfgg_ggggggwi§h§9£gwigportant. There is little or
no cost at stake in the definition of small properties. But there
is considerable pressure from the business organisations for the
Exchequer to finance some or all of the cost of protecting the
losers on the move to the NNDR. Support for the premium comes
mainly from the gaining areas - the North and the Midlands. This
pressure is likely to be reflected in Parliament (in the Lords in
July, and the Commons in October), because, whatever the decision,
amendments are needed to the Local Government Finance Act. The
problem arises from the decision not to take account of appeals
lodged after 15 February in calculating the transition. The
present powers are not sufficient to prescribe transitional
arrangements incorporating this point.

. It has been agreed all along that the transitional
arrangements would be self-financing. And Mr Ridley is not
bidding for any Exchequer money. Indeed, he implies in his 7 June
minute to the Prime Minister that his revised proposal, for a
premium on the poundage, is designed to head off pressure for
Exchequer funding - he says that the original proposals for
phasing in gains are not sustainable and sees little alternative
to the Exchequer funding part of the cost, if colleagues do not
agree to the premium on the poundage.

8. The arguments against the premiums are set out fully in Note
C. The key points are: s

a. it would turn small gainers into loser, and small losers
into bigger losers;

b. a premium of 4 pence would be substantial - the poundage
would be around one-eighth higher than it need be;

7
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ch this would be seen as a breach of faith with the
Vi business community;

d. public expenditure would be higher by £180-200 million
over five years, because of the effect on the Crown
contribution in lieu of rates (CILOR);

e. the premium would become a target for the representative
bodies to aim at, seeking Exchequer funding to buy it

@h out. This would cost £350-400 million in the first year,
M and £700-800 million ion the second year, when the cap

on gains is removed.

9 It is worth making clear what Exchequer funding for the
transition would mean.

- Losers would be protected, but gains would come through in
part or in full. So there would be a shortfall in NNDR
revenue.

. - Within the AEF envelope, this would have to be made up with

extra grant, probably a specific "NNDR transitional grant".

- The New Planning Total would be unchanged: NNDR, which is
within the NPT, would be lower, and grant higher.

ey TS MBI ~ A

- But more would come from the taxpayer and less from the
business ratepayer.

- Over succeeding years, the losers would move up to their full
rate bills, and the NNDR transitional grant would be phased
out.

Potentially more damaging would be pressure to uprate the yield of
the NNDR by less than the rate of inflation as measured by the
September RPI. Again, any shortfall within AEF would have to be
made up by extra grant. But since this would not be part of the
transition, and there is no power to uprate the poundage by more

. than the RPI in future years, that potential business rate revenue
would be lost for ever.
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10. For all these reasons, we think it is important to oppose the
premium on the poundage. If E(LF) does decide in favour of this
approach, we suggest you ensure that the minutes record that, come
what may, the transition must remain self-financing, as agreed.

Tactics

11. The Prime Minister's proposed compromise is a good deal from
our point of view. Assuming it is still available - and Mr Ridley
will presumably have to argue pretty hard to persuade the Prime
Minister otherwise - we still think it is worth taking.

T U —G—————I——

12. Tactically, however, you will not want to give way on the
definition of small businesses until the decision on the premium
is safely in the bag.

13. If it looks as though the meeting is going to decide in
favour of a premium, you may like to consider whether to offer a
compromise of a 2 pence premium, for the first year only, with the
rest of the transition paid for by phasing gains. The pros of this
are:

a. compared to the original proposals, Mr Ridley would be
able to say that he had responded to the consultation,
and allowed big gainers to get more of their gains
early;

b. but compared to Mr Ridley's proposed premium,
- fewer gainers would become losers;

- if for one year only, the premium wonld not becomc
a running sore;

- there would thus be less risk of having to put in
Exchequer money to finance it;

- in particular, with a lower overall poundage, there
would be less pressure to uprate by less than the
September RPI;

- the cost of buying out the premium would be lower,
if this arose;
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- the public expenditure cost for CILOR would be

lower.
‘ The cons of a compromise are:
a. the cost of buying out a 4 pence premium (£350-400

million in the first year, £700-800 million in the
second) is almost a knock-down argument against pressure
to buy it out, whereas the cost of a smaller premium
would be lower;

b Mr Ridley may be less likely to ask for Exchequer
funding in the autumn if his proposal is accepted, in
full, that will put the onus on him to get it through
successfully.

This is a fine judgment. On balance, we think it would be worth
going for a compromise, particularly to confine the premium to the
first year only. But any compromise should clearly be very much a
last resort.

‘ Contribution in lieu of rates
14. Note D sets out the details of the further argument against

the premium: that it would increase measured public expenditure.
This was not in your minute to the Prime Minister, because, as you
know, we were still working out the figures at that stage. We have
explained the point to the Cabinet Office and the No 10 Policy
Unit. DOE officials are also aware of the figures.

W

A P HUDSON
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NOTE A

SUMMARY SPEAKING NOTE

Small Properties

- Nick's proposed increase too big;

- risks letting in branches of chain stores;

- suggest £10,000 in London, £7,500 elsewhere,
covering 70 per cent of properties.

Financing protection

- Premium not sensible.
- Turns 140,000 gainers into losers, and means close to two
properties out of three are first-year losers.
- For many, bills one-eighth higher than they should be.
- |, Hard to present; damages credibility on pledges on no real
| increases.

Adds £180-200 million to public expenditure costs over five
years.

Other issues

- Agree with Nick Ridley on confining transitional protection
to existing occupiers.
- And happy to discuss publication of figures etc.
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NOTE B

DEFINITION OF SMALL PROPERTIES

Original Proposal

More generous transitional arrangements were proposed for small
properties (as a proxy for small businesses):

- increases were limited to 15 per cent of the previous
year's rate bill, in real terms, in any one year
(compared to 20 per cent for larger properties); and
the cap on gains was raised to 15 per cent, (compared to
10 per cent);

- the definition of small properties was those with a new
rateable value below £7,500 in London, and 5,000 in the
rest of England and in Wales. This covered some 60 per
cent of properties, but only 8 per cent of rateable
value (72 per cent and 12 per cent in Wales).

Revised proposals

- Following consultation, Mr Ridley has now proposed
doubling these limits, to £15,000 in London, and £10,000
elsewhere. This would cover nearly 80 per cent of all
properties (but still only 16 per cent of RV).

Mr Walker has proposed a £10,000 limit in Wales,
covering some 85 per cent of properties (and 20 per cent
of RV).

Mr Newton has said that he is broadly content with the revised
proposals.

Your counter-proposal

Your minute to the Prime Minister proposed limits of £10,000 in
London, and £7,500 elsewhere in England, (covering 70 per cent of
properties and 12 per cent of RV), and £7,500 in Wales (80 per
cent and 17 per cent).
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Likely DOE arquments

- Strong pressure for a concession here. Even doubling
the threshold does not go as far as small business
representatives wanted;

- strong pressure in Parliament for small business
concessions last year;

- even doubling threshold does not affect limits of gaius.

Counter-arguments

Need to strike a balance between giving special help to genuine
small businesses, and not letting in branches of much larger
businesses, which have no case for special treatment, eg building
societies, off-licences, Boots etc. BUT NB Valuation Office
estimate that in practice only small branches in local shopping
streets would qualify, and not larger branches or city centre
shops.

Speaking note

- Clearly a case for some increase in threshold;

- but Nick's proposals go too far, by including nearly
80 per cent of properties, and 85 per cent in Wales;

- at this level, must be a substantial risk of giving
special treatment to branches of chain stores, and even
smaller branches of building societies. Could not
defend this against, say, manufacturers with much
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