
 

Business Rates Devolution 
 
On Monday 5 October the Chancellor of the Exchequer announced that by 2020: 
  

 Local authorities will be able to retain 100% of the revenue from business 
rates – estimated at £26 billion – replacing the current 50% grant/50% rates 
retention scheme.  

 

 The Government will abolish the uniform National Non Domestic Rating 
multiplier (or tax rate per pound of rateable value) with local authorities having 
the power to cut this to ‘boost enterprise and economic activity in their areas’. 
It is anticipated that each London billing authority will have the power to set its 
own multiplier and it is unclear what role the Mayor will have in this process 
(e.g. will he/she merely be consulted, have a veto or set part of the rate). 

 

 Core grant funding for local authority services will be phased out – in practice 
this means revenue support grant (including former GLA general grant and 
fire formula funding).  It is anticipated that police and schools grants will 
continue to be provided separately by the Home Office and Department for 
Education and other revenue and capital funding may still continue to be 
provided to local authorities for specific projects or programmes. 

 

 Areas with Directly elected city-wide mayors – once they have support of local 
business leaders through a majority vote of the business members of the 
Local Enterprise Partnership – will be able to add a premium to business rates 
to pay for new infrastructure.  This power will be limited by a cap, likely to be 
set at 2p per pound of rateable value. London, Sheffield and Manchester were 
specifically quoted by the Chancellor as areas that might be allowed to 
introduce this. It is unclear at this time if this supplement is additional to the 
existing 2p (Crossrail) BRS powers. 

  
In 2015-16 London billing authorities are forecast to collect around £6.8bn in 
business rates income net of mandatory and discretionary reliefs and provisions for 
appeals and uncollectable amounts. By 2020 this is forecast to increase to almost 
£7.3 billion assuming revenues rise in line solely with RPI. 
  
Of the current £3.4 billion locally retained element, approximately £1 billion funds 
GLA services and £2bn is retained by boroughs with the balance representing a net 
tariff payment - effectively London’s subsidy supporting spending elsewhere in 
England. This masks large variations with Westminster and the GLA making tariff 
payments of £461m and £357m respectively and Hackney receiving as much as 
£75m in top up funding. 
  
It is estimated there could be around £4.0 billion of unallocated business rates 
income in London by 2020 which will need to be apportioned under the new system 
before allowing for the impact of the 2017 revaluation.  This gap will be closed by 
funding currently outside rates retention or existing central government functions 
being devolved – some of which will be delivered by boroughs and some by the GLA 
group – with a proportion potentially being reallocated to fund services elsewhere in 
England. 



 

  
In 2015-16 around £6.2 billion is paid in non schools/police grants to local authorities 
in London (£4.0 bn to boroughs and £2.2 bn to the GLA group). This includes £2bn 
of revenue support grant which is expected to be reduced significantly or end by 
2020. There are a number of possible options therefore for grants which could be 
rolled in to the 100% system or indeed for new functions to be taken on. 
  
There will need to be an agreement with central government about the funding to be 
devolved and the proportion of rates income taken by each tier. The higher the rates 
income taken by an authority the greater the potential reward if growth is delivered, 
but the greater the risk if this falls.  
  
The Government is expected to publish further details as to how the new devolved 
system will operate in broad terms following the Comprehensive Spending Review 
on 25 November. Negotiations will presumably then start in earnest with local 
government to develop the local and national frameworks for the system within the 
funding envelopes set in the CSR. The new system is likely to require primary 
legislation and the changes are unlikely to be introduced in full before 2018-19 at the 
earliest. 
  
Overall, this is a significant step along the lines of the London Finance Commission 
recommendations, but the detail has yet to be negotiated.  
 


