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LOCAL GOVERNMENT RESOURCE REVIEW – BUSINESS RATES 
RETENTION POOLING OPTIONS 
 
Key decision 
 
1. Executive summary  
 

One of the outcomes of the Local Government Resource Review has 
been proposals for the reform of the current system of business rates, 
with an element of business rates collected locally being retained by local 
authorities. 
 
Following consultation, the Government published its plans for a scheme 
of business rates retention in December 2011; with the scheme 
scheduled to come into force from 1 April 2013. 
 
As part of this reform the Government has included an option for 
authorities to come together to form ‘pools’ .  This was the subject of a 
‘Pooling Prospectus’, issued by DCLG in May 2012.  This requires initial 
expressions of interest to be submitted to DCLG by 27 July 2012, 
although final confirmation will not be required until later in the year. 
 
This paper outlines the potential implications of pooling, based on the 
information available to date, and whether being part of a countywide 
pool could be beneficial to the City Council.   

 
 
2. Recommendations  
 

The Executive Councillor is recommended: 
• To confirm that the City will join with other Cambridgeshire 

authorities in submitting an expression of interest to DCLG by 27 
July 2012. 

Report Page No: 1 



Report Page No: 2 

• To instruct officers, in conjunction with other authorities, to work up 
arrangements for governance, transparency, investment and 
distribution of revenues and dissolution of a Cambridgeshire pool – 
enabling a final decision on whether to take forward a pooling 
arrangement in time for the Government’s November 2012 
deadline.  

 
 
3. Background  
 

Local Government Resource Review and Business Rates 
 
Business Rates retention was one of the key proposals resulting from the 
Government’s Local Government Resource Review which was 
considered as part of the February 2012 Budget-Setting Report (Section 
3). 
 
On 18 July 2011, CLG published proposals for Business Rates retention, 
as part of the Local Government Resource Review, for consultation.  This 
was followed by a series of eight technical papers, published on 19 
August 2011, which provided further detail.  The Government’s response 
to the consultation was published on 19 December 2011. 
 
This has been confirmed as one of the features of the Local Government 
Finance Bill, currently going through Parliament, i.e. the retention of a 
proportion of the business rates revenue generated in a local area by the 
relevant local authorities. 
 
Business Rates retention is intended to provide incentives for local 
authorities to drive economic growth, as the authorities will be able to 
retain a share of any growth that is generated in Business Rates revenue 
in their areas, as opposed to the current system where all Business 
Rates revenues go to central Government for distribution. 
 
The proposals do not include any changes to the system of business 
rates, such that businesses will not see any change to the way that the 
rates are set or how they pay.  Rate-setting powers will remain under 
Central Government control and the revaluation process will remain 
unchanged.  
 
Under the proposals the overall level of funding to each authority from 
Central Government for 2013/14 will reflect the amount which would have 
been receivable from Formula Grant (i.e. grant and share of redistributed 
business rates) had there been no change to the system.   
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This is achieved by first splitting the business rates collected in each 
‘collection authority’ (in Cambridgeshire the District Councils, such as the 
City) in the following proportions: 
 

• 50% - to Central Government 
• 10% - to the County Council 
• 1.25% - to the Fire Authority 
• 38.75% - retained by the District (the District’s Business 

Rates Baseline’) 
 
The amount represented by the 38.75% to be retained is then compared 
against the authority’s ‘Spending Baseline’ (i.e. the level of support that 
the Government has determined that authority should receive at the 
transition point).  If the Business Rates Baseline is greater than the 
Spending Baseline then the difference will have to be paid to the Central 
Government as a ‘Tariff’.  Conversely, if the Spending Baseline is higher 
then the Government will pay the authority the difference through a ‘Top 
Up’ payment.  The Top Ups and Tariffs will automatically increase for 
inflation.  This effectively gives Top Up authorities a guaranteed increase 
on part of their resources, but means that a Tariff authority would 
effectively face a fall in resources if the business rate base falls (as the 
rate poundage is set to rise by the level of inflation).  
 
Authorities would then be able to keep part of any increase in growth in 
the business rates base, going forward.  Conversely, they would face a 
fall in resources if the business rate base declines. 
 
The system includes a ‘Levy’ on “disproportionate growth” which will be 
used to provide a safety net for those authorities experiencing little or 
negative growth, and allow the Treasury to top-slice business rates 
income.  
 
The rate of the Levy is defined as: 
 
   1 – (Spending Baseline / Business Rates Baseline) 
 
This means that instead of keeping a 38.75% share of all growth in 
business rates a District would only get to keep a relatively small 
proportion, whilst it would lose the full 38.75% for any reduction – unless 
protected by the Safety Net. 
 
The Safety Net is a threshold set by Central Government designed to 
ensure that no authority can lose more than a predefined percentage of 
it’s Spending Baseline.  The Government is currently indicating that it 
intends to set the Safety Net between 7.5% and 10% below the Spending 
Baseline.  
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A reset mechanism will be in place with a period of ten years between 
resets (although expected to be 7 years to 2020 in the first instance) but 
with flexibility for more frequent resets in exceptional circumstances. 
“Economic action zones” and large pre-agreed tax increment financing 
schemes are to be excluded from the reset mechanism and the levy. 
 
 
Pooling Arrangements 
 
The Local Government Finance Bill also allows local authorities to form 
pools for the purposes of business rates retention. It is expected that 
pooling will offer many local authorities an opportunity to retain more of 
the rates generated in their areas, due to the way in which the process is 
expected to operate, and to use that revenue more effectively to drive 
economic growth. 
 
When authorities decide to enter into a pooling arrangement, a single 
funding baseline and single business rates baseline will be calculated for 
the whole pool, meaning that a combined tariff and levy is applied to the 
pool’s rates revenue as opposed to this being applied to each individual 
authority. 
 
If a pool is dissolved then the member authorities would revert to their 
individual baselines, tariffs and levies. 
 
 
Potential Benefits of Pooling in Cambridgeshire 
 
The County Council has undertaken modelling which demonstrates that, 
under the majority of scenarios, a pool that incorporates all 6 
Cambridgeshire local authorities would see a greater total amount of 
business rates revenue retained than if no pool were formed. 
 
In general terms, the key benefits to local authorities of pooling business 
rates are that it can: 
 

• provide a new tool to deliver what is needed to promote growth 
and jobs, allowing investment decisions to support economic 
priorities; 

 
• encourage collaborative working across local authorities, rather 

than constraining activity within administrative boundaries; 
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• allow the benefits from investment in economic growth to be 
shared across the wider area, providing a growth dividend to 
the partners; and 

 
• help local authorities to manage volatility in income by sharing 

fluctuations across budgets. 
 
Pooling would also place authorities in a more beneficial collective 
position than would otherwise be the case as it would see the Tariffs and 
Levy rates reduced, allowing the members of the pool to benefit from 
additional retained income. 
 
The modelling that officers have carried out for Cambridgeshire 
(Appendix A) demonstrates that, if all six local authorities in 
Cambridgeshire form a pool, the Levy on business rates growth that is 
payable to central government would be 36%, rather than around 75% 
without pooling. 
 
Under a 0% growth scenario, modelling shows that such a pool would be 
£0.363m better off in 2013/14 compared to the sum of individual 
authorities – using the growth assumptions from Insight East’s last 
forecasts this would increase to around £4.5m. This additional revenue 
would benefit all residents and businesses in Cambridgeshire and would 
suggest an improved position to drive future sustainable economic 
growth than if each authority were to go it alone. 
 
The current Government proposals are that the funding baseline for each 
authority would be reviewed every 10 years.  This means that 
consideration needs to be given to the potential trend in terms of growth 
over that period.  However, it is not easy to accurately assess the 
potential for increases and decreases over such a period from the 
information readily available to authorities at present.  It should also be 
noted that this would make it most advantageous for authorities to have 
growth in business rates in the early years of each revaluation period and 
least towards the end (when it would be quickly removed through 
rebasing).  The opposite would, of course, be true for reductions in the 
base position.  
 
The modelling shows that, as long as Cambridgeshire can at least retain 
business rates at their existing levels, the county would benefit from 
pooling. As the county is expected to experience economic growth, there 
is a strong case for the six local authorities to form a pool and benefit 
from this additional revenue. 
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Safety Net 
 
As part of the new business rates retention regime, an authority whose 
rates drop below a set percentage of their funding baseline (likely to be 
90%) would trigger a ‘Safety Net’ payment from central government to 
make up the difference to that set percentage.  This would be funded 
through national Levy revenue. 
 
Under a pooling arrangement, a Safety Net payment will be triggered 
according to the baselines of the pool rather than the individual 
authorities, so it is important to consider the costs and benefits of this 
where an authority would be eligible for a Safety Net payment. Since 
none of the Cambridgeshire authorities are expected to trigger a Safety 
Net payment, this should not be an issue for a Cambridgeshire pool. 
 
 
Issues Concerning the Operation of a Pool 
 
Geographical coverage 
 
Pools are expected to operate on the basis of a whole local authority 
area – an authority cannot be in two pools. The most obvious geographic 
alignment in a two-tier area such as Cambridgeshire this could be to 
operate a countywide pool. A smaller pool, say of the County Council and 
some District Councils, could however still be beneficial. It could also be 
possible, though complex, to operate on a different area, e.g. a LEP-wide 
basis. 
 
Investment and distribution of revenues 
 
Under pooling arrangements, it will be left to the pools themselves to 
decide how to invest and distribute revenues within the pool, and how 
best to support shared economic priorities across the pool.  This is likely 
to be a key factor in determining the acceptability of any pooling 
proposal. 
 
Lead authority 
 
Under pooling arrangements, one member authority must be nominated 
to act as a lead authority. Payments from and to the pool would be 
channelled through this lead authority, and the lead authority would be 
responsible for supplying any information on behalf of the pool in 
connection with the operation of the rates retention regime. 
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Dissolution 
 
If any of the conditions set when a pool is designated are breached, 
DCLG will be able to dissolve a pool, following consultation with its 
members and other relevant people. DCLG must dissolve a pool when a 
member authority requests its dissolution. A pool will only be dissolved at 
the end of the financial year in which such a request is made. Provision 
for dissolution is expected to be made as part of pooling proposals. 
 
Transparency 
 
In any pooling arrangement, transparency will be important. As such, 
Government expects pools to publish their pooling arrangements along 
with financial information on the operation of the pool. 
 
 
Process 
 
Local authorities are invited to submit expressions of interest to DCLG by 
Friday, 27 July 2012. However, this is not binding and can be withdrawn 
over the months preceding the designation of pooling proposals if it is 
subsequently not considered to be appropriate. 
 
DCLG will have to make a pooling designation for a pool to come into 
effect before local authorities are notified of the basis on which they 
intend to calculate tariffs and top-ups – i.e. before the publication of the 
draft Local Government Finance Report, which is expected to be 
published in late November or early December. 
 
In order to ensure that pools come into effect in time for the start of the 
business rates retention regime, the timetable anticipated by DCLG for 
pooling is: 

• 17 May 2012:  Invitation to bring forward pooling   
    proposals 

• 27 July 2012:  Deadline for submission of expressions  
    of interest 

• September 2012: Develop proposals for consultation 
• October 2012:  Consult on pooling proposals 
• November 2012: Designation of pooling proposals 
• April 2013:  Business rates retention begins 

 
Following submission of an expression of interest, a formal pooling 
proposal would need to be submitted based on a template form.  
 
The key questions that are asked in the template application form, and 
will therefore need to be considered, are: 
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• What is the aim/rationale for the pool? 
 
• How, if at all, does the pool support the area’s growth priorities 

(including LEP strategy and priorities)? 
 
• Is there a pooling agreement setting out governance structures 

for management of the pool, decision making structures, how 
investment decisions will be made, and how the pool will 
handle dissolution? 

 
• Has the pooling agreement been signed off by the Chief 

Executive and Section 151 officer for each local authority within 
the pool? 

 
• Is there a lead authority that has been agreed by the pool? If 

so, which? 
 
• Briefly set out how the pool will provide transparency to its 

decision making. 
 
There is time between submitting an expression of interest and 
committing to a pooling arrangement to work through these questions 
and come up with a governance arrangement that would be fit for 
purpose.  
 
 
Conclusion 
 
Based on the modelling work and other evidence available to date it 
would appear to be beneficial to Cambridgeshire authorities to consider 
further the creation of a countywide pool. 
 
On this basis, and to facilitate that consideration, it is recommended that: 
 

• the City joins with other Cambridgeshire authorities in 
submitting an expression of interest to DCLG by 27 July 
2012. 

 
• officers are instructed, in conjunction with other authorities,  

to work up arrangements for governance, transparency, 
investment and distribution of revenues and dissolution of a 
Cambridgeshire pool – enabling a final decision on whether 
to take forward a pooling arrangement in time for the 
Government’s November 2012 deadline.  
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4. Implications  
 
(a) Financial Implications 
   

Initial modelling indicates that pooling would be financially 
advantageous for a countywide pool as a whole.  Further detailed 
work will be required, based on the development of a mutually agreed 
investment and distribution mechanism for the pool to determine the 
specific financial implication for the City under a range of realistic 
scenarios. 

 
(b) Staffing Implications   (if not covered in Consultations Section) 
 

Resources will need to be committed to ensure that appropriate work 
can be completed within the Government’s timescales. 

 
(c) Equal Opportunities Implications 
 

No direct implications.. 
 
(d) Environmental Implications 
 

No direct implications. 
 
(e) Consultation 

 
Consultation would be a formal part of any final pooling proposal. 

 
(f) Community Safety 
 

No direct implications. 
 
 
5. Background papers  
 

DCLG Papers:   
- Business rates retention scheme:  The economic benefits of 

local authority rates retention (May 2012). 
- Business rates retention scheme:  Pooling Prospectus (May 

2012)  
 
 
6. Appendices  
 

Annex A – LGSS Modelling Report 
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7. Inspection of papers  
 
To inspect the background papers or if you have a query on the report 
please contact: 
 
Author’s Name: David Horspool 
Author’s Phone Number:  01223 457007 
Author’s Email:  david.horspool@cambridge.gov.uk
 

mailto:davidJames.horspoolnightingale@cambridge.gov.uk
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Annex A : LGSS Modelling Report 
 

 
Pooling – To pool or not to pool 

 
Introduction 
This paper looks at how levies and safety nets operate for single authorities and then 
how they would operate in a pooling scenario.  It will look at the potential benefits or 
disadvantages of pooling with some basic scenario modelling to illustrate where a pool 
would be beneficial for the county. 
 
Calculating the Levy for Individual Authorities. 
The Levy is calculated as follows:  
 

1 - (Spending Baseline / Business Rates Baseline) 
 
So for an authority with a spending baseline of £3.614m and a business rates baseline of 
£20.408m their levy rate would be calculated as  
 

1 – (3.614 / 20.408) = 82.3% 
 
This means that everything that the authority collects (and keeps – after the central 
share, any precepting authority payments and their tariff payment) would be subject to 
the levy. In other words, they could only keep 17.7% of any increases above their 
spending baseline.  
 
For example:  
If this authority grew their rates by 10% from £20.408m to £22.449m, an increase of 
£2.041m, they would pay 82.3% of the increase as a levy and keep just 17.7%  
 

82.3% of £2.041m = £1.680m: Given to Central Government 
17.7% of £2.041m = £0.361m: Kept by the authority 

 
We know this is correct as £0.361m is 10% of their spending baseline (£3.614m) and 
enforces the levy rule that a 10% increase in business rates must not exceed 10% of 
spending baseline.  
 
Calculating the Safety Net for Individual Authorities 
The Safety Net is only triggered when an authority’s business rates income (i.e. after 
central share, precepting authority payments and tariff/top-up) falls by more that x% 
below the baseline funding level. 
 
So, for the above example authority, assuming an 8% safety net, they would only receive 
a safety net payment if their income fell below £3.325m (£3.614 minus 8%). 
 
What Happens When You Form a Pool? 
When authorities decide to enter a pooling arrangement the DCLG will calculate a single 
funding baseline and a single business rates baseline for the whole pool. This will simply 
be a sum of all the pool members’ individual baselines. 
 
 



 

Authority A 
Business Rates 
Baseline: £100m 

 
Funding Baseline: 

£50m 
 

Tariff £50m 

+ 

Authority B 
Business Rates 
Baseline: £50m 

 
Funding Baseline: 

£150m 
 

Top‐up £100m 

+ 

Authority C 
Business Rates 
Baseline: £100m 

 
Funding Baseline: 

£75m 
 

Tariff £25m 
           

      =     
           

     

POOL 
Business Rates 
Baseline: £250m 

 
Funding Baseline: 

£275m 
 

Top‐up £25m     
 
In this example, local authorities A and C benefit by being part of the pool as the pool 
becomes a top-up authority so local authorities A and C no longer pay a tariff. 
 
Cambridgeshire example; if the county council and all the districts in Cambridgeshire 
decided to form a pool the new baselines would be as follows: 
 

Authority Business Rates 
Baseline 

Spending 
Baseline 

Tariff (Red) / 
Top-up 

 £m £m £m 
Cambridgeshire 25.950 61.740 35.791
Cambridge City 34.958 4.689 -30.269
East Cambridgeshire 6.957 2.747 -4.210
Fenland 8.812 3.897 -4.915
Huntingdonshire 23.202 5.166 -18.036
South Cambridgeshire 26.626 2.951 -23.675
POOL 126.505 81.191 -45.314
 
Calculation of baselines are shown in Appendix A below. 
 
The Pool’s Business Rates Baseline would be £126.505m, the Pool’s Funding Baseline 
would be £81.191m and then the Pool would be required to pay a tariff of £45.314m  to 
Central Government. 
 
Calculating the Levy for the Pool 
For the purposes of calculating the levy (and eligibility for receiving any safety net 
payments) the pool is treated as a single entity by Central Government. Therefore, using 
the same formula as before, the pool’s levy rate would be: 
 

%36)505.126191.81(1 =÷−  
 
This means that 36% of any growth in income above £81.191m must be paid to Central 
Government as a levy.  
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Comparing the pool’s levy rate with some of the individual authorities’ previous levy rates 
it becomes clearer where some of the financial benefit of forming a pool comes from.  
 

Authority 
Business 

Rates 
Baseline 

Spending 
Baseline 

Tariff (Red) / 
Top-up Levy Rate 

 £m £m £m % 
Cambridgeshire 25.950 61.740 35.791 
Cambridge City 34.958 4.689 -30.269 -87%
East Cambridgeshire 6.957 2.747 -4.210 -61%
Fenland 8.812 3.897 -4.915 -56%
Huntingdonshire 23.202 5.166 -18.036 -78%
South Cambridgeshire 26.626 2.951 -23.675 -89%
POOL 126.505 81.191 -45.314 -36%
 
 
Rather than pay a levy on growth of around 75% the rate falls to just 36%.  
 
Depending on the make-up of the growth patterns in the pool’s authorities it may be 
possible to have some authorities growing very healthily whilst others grow at a slower 
pace or decline and not result in any levy payment.  
 
However, this does mean that the county council, who never paid a levy (as a top-up 
authority) will now become levy-able. 
 
Calculating the Safety Net for the Pool 
As explained above, for the purposes of levy and safety net calculations a pool is treated 
as a single body. The result is that the pool will only receive a safety net payment if the 
pool’s income falls more than x% below £81.191m.  
 
Individual authorities will not receive safety net payments if they see significant decline – 
only if it is enough to push the whole pool below the safety net threshold.  
 
Pooling – Positives and Negatives 
There are some rough guidelines to forming pools: 

• Authorities who tend to pay high tariffs (frequently districts) will need to pool with a 
top-up authority (frequently a county council) in order to see the significant 
reduction in the levy rate 

• Authorities who would have received a safety net payment will need to consider 
whether the benefits of joining the pool would outweigh the loss of the safety net 
payment 

• Similarly, authorities forming a pool will also need to consider whether they are 
able to “support” an authority who would individually have triggered the safety net 

• The only direct financial benefit to shire counties to forming a pool is any 
agreement reached within the pool to share some of the gains with the upper tier 
authority.   

 
 
Depending on the growth predictions in each area there could be significant gains to 
pooling – aside from the obvious benefits of joint working and collaboration. As illustrated 
above, much of these gains will tend to come from the reduced levy rate.  
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However, if it is felt that the pool’s area, or some members of a pool, could be heading 
for significant falls in income then it may be worth carefully considering whether they and 
the pool are better off separate, at least until the period of decline has passed.  
 
This means that growth forecasting will be a key factor in deciding whether areas will 
benefit from pooling.  
 
The tables in Appendix B show the potential gains / losses that could be expected from 
pooling across Cambridgeshire for growth levels of 0%, 2%, 5% and 10% over the 4 
years.  The appendix also shows the impact of pooling using growth figures obtained 
from Insight East which were used for the modelling exercise undertaken in October last 
year. 
 
Risks 
These figures come with some very large caveats. 
 
• There are still many unknowns and decisions to be made nationally which will impact 

on the outcome of future modelling. 
• The figures have been calculated using the Society of County Treasurers model 

which is yet to be updated following the announcements from 17th May.  (This should 
be ready shortly). 

• Impact of Enterprise Zones could be significant but have not been included here for 
simplicity’s sake. 

• A risk analysis has not been undertaken to determine the potential impact of an 
authority in the pool losing a large employer which forms a large proportion of their 
collected business rates. 

 
 
These figures come with some very large caveats (see risks above).  Taking those 
into account this basic modelling exercise shows that as long as Cambridgeshire 
can retain business rates close to their existing levels the county would benefit 
from pooling. 
 
 
 
Sharon Gregory 
Group Accountant  
LGSS 
30th May 2012 
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