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1.	INTRODUCTION	

	

At	 the	 2015	 Conservative	 Party	 Conference,	 the	 former	 Chancellor,	 George	

Osborne,	 announced	 a	 major	 shake-up	 to	 the	 way	 business	 rates	 income	 is	

distributed	with	all	revenue	to	be	retained	by	local	government	by	2020.	This	was	

on	course	to	become	law	when,	in	2017,	Theresa	May	announced	a	snap	general	

election	 meaning	 the	 collapse	 of	 the	 relevant	 Local	 Government	 Finance	 Bill	

before	it	could	get	Royal	Assent.	The	result	is	that	100%	business	rates	retention	

has	not	become	law	and	is	now	very	unlikely	to	do	so	before	2020.	

	

This	has	not	meant	the	end	of	100%	business	rates	retention.	Fiscal	devolution	is	

a	 popular	 concept	 across	 political	 parties	 and	 with	 local	 leaders.	 While	 Brexit	

takes	centre	stage,	a	Bill	cannot	be	re-introduced	because	of	lack	of	parliamentary	

time,	 but	 this	 could	 change	 next	 year	 should	 Parliament	 have	 the	 capacity	 to	

debate	other	issues.	

	

In	the	meantime,	the	Government	has	permitted	pilots	to	take	place,	with	London	

adopting	100%	business	 rates	 retention	 from	April	 2018	until	 the	end	of	March	

2019.	 This	 briefing	 document	 outlines	 the	mechanics	 behind	 the	 pilot	 for	 staff,	

levypayers	and	partners	of	Team	London	Bridge.	
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2.	BACKGROUND	

	

It	is	the	intention	that	local	government	in	England	will	retain	100%	of	all	business	

rates	 income	 instead	 of	 the	 current	 level	 (50%).	 This	means	 approximately	 £25	

billion	a	year	of	rates	income	will	be	kept	by	local	government.	This	will	be	fiscally	

neutral	meaning	that	local	government	will	also	take	on	responsibility	for	funding	

additional	services	and	will	see	its	grants	from	central	government	phased	out.	

	

The	 idea	 is	 that	 this	 reform	delivers	 independence	 from	Westminster,	providing	

councils	with	the	 incentive	to	reform	public	service	delivery	and	grow	their	own	

business	rates	base.	However,	a	combination	of	the	snap	general	election	in	2017	

and	 an	 almost	 exclusive	 focus	 on	 Brexit	 legislation	 in	 2018	 means	 that	 these	

reforms	to	local	government	finance	cannot	be	implemented	nationwide	just	yet.	

	

Regardless,	 the	 reforms	 remain	 popular.	 Therefore,	 the	 Ministry	 of	 Housing,	

Communities	 and	 Local	 Government	 (MHCLG)	 has	 decided	 to	 proceed	 with	 a	

number	of	pilots,	including	in	London.	This	briefing	paper	provides	an	overview	of	

how	this	pilot	works	and	offers	an	assessment	of	its	success	to	date.	
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3.	THE	BASICS	
	

Timeline	
	
	
To	2012/13	 100%	 of	 business	 rates	 income	 (approximately	 £25	 billion)	 is	

collected	 by	 local	 billing	 authorities	 but	 handed	 to	 Central	
Government	for	redistribution	through	various	grants.	
	

2013/14	 50%	 business	 rates	 retention	 across	 England	 is	 introduced	
meaning	only	£12.5	billion	goes	back	to	Central	Government	for	
redistribution.	
	

2016/17	 Local	 Government	 Finance	 Bill	 including	 100%	 business	 rates	
retention	 is	 introduced	 by	 the	 Commons	 but	 fails	 to	 get	 Royal	
Assent	due	to	a	snap	general	election.	
	

2018/19	 100%	business	rates	retention	pilot	introduced	in	London	in	April	
2018	which	will	run	for	a	minimum	one	year.	
	

2019/20	

	

Business	 rates	 retention	 to	 move	 from	 50%	 to	 75%	 across	
England.	No	decision	yet	whether	London	will	move	to	75%	or	if	
100%	pilot	will	continue.	

	

100%	Business	Rates	in	a	Nutshell	

	

• 100%	 business	 rates	 retention	 changes	 the	 way	 revenue	 is	 distributed	

within	the	public	sector.	It	does	not	change	how	business	rates	is	paid	by	

ratepayers.	

	

• The	term	100%	business	rates	retention	gives	a	false	 impression.	 In	fact,	

redistribution	will	continue	to	even	at	any	 inequalities.	This	will	be	done	

by	topping	up	some	councils	and	imposing	tariffs	on	others.	
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• London	will	only	retain	around	two	thirds	(£5.3	billion)	of	all	rates	income	

collected.	The	rest	will	go	to	Central	Government	for	redistribution	as	part	

of	a	tariff.	

	

• 100%	business	rates	retention	is	intended	to	be	revenue	neutral	for	local	

government.	Although	local	government	retains	business	rates	it	will	see	

funding	from	government	grants	phased	out.	

	

• Local	 government	 will	 now	 be	 reliant	 on	 two	 major	 revenue	 streams;	

council	 tax	 and	 business	 rates.	 This	 year	 Southwark	 Council	will	 receive	

£134.2	 million	 in	 council	 tax	 (with	 £104.5	 million	 derived	 from	 local	

council	 tax	and	an	additional	£29.7	million	 from	the	Mayor’s	 council	 tax	

precept).	Southwark	expects	to	bring	in	£314	million	in	business	rates.		

	

• Local	government	will	retain	100%	of	any	business	rates	growth	(up	to	a	

surplus	 of	 7.5%)	 and	 will	 bear	 the	 cost	 of	 any	 fall	 in	 income.	 This	 is	

expected	to	incentivise	more	proactive	economic	development.	
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4.	EXPLAINING	HOW	100%	BUSINESS	RATES	WORKS	
	

How	does	the	system	work	now?	

The	current	business	rates	system	allows	councils	 to	keep	50%	of	business	rates	

revenue.	This	was	only	introduced	in	April	2013	and	is	still	bedding	in.		

	

The	50%	retained	by	local	government	is	known	as	the	‘local	share’.	The	50%	not	

retained	 by	 local	 government	 (the	 ‘central	 share’)	 is	 handed	 back	 to	 central	

government	 who	 redistribute	 this	 in	 the	 form	 of	 revenue	 support	 grants	 and	

other	grants.		

	

If	a	council	is	successful	in	increasing	its	business	rates	intake,	50%	of	this	growth	

will	be	retained	and	added	to	its	budget.	The	rest	is	pooled	to	create	a	safety	net	

system	for	those	councils	who	see	a	decline	in	their	rates	income.	

	

How	will	the	system	change	under	100%	rates	retention?	

Local	government,	as	a	whole,	will	keep	all	business	rates	income.	However,	this	

proposal	does	not	mean	each	individual	local	authority	will	keep	everything	they	

earn.	 With	 the	 inequalities	 that	 exist	 across	 authorities	 in	 terms	 of	 need	 and	

economic	activity	it	has	been	decided	that	this	is	not	feasible.	Therefore,	councils	

will	 redistribute	 this	 income	 to	 different	 areas	 and	 different	 tiers	 of	 local	

government.	 In	other	words,	central	government	will	be	cut	out	of	the	loop,	but	

the	principle	of	redistribution	will	continue.	

	

How	does	this	work	for	London’s	pilot?	

Not	 surprisingly,	 London	 generates	 much	 more	 in	 business	 rates	 than	 it	 is	

perceived	 to	 need	 for	 public	 services.	 MHCLG	 has	 set	 the	 baseline	 for	 rates	

collection	at	£8.1	billion	but	concludes	London	requires	just	£5.3	billion	for	public	

services.	This	£5.3	billion	 is	 shared	between	 the	GLA	and	London	Councils	while	
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the	 remaining	 £2.8	 billion	 is	 redistributed	 to	 other	 councils.	 Southwark’s	

contribution	is	expected	to	be	£314	million	for	2018/19.	

	

What	powers	and	responsibilities	will	be	devolved	to	local	government	in	

return	for	keeping	business	rates	income?	

Around	£25	billion	is	collected	annually	by	local	billing	authorities	across	England.	

Before	2013,	 all	 of	 this	would	 go	back	 to	Central	Government	 for	 redistribution	

through	 grants.	 Under	 50%	 rates	 retention,	 £12.5	 billion	 would	 go	 to	 Central	

Government,	with	the	rest	being	retained	by	local	government.	

	

The	 retention	 of	 business	 rates	 income	 is	 intended	 to	 be	 revenue	 neutral.	 In	

return	for	the	expected	£12.5	billion	annual	boost	to	finances,	 local	government	

will	be	expected	to	take	on	an	additional	£12.5	billion	of	spending	responsibilities.	

The	powers	and	responsibilities	that	will	be	devolved	could	be	very	different	for	

each	council	depending	on	the	governance	structures	in	place.		

	

100%	business	 rates	 retention	means	 that	 all	 £25	billion	 is	 retained	within	 local	

government	 but	 local	 government	 assumes	 responsibility	 for	 funding	 local	

services.	Under	the	pilot	for	London,	the	GLA	no	longer	receives	a	transport	grant	

from	 Central	 Government.	 Instead,	 this	 is	 funded	 directly	 from	 business	 rates.	

There	is	also	a	contribution	to	policing,	and	City	Hall	services.	

	

Furthermore,	 London’s	 Councils	 will	 no	 longer	 be	 a	 beneficiary	 to	 Revenue	

Support	Grant.	This	too	is	expected	to	be	paid	for	directly	from	business	rates.	

	

How	will	levels	of	redistribution	be	decided?	

The	amount	each	local	authority	will	receive	broadly	depends	on:		

	

• the	level	of	income	from	council	tax;	

• the	level	of	income	from	business	rates;	and	
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• the	level	of	need	(i.e.	pressure	on	public	services).		

	

In	relative	terms,	 those	 local	authorities	that	have	the	highest	needs	and	 lowest	

income	are	most	likely	to	benefit	under	redistribution.	How	need	is	measured	will	

be	decided	by	the	Fair	Funding	Review	that	is	currently	on-going	which	will	assess	

demographic	factors	such	as	population	growth	and	population	ageing.		

	

If	 money	 is	 still	 redistributed	 then	 how	 will	 local	 authorities	 be	

incentivised	to	grow	their	business	rates?	

MHCLG	will	 set	a	baseline	 that	 identifies	what	 it	expects	each	council	will	make	

every	year	 in	rates.	This	will	be	based	on	current	performance.	Each	council	will	

be	able	to	keep	100%	of	anything	it	makes	above	this	baseline.		

	

If	and	when,	100%	business	rates	is	fully	implemented,	this	baseline	is	highly	likely	

to	be	 reset	periodically	 to	balance	out	major	 geographical	 changes	 in	 economic	

activity	 over	 time.	 For	 example,	 if	 a	 town	 builds	 a	 new	 shopping	 centre	 which	

boosts	 rates	 income	by	£500,000	annually,	 this	money	 is	 counted	as	growth	 for	

the	 local	authority	who	will	benefit	 from	the	surplus	until	 the	next	 reset	adjusts	

the	 baseline	 to	 wipe	 out	 this	 surplus.	 The	 same	 will	 happen	 in	 reverse	 where	

councils	will	bear	the	cost	of	lost	income	until	a	reset	redresses	the	balance.	This	

is	expected	to	prevent	any	major	inequalities	emerging	over	a	long	period	of	time.	

	

What	does	this	mean	for	the	amount	businesses	pay	and	the	BID	levy?		

The	proposal	of	100%	retention	is	about	how	business	rates	income	is	circulated	

within	 the	 public	 sector	 to	 incentivise	 growth	 and	 create	 independence	 from	

Westminster.	These	proposals,	with	the	exception	of	the	 infrastructure	 levy	(see	

below),	do	not	 impact	the	way	rates	 is	calculated	so	there	will	be	no	 immediate	

impact	for	businesses	or	BIDs.	
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The	things	that	will	have	a	significant	 impact	on	the	amount	businesses	pay	and	

the	subsequent	BID	levy	are:	

	

• The	April	2021	revaluation;	and	

• A	move	from	RPI	to	CPI	to	calculate	inflation	(to	be	introduced	from	April	

2020).	

	

The	impact	of	these	changes	on	business	rates	and	BID	levies	will	depend	on	the	

specific	location.	

	

Will	 100%	 rates	 retention	 allow	 councils	 to	 grow	 their	 business	 rates	

income	by	increasing	rates	bills?	

No!	There	are	no	new	powers	that	allow	a	local	authority	to	increase	rates.	Local	

authorities	can,	at	their	own	cost,	reduce	business	rates	for	specific	properties	or	

for	everyone,	but	they	will	not	be	permitted	to	increase	rates.	

	

There	 already	 exists	 a	 provision	 for	 the	Mayor	 and	 London	Councils	 to	 increase	

business	rates.	This	is	through	the	Business	Rates	Supplement	and	is	already	being	

used	 to	 fund	 Crossrail,	 with	 London’s	 businesses	 paying	 £4.1	 billion	 (although	

properties	with	a	rateable	value	less	than	£70,000	have	been	exempt	since	April	

2017.	

	

If	councils	get	to	keep	growth	in	rates	income,	what	will	happen	if	rates	

income	goes	down?	

In	principle,	 local	 authorities	will	 bear	 the	 cost	of	 a	drop	 in	 rates	 income	 in	 the	

short	 to	 medium-term.	 However,	 the	 ‘reset’	 of	 the	 system	 that	 will	 eventually	

wipe	out	the	surpluses	of	those	who	grow	their	rates,	will	at	the	same	time	cover	

the	losses	of	those	that	see	a	decline.	The	reset	effectively	acts	to	rebalance	the	

system.	
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In	a	scenario	where	the	drop	in	rates	income	is	significant,	for	example,	where	a	

major	employer	relocates	or	closes	down,	the	Government	has	identified	a	need	

to	 support	 these	 councils	 to	 ensure	 they	 are	 able	 to	 continue	 to	 maintain	

statutory	 services	 until	 a	 reset	 takes	 place.	 There	 is	 a	 question	 about	 how	 to	

achieve	this.		

	

The	 current	 thinking	 is	 that	 any	 growth	 achieved	 by	 local	 councils	 in	 excess	 of	

7.5%	will	go	 into	a	pot	to	financially	support	any	 local	authorities	whose	 income	

drops	 below	 7.5%.	 This	 safety	 net	 will	 insulate	 local	 authorities	 against	 local	

economic	shocks.	

	

In	 London,	 all	 the	 local	 billing	 authorities	 and	 the	 Corporation	 of	 the	 City	 of	

London	 retain	 responsibility	 for	 collecting	 business	 rates	 (approx.	 £8.1	 billion).	

Under	 a	 pooling	 arrangement	 which	 includes	 the	 GLA,	 on	 third	 of	 the	 money	

collected	 (approx.	 £2.8	 billion)	will	 go	 back	 to	 Central	 Government,	 £1.9	 billion	

goes	 to	 TfL,	 £0.3	billion	 is	 spread	 across	 fire,	 policing	 and	City	Hall	 services	 and	

£3.1	 billion	 is	 redistributed	 amongst	 the	 London	 Boroughs	 for	 other	 public	

services.	

	

How	is	Growth	Spent?	

London	 gets	 to	 keep	 100%	 of	 its	 growth	 in	 rates	 income	up	 to	 7.5%	 above	 the	

baseline.	 A	 levy	 is	 applied	 to	 anything	 above	 the	 7.5%	 threshold	which	 Central	

Government	allocates	to	a	safety	net	for	those	councils	who	suffer	steep	declines	

in	economic	activity.		

	

For	 the	 growth	 that	 is	 retained,	 the	Mayor	 and	 Borough	 Leaders	 have	 not	 yet	

decided	how	all	this	will	be	spent,	however,	the	Mayor,	is	keen	to	use	£60	million	

to	fund	1,000	additional	police	officers	from	April	2019.	
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Furthermore,	it	has	been	established	that	for	the	year	2018/19	at	least	50%	of	the	

surplus	 generated	 from	 growth	 should	 go	 into	 a	 strategic	 investment	 pot	 to	

support	further	economic	growth	and	infrastructure	investment.	
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5.	HAS	THE	PILOT	BEEN	A	SUCCESS?	

	

It	is	too	early	to	judge	whether	the	pilot	for	London,	or	anywhere	else,	has	been	a	

success.	However,	there	are	some	issues,	both	positive	and	negative,	that	can	be	

flagged	up.	

	

Incentivising	Growth	

Despite	how	misleading	the	term	‘100%	business	rates	retention’	is,	there	is	one	

huge	benefit	to	creating	a	stronger	link	between	what	a	council	earns	and	what	it	

can	spend.	There	is	finally	an	incentive	for	local	government	work	proactively	with	

the	business	community	for	the	sake	of	economic	development.	

	

Since	2010,	local	government	has	seen	big	cuts	to	budgets.	With	no	link	between	

rates	 income	 and	what	 local	 authorities	 were	 permitted	 to	 spend,	 services	 like	

economic	 development	 and	 planning	 have	 been	 hit	 disproportionally	 hard.	 This	

has	 been	 counter-productive,	 with	 ramifications	 for	 local	 growth	 and	 tax	

collection.	 This	 is	 a	 viscous	 circle	 which	 100%	 business	 rates	 retention	 has	 the	

potential	to	reverse.	

	

Need	for	Structural	Reform	

The	move	 to	 100%	 business	 rates	 retention	 does	 not	 deal	 with	 the	 critical	 tax	

collection	 problem	 –	 the	 emergence	 of	 the	 digital	 economy.	 With	 the	 digital	

economy	 changing	 the	 way	 retail,	 public	 services,	 office-based	 businesses,	

education,	manufacturing	 and	 the	way	many	 other	 sectors	 operate,	 the	 fact	 is,	

the	 role	 of	 commercial	 property	 has	 changed	 within	 the	 market.	 There	 are	

significant	challenges	around	tax	collection	and	the	provision	of	public	services	as	

a	result	with	business	rates	being	one	indicator	of	this	challenge.	
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A	 cynic	might	 say	 that,	 by	 implementing	 100%	business	 rates	 retention,	 Central	

Government	 is	 transferring	 the	 risk	 for	managing	 this	 increasingly	volatile	 tax	 to	

local	 government,	 which	 could	 come	 with	 some	 significant	 ramifications	 for	

funding	 local	 services	 in	 future	years.	 It	 is	 the	view	of	ATCM	that	business	 rates	

reform	is	as	important	for	the	public	sector	as	it	is	the	private	sector.	

	

There	are	currently	two	business	rates	campaigns	that	should	be	identified	here.	

Firstly,	 the	 second	 iteration	 of	 the	 Grimsey	 Review	 recommends	 the	 end	 of	

business	rates	as	a	property	based	tax,	and	instead,	champions	a	move	to	a	sales	

tax	 that	 is	 paid	 by	 businesses	 across	 both	 the	 physical	 and	 digital	 spheres.	 This	

was	share	a	burden	carried	exclusively	by	property-based	organisations.	For	more	

information	on	this,	visit	www.vanishinghighstreet.com.	

	

Secondly,	 there	 is	 the	 campaign	 from	 New	 West	 End	 Company	 which	 also	

advocates	a	move	to	a	sales	based	tax	system,	but	recognises	that	this	might	take	

years	to	implement.	In	the	short-term,	the	New	West	End	Company	recommends	

a	 1%	 sales	 tax	 on	 online	 businesses	with	 the	 revenue	 generated	 being	 used	 to	

offset	 business	 rates.	 	 For	more	 information,	 visit	 https://newwestend.com/wp-

content/uploads/2018/07/20180705_NWEC_Tax_Reform_Summary_Report-

ZW.pdf.	
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6.	WHAT	HAPPENS	NEXT?	

	

The	Future	of	the	Pilot	

Due	to	the	snap	general	election	in	2017,	the	full,	nationwide	implementation	of	

100%	 business	 rates	 retention	 is	 not	 yet	 possible.	 With	 an	 uncertain	 political	

landscape	there	are	no	guarantees	when	this	might	change.	

	

As	a	stop-gap,	MHCLG	will	allow	local	government	to	move	from	50%	retention	to	

75%	retention	as	this	does	not	require	primary	legislation.	The	Mayor	and	London	

Boroughs	will	negotiate	with	MHCLG	and	make	a	decision	on	whether	the	100%	

should	continue	for	2019/20	and	in	what	form.	

	

Additional	Information	

More	information	on	business	rates	retention	can	be	found	below:	

	

House	of	Commons	Library,	Reviewing	and	Reforming	Local	Government	Finance	

(Briefing	Paper):	

https://researchbriefings.parliament.uk/ResearchBriefing/Summary/CBP-

7538#fullreport	

	

Southwark	Council,	Business	Rates	Booklet	and	Explanatory	Notes:	

https://www.southwark.gov.uk/business/business-rates/about-business-rates	

	

	

	

	

	 	



	
	

		

Briefing Paper for Team London Bridge 100%	Business	Rates	Retention:	London	Pilot	 17	

	


