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	ITEM NO.


JOINT REPORT OF 

THE HEAD OF REGENERATION & IMPROVEMENT AND THE HEAD OF FINANCE

TO:

CHIEF EXECUTIVES SENIOR MANAGEMENT GROUP

Date: MONDAY 25TH JULY 2005

TITLE: LOCAL AUTHORITY BUSINESS GROWTH INCENTIVE SCHEME (LABGI)

RECOMMENDATIONS: 

· Budget Strategy Group is requested to consider how any potential income from the LABGI scheme may be most beneficially used by the Council to maximise local economic growth in the city.

· Economic Development and Customer and Support Services to develop strategic working with HM Treasury, Stockport MBC and the LGA to identify Best Practice models for the LABGI scheme so that they can be adopted and utilised by Salford City Council.

· Salford’s Economic Development Forum to be involved in allocating funding to ensure the activity supported meets the current priorities in line with the Economic Development Strategy.

EXECUTIVE SUMMARY: 

This report sets out the main findings of the Local Authority Business Growth consultation paper issued by ODPM which sets out proposals for local authorities to retain income from business rates from new businesses from 2005, to be reinvested in measures to maximise local economic growth. 

ASSESSMENT OF RISK: Low

THE SOURCE OF FUNDING IS: 

The proposal would provide a new source of revenue for Salford City Council, which could possibly be reinvested in measures to maximise local economic growth in partnership with Salford’s Economic Development Forum.

LEGAL ADVICE OBTAINED: Not applicable as yet

FINANCIAL ADVICE OBTAINED: John Spink, Head of Finance

CONTACT OFFICER: 

Ruth Fairhurst, Head of Regeneration and Improvement

Stuart Kitchen, Assistant Director of Economic Development

John Spink, Head of Finance

Matthew Lynn, Economic Development Section, Chief Executives Directorate.

WARD(S) TO WHICH REPORT RELATES: Potentially all

KEY COUNCIL POLICIES: 

SCC Spending Plans 2004/05

Salford Community Plan 2001 - 2006

Salford Economic Development Strategy 2004 - 2007



DETAILS: 

1. INTRODUCTION / BACKGROUND
1.1 The Government issued a consultation paper titled “Local Authority Business Growth Incentives – A consultation Paper” in July 2003 followed by a second consultation paper in August 2004. Both papers set out proposals for a scheme to allow local authorities to retain some of the business rates revenue from business growth as a means of creating an incentive to maximise economic growth.

1.2 The paper says that “revenues from the scheme will not be ring-fenced and local authorities will              be free to decide whether and how to maximise local economic growth so as to benefit from the scheme. If Local Authorities respond to the incentives created by this scheme there will be a beneficial impact on local and national economic performance”.  
1.3 This has since been followed on Wednesday 02nd February 2005, when the Rt Hon Gordon Brown MP (Chancellor of the Exchequer) made a speech at the Sustainable Communities in Manchester, reiterating these proposals.

1.4 The Government wants to see the scheme promote healthy competition between local authorities   and attract new businesses into the area.

1.5 The original proposal was for the scheme to commence 1st April 2005, however even though some Local Authorities have begun calculating their new business rate revenue, the final details of the scheme is still being discussed with Ministers and a new start date is yet to be announced. However it has been agreed no payments will be made until February 2006.

1.6 Chief Executives and Customer and Support Services directorates of Salford City Council have been working together primarily to make official comments on the Local Authority Business Growth Incentives (LABGI) scheme to the Office Of the Deputy Prime Minister on the guidance published, with a view to its implementation within the City. 

2. KEY FEATURES OF LAGBI

2.1 Local Authorities will be able to retain business rate revenue from business growth above a pre-determined threshold.

2.2 The additional revenue will not be ring-fenced, ie there will be no conditions or constraints on its use; local authorities will be free to decide how to use it.

2.3 Local Authorities will need to achieve business growth above an annual average growth based on one of five proposed models, using growth data over the period 1995 to 2003. 

2.4 From initial review, Salford would benefit most from one of the Governments two own preferred models, which are the ‘National Historic Growth Model’ adopting 5 roughly equal groups according to historic growth, and the ‘Sub-Regional Model’ which means regional groupings sub-divided into three roughly equal groups according to historic growth. This obviously will require further investigation in conjunction with Customer and Support Services to determine which of the preferred models is selected. The government’s share will go to the national business rate pool and will be shared out across all authorities, as it is at present.

2.5 Additional rates revenue above the annual growth baseline will be shared between the   Government and Local Authorities, with Local Authorities receiving the larger share, between a minimum of 60% and a maximum of 95% dependent on the model preferred. 

2.6 It’s a win: win initiative with a system of floors and ceilings to ensure no authority will be worse off under the scheme, even if it is not active in promoting economic growth. 

2.7 Accordingly, the Government through the Balance of Funding Review has decided to increase the incentives for local authorities to work in partnership with businesses and others to maximise local economic growth and so enable local authorities to reap some of the financial benefits by retaining some of the business rate revenues associated with business growth. 

2.8 The Government therefore has two objectives for the scheme:

· It should provide an incentive for all local authorities to maximise local economic growth; and

· It should give successful local authorities additional revenues to spend on local priorities that are not ring-fenced in any way.

2.9 The Government gives two guarantees for the scheme: -

· That no business will pay more rates; and

· No reductions in spending totals set in the 2002 Spending Review will be made.

3. LOCAL BENEFITS 

3.1 Salford City Council currently receives income in terms of receipts from Business Rates, which is then passed directly on to Central Government with SCC receiving a proportion of that sum back from Central Government as a receipt.

3.2 HM Treasury have been working with a number of Local Authorities who have been piloting the scheme. In the North West HM Treasury have worked with Stockport MBC and Liverpool Council. The findings of these pilots have demonstrated many of the concerns expressed at consultation stage, primarily that it is very difficult to estimate how many new businesses will be created within a Local Authority boundary because this is dependant on a number of micro and macro economic factors and is difficult to quantify. Therefore it follows that Business Rates teams have found it difficult to quantify the amount of NNDR to be retained on a year by year basis.

3.3 Salford City Council has since spoken with HM Treasury to interrogate their data and confirmed that following two consultation White Papers HM Treasury have ringfenced £1billion for LABGI which will not be operational as from 01st April 2005 as anticipated.. This delay has been caused by Civil Servants wanting to ‘finalise the perameters of the scheme’ as it has not been finalised yet and needs to go to Ministers before a final White Paper is written and published later this Summer. However no payments will be made until February 2006

3.4 Manchester City Council have recently calculated that they expect to retain approximately £120,000 revenue funds from the LABGI, although this is not as much as first anticipated, (initial figures were around £1.1m). Salford would most probably retain a similar amount of revenue, subject to a detailed calculation utilising current business rate information.

3.5 In order to maintain Economic Development activities, and therefore maximise economic growth, the way forward will be for Salford’s Economic Development Forum and elected members to be involved in allocating this ring-fenced additional revenue generated via LABGI. A thorough selection process would need to be adopted to ensure the allocation meets the priorities within the current Economic Development Strategy. Possibly on the basis of projects submitting competitive project bids via a pro-forma system for funding, resulting in a panel decision on successful projects similar to the SRB Appraisal Panel system currently in use by Salford City Council. 

3.4 The year-on-year funding provided by LABGI gives a rationale for maintaining the service provision that the Salford’s Economic Development forum delivers currently, but in addition provides an opportunity to expand the offer furthermore and therefore guarantee the promotion of local economic growth in the future. In simple terms using the LABGI revenue funding derived directly with collecting business rates would assist in sustaining Economic Development activities in the long term.

4.  PROPOSED FUTURE SPEND: AN ANALYSIS

4.1 In essence, the core funding will be allocated to the priorities within the themes of the Salford Economic Development Strategy. The types of activities chosen would be within the following themes: Encouraging Investment in the City, Supporting Business Development and Enabling Local People to achieve their full potential. The range of issues tackled would be agreed by Salford’s Economic Development Forum (sub group of the Local Strategic Partnership). These could potentially range from key business support functions such as financial assistance, tailored guidance and increased penetration (ie target key employment sites) to focusing on the employability agenda including the joining up of services, outreach support to those most distanced from the labour market (Jobshop type activities), as well as tailoring future training providers to offer courses in the key Salford employment and skills clusters such as construction. 

5. CONCLUSIONS 

5.1 From an Economic Development perspective, the LABGI revenue funding would provide a regular funding stream to enable the current and future Economic Development priorities in the long term to be less reliant upon short term / adhoc funding streams. 

5.2 In addition the LABGI funds would also act as a catalyst to draw down additional external funding streams, which would give added value.

5.3 Therefore the key recommendations are as follows:

· Budget Strategy Group is requested to consider how any potential income from the LABGI scheme may be most beneficially used by the Council to maximise local economic growth. 

· This potential new source of income to be earmarked as a source for economic development, in keeping with Government desire.

· Economic Development and Customer and Support Services to develop strategic working with HM Treasury, Stockport MBC and the LGA to identify Best Practice models for the LABGI scheme so that they can be adopted and utilised by Salford City Council.

· Subject to decisions on the above, the Salford’s Economic Development Forum to be involved in allocating funding to ensure the activity supported meets the current priorities in line with the Salford Economic Development Strategy.
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