Prime Minister
UNIFORM BUSINESS RATE AND REVALUATION: TRANSITIONAL ARRANGEMENTS

We last considered this subject in February (my minute of
2@VFebruary, and John Major's and your Private Secretary's
letters of 29 February), and I subsequently announced our agreed
proposals in outline to the House at Report Stage of the Local
Government Finance Bill on 21 April. I am now seeking your and
colleagues' approval to detailed proposals to be contained in

regulations, and an early announcement of their outline.

Background

The background is that the revaluation and uniform rate in 1990
————

will cause major shifts in the rate burden fo;—hany businesses.

Bfoadly, retailers are likely to face increases, along with all

businesses in some low-rated inner London boroughs;

manuggggprers, especially in the North and Midlands, are likely

JE— pu——
e ——_ [

to gain.
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During the passage of the Bill, the retailers' and small

———————

businesses' organisations and some of our backbenchers pressed

for a transitional package including:

- a 10% per year ceiling on rate increases, continuing for

as long as necessary for the biggest increases;

- increases in the uniform rate to be held below the

S—

increase in the RPI:

- a standard abatement of rateable value for small

businesses;
—

protection for losers to be financed by the Exchequer

———-

rather than by gainers.
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We successfully resisted this. Instead, we announced a package

. » T
consisting of:

- an unspecified percentage ceiling on increases for the
’

first five years, with power to extend it beyond 1995 if
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required; T —

—

- power to set a lower ceiling for small businesgses (more

accurately, small premises):;

- protection for losers to be financed by phasing benefits

—

for gainers in corresponding fashion.

Rate Bill Changes

In resisting pressure to announce a figure for a ceiling on

increases, we referred to an Inland Revenue survey of the

forecast effects of revaluation, to be available in the autumn.
— —————
We now have that survey; selected key tables are annexed.

Broadly, it confirms our expectations of the likely pattern of

gains and losses by area and type of business. In one major

respect, it contains good news. The increase in total rateable
em— et —— ————
values from the old 1973 list is forecast to be a multiple of
R —_—
7.5, higher than expected; the proportionate reduction in the new

—
uniform poundage from the present average can be correspondingly

greateér. This means that individual businessmen who have forecast

—_—_‘

their own RV fairly accurately, but have relied on published
e

g

forecasts of the poundage, will pay less than they have been
CEm— S————

expecting.

The less good news is that changes in rateable value, and hence
e iy

rate bills, are even more widely dispersed than we had expected,
/ e
with a significant proportion of properties facing very large

increases (4% in excess of 200%). No doubt when we publish an
——— SE——
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edited version of the survey, as we have promised, these cases

will hit the headlines, although the businesses concerned will be

protected by the transitional arrangements for at least five

years.

——————————




The key findings of the survey are set out in Tables 1-3. Table 1

shows the numbers of properties gaining and losing by ébecified
— —p —
percentages. Table 2 shows the effect on rate burdens by region,

with the North and Midlands gaining some £900m after transition,

around half of it paid for by businesses in the City and

Westminster. Table 3 shows the effect by property type by region.
——
(This last table uses small samples and some figures may be

unreliable.)

Proposed Transitional Arrangements

The survey goes on to analyse the cost of various possible

transitional arrangements, in terms of the limit on gains that
_—\—
corresponds to specified levels of protection for losers in order

to make the package self-financing and therefore neutral in its

effect on local authority income. Table 4 shows that limits on
annual increases of izg, %9& and_£§§ would mean, respectively,
limits on gains of 9%, 12% and 14% averaged out over the 5-year
period; it also sho;; tggﬂnumbe;;—of properties with increases
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and reductions still to come after five years under each scheme,

and that a 5% lower limit on losses for small businesses would

make very little difference to the overall "cost" of the package.

My proposals are set against the background of these figures, the
expectations generated during passage of the Bill, and the

overriding need to make the pool broadly self-financing. On the

one hand, businesses, especially small shopkeepers, are very

worried about the effect of revaluation on their businesses, and

—_—

have strong support on our backbenches. They are pressing for a

10% ceiling, and I think looking realistically for 15%. On the
———

other hand, we also have an obligation to the manufacturers and

.

others in the North and Midlands who stand to gain from our

reforms; it will be particularly difficult to justify deferring

these gains once it is on the public record what they "ought" to
- - ._\
pay 1in rates.




I propose an annual percentage ceiling on increases of 20% for

e

businesses at large, with a reduced ceiling of 15% for small

——

businesses. The latter would be defined as properties with a new
rateable value below £7500 in London and £5000 elsewhere; this
includes the vast majority of corner shops, plus small workshops
and other one- and two-man businesses. The c¢eiling works on a
compound basis, with the result that for large businesses

increases of up to 149% will come through in full by the fifth

year; for small businesses the figure is 101%.
—
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The cost of this in terms of the limit on gains, if spread over

all gaining businesses, and averaged over five years as I

propose, would be an 11%% per annum limit on gains. This means
S —

deferring rate reductions exceeding 46% to beyond the fifth year.

.

However, the survey also reveals that it would be possible to

discriminate in favour of small business gainers as well as

losers, at relatively little cost to the big business gainers.
This has advantages of administrative simplicity besides
appearing more generous at modest cost. I therefore propose that

small businesses (defined as before) should receive their full
”_-_—
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gains immediately. This means setting the limit for larger

gainers at 10%, and deferring rate reductions of over 41% to

beyond the fifth year.

There is one further small refinement. Included in the figures

are a number of very small properties, such as AA phone boxes,

which are not really businesses at all. Again for the sake of
simplicity, I propose that properties with a new RV below, say.,
£100 should be outside transition entirely. Below that level one
—— BRm——

can be confident that a property is not supporting even a one-man

business. Table 5 shows the detailed effects of all these

proposals in combination.

The figures quoted above are all in real terms. There is a case
for rolling up the annual RPI-linked increase in the uniform
rate, making an assumption about inflation, and specifying the

—————




limits in cash. With a 4% inflation assumption, 20% and 15%

—

limits on gains might thus become 25% and 20%, and a 10% limit on

losses would become 6%. This would bg‘simpler to explain and
administer. On the other hand, it makes the increases look

larger; and involves going public with what would be seen as an

inflation forecast for longer ahead than is our practice. On

balance, I therefore propose to specify the limits in regulations

in real terms, with the actual annual RPI increase to be added

P ————————

year by year.
— B SSSES

I propose to maintain our previous line of giving no commitment
P—

to extending the arrangements beyond the fifth year, and, if

pressed on behalf of the few very big losers, to say that we
shall consider their position when we can forecast the results of

the 1995 revaluation. By that time they may have benefited from

some reduction in rents as the cost of the rate increases are

passed on in part to landlords.

ey

Taken as a whole, I believe my proposals strike the right balance

between giving businesses in the North and Midlands their long

—

overdue benefits, and checking the drift of economic activity to

the South-East; and on the other hand giving small retailers the

—————

protection they are entitled to expect and ensuring that the

horror stories from their organisations of widespread

bankruptcies will not materialise. It is worth noting that rates
are typically 1-4% of business turnover, and very rarely exceed
10%. A 15% annual increase will therefore commonly be less than

%% of turnover, and 2% at the very most.

Wales and Scotland

The arrangements in Wales would be subject to the same structure,

but it would be open to Peter Walker to adopt different figures
if he thought fit. In practice, I understand through officials

that he is content to have the same limits for losers, but plans

ts—;alculate a different limit for gainers to balance the




separate Welsh pool. The position 1in Scotland is different, with

no uniform rate in 1990 and much less turbulence likely to result

from revaluation because of the shorter interval since the last

one. It is for Malcolm Rifkind to decide whether to use his

Powers to phase the effects of the revaluation.

>

Timing and Announcement

I do not need to make the regulations until next summer. I

undertook during passage of the Bill, however, to make an
announcement this autumn when the Inland Revenue survey was
S
complete. Subject to colleagues' agreement, therefore, I propose
to announce it shortly giving a firm commitment on the protection
for losers, and a provisional indication of what this will mean
for the limit on gains. Leaving the latter open will give time to
refine the figures and consult colleagues on matters not
considered here including how, if at all, the arrangements are to
apply to Crown property. Before the announcement, Nigel Lawson
and I will also need to clear for publication an edited version

of the Inland Revenue survey.

Conclusion

I therefore seek your and colleagues' approval for:

i. a limit on annual rate bill increases of 20% in real

terms for 5 years;

a lower limit of 15% for small properties (other than the

very smallest);

these to be paid for by a limit - currently forecast to

be 10% - on rate bill reductions for larger properties

only:

and for my making an announcement setting out these proposals.




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

David Waddington, and to Sir Robin Butler.

R
November 1988




TABLE 1 .
Distribution of gainers and losers nationally (England)

No of properties % 1989-90 1990-91 Real %
'000 rate bills burden change change

£m* £m in rates in
burden rates

£m burden
Change in rates burden

Reduction of 50% or over 431 -666 -61
" 25% but less than 50% 1576 -904 -36

Noggs L W - W oy 1725 -288 -14
" of 0.5% " " 5% . 409 - 10 - 3

Change of less than +/- 0.5% 60 o

Inerease of 0.5% but less than 5% 360
of 5% but less than 10% 371
" 10% " " " 15% 411
15% " 20% 411
20% " 25% 350

25% " 50% 3 1541 «

50% " 75% / 808 «

75% " 100% \ 634 -

100% " 200% 626 -
200% " 300% 104
300% " 500% 109
500% or more ; 158

SUMMARY

All Gainers 4143
No gain/no loss 60
All Losers 5888
Overall Totals 10091

¥ In 1990-91 Prices




TABLE 2

Changes by region in rates burden: estimated 1990-91 burdens after
revaluation and the introduction of NNDR compared with indexed
1989-90 burdens.

Indexed 1990-91 burden Change in
1990-91 after revaluation rate burden
burden and introduction relative to
of NNDR indexed 1989-90
burden
Region % of National £m % of National % change
total total

England: -

North 596
Yorkshire & Humberside 928
East Midlands 731
East Anglia 325
Inner London 1809
Outer London 881
Rest of South East 1963
South West 692
West Midlands 948
North West 1212
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England 10091

Note : All figures in assumed 1990/91 prices




TABLE 3

ANALYSIS OF BURDEN CHANGES BY PROPERTY TYPE WITHIN REGIONS
COMPARISON OF 1990-91 BURDEN (BEFQRE TRANSITIONAL ARRANGEMENTS)
WITH INDEXED 1989-90 BURDEN

PROPERTY TYPE

Shops with Shops without Offices Warehouses Factories Other + All
living accommodation living accommodation Properties Properties

Burden Burden Burden Burden Burden Burden Burden
Change (%) Change (%) Change (%) Change (%) Change (%) Change (%) Change (%)
Region )

Northern -3 -15 -36 =47 Ly* -15 -13
Yorkshire & Humberside .1 bR -15 -14 -32 -36 j -14 =21
East Midlands -3 -10 -26 | -21 40 | -14 =21
East Anglia 34 36 10 2 -10@ 24 15

Inner London 69 61 20 3 -30. 43 28
Outer London 32 30 0 -9 =24 25 7
Rest of South East 15 27 28 4 -8 17 13
South West 38 39 21 11 -4 25 24
West Midlands -10 -13 -19 -35 -50, -4 -23
North West -15 -28 -32 -38 -44[ -19 -30

England 17 I 12 -14 -26 7 0

*The result for this category is suspected of being inaccurate
+ Includes Crown, local authority, public utilities, pubs and hotels, sport, entertainment and miscellaneous.
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TABLE

EFFECTS BY FINANCIAL YEAR OF VARIOUS REVENUE NEUTRAL TRANSITIONAL SCHEMES

———

Increase in burdens Effect of Restriction on gains
met by losers transitional scheme to finance scheme
before transition for losers
number
£m benefiting Cost Cap on Number Yield
'000 £m gainers affected £m
X 000
UNIFORM CEILINGS FOR ALL LOSERS

15% CAP ON ALL LOSERS

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

20% CAP ON ALL LOSERS

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

25% CAP ON ALL LOSERS

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

LOWER 'SMALI. BUSINESS' CEILING

15% CAP WHERE 1990 LIST VALUES LESS THAN £7500 IN LONDON, £5000 ELSEWHERE; OTHERWISE 20%

—.———/ Y

1990-91 1869 674 1242 581 1240
1991-92 1944 478 825 W2 827
1992-93 2022 346 548 344 551
1993-94 2102 245 370 264 374
1994-95 2186 170 269 208 274

Note : Cash figures in this tabe are assumed current prices in each year, derived by a uniform % pa uplift on 1988/9 prices.
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TABLE 5

EFFECTS OF TRANSITION IN ENGLAND BY FINANCIAL YEAR

MAXIMUM INCREASE IN REAL TERMS RATE BILLS SET TO 20% GENERALLY, 15% FOR SMALL BUSINESSES

e ——

ALTERNATIVE 10% AND 10.5% REAL TERMS CAP ON BIG BUSINESS GAINERS ONLY

———

1990/91  1991/92 1992/93 1993/9%  1994/95

COST OF NET FOR LOSERS £1242m )/ £825m) £548m £269m

YIELD OF 10% CAP ON GAINERS £1220m £883m £623m £284m

POOL IMBALANCE £-22m £+58m £+75m £+15m

YIELD OF 10.5% CAP ON GAINERS £1198m £851m £588m
POOL IMBALANCE s-@:ﬁ £+26m £+40m
\ N -
NUMBERS AFFECTED (000's)
a) PROTECTED LOSERS 674 478
b) GAINERS CAPPED AT 10% 232 187

c) GAINERS CAPPED AT 10.5% 230 183

In outturn prices assuming 4% per annum inflation from 1988/89.

Small businesses are those with an RV of below £7,500 in London,
£5,000 elsewhere, on the 1990 list.

No allowance made for a de-minimis rule excluding the smallest hereditaments
from transition.

The caps and nets were calculated in nominal terms. Hence a 20% real net
is 24% in cash, (a 10% cap on gains is 6%), since inflation is assumed to

be 4%.
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