
PART 1 (OPEN TO THE PUBLIC) 
 

 

REPORT OF THE CHIEF FINANCE OFFICER 

TO:  LEAD MEMBER FOR FINANCE AND SUPPORT SERVICES  
 TUESDAY, 5 JANUARY 2021 

TITLE: BUSINESS RATES - COLLECTION FUND ESTIMATED FUND BALANCE 
CALCULATION 31 MARCH 2021 

RECOMMENDATIONS:  

That an “exceptional balance” of £19.273m, to be spread equally over the next three 
financial years, be noted. 

That a £37.573m adjusted deficit be declared as the estimated Collection Fund balance as 
at 31st March 2021 in respect of the business rates retention scheme. 

That it be noted that £31.138m of the adjusted deficit relating to extended retail relief and 
nursery discount will be covered by government funding. 

That delegated approval be granted to the Chief Finance Officer to approve the business 
rates estimate for 2021/22 and to notify the respective amounts to be distributed to the 
council and the Greater Manchester Combined Authority (GMCA) (in relation to its fire and 
rescue functions).  

EXECUTIVE SUMMARY: 

The Non-Domestic Rating (Rates Retention) regulations 2013 provide for the operation of 
the rates retention system through the council’s Collection Fund. They require a local 
authority to estimate the balance on its Collection Fund for the scheme as at 31st March 
each year and to notify the government and each relevant precepting authority of the 
amounts that have been calculated by 31st January in the preceding year. As part of the 
100% rates retention pilot any balance is to be distributed to/borne by the council and GMCA 
(fire element) in the following year based on the prescribed share for each. 

A deficit occurs on the collection fund when the collection performance is worse than that 
budgeted for at the start of the year and/or if the rateable value in the city is lower than that 
estimated at the start of the year. 

BACKGROUND DOCUMENTS: 

Various reports and papers including business rates system reports, the Non-Domestic 
Rating (Rates Retention) regulations 2013, the Local Authorities (Collection Fund: Surplus 
and Deficits) (Coronavirus) (England) Regulations 2020 and appeals information from the 
valuation office agency.   

KEY DECISION: Yes 

DETAILS: 

See overleaf 
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REPORT DETAILS 

1. Background 

 Each billing authority is required to maintain a separate Collection Fund, which shows its 
transactions in relation to non-domestic rates and council tax, and illustrates the way in 
which these have been distributed to preceptors, the government and the general fund. 

 Regulations require the council to make estimates by 31st January each year of the likely 
deficit or surplus at the end of the year in respect of business rate transactions and to 
notify the government and the fire authority of this. As part of the 100% rates retention 
pilot, any such balance is to be distributed to/borne by the council (99%) and GMCA (fire) 
(1%) in accordance with the business rates retention scheme (BRRS). 

 This report gives details of the Collection Fund transactions in respect of business rates 
in 2020/21. The analysis is based on actual data up to and including 30th November 2020 
projected to 31st March 2021. The projected outturn considers the net business rates yield 
in the year and the associated amounts paid to the fire authority and the council as their 
estimated share under the BRRS regulations. The net position produces a surplus or 
deficit on the Collection Fund in respect of business rates. 

2. Original estimate 2020/21 

 The council’s 2020/21 original estimate, as shown in the NNDR1 return to the government, 
forecast that the council’s net business rate yield would be £90.960m and that the 
council’s share of retained income under the 100% rates retention pilot would be 
£90.050m.  

 The estimate was considered prudent but highlighted the significant concern both locally 
and nationally about the impact of the cost of appeals in the system. This is covered in 
more detail in section 3.4 of this report. 

 The estimate provided for growth increasing the total business rates income by £1.4m in 
2020/21. This increase was considered to be a prudent estimate based on information 
from the council’s investment team which reflected the likely impacts of new assessments 
in the valuation process and the impacts of the council’s regeneration strategy.     

 The assumed collection rate of 96.5% took into account the adverse impacts of the 
continued use of business rates avoidance tactics. 

 The original estimate was submitted to government on 31st January 2020 in accordance 
with reporting requirements and therefore it did not include any impact from Covid-19. 

3. Estimated outturn 2020/21 

 The estimated outturn position is significantly different to the original estimate as it 
incorporates the cost of new government Covid-19 reliefs as well as reduced growth and 
collection rates due to the current economic climate. 

 The following table shows the forecast variance of each aspect of the fund with the bottom 
line representing the starting 2020/21 estimated deficit. This deficit will be adjusted and 
the actual financial implications explained later in the report. 
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Table 1 

 Original 
estimate 

Estimated 
outturn 

Variance 

 £m £m £m 
Gross rates payable (including growth)  126.543 122.967 -3.576 
Small business rate relief -8.975 -10.538 -1.563 
Mandatory relief  -8.874 -9.050 -0.176 
Empty property relief  -6.414 -6.414 0.000 
Discretionary relief -0.395 -0.050 0.345 
Retail relief and nursery discount -1.344 -32.482 -31.138 
Other relief -0.013 0.000 0.013 
Estimated losses in collection -3.529 -8.167 -4.638 
Costs of collection allowance -0.442 -0.442 0.000 
Estimated cost of appeals -5.597 -15.276 -9.679 
2019/20 adjustment 0.000 -0.010 -0.010 

Starting 2020/21 estimated deficit 90.960 40.538 -50.422 

 
 Review of the variances in table 1 

3.3.1. The rateable value for the city has reduced by 1.1% from £245.999m (Jan 2020) to 
£243.185m (Nov 2020). Growth in the city has slowed considerably during the pandemic 
and has been more than outweighed by both the reduction in value and the removal of 
properties from the rating list. Gross rates payable have also decreased as some of these 
list alterations have backdating implications to prior year liabilities. 

3.3.2. The cost of small business rate relief (SBRR) has increased again this year. There has 
been increased engagement between businesses and the council during the pandemic 
concerning the various grant and relief schemes available. This has resulted in additional 
applications and assessments for SBRR. The council receives a proportion (slightly over 
2/3rds) of the cost of this relief back as grant from the government and therefore the 
actual effect of the increase in relief on the council’s general fund will be lessened.  

3.3.3. The government introduced a retail discount scheme in 2019/20 and this was the basis 
for the £1.344m of retail relief included in the original estimate. As a result of Covid-19 
the government expanded the scope of the scheme to include additional businesses and 
to provide them with 100% relief for the year. A new nursery discount initiative was also 
implemented. The outturn estimate for the cost of these is £32.482m which generates an 
adverse variance of £31.138m when compared to the original estimate. The government 
will reimburse the full cost of this to the council with funding having been received on an 
estimates basis throughout this year. The overall impact of this variance will therefore be 
neutral to the council, but regulations require the separation of the costs to the fund and 
the reimbursement to the preceptors.   

3.3.4. The pandemic is having an adverse impact on the collection rate for the year. It is 
anticipated that the effect of Covid-19 on businesses will be ongoing with them having a 
reduced ability to pay their rates bills. At present, the government has not announced a 
replacement or continuation of the expanded retail relief and nursery discount scheme 
for 2021/22 and therefore this could also reduce the potential collection of outstanding 
2020/21 arrears liabilities in the future. The estimated ultimate collection rate for the 
2020/21 liability year has therefore been revised downwards to 90.5%. The losses in 
collection estimate also includes a further allowance for uncertainty to cover outstanding 
debts relating to all years. 

 Appeals 

3.4.1. The Valuation Office Agency (VOA) continues to provide detailed historical information 
on appeals from the inception of the 2005 rating list to the end of the subsequent 2010 
list. Based on historical data it is anticipated that a provision for losses of around £2.4m 
will need to be included in the 2020/21 accounts.  

3.4.2. The Government introduced the Check, Challenge, Appeal system on 1st April 2017 
with the intention of streamlining the appeals process and reducing the number of 
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speculative claims that reach the appeal stage. This system is only for appeals received 
from 1st April 2017 against the 2017 valuation list and does not affect those outstanding 
against the 2010 valuation list.  

3.4.3. The council has recently gained access to information for Salford on all checks and 
challenges lodged within the new system since its inception. The number of checks and 
challenges lodged has increased greatly this financial year as can be seen in the average 
figures per month: 

 The average number of checks per month increased from 29 between May 2017 
and March 2020 to 157 between April 2020 and November 2020. 

 The average number of challenges per month increased from 7 between July 
2017 and March 2020 to 28 between April 2020 and November 2020. 

3.4.4. Most of the checks and challenges received in 2020/21 have been made on the 
grounds of a material change of circumstance. It is assumed that the majority, if not all, 
of these will be due to the effects of Covid-19 on the local economy. 

3.4.5. The VOA have acknowledged that rateable values will need to be reviewed in 
consideration of the current pandemic but have not yet given an indication on the scale 
of the potential reductions. This makes it difficult to calculate a provision for the potential 
losses that may arise due to Covid-19. 

3.4.6. The appeals provision for the 2017 rating list to date has been calculated as £19.283m 
and incorporates an estimate for the Covid-19 issue which is the main factor behind the 
negative variance seen in table 1 above.  

4. Three-year phasing of the deficit 

 New regulations have been introduced for calculating the 2020/21 estimated outturn 
position due to the impact of Covid-19 on the Collection Fund. If a fund deficit is forecast 
for 2020/21 then the financial impact of this is required to be spread over the next three 
financial years rather than just the next one. 

 The starting 2020/21 estimate for Salford is a deficit of £50.422m based on table 1 above 
and therefore this must be spread over the next three financial years. 

 The starting deficit must be split into three elements for business rates: 

 the element relating to prior years (this is the difference between the 2019/20 estimated 
and actual outturns) 

 the element relating to compensation due to retail and nursery relief and;  

 the element relating to the current year which is named the “exceptional balance”. 

 The financial impact of the “exceptional balance” must be spread equally over the next 
three financial years. Therefore, 2/3rds of this must be added back to the current 2020/21 
estimated deficit calculation. 

 The table below sets out the elements of the spreading calculation: 

 £m 

Starting 2020/21 estimated deficit -50.422 

 Prior year surplus / deficit -0.010 

 Extended retail relief and nursery discount in excess of original budget -31.138 

 Exceptional balance (current year element) -19.273 

Amount added back to deficit calculation as “adjustment for 3 year spread” +12.849 

Final 2020/21 estimated deficit to be apportioned between preceptors in 
2021/22 

-37.573 
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 The implications of this will require the following total contributions from preceptors over 
the next three financial years: 

 £37.573m in 2021/22 (one third of the exceptional balance plus the prior year deficit 
and extended retail relief and nursery discount variance) (see para 4.7) 

 £6.424m in 2022/23 (one third of the exceptional balance) 

 £6.424m in 2023/24 (one third of the exceptional balance) 

 The government has been paying the council Section 31 grant during this financial year 
based on the estimated cost of the extended retail relief and nursery discount schemes 
implemented this year. The preceptors’ shares of this funding (£31.138m) will be stored 
in their general fund reserves and drawn down in 2021/22 to offset this element of the 
deficit. The underlying impact on preceptors in 2021/22 will therefore be £6.435m.  

5. Estimate 2021/22 

 Work is ongoing to calculate the 2021/22 estimated business rates yield. This estimate 
will be calculated using the latest rateable value, the impact of changes in the rate 
poundage, the latest estimates of the appeals provision, collection rate data, the impacts 
of any relief and forecasts of continuing impacts of the pandemic. This will be reported as 
part of the NNDR 1 Non-Domestic Rating Return to be submitted to MHCLG. This is an 
important part of the council’s budget planning process. It is requested that the Chief 
Finance Officer is given delegated approval to certify and submit this return. 

 In 2021/22 Salford will continue to be part of the 100% rates retention pilot scheme that 
operates across Greater Manchester. 

6. Recommendation 

 It is recommended that an “exceptional balance” of £19.273m, to be spread equally over 
the next three financial years, be noted. 

 It is recommended that a £37.573m adjusted deficit be declared on the fund (Business 
rates) as at 31st March 2021. This will result in the following contributions being required 
in 2021/22: 

Organisation £m 

Salford City Council 37.197 

GMCA (fire and rescue functions) 0.376 

Total 37.573 

  That it be noted that £31.138m of the adjusted deficit relating to extended retail relief and 
nursery discount will be covered by government funding.   

 That delegated approval be granted to the Chief Finance Officer to approve the business 
rates estimate for 2021/22 and to notify the respective amounts to be distributed to the 
council and GMCA (in relation to their fire and rescue functions).  

 Joanne Hardman 
 Chief Finance Officer 

KEY COUNCIL POLICIES: Budget Strategy 

ASSESSMENT OF RISK: Medium – it is the eighth year of the BRRS and fourth of the 
100% rates retention pilot. The potential cost of outstanding appeals is still an extremely 
volatile area and could continue to have a substantial impact on the ultimate balance. This 
volatility has only increased due to the ongoing impacts of Covid-19 on the economy. 
However, some detailed historical evidence has been gathered which does provide some 
reassurance as to the accuracy of certain assumptions made in the estimate. The 
Collection Fund will continue to be closely monitored during the year and will be reviewed at 
outturn 2020/21. The difference between the actual surplus or deficit at that stage will be 
factored into future estimated balance calculations. 
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LEGAL IMPLICATIONS: Supplied by: Nicky Smith, Senior Solicitor 

The Local Government Finance Act 1988 (as amended by the Local Government Finance 
Act 2012) provides for the operation of the non-domestic rates retention system through the 
Council's Collection Fund.  In that regard, the Non-Domestic Rating (Rates Retention) 
Regulations 2013 provide for the calculation of the surplus or deficit. The amount is to be 
estimated by 31st January in the preceding year and is to be apportioned in accordance with 
the provisions of the relevant legislation and, in the Council's case, the 100% non-domestic 
rates retention pilot. 

The Local Authorities (Collection Fund: Surplus and Deficits) (Coronavirus) (England) 
Regulations 2020 implement an announcement by the Secretary of State in July 2020 that 
the repayment of collection fund deficits arising in 2020-21 will be spread over the next 3 
years rather than the usual period of a year, giving councils breathing space in setting 
budgets for next year. As a result of the pandemic, local authorities are likely to estimate a 
larger than normal deficit on the 2020-21 Collection Fund in January 2021, creating a 
budget pressure for 2021-22. The Regulations therefore allow authorities to spread the 
estimated deficit on the 2020-21 collection fund over the 3 years 2021-22 to 2023-24. The 
regulations set out in detail how calculations are to be made in each of the 3 years. There 
is no provision in the regulations to allow authorities to opt out of the deficit phasing, or to 
adopt a different payment profile, so it is important that the Council complies with the 
requirements of the regulations. 

FINANCIAL IMPLICATIONS: Supplied by: Chris Hesketh, Head of Financial Management 

The “exceptional balance” calculation described in this report spreads the 2020/21 collection 
fund deficit over time and defers the impact on the general fund. The government has 
announced support for 75% of the exceptional balance although precise details are yet 
uncertain. The general fund will still ultimately bear the remainder of the shortfall not covered 
by the 75% support. The council’s draft budget and medium term financial strategy are 
currently being updated to reflect the implications of the calculations and will be reported 
through the 2021/22 planning cycle. 

PROCUREMENT IMPLICATIONS: N/A 

Not Applicable 

HR IMPLICATIONS: N/A 

Not Applicable 

OTHER DIRECTORATES CONSULTED:  

Not Applicable 

CONTACT OFFICER: David Eden Tel. no. 793 3228 or e-mail david.eden@salford.gov.uk 

WARD(S) TO WHICH REPORT RELATE (S): All 

 
  


