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Executive Summary

Executive Summary

In his statement to the Assembly on the Budget 2011-15 on 4 March 2011, during the
previous Assembly mandate, the Minister of Finance and Personnel announced his intention
to rebalance the non-domestic rating system. This would be done by way of a levy on larger
retailers, which would be used to fund an expansion of the small business rate relief scheme.
In explaining that his Department would consult publicly on the proposals, the Minister
indicated that he hoped the subsequent legislation would be passed by the new Assembly to
enable any changes to take effect from April 2012. For this to happen, it would be necessary
for the legislation to pass by the accelerated passage procedure which, if approved by the
Assembly, would remove the opportunity for the normal Committee Stage scrutiny of the Bill.
Given the level of public interest in this matter, the Committee for Finance and Personnel
considered that it was particularly important to undertake thorough scrutiny of the policy
proposals prior to the final decisions being made by the Executive, and in advance of the
introduction of the Bill.

The Committee sought to establish a sound evidence base for its scrutiny by taking the
views of a representative group of stakeholders within the short timeframe available to it.
Department of Finance and Personnel officials also provided additional information required
by the Committee, again often within extremely short timescales. The Committee is grateful
for the input from both stakeholders and Departmental officials, which has helped to inform
this Report. A number of key conclusions and recomme ndations have been identified for
consideration by the Minister of Finance and Personnel and the wider Executive.

Given the current economic climate, the Committee is, in principle, supportive of the
proposals to expand the small business rate relief scheme. However, concerns remain that
the scheme is a “blunt instrument” as it will apply to all small properties with a net annual
valuation of £5,001 to £10,000, regardless of sector or need. While the consideration now
being given to excluding large businesses with multiple small premises from the scheme is to
be welcomed, the Committee would encourage the Department to consider further measures
to refine the scheme so that it targets those businesses most in need.

The Committee sees merit in spreading the cost of funding the expansion of the small
business rate relief scheme fairly across a number of large business sectors rather than it
resting solely with large retailers. A range of viable options have therefore been identified to
enable the scope of the levy to be extended to include, for example, banking and financial
institutions, telecoms companies, wholesalers and large hotel groups in addition to large
retailers. Finally, to ensure a fair and transparent means of distributing the rates burden in
the longer term, the Committee considers it essential that the revaluation of non-domestic
properties takes effect from April 2015, to coincide with the end of the small business rate
relief scheme and the levy.
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Key Conclusions and Recommendations

Context

1. Given that the Assembly may approve accelerated passage for the legislation to implement
the proposed large retail levy and other non-domestic rating reforms — which would remove
the normal Committee Stage scrutiny of the Bill — the Committee for Finance and Personnel
determined that, in view of the level of public interest in this matter, it would be especially
important for it to undertake a thorough scrutiny of the policy proposals, within the given time
constraints and in advance of the introduction of a Bill. (Paragraph 4)

2. In recognising the relative importance of the respective contributions to the local economy
of both the small business sector and large retailers, the Committee has sought to focus
its scrutiny on the scope for improving the current policy proposals to help ensure that the
support is provided to smaller businesses who need it most while placing an equitable and
proportionate burden on the larger businesses which will be required to fund the expanded
small business rate relief scheme. (Paragraph 19)

Small Business Rate Relief Scheme

3. The Committee recognises that some well-founded concerns were raised in respect of the
small business rate relief scheme, both in response to the Department of Finance and
Personnel consultation and in evidence to the Committee. Members therefore consider
that it is imperative that the Department undertakes a comprehensive evaluation of the
effectiveness and value of the existing small business rate relief scheme at the earliest
opportunity. (Paragraph 34)

4. The Committee believes that steps should be taken to identify longer-term alternatives to the
relief scheme, that take account of the concerns raised during this process and which also
align with the Executive’s future policy direction, including priorities in the Economic Strategy
and any changed context in the event of the devolution of corporation tax powers, from which
small companies could benefit. The options in this regard will require to be fully explored and
costed, to determine the most effective way of supporting the growth and success of the
small business sector in the longer term. (Paragraph 35)

5. The Committee recognises that the Executive presently has only a limited range of economic
levers at its disposal. Therefore, notwithstanding the need for evaluation of the existing
small business rate relief scheme and research into future options, in considering that
an additional 9,000 small businesses could be eligible for relief, in the current economic
climate, the Committee is, in principle, supportive of extending the scheme for the next
three years to premises with net annual value of £5,001 to £10,000. That said, while
serving a purpose in easing the burden on smaller businesses, the Committee concurs that
small business rate relief is a “blunt instrument” and urges the Department of Finance
and Personnel to undertake urgent work to further refine the scheme to target, as far as is
practicable, those small businesses most in need. (Paragraph 38)

6. While recognising the divergence of views among stakeholders on whether the expanded
small business rate relief scheme scheme should be targeted at small retailers only,
members are mindful that many small businesses face difficulties in the current economic
climate and that the most needy are not necessarily confined to the retail sector. As such,
the Committee concludes that a scheme targeting relief at small retailers only would be too
narrow in focus. (Paragraph 47)

7. Members support the principle of excluding businesses with multiple premises from the
small business rate relief scheme scheme, but would emphasise the importance of carefully




Key Conclusions and Recommendations

10.

11.

12.

13.

defining “multiples” in the legislation. The Committee recommends that any savings
resulting from the exclusion of multiples is used to increase the relief available to other
small businesses under the scheme, rather than to mitigate the impact of the levy on large
businesses. (Paragraph 58)

Large Retail Levy

The Committee has some sympathy with the view expressed by various stakeholders that

a non-domestic revaluation in 2010 would at least have provided a more transparent and
fair way of rebalancing the distribution of rates than the current proposals.! It is essential
therefore that the revaluation takes effect from no later than April 2015 and that the
Department ensures that all the necessary preparatory work, including provision for reviews
and appeals and advance communication with non-domestic ratepayers, is concluded in good
time to enable a smooth transition. In this regard, the Committee requests to be provided
with an implementation plan and timetable for the related work, to enable members to
monitor progress on a regular basis. In the meantime, the Committee supports, in principle,
the introduction of a levy on large businesses to fund the extension to the small business
rate relief scheme. (Paragraph 73)

In noting the suggestion from the evidence that family disposable income in Nl is significantly
lower than in GB, the Committee believes that the importance of competitive pricing to
consumers here should not be underestimated when assessing the risks associated with a
large retail levy. (Paragraph 90)

Despite the Department’s assertion that the proposed large retail levy is not aimed at
arresting the growing trend for out-of-town retailing, it is clear to the Committee that there
still appears to be some confusion in this regard. While acknowledging the Department’s
arguments as to why the levy could not be applied solely to out-oftown shops at present,
the Committee would, in principle, be supportive of measures to protect town centres, and
would therefore call for work to be undertaken to bring forward a clear definition of what

is considered “out-of-town”. Furthermore, steps should also be taken to ensure that the
revaluation of non-domestic properties, scheduled to come into effect in April 2015, takes
location into consideration to help address the issue of out-of-town stores and the impact
that they have on town centres. (Paragraph 102)

The Committee welcomes the assurance from the Department of Finance and Personnel that
a “sunset clause” is to be included in the forthcoming Bill, which would require additional
primary legislation to apply a levy beyond March 2015. The Committee believes that this
should help to address some of the concerns raised by stakeholders but members also
recognise a need to ensure no gap occurs between the ending of a levy and the non-domestic
revaluation taking effect. (Paragraph 105)

In light of the generally positive attitude of stakeholders, including the large retailers,

towards the principal aim of supporting small businesses through the current downturn,

the Committee believes that the Department of Finance and Personnel and the Executive
should carefully consider the case for extending the scope of the levy to help ensure that the
burden of funding the extended small business rate relief is shared equitably across the large
business sectors. Towards this end, it would be appropriate for the Department to engage
further with the key stakeholders over the coming months to establish broad agreement on
how such improvement can take effect, particularly in 2013-14 and 2014-15. In this regard,
the Committee recommends that the Department ensures flexibility in the legislation to allow
the scope of the levy to be extended in the last two years. (Paragraph 112)

The Committee notes the argument by some supermarkets that they are being targeted
because they are keeping prices down, while utility companies are being “rewarded” for

Official Report, 23 November 2011, Appendix 2.
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14.

15.

16.

increasing their prices. In examining the case for wider application of the levy, the Committee
considers that, in principle, the utility companies should be expected to make, what would be
a relatively modest contribution to funding the extended small business rate relief scheme,
without passing the cost to consumers. The Committee therefore calls on the Department

to further investigate the scope for the Utility Regulator to require utility companies to make
efficiency savings, rather than automatically passing additional rates costs on to consumers.
(Paragraph 119)

It is the view of the Committee that widening the scope of the temporary levy to include banks
and financial institutions would not act as a significant disincentive to inward investment

in this sector. Moreover, the Committee would point out that the logical conclusion to any
fatalistic argument against extending the levy to include financial services, on the basis that
this would deter inward investment, or to utility companies, on the basis that they would pass
on costs through price increases, would be that similar consequences would arise from any
future increase in rates for these sectors, including from a decision to unfreeze the regional
rate or as a result of revaluation. (Paragraph 122)

Through its scrutiny of the proposed levy, which has been actively facilitated by the
responsible Department of Finance and Personnel officials, the Committee has identified

a range of viable options for the Department and the Executive to examine with a view to
ensuring that the burden of the levy is shared fairly across the large business sectors in
the local economy. In particular, some of these options would allow for the scope of the levy
to be expanded in a measured way to include, for example, banks, financial institutions,
telecommunication companies, wholesalers and hotel groups. (Paragraph 129)

Members believe that the various options identified would enable the cost of the levy to be
spread fairly across large business ratepayers to help mitigate any risk of the levy being

the “tipping point” in terms of forcing individual businesses into decisions which would

have detrimental implications for consumer prices, future investment or employment. The
Committee, therefore, calls on the Department and the Executive to pursue these options as
a matter of urgency. (Paragraph 130)




Introduction

Introduction

Background

The Department of Finance and Personnel (DFP) launched its public consultation on changes
to the rating of non-domestic properties on 28 June 2011.2 With the intention of rebalancing
the rating system during the economic downturn, the paper included options aimed at
providing more help to smaller businesses which would be funded by large retailers. It also
considered measures to address concerns about the negative impact that empty shop
windows can have on town centres.

The preferred approach set out in the consultation paper was as follows:

B 3 general expansion of the small business rate relief scheme (SBRR) — 20% relief to be
provided to eligible premises with a net annual value (NAV) of £5,001- £10,000;

B no additional relief would be provided to those currently receiving SBRR (NAV of £5,000 or
below);

B an average levy on rate bills of around 20% to be applied to those retail premises with a
rateable value of £500,000 or more, in the form of a regional rate supplement;

B allowing limited use of window displays in empty shops for (non-political) community,
artistic or other non-commercial purposes, without incurring full occupied rates
(entitlement to 50% empty property relief — or exclusion if applicable — would be
preserved);

®  the above changes would apply for three years from 1 April 2012 until 31 March 2015; and

m clarifying the legislation relating to the valuation assumptions used at non-domestic revaluation,
by being more specific about the state and circumstances to be taken into account in
compiling a new valuation list. This would take effect at the next revaluation in 2015.

As a SBRR scheme is already in operation, any required changes to the scope of the scheme
could be done by way of subordinate legislation; however, should the decision be taken to
proceed with a large retail levy, primary legislation will be required. The latter also applies

in respect of shop fronts and windows, and for valuation assumptions for non-domestic
revaluation. Subject to final decisions by the Executive and the Assembly, it is anticipated that
the relevant subordinate and primary legislation will come into effect on 1 April 2012.

The Committee’s Approach

The Committee was initially briefed on the planned consultation on the large retail levy and
the extension of the SBRR by DFP officials on 8 June 2011. At that time, members were
advised that, as the intention was to have the measures in place at the start of the 2012-13
rating year, it would be necessary for the Minister to request that the associated legislation
would proceed through the Assembly by the accelerated passage procedure. Given that

the Assembly may approve accelerated passage for the legislation to implement the
proposed large retail levy and other non-domestic rating reforms — which would remove the
normal Committee Stage scrutiny of the Bill - the Committee for Finance and Personnel
determined that, in view of the level of public interest in this matter, it would be especially
important for it to undertake a thorough scrutiny of the policy proposals, within the given
time constraints and in advance of the introduction of a Bill.

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf
http://www.dfpni.gov.uk/iia-extension-tosbrr-scheme-june-2011.pdf
http://www.dfpni.gov.uk/iia-large-retail-levyjune-2011.pdf
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5. The Committee received a briefing on the outcome of the DFP consultation on the proposed
large retail levy and the extension to the SBRR scheme from DFP officials on 9 November.
Members agreed to take evidence from stakeholders on the basis of themed panels, each
comprising up to four witnesses. It was considered that this would enable the Committee to
hear from as wide a range of stakeholders as possible, given that the time available to the
Committee to take evidence and agree its position was limited.

6. The following organisations gave oral evidence to the Committee:
m  Belfast Chamber of Trade and Commerce;
® [ondonderry Chamber of Commerce;
® Newry Chamber of Commerce and Trade;
m  Northern Ireland Independent Retail Trade Association;
® Larne Traders Forum;
® Pubs of Ulster;
®  Northern Ireland Local Government Association;
®  Asda;
m B&O;
m |KEA;
®  Northern Ireland Retail Consortium;
= CBI;
®  Federation of Small Businesses NI; and

B Royal Institute of Chartered Surveyors .
The Official Reports (Hansards) of these evidence sessions are provided at Appendix 2.

7. All of the witnesses listed above provided written submissions, which are provided at
Appendix 4. Written submissions and correspondence were also received from the following:

B Boots;

®  Northern Ireland Hotels Federation;

m  Committee for Enterprise, Trade and Investment;
B Sainsbury’s;

m Committee for Social Development; and

m  Department for Social Development.

Following the evidence from stakeholders, a further evidence session was held with DFP
officials to enable the Committee to gain clarification on issues that had been raised in either
oral or written evidence.

8. Due to the limited time available, the Committee’s deliberations were mostly confined to the
proposals in respect of expanding the SBRR scheme and the proposed large retail levy. While
briefly considered, it was not possible to explore in detail the issues relating to empty shop
windows and in respect of the valuation assumptions for non-domestic revaluation, which will
be included in any resulting primary legislation.

9. The Committee’s consideration of the range of issues raised during this process is set out below.




Consideration of the Issues

10.

11.

12.

13.

14.

15.

0 N o 0o b~ W

Consideration of the Issues

The local economic context

In examining the case for the proposed expansion of the SBRR scheme and the large retail
levy, the Committee is mindful of the importance of both sectors to the local economy,
including their respective contributions to growth and employment. Previous studies have
highlighted how the NI economy is dominated by small firms, with the 2009 Independent
Review of Economic Policy (IREP) stating that NI has “proportionately more small businesses
relative to its population size than the average for the rest of the UK (as measured by stock
of VAT registered businesses)”.® The IREP also indicated that there are more small retail firms
in NI than the UK average.*

Figures from the Inter Departmental Business Register (IDBR) show that NI continues to be a
small business economy with this category (less than 50 employees) accounting for 98.2%,
medium-sized (50-249 employees) accounting for 1.5% and large (250+ employees) making
up only 0.3%. Micro businesses (those businesses with less than 10 employees) accounted
for 87.8% of the NI total, similar to the UK rate of 88.6%.°

An analysis of turnover shows that 44.9% of the businesses registered for VAT and/or PAYE
in NI have a turnover which is less than £100,000, which compares to the UK average of
40.8%. In NI, 9.6% of registered businesses have a turnover which exceeds £1 million, which
is slightly below the overall UK rate of 9.9%.°

Table 1 draws on data from the Department for Business, Innovation and Skills (BIS) to
compare the position of small businesses in NI with England, Scotland and Wales.

Table 1: UK Small Business Private Sector Make-up 2009

No of
enterprises

All (<50 Employee Enterprises Employee Turnover
sectors employees) Numbers Turnover % Numbers % %

NI 122,910 336,000 £31,597m 99.3% 63% 57.5%
England 4,157,875 | 9,403,000 | £1,025,392m 99.4% 47.8% 35.8%
Scotland 198,955 475,000 £33,270m 99.4% 63.4% 43.2%
Wales 321,515 794,000 £66,523m 99.1% 48.7% 34.5%

There are estimated to be around 120,000 — 125,000 small businesses in NI with less than
50 employees. Around three quarters have no or one employee, while almost 95% have fewer
than 10 employees (micro businesses).”

Small businesses in NI make a greater contribution towards private sector employment

and turnover than in GB, providing around 60% of the turnover and employment in the local
economy.® A comparison with the Republic of Ireland (Rol) shows that the percentage of small
and medium-sized enterprises (SMEs) aligns with that of NI (approximately 99.5%). There

http://www.irep.org.uk/Docs/report.pdf p. 33.

Ibid.

http://www.detini.gov.uk/idbr_publication_december_2010_web_.pdf

Ibid.
http://www.dfpni.gov.uk/rating-review/rating_of_commercial_properties_public_consultation.pdf

Ibid.
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is, however, a slightly lower percentage of micro-enterprises in Rol (85.3%) compared to NI
(87.8%) and a higher percentage of large businesses: 0.5% in Rol, 0.3% in NI.®

NI is often described as a SME dominated economy, though it is perhaps more accurate to
describe the NI economy as marked by a relative scarcity of large, high-turnover businesses.
Large businesses account for only 19% of employment and 19.5% of turnover in NI, compared
with 41% of employment and 49% of turnover on average across the UK. In NI, there are

45 businesses with more than 500 employees, whereas at a UK level there are 4,510 — a
difference of a hundredfold, even though the UK population is only around 34 times higher
than that of NI.*°

The Committee notes that there is perhaps a question over the optimum balance between
small and large companies in the economy: while large companies are able to generate

the efficiencies of scale and critical mass that often support exports, small firms bring the
productivity benefits of competition and can be among the most innovative. Increasingly, many
small companies are able to engage in international activities right from inception, without
relying on achieving critical mass in their home markets. Furthermore, evidence suggests that
SMEs have been integral in NI in driving employment growth over the past decade.**

In terms of the contribution of retailing, the Committee notes that this is the largest

sector employer in NI, as in GB.12 The economic contribution of the retail sector has grown
significantly over the last ten years, outpacing the growth rate in the NI economy as a

whole and also outstripping growth in the retail sector in GB.*3 In March 2010, 9.4% of NI
businesses (VAT registered or PAYE based) were in the retail sector, slightly higher than the
UK level. Recent data also shows the retail sector in NI to have fewer registered businesses
with a turnover of less than £100,000 and more registered businesses with a turnover

of £1m or more (17%) compared to all business sectors (10%).** The retail sector has

been “characterised by the growing importance of the large retailer” and while there have
been significant benefits from retail concentration, there is also an issue of employment
displacement.® According to Northern Ireland Annual Business Inquiry (NI ABI) data, between
2008 and 2009 turnover, contribution to the economy (GVA) and employee numbers for all
sectors in NI declined, while for large businesses (including large retailers) both turnover and
GVA increased.'®

In recognising the relative importance of the respective contributions to the local economy
of both the small business sector and large retailers, the Committee has sought to focus
its scrutiny on the scope for improving the current policy proposals to help ensure that the
support is provided to smaller businesses who need it most while placing an equitable and
proportionate burden on the larger businesses which will be required to fund the expanded
SBRR scheme.

http://ec.europa.eu/enterprise/policies/sme/files/craft/sme_perf_review/doc_08/sprO8_fact_sheet_ie_en.pdf p.1.

http://webarchive.nationalarchives.gov.uk/+/http://www.hm-treasury.gov.uk/media/7/F/varney_review300408.pdf
p. 87.

Ibid, p. 88.
http://www.dfpni.gov.uk/rating-review/rating_of_commercial_properties_public_consultation.pdf p. 15.
http://www.dfpni.gov.uk/rating-review/rating_of_commercial_properties_public_consultation.pdf p. 8.
Ibid.

http://www.dfpni.gov.uk/rating-review/rating_of_commercial_properties_public_consultation.pdf p. 15.

http://www.dfpni.gov.uk/rating-review/rating_of_commercial_properties_public_consultation.pdf p. 8.
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Expansion of the SBRR Scheme

Current SBRR Scheme

As noted in the preceding section, the small business sector makes a significant and
important contribution to the NI economy. However, there is evidence to suggest that rate
liabilities have a disproportionate impact on small business, often accounting for a larger
proportion of the turnover and profit than those of larger firms. The DFP consultation

paper notes a GB Green Paper on Government Finance (2000), which highlighted that, for
companies with a turnover of less than £50,000, rates accounted for 7.7% of turnover, 13.7%
of overheads and 35.9% of profit. By comparison, for those businesses with a turnover in
excess of £1bn, rates accounted for 0.7% of turnover, 3% of overheads and 3.3% of profit.%’

The intention of the current SBRR scheme, introduced on 1 April 2010, was to alleviate the
impact of the rates burden on small businesses and, in turn, help support their growth and
sustainability. Eligibility is based on the NAV for each business property, and there are two

levels of relief:

m Business properties with a NAV of £2,000 or less receive 50% relief; and

B Business properties with a NAV of more than £2,000 but less than £5,000 receive 25%
relief.

In addition, post offices with a NAV of up to £12,000 receive more generous relief.

Certain types of business property are excluded from the scheme, such as unoccupied

or partially occupied buildings, ATMs, car parks and public bodies. The DFP consultation
paper states that, for the 2011-12 rating year, almost 16,000 small businesses qualified

for the scheme, with almost one third of these receiving 50% relief. The average award

was approximately £400, with a total cost of £6.3 million, which is funded by the Executive
through a loss to regional rate revenue, with no additional cost to other ratepayers (in the
form of a supplementary rate, as is the case in England and Scotland).*® The current scheme
is intended to run for five years from its introduction, until 31 March 2015. It is anticipated
that, prior to that date, an evaluation will be undertaken to determine the scheme’s
effectiveness and value for money.

Members are aware that the predecessor Committee supported the introduction of the
existing SBRR scheme, including enhanced relief for post offices, recognising the importance
of the small business sector to the local economy.

What is proposed?

The Department proposes to expand the existing SBRR scheme so that those businesses
with a NAV of £5,001 - £10,000 will receive 20% rate relief. It is intended as a “downturn
measure”, time-limited to 31 March 2015. As discussed later, the measure will be cost-
neutral for the Executive as it is anticipated that it will be funded by a large retail levy.
However, the scheme is not restricted to retail premises but will be available to all eligible
non-domestic businesses. It is estimated that approximately £6.5m will be available, with
9,000 additional businesses receiving an average of £730 per annum.

The Department’s report on the outcome of the consultation notes that forty respondents
fully supported or agreed with the expansion of the SBRR scheme. While there was no
outright opposition to the proposals, fourteen respondents raised some concerns, including
the effectiveness of SBRR and the need for evaluation, and the anomaly of relief for multiple
premises which are part of a chain.

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf , p.19

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p. 3.
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Similarly, those stakeholders who gave either oral or written evidence to the Committee

were generally supportive of the proposed expansion of SBRR. In its written evidence to

the Committee, for example, the Northern Ireland Local Government Association (NILGA)
stated that it considered the proposal “could prevent further loss of employment and social
hardship”; additionally, it “favours new entrants on the market and allows for diversification of
the business base”.*® A number of stakeholders, however, raised issues similar to those that
arose in response to the Department’s consultation. For example, CBI expressed concern that
SBRR was a blunt instrument, relieving businesses with small premises and not just those in
need of help or potential to grow. The principal concern that the extension to the SBRR will

be funded through the large retail levy is addressed separately, at paragraphs 77 to 95. Other
issues for consideration are outlined below.

Rationale and Effectiveness of SBRR

The DFP consultation report?® notes that a range of reasons were given in support of the
extension of SBRR, and that small businesses are viewed by many as “critical to the survival
of local communities, social cohesion and community life”. It notes that a number of the
respondents referred to the rates burden on smaller businesses, and that the NI Independent
Retail Trade Association (NIIRTA) considers that the relief could be the “difference between
staying open or closing”. This view was also put forward by NIIRTA in its oral evidence to the
Committee, stating that:

“Although we have never said that the small business rates relief scheme is a silver bullet,
it is nevertheless an important step in addressing the cost base, and the very survival, of
our small business and retail sectors”.?*

In its written evidence to the Committee, the Federation of Small Businesses (FSB) advised
that the average sum of £730 which may be available could pay an employee’s National
Insurance for a year. It also noted that its members would invest any money gained by a
reduction in business taxes (including rates) to innovate and grow (56%), or to increase
capital investment in their business (41%).22

On the other hand, a number of those who responded to the consultation raised concerns
with regard to the effectiveness of the measure, in particular whether the relief will be at
such a level that will make a tangible difference to small businesses. In evidence to the
Committee, a number of stakeholders, such as the Royal Institute of Chartered Surveyors
(RICS) and Belfast Chamber of Trade and Commerce (BCTC), considered it unlikely that the
amount of relief that will be applied would be sufficient to sustain a business that may not
otherwise be viable; nor would it be likely to “impact on a business decision to recruit or
retain staff”.23

Reference was also made by a range of stakeholders, including CBI, to the findings of the
Economic Research Institute of NI (ERINI) in its Investigation into a Small Business Rate Relief
(SBRR) Scheme in Northern Ireland in 2008.2* It was noted that ERINI argued against a SBRR
scheme for a number of reasons, including because there was evidence to suggest that up
to 50% of small businesses might see no benefit due to the relief being captured by their
landlords in cases where they rent their property. Additionally, from the information available
to ERINI, it did not appear that such a level of relief would have a significant impact on
performance or behaviour of many ratepayers.

NILGA written submission, Appendix 4

Appendix 3.

Official Report, 16 November 2011, Appendix 2.

FSB written submission, Appendix 4.

RICS written submission, Appendix 4.
http://www.dfpni.gov.uk/rating-review/sbrr_report_march_2008_published_15_apr_08.pdf
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During the final evidence session with DFP officials on 29 November, members raised the
issue of landlords benefiting from the relief. The Committee was assured that the proposed
legislation will provide that, where rates are paid by the landlord rather than the occupier, the
relief will be conditional upon the landlord passing the benefit to the tenant holder business.
However, it is still unclear to the Committee whether, or to what extent, landlords are
benefiting from the existing SBRR scheme; and, if there is a loophole in that regard, whether
it will also be addressed in the proposed legislation.

DFP also sought to address the concern raised in the 2008 ERINI report that relief would
simply translate into higher rents. DFP contends that there are two reasons why this scenario
would be unlikely: firstly, ERINI suggested that this would be a long-term effect and the SBRR
scheme is a short-term measure, which would not allow time for landlords to increase rents;
and secondly, given the current fragility of the property market, as compared to 2008, it is
unlikely that landlords would be in a position to increase rents.?®

The DFP consultation report acknowledges that concern was raised with regard to the need
for an evaluation of the SBRR scheme. In the consultation paper issued in June 2011, it was
considered that it was too early to evaluate the effectiveness of the scheme as it had only
been in operation since 1 April 2010. 2¢ This view was reiterated by a senior departmental
official during oral evidence to the Committee. While pointing out that the local SBRR scheme
is more closely aligned to that in Wales, the consultation paper made reference to reviews
which had been undertaken in respect of both the Scottish and Welsh schemes. It stated that:

“The main finding in the Welsh evaluation was that the financial assistance provided
through the SBRR scheme is supporting their economic sustainability in the current
economic environment”.

It was also noted that the Scottish evaluation found the scheme to be “worthwhile and
relatively well targeted”.

The Committee recognises that some well-founded concerns were raised in respect of the
SBRR scheme, both in response to the DFP consultation and in evidence to the Committee.
Members therefore consider that it is imperative that the Department undertakes a
comprehensive evaluation of the effectiveness and value of the existing SBRR scheme at
the earliest opportunity.

The Committee notes the Department’s belief that the non-domestic revaluation scheduled
for 2015 will rebalance the rating system?” and, accordingly, a SBRR scheme will no longer
be required. The Committee believes that steps should be taken to identify longer-term
alternatives to the relief scheme, that take account of the concerns raised during this
process and which also align with the Executive’s future policy direction, including
priorities in the Economic Strategy and any changed context in the event of the devolution
of corporation tax powers, from which small companies could benefit. The options in this
regard will require to be fully explored and costed, to determine the most effective way of
supporting the growth and success of the small business sector in the longer term.

Increase relief under existing scheme or extend to other small
businesses?

The DFP consultation report states that thirty-five respondents commented on whether
additional relief should be provided to those who already qualify for SBRR, or if the scheme
should be extended to encompass properties with a NAV of £5,001 to £10,000. Of these,
thirty-one were in favour of extending the scheme to those with a NAV of £5,001 to £10,000.

Official Report, 29 November 2011, Appendix 2.
http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf , p.22

The issue of non-domestic revaluation is examined further at paragraphs 66 to 73.
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The stakeholders who provided either written or oral evidence to the Committee were of

a similar view. NIIRTA and the Larne Traders’ Forum highlighted that, of 100 small traders
surveyed in Larne, the number of those eligible for relief will increase from 28 to 55 when the
scheme is extended. The Larne Traders’ Forum considered that this “will be another method
of protecting the existing 75,000 jobs”. Similarly, NILGA welcomed the proposal to extend
the scheme in this way, believing that it “could prevent further loss of employment and social
hardship”.

The DFP consultation report notes that both Belfast City Council and BCTC consider that

it may be more beneficial to increase the relief to those currently receiving it, but further
research is required to determine if this would be the case. Armagh City and District Council
questioned whether businesses may decide not to expand or develop in order to avoid
exceeding the £10,000 NAV threshold.

The Committee recognises that the Executive presently has only a limited range of
economic levers at its disposal. Therefore, notwithstanding the need for evaluation of the
existing SBRR scheme and research into future options, in considering that an additional
9,000 small businesses could be eligible for relief, in the current economic climate, the
Committee is, in principle, supportive of extending the scheme for the next three years to
premises with NAV of £5,001 to £10,000. That said, while serving a purpose in easing the
burden on smaller businesses, the Committee concurs that SBRR is a “blunt instrument”
and urges DFP to undertake urgent work to further refine the scheme to target, as far as is
practicable, those small businesses most in need.

How should the relief be targeted?

The consultation document stated that “the overriding aim [of the proposals] is to rebalance
the rating system, so that more smaller businesses get help during the economic recovery”.
Therefore, under the proposal to extend the scheme, all small businesses with a NAV of
between £5,001 and £10,000 will be eligible for relief, regardless of sector (subject to some
exclusions as noted above).

In acknowledging that the extension to the SBRR scheme will be funded by a levy on large
retailers, the consultation paper set out options for targeting relief to small retailers. It noted,
however, that a key consideration for restricting the relief scheme to retail businesses only
would be “the definition of retail”. The Department considers that a primary purpose of the
business would have to be the sale of goods to the public, rather than the provision of a
service, meaning that consideration would have to be given as to whether this should include
businesses such as food take-aways, restaurants and licensed premises, hairdressers,
beauty salons, etc.?®

The Committee notes that the consultation paper also pointed out that the way in which
data is held by Land and Property Services (LPS) would not readily identify small retailers,
but rather could categorise a wide humber of businesses as shops where they occupy shop
premises (e.g. building societies). It would not be possible to automatically apply the relief,
which could give rise to both costs and delay for both business and LPS in respect of the
administration of the scheme, as each individual business would be required to apply for
the relief. The Department confirmed in oral evidence to the Committee that the only way
to operate a retail only scheme would be through an application process.?® While it did not
provide a cost of administering a scheme targeted at retail, DFP stated that the reason

it could target the levy and not SBRR was largely down to numbers, in that there were

100 retailers within the levy threshold but that within SBRR there could be around 6,000
depending on the threshold chosen. It is also worth noting that the FSB view is that the relief
needs to be automatic and that business owners should not be required to apply for the

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p. 24.
Official Report, 29 November 2011, Appendix 2.
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relief. FSB stated that experience of such a scheme in England is that there has been a poor
take up and that the aim of rebalancing the rates system is not being met.

The report on the consultation notes that, of the thirty-five who commented on this issue,
twenty-five were supportive of the proposal that the relief should be applied to all non-domestic
properties, regardless of use, while seven expressed support for targeting relief to small

retail premises. While not all those who gave evidence to the Committee commented on this
issue specifically, a range of views on whether the relief should be targeted was expressed.

The preferred option set out in the consultation document was welcomed by a number of
stakeholders; in its oral evidence to the Committee, for example, NILGA stated that “the
most basic and simple way to apply the scheme is to look at all non-domestic properties”.
FSB also welcomed the extension of the scheme as proposed and stated that it would like
to see the relief expanded to aid many more businesses. BCTC expressed the view that “a
restriction of the proposed relief to a particular industry is inappropriate” and accepted the
Department’s arguments relating to the complexities of definition and implementation in
relation to targeting the relief. The Committee notes that the Department has also pointed
out that:

“there is evidence to suggest that small businesses face serious challenges across the
board which are not simply confined to retail. Indeed, those challenges may be even
greater in other sectors.”*

In subscribing to the conflicting view that the relief should be targeted towards small retailers,
Asda, for example, stated:

“We do not believe that the retail sector should be used to subsidise other sectors of
the economy. If the Executive wishes to support small retailers then it should reform the
proposal to apply only to small retail class properties”.3*

A breakdown complied by the Northern Ireland Retail Consortium (NIRC) of small businesses
that would benefit from the relief highlighted that around 50% will be shops, showrooms or
supermarkets.3? Others types of premises that will benefit include banks, offices, bookmakers
and amusement arcades. NIRC proposed that “the relief should restrict its coverage by
property Use Class ensuring that small high street and neighbourhood store retailers would
be the chief beneficiaries”.

On this point, the Committee notes that the Department’s consultation paper stated that “if
25% relief were provided solely to retail premises, and not those primarily providing a service,
around 5,700 extra premises could be brought into the scheme, within the £6.5m funding
limit”. This could apply to properties with a NAV of £5,001 - £13,500 and the average award
would be in the region of £1,140.3 Some stakeholders have noted that, if the rate relief
scheme was more targeted, it may not be necessary to increase the large retail levy by such
a high percentage. The Department stated that, if 20% relief were provided solely to retail
premises with a NAV of between £5,000 and £10,000, this would cost £3m and would apply
to 4,000 premises. Therefore, it appears that targeting at retail only reduces the overall cost
of the SBRR scheme by 50% and would have a resulting reduction in the overall levy.

While recognising the divergence of views among stakeholders on whether the expanded
SBRR scheme should be targeted at small retailers only, members are mindful that many
small businesses face difficulties in the current economic climate and that the most needy
are not necessarily confined to the retail sector. As such, the Committee concludes that a
scheme targeting relief at small retailers only would be too narrow in focus.

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p. 25.
Asda written submission, Appendix 4
NIRC written submission, Appendix 4.

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p. 24.
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Aside from the issue of whether relief should be confined to the same sector as where the
funding was raised, concern was also raised that the scheme is a blunt instrument, and that
a more refined, targeted system should be considered. In particular, NIRC pointed out that no
differentiation is made between small businesses and larger businesses who occupy smaller
premises. CBI, as mentioned above, was also concerned that the relief benefits businesses
with small premises and not just those in need of help or with potential to grow. RICS, in

its evidence to the Department, suggested that the proposals do not reflect that there are
many profitable business organisations operating from small premises and that they may not
need the support provided.®* In addition, a number of stakeholders considered that support
for small retailers in town and city centres would be more appropriately provided through

the business improvement districts (BIDs) scheme (this issue is examined in more detail at
paragraphs 106 to 108). In oral evidence to the Committee, the Larne Traders’ Forum agreed
that “the business improvement district model would, perhaps, be useful in the medium term
but it is not any use to us, as retailers, in the short term”.3%

A further potential area for refinement in the SBRR scheme was identified by the Committee
during questioning of departmental officials on 29 November, when members learned that
small industrial units can benefit from both the 30% cap under the industrial de-rating policy
and the SBRR scheme.®® In the case of the expanded SBRR scheme, this would mean eligible
small manufacturers receiving a 20% relief after the 70% industrial relief has been applied. A
similar overlap in relief exists in respect of the existing SBRR scheme and the industrial de-
rating scheme. The Committee would call on the Department to consider the business case
for including such businesses in the expanded SBRR scheme.

Also on the issue of targeting the relief, the Committee notes that the consultation paper set
out other options together with related concerns. These were:

m  New start-up businesses: it was considered that this could provide a competitive
advantage to new businesses; additionally, the Department contended that “if the subsidy
was attractive enough some businesses might close at the end of the qualifying period, to
subsequently re-open and qualify again elsewhere”; and

B Exporting businesses: it was considered that this option could give rise to state aid issues.

Relief for chains/multiple premises

The DFP consultation report notes that concerns were raised by a number of organisations,
including Asda, Next and Tesco, regarding the awarding of relief to a business which formed
part of a larger chain. A number of stakeholders also made this point to the Committee, with
the Newry Chamber of Commerce and Trade advising that “we would see the exclusion of
multiple chains from rates relief as providing more money for genuine start-ups and small
independent businesses”.®” CBI pointed out that the relief will benefit several properties
which are part of large groups and multinational companies including banks, off-licences,
betting shops, pharmacies and insurance brokers.

In its submission, NIRC stated that similar schemes in GB ensure that they are genuinely
for small businesses: either you are trading from single premises or, if you have two or three
premises, there is a sliding scale on which you get a reduced rate of relief on your second
and third properties, and there is a cap on the total rateable value that qualifies.

By contrast, in its written submission, Boots pointed out that, for national retailers, each
store is an independent cost centre, must be viable and sustainable in its own right, and

Official Report, 23 November 2011, Appendix 2.
Official Report, 16 November 2011, Appendix 2.
Official Report, 29 November 2011, Appendix 2.
Official Report, 9 November 2011, Appendix 2.
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contribute to the company profits. In that respect, it considers that “the ownership of the unit
does not alter its viability, and the differentiation between ‘independent’ and ‘national chain’
is irrelevant”.®®

In his foreword to the consultation report, the Minister of Finance and Personnel noted

that particular concerns have been raised in relation to banks and chains of bookmakers
benefitting from the scheme, and has undertaken to “examine if there are ways of excluding
businesses with multiple premises”. He also noted that “there may not be sufficient time
to do this for rate bills for the forthcoming rating year but it may be possible for the two
subsequent years”.3°

The Department confirmed to the Committee that the option of excluding multiple premises
was being actively considered and that the revenue savings would depend on what was
excluded.?® It has also been explained that there is an issue over the definition of “multiple”
and the Department recognises that there are many small businesses that would have
perhaps one or two premises. Members were advised that much will depend on what LPS is
capable of doing at reasonable cost within the short timeframe available and that DFP’s initial
thinking is that any ratepayer with more than three premises (whether large or small) would
be ineligible for SBRR on any of those premises with a rateable value of £10,000 or below;
however, a different model could also be adopted.**The Department points out that this will
not rule out independent pubs and bookies.

The Committee also noted that, in its evidence, Pubs of Ulster acknowledged the argument
made against “banks, boozers and bookies” benefiting from rates relief but put forward
the case that pubs should be recognised as a separate case. Pubs of Ulster cited

the contribution that pubs make to the tourism industry, their importance within rural
communities and the fact that most are small family-run businesses struggling to survive
in the current climate. FSB also pointed out that many betting shops and pubs are small
independent businesses which employ people and play a role as a social hub.

In its submission, the Committee for Enterprise, Trade and Investment (ETI) has welcomed the
proposals for the SBRR scheme but has explained that it “supports the view that business
with multiple premises should be excluded from the rates relief scheme”. The ETI Committee
stated that, while it recognises that there would be difficulties in implementing this for the
forthcoming rating year, it would “strongly urge that immediate measures are taken to ensure
its implementation in the two subsequent years.”*?

Members support the principle of excluding businesses with multiple premises from the
SBRR scheme, but would emphasise the importance of carefully defining “multiples” in
the legislation. The Committee recommends that any savings resulting from the exclusion
of multiples is used to increase the relief available to other small businesses under the
scheme, rather than to mitigate the impact of the levy on large businesses.

Time-limited to 2015

As noted above, the expansion of the SBRR scheme is intended as a “downturn measure”,
and as such is time-limited to 31 March 2015. Of the thirty-two stakeholders who commented
on this issue in their response to the DFP consultation, fourteen were supportive of the
timeframe; eight suggested that consideration should be given to extending the measure;
while ten raised some concerns, including the impact that the removal might have at the

Boots written submission, Appendix 4.

http://www.dfpni.gov.uk/rating-review/consultation_outcome_report_-_large_retail_levy_and_small_business_rate_
relief-2.pdf Ministerial Foreword, p. ii.

Official Report, 29 November 2011, Appendix 2.
DFP Response to Committee Queries, 30 November 2011, Appendix 3.

Committee for Enterprise, Trade & Investment correspondence, 24 November 2011, Appendix 5.
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end of the three-year period. In particular, the consultation report noted that a number of
respondents believe it will be “politically difficult” to remove the relief. In its written evidence
to the Committee, FSB noted that the end of the scheme will coincide with the non-domestic
revaluation, and expressed concern that this may result in what it called a “double whammy”
increase for some small businesses.

The CBI response stated that the problems faced by small enterprises are, for example, in
lack of demand, access to finance and the rapid expansion of the online retail market. It
suggested that, while a relief of £720 for three years may be welcomed by those operating in
small business premises, it is unlikely to address these issues. NILGA stated that it would
welcome the provision to extend the scheme after 31 March 2015, based on business need
and with future consultation.

The Committee notes that, for its part, the Department has stated that steps will be taken
to prepare small businesses for the potential withdrawal of SBRR after three years, by
continuing to make the time frame clear in all communications so that businesses have
time to budget for it. However, members consider that the aforementioned evidence from
stakeholders underscores the Committee’s recommendation that steps should be taken to
identify longer-term alternatives to the relief scheme.

Introduction of a Large Retail Levy

What is proposed?

DFP is proposing the implementation of a large retail levy to fund the expansion of the SBRR.
The SBRR currently in place provides £6.3m of relief and is funded through a loss to the
regional rate. It is proposed to double the amount of relief currently provided through the
SBRR scheme (an increase of £6.3m to approximately £13m) and to fund this through a levy
on the largest shops and retailers. The levy would be applied to all retail properties with a
rateable value of £500,000 and above. There would be an average 20% increase in the rates
bill on these properties with the actual impact on a scale between 18.5% and 22.5% due to
the variation in the district rate. Implementation of the levy would impact on 77 properties,
the majority of which (over three-fifths) are out-of-town shops with 75% of the revenue coming
from out-oftown supermarkets. The average cost of the levy per store would be approximately
£85,000 per year bringing the average annual rates bill for these properties to around
£515,000. The levy would range from £55,000 to £320,000 per year. The levy is intended to
be in place from 1 April 2012 and to apply for three years until 31 March 2015.

The overall policy justification put forward by the Department for introduction of the levy is
that, whilst recognising the economic contribution of the large retail sector, it is considered
that large retailers are better equipped to deal with the current economic downturn than
small businesses. Rates represent a higher percentage of outgoings for small businesses
than larger retailers and therefore the largest retailers are in a better position to afford a
temporary levy.

Overall the Department contends that the changes are about “co-existence, not favouring
small over large businesses”.*® In considering the proposals put forward by the Department,
the Committee considers that it is therefore essential to ensure that a balance is achieved
and that the measures are as fair as possible given the economic situation currently facing
all businesses.

The Department’s report on the outcome of the consultation on the large retail levy states
that there were 31 respondents (of a total of 60) who agreed, on balance with an introduction
of a levy as a means of funding SBRR. There were 22 respondents who were opposed to the

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p.2.
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large retail levy which included 11 businesses who would be directly affected. While there
was widespread support for the expansion of the SBRR there were a number of significant
issues raised regarding the implementation of the levy. These are outlined below.

Postponement of the 2010 Revaluation

The last revaluation of business properties in NI was due to take place in 2010 but was
postponed. The reason given for the postponement was that the commercial property market
was suffering badly during the economic downturn and due to the uncertainty for business
ratepayers and for local councils.* The Department also stated, in recent correspondence
with the Committee,*® that market evidence for a new valuation list was inadequate and
inconsistent and, if the revaluation had proceeded, it would not have met basic international
valuation standards.

The Department suggests that a revaluation is not possible at present, primarily due to

the continued economic downturn, instability in the property market and the fact that the
market evidence to allow LPS to construct a reliable tax base is inadequate and inconsistent.
In response to Committee queries as to whether similar issues had not arisen when a
revaluation took place in England in 2010, the Department pointed to the fact that the
legislation governing rates revaluation and local government finance is significantly different
in GB in that “they have a system where they can cushion local authorities from the impact
of shrinkages in the tax base, whereas councils here are much more independent”.*® The
Department has also stated that the next revaluation, which is now due to take place in
2015, will negate the need for the levy after the three year period.

The Committee had some concern regarding whether the revaluation would actually take
effect in 2015 to coincide with the ending of the SBRR scheme and the large retail levy.

In responding to these concerns, DFP has stated that there is a “firm intention” that the
revaluation will take effect in April 2015 and that “the proposal is that the SBRR scheme and
large retail levy will be terminated on 31 March 2015, the day before the revaluation takes
effect and bills issue for the 2015/16 rating year”. 4’ The Department has also explained
that preparatory work will begin in 2012 and that LPS is already collecting market evidence,
with a view to having as substantial a body of evidence as soon as possible. In addition, the
legislative changes regarding the circumstances to be taken into account at a revaluation,
which is part of the proposed Bill, will provide more stability to a new list and will be more
easily understood by ratepayers.

The Committee was also concerned about the potential for appeals during the revaluation
process and the resulting delay in implementation. In seeking to offer assurance, the
Department stated that it is already engaged with LPS regarding the appeals process and
lessons are being learned to be introduced for the next revaluation. Moreover, it was noted
that “all rates bills remain due and payable, notwithstanding that an appeal is ongoing, so it
will not affect billing and collection”.*®

In welcoming the clarification from the Department, members note that there appears to be
some disconnect between the policy reasons for the earlier postponement of the revaluation
and the proposed implementation of the large retail levy. There is an argument to suggest
that inequalities have occurred as a result of the postponement of revaluation as it is intended
to re-distribute the burden more fairly as rental values are brought up to date. There are

http://www.dfpni.gov.uk/rating-review/index/press-releases/23_september_2009_-_wilson_postpones_revaluation_
and_clarifies_position_on_rating_of_empty_homes.htm

DFP Supplementary Committee Paper, 22 November 2011, Appendix 3.
Official Report, 29 November 2011, Appendix 2.

DFP Response to Committee Queries, 30 November 2011, Appendix 3.
Ibid.
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differing views on how the postponement of the revaluation has impacted. A number of retail
stakeholders have called for the revaluation to be brought forward as an alternative to the levy.

It is the view of the Department that, given the continuing growth of the major retailers, a
revaluation would possibly have increased their share and therefore postponement until
2015 has worked in their favour. The last revaluation in 2003, for example, resulted in a
substantial increase in rates liability for large retailers. The Department suggests that the
levy compensates for this. However, evidence from IKEA, as an example of the largest single
store subject to the levy, suggests that it would have seen a reduction in its rates following
a revaluation. Therefore, while the revaluation would mean an overall re-distribution of rates,
some retailers clearly feel they have suffered loss on an individual basis.

RICS stated that there is a distinct possibility that, had the revaluation gone ahead in

2010, some of the businesses identified could have availed of a reduction in their NAV. For
example, a number of business premises located in Donegall Place, Belfast would have had a
reduction in 2010 but will now be subject to the levy. Thus, the evidence appears to suggest
that postponement of the revaluation has, at the very least, created uncertainty around the
fairness of the rating system.

The Committee has some sympathy with the view expressed by various stakeholders
that a non-domestic revaluation in 2010 would at least have provided a more transparent
and fair way of rebalancing the distribution of rates than the current proposals.*° It is
essential therefore that the revaluation takes effect from no later than April 2015 and
that the Department ensures that all the necessary preparatory work, including provision
for reviews and appeals and advance communication with non-domestic ratepayers, is
concluded in good time to enable a smooth transition. In this regard, the Committee
requests to be provided with an implementation plan and timetable for the related work, to
enable members to monitor progress on a regular basis. In the meantime, the Committee
supports, in principle, the introduction of a levy on large businesses to fund the extension
to the SBRR scheme.

The Rateable Value Threshold

Rates are applied to commercial properties in NI as a tax on the occupation of premises
and liability is based on property value with no reference to the nature of the business.>®
The Department has stated that rateable value is the only known and practicable way to
determine which properties are to be subject to the levy and that it would not be practicable
under the current property tax system to apply business criteria, for example, sales turnover,
profitability or employment. The proposals aim to target properties at a rateable value
threshold of £500,000 and above. The Department stated that the preferred threshold
aims to strike a balance between sharing the rates burden amongst a broad range of retail
businesses and also keeping it proportionate.!

The Committee is aware that the level at which the threshold is set determines: the number
of businesses who are subject to the levy; and the percentage increase in rates for those
businesses. Changes to the rateable value threshold can therefore have a significant impact
on the practical application of the levy. The Department’s preferred threshold of £500,000
and above will mean that the levy captures 77 businesses and will require a 20% increase on
rates for those properties.

In its consultation paper, the Department provided examples of how changes in the threshold
would impact. For example, if the threshold were lowered to £400,000 this would capture

Official Report, 23 November 2011, Appendix 2.

http://www.dfpni.gov.uk/rating-review/consultation_outcome_report_-_large_retail_levy_and_small_business_rate_
relief-2.pdf p. i.

DFP Supplementary Committee Paper, 22 November 2011, Appendix 3.
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100 businesses and reduce the average levy to 17%.52 The issue is whether there is a

more appropriate level at which to set the threshold in order to distribute the burden more
equitably. The argument has been made that a reduction in the threshold, whilst reducing the
burden for large retailers, would also see the inclusion of more businesses within town and
city centres, which may not be appropriate given the overall aim of assisting small businesses
within smaller towns and cities. The Department also stated that graduating the scheme

or introducing it at a lower threshold would complicate the scheme. The Committee has
considered further options on how the burden of the levy might be shared fairly and this is
discussed at paragraphs 113 to 131.

Targeting of the Retail Sector

The Department’s preferred approach is that the levy is to be applied to the large retail sector
only, as oppose to all businesses that fall within the £500,000 threshold and above. DFP has
presented a wide range of data to indicate how large retailers have fared better in the recent
economic downturn than small businesses. The levy would impact on 80 properties with 75%
of the revenue coming from large out-of-town supermarkets. The majority of the properties
would also be outside of town centres. Tesco has the most stores affected and would pay a
levy of £1.5m per year. IKEA is the largest single store affected.

The Committee has noted that the three major supermarkets who occupy around 45% of the
properties that would be subject to the levy had a combined UK operating profit of £4bn in
2009/10.53 The percentage of UK sales turnover and operating profit of the top 20 retailers
that would be subject to the levy (e.g. of the 11 companies in the top 20 UK retailers who
subject to the levy) would be 0.005% of their combined UK sales turnover and 0.8% of their
UK operating profits. The current rates bill for the stores that would be subject to the levy is,
on average, around 1.2% of indicative individual store sales turnover or less than 1.5% if the
levy is included. The levy is estimated to be around 0.25% on average of indicative individual
store sales turnover for the affected companies.5*

A number of retail stakeholders have indicated that the data put forward by the Department
focuses on UK-wide sales turnover and fails to recognise the individual business models of
the different companies affected. This view is supported by CBI who pointed out that the
figures are based on turnover rather than profit and that, while 0.25% of indicative individual
sales turnover appears low, the net profit margins of stores are so low that companies may
question their viability.5®

Retail stakeholders have also pointed out that each individual store must remain viable, in
that each store acts as an individual profit and loss centre. Asda, for example, stated that
the levy is not a tax on the bottom line but rather on each individual store. It suggested that
the consultation fails to recognise that it operates on very low margins and that decisions
on creating more jobs in stores, investing in extensions and undertaking refurbishments are
made on a clear assessment of individual store profitability.

The Department, on the other hand, has argued that what is of significance is not so much
the position of the retail sector but how large retailers compare to smaller businesses. In this
context, there is a greater need to support smaller businesses who are struggling to survive
in the current climate.

From the evidence presented to the Committee, it appears that the targeting of the retail
sector alone is one of the most contentious issues raised within the Department’s proposals.
As alluded to earlier, a number of stakeholders have argued that, if the levy is to apply to

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p. 12.
Ibid, p. 13.
http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p. 14.

CBI written submission, Appendix 4.
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retail businesses only, then retail should be the only sector to benefit. Conversely, it has
been argued that the levy should be applied to all large businesses within the rateable value
threshold if the relief scheme is to provide a benefit to all small businesses — an issue which
is examined in more detail below.

The Committee notes that an argument has also been put forward that the levy should apply
to supermarkets only. In its evidence, B&Q explained that it is liable to pay the levy on all
nine of its stores and claimed that the levy will wipe out its profits and will mean it will be
unable to trade here. It further pointed out that it has no flexibility in the size or location of
stores; it needs large storage spaces for high volume, low value products and also needs
large car parks. DFP claims, however, that a levy on supermarkets only presents difficulties in
definitions, since “virtually all of the large food based retailers have diversified into fashion
and household goods”%¢ and that the levy would have to increase to around 50% if it only
targeted supermarkets; the Department considers this to be a “disproportionate burden”.%”
The issue of targeting supermarkets also relates to the proposals for a public health levy,
which are discussed below.

Another significant issue raised is the question of why bank premises cannot be included
within the levy. The Department claims that placing a levy on international banks operating

in NI would be contrary to current investment policy which has targeted this sector and has
stimulated job creation. The option of including banks is also considered in more detail below.

Risks in Targeting the Retail Sector

It has been argued by some stakeholders that there could be significant risks involved

in targeting the retail sector in terms of the potential impact on consumer prices, future
investment and job creation. The impact on jobs and investment was the most cited reason
among the respondents opposed to the levy. There have been a diverse range of views on
whether the levy is significant enough to have such an adverse impact.

Possible Impact on Consumer Prices

The aim of the Department’s proposals is that funding for the expanded SBRR is
redistributive so that there is no pressure on public finances. However, some stakeholders
have suggested that there is a need to consider how the cost of the levy could be passed on
to consumers by other means.

According to the Department, the 2003 commercial property revaluation resulted in a 30%
increase in the rates bill for retail warehouse premises but there was no discernible impact
on the price of goods sold. DFP also states that national pricing policies apply and that it
is too expensive to vary UK-wide pricing structures for NI.58 The Committee also noted that
none of the large retailers indicated in their consultation responses that they would have to
increase prices.

NILGA, in its evidence to the Committee, expressed the view that the cost of the levy would
be passed on to consumers to some extent. For example, it suggests that a multiple has already
reduced prices on 3000 products in order to respond to competitors but has recovered the
money through reductions in the bonus system associated with its loyalty points, cutting the
discount from about 2% to 1%. NILGA suggested that this practice could be further amended
in order to counterbalance the effects of the levy, leaving customers at a loss.

The cost of the levy could also be passed on to suppliers. The large retailers in their evidence
cited the extent to which they support local suppliers by sourcing local products. It follows

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p. 10.
DFP Supplementary Committee Paper, 22 November 2011, Appendix 3.

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p.17.
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also that large retailers have the potential to squeeze the profit margins of their suppliers
to make up for the cost of the levy. NILGA’s view is that large retail multiples could amend
contracts or delay payments to their suppliers. Some suppliers are paid on a six-monthly
basis and any issues or query found in the suppliers claim can lead to payments being
delayed and postponed until the next claim deadline. Small suppliers cannot survive without
regular and consistent cash flow. In the view of NILGA, this situation may lead to some
suppliers not being able to continue trading.®®

A different point regarding consumer prices was raised by Asda in its evidence to the
Committee, when it explained that it measures family disposable income on a monthly basis
and that disposable income in Nl is significantly lower than in GB (and is at its lowest for
three years). In NI families have around £80 per week of discretionary income compared to
£100 in Scotland and an average of £150 across GB. Asda contends that it has brought
competition which helps drive prices down. In noting the suggestion from the evidence
that family disposable income in Nl is significantly lower than in GB, the Committee
believes that the importance of competitive pricing to consumers here should not be
underestimated when assessing the risks associated with a large retail levy.

Future Investment

Views have also been expressed that there is a risk that the levy could impact on future
investment decisions by large retailers who perceive the levy as a disincentive to investment.
The Department’s proposals estimate that two new large food stores would have become
operational during the three year period of the levy and that no new stores are likely to

be constructed due to the planning consent process. Whilst recognising that the levy is a
temporary measure and may not have a direct impact in the next three years, it has also been
argued that it could send the wrong message to potential investors, creating uncertainty in
the long term, with potential investors becoming wary that the Executive may be pre-disposed
to introduce similar measures in the future. NIRC expressed this view that the levy sends out
the wrong message to businesses who want to invest in NI. Conversely, FSB supported the
focus on large retailers, on the basis that it will not have a significant adverse impact on the
sector or on investment and that the resulting benefit for small business represents good
value for money. &

A number of stakeholders have claimed that the large retail levy runs contrary to the
proposals to reduce the rate of corporation tax. NIRC argued that it sends out mixed signals
to business. FSB, on the other hand, pointed out that corporation tax in the UK is currently
being reduced every year with a resulting benefit to the businesses who would be affected by
the levy. FSB cited the example of Dunnes Stores who, under the levy, would see an increase
in the combined rates bill of its affected stores of £340,000. Assuming profits continue along
the current trend, Dunnes Stores would save between £1.4 and £2m in corporation tax in the
years during which the levy is to be applied.

The evidence suggested that there is a need to also consider the potential for companies

to locate to Rol given the lower rate of corporation tax which applies there. However the
Department would contend that corporation tax is only one factor in considering location and
that there are other positives such as lower wages in NI.

The Committee is aware that during the debate on the proposed Scottish levy, the issue in
relation to the negative message which the levy sends out to business and the potential
impact on investment also arose. Similar views were put forward during the Local Government
and Communities Committee deliberations in Scotland and appear to have had a significant
influence on the Committee’s decision to seek annulment of the regulations.

NILGA written submission, Appendix 4.

FSB written submission, Appendix 4.
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Employment

CBI stated that a number of large retailers have made it clear to them that, if subjected to
the levy, they will need to reduce employment costs and in some cases will need to forestall
further investment in their stores. NIRC claimed that the levy would equate to around 400
retail jobs a year and Tesco suggested that it would mean 1500 jobs over three years. CBI
also stated that in some cases corporate social responsibility activities will also have to be
curtailed.®?

Why not target only out-of-town retail parks?

The Committee is mindful that there has been a perception that the levy would be focused
solely on out-of-town retail parks. DFP has made it clear, however, that the aim of its
proposals is not to arrest the growing trend for out-of-town retailing but to raise money to
support small businesses.

The Committee notes that 19 of the properties that will be affected by the levy are in Belfast
city centre.®2 This issue was highlighted in the evidence to the Committee. For example, BCTC
raised concerns regarding the impact on city centre stores. It argued that city centre stores
operate with varying degrees of success and that while the impact on supermarkets may be
limited, “if the levy tipped even one major Belfast store over the edge into closure this would
have a major impact on the part of the city affected, and we would suggest have a greater
impact on the economy than any benefits from the business relief”. &2

It has been argued that major retailers within Belfast city centre could be said to be central
to its attractiveness as a retail destination for tourism. There is also a risk that the inclusion
of large retailers within city centres could undermine the benefit to be provided to small
businesses in the same location. For this reason a number of stakeholders have supported
the alternative that the levy should only apply to out-of-town stores. NIIRTA, for example, in

its response to the consultation supported the alternative of a levy on out-of-town retailers
with large car parks to exempt stores within Belfast city centre who fall within the proposed
threshold. However, the Department stated that there is a problem in defining what is “out-of-
town” as explained below.

The Committee is aware that the issue of the impact on large retailers in city/town centres
was a matter of concern during consideration of the proposed large retail levy in Scotland.
The Scottish levy was to apply to properties with a rateable value of more than £750,000
and was to be banded so that retailers would have paid more as the rateable value of their
property increased. The Scottish Government introduced its proposals as part of the draft
Budget but did not consult separately. However, a motion was later carried which annulled
the levy regulations. While there was no consultation carried out by the Scottish Executive,
the Local Government and Communities Committee did consult as part of its scrutiny of the
regulations and it is useful to note that similar issues were raised. MSPs were concerned
that there was a perception that the levy would apply to out-of-town retail parks and large
supermarkets but that, in fact, it would have applied to flagship stores in town and city centres.®

In its consultation paper, DFP argued that applying the levy to out-of-town stores only would
“present difficulties” because defining what is “out-of-town” is not straightforward.®® That
said, the consultation paper stated that the majority of the properties (just over three-fifths)
are located outside town centres and advised that “town centres have been determined
with reference to area plans from the Department of Environment’s Planning and Local

CBI written submission, Appendix 4.
http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p.18.
BCTC written submission, Appendix 4.

Research and Information Service briefing note, The proposed large retail levy, Appendix 6.

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p. 10.
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Government Group”. The Department has explained that this issue was discussed with the
Department of the Environment (DoE) during the early stages of policy development and

that DoE does not have a legislative definition of “in-town”, “out-of-town” or “edge of town”.
Although this is not a problem for DoE planning purposes it would not be appropriate as a
basis for differentiating on taxation. The Department also claims that applying the levy in this
way “could potentially give a competitive advantage to one major retailer versus another”
and would concentrate the levy on a smaller number of retailers, “thus making it a greater

imposition on those required to pay”.®

Following the final evidence session with DFP officials on 29 November, the Committee
queried whether the revaluation in 2015 might offer an opportunity to establish arrangements
for more easily identifying out of town/in town premises. In responding, the Department has
undertaken to ask LPS to consider this issue going forward.

Despite the Department’s assertion that the proposed large retail levy is not aimed at
arresting the growing trend for out-of-town retailing, it is clear to the Committee that there
still appears to be some confusion in this regard. While acknowledging the Department’s
arguments as to why the levy could not be applied solely to out-of-town shops at present,
the Committee would, in principle, be supportive of measures to protect town centres, and
would therefore call for work to be undertaken to bring forward a clear definition of what

is considered “out-of-town”. Furthermore, steps should also be taken to ensure that the
revaluation of non-domestic properties, scheduled to come into effect in April 2015, takes
location into consideration to help address the issue of out-of-town stores and the impact
that they have on town centres.

The Three Year Timeframe

The proposed levy is to be in place for three years until the end of March 2015, after which
the revaluation of non-domestic properties will take effect. The Department suggested that
the need for a large retail levy beyond 2015 would be negated by the revaluation as this will
rebalance the distribution of rates.®” It is unclear, however, whether 2015 will see the end
of the relief scheme, whether there will be scope to consider other options as a result of
the revaluation or whether other schemes such as BIDs will be seen to override the need
for the SBRR. Whatever the case, in the view of the Committee, it is difficult to see how the
economic circumstances will have changed to any great degree for small businesses. NIRC
and CBI, in their evidence to the Committee, suggested that it would be difficult to withdraw
the relief to small businesses after three years and therefore questioned whether the levy
could be a short-term measure.

In response to questioning from the Committee, however, the Department confirmed that
there will be a “sunset clause” in the proposed legislation, which will ensure that the levy will
not be in place after 31 March 2015, one day before the proposed revaluation takes effect
on 1 April 2015. Beyond this date new primary legislation would be required, along with the
necessary research, consultation and impact assessments.

The Committee welcomes the assurance from DFP that a “sunset clause” is to be included
in the forthcoming Bill, which would require additional primary legislation to apply a levy
beyond March 2015. The Committee believes that this should help to address some of

the concerns raised by stakeholders but members also recognise a need to ensure no gap
occurs between the ending of a levy and the non-domestic revaluation taking effect.

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p. 10.

http://www.dfpni.gov.uk/rating-review/consultation_outcome_report_-_large_retail_levy_and_small_business_rate_
relief-2.pdf p.14.
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Business Improvement Districts (BIDs)

It has been argued that the proposed implementation of BIDs could be said to provide more
of a tangible benefit to small business than the SBRR. A question was also raised over the
potential impact of the large retail levy on the introduction of BIDs, which would involve a 1%
levy on any business ratepayer within a district. Members noted that the DFP report on the
consultation stated that the introduction of BIDs in NI has the support of the Finance Minister
and is being taken forward by the Social Development Minister.

CBI supported the fast-tracking of legislation to introduce BIDs and expressed the view that
the SBRR is not enough in itself and that BIDs are a more effective mechanism to enhance
small business. One business owner suggested that a rates reduction may not make much
a difference, but if the money was pooled by a number of small businesses it could be used
to fund a road manager, develop a PR strategy and a lot more.®® The Committee also notes
that a number of stakeholders suggested that managing the impact of out-of-town shopping
should be done through effective planning policy and that the revitalisation of town and city
centres should be assisted through BIDS, which are business-led.

The question was raised in the evidence from Boots over whether retailers, who have
business premises within small towns and are supportive of BIDs, will question the merits
of contributing to BIDs as well as a large retail levy (particularly if the proposal to merge
multiples was to be included). However, the Committee notes that, given the legislative
timetable for introducing BIDs is likely be at least a two year process, it is unlikely that large
retailers would be subject to the two levies simultaneously.

Public health levy

It has been noted that the Scottish Government is now going ahead with alternative plans
to introduce a health levy. This levy will be used to tackle the cost problems associated with
alcohol and tobacco through a business rates supplement paid by large retailers of both
tobacco and alcohol from April 2012. Some respondents to the DFP consultation supported
the introduction of a similar public health levy in NI. According to DFR the aims and potential
impact of this policy are “quite different to the large retail levy proposals” and while a
health levy could be considered, it “would not be possible to have it in place for April 2012
because of the need to fully research and consult on the matter.”®® The Department has
further stated that, because the retail levy is intended to run for three years, “it would not be
realistic to consider the imposition of an alternative, or supplementary, public health levy”.”
The Committee accepts the Department’s arguments in this regard, though it would wish to
engage on any future policy proposals from the Executive in this area.

Is there potential for a compromise?

The Department has indicated throughout the consultation process that it is open to
alternative options from stakeholders. The consultation responses overall indicate that
stakeholders are not against providing support to small business during the economic
downturn but that there are concerns about the businesses who will benefit as well as the
targeted nature of the levy. In the evidence to the Committee, a number of stakeholders
expressed some frustration that any alternatives put forward have been rejected by the
Department on policy grounds and also that other options cannot be pursued due to time
constraints and administrative work required.

CBI written submission, Appendix 4.

http://www.dfpni.gov.uk/rating-review/consultation_outcome_report_-_large_retail_levy_and_small_business_rate_
relief-2.pdf p. 6.

Ibid, p. 7.
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Some stakeholders, such as Asda, suggested that, recognising the time constraints, if the
current proposals are pursued then they could be implemented during year one but that
consideration could be given to adjusting and refining the measures for subsequent years.
This could allow time for changes to the SBRR scheme, for example, to exclude banks and
other multiples from benefitting from the rates relief, as alluded to earlier, and to include
other large businesses in the levy. On this latter point, members recognise that a broader
base for the levy would align better with the decision not to confine the extended SBRR to
small retailers. In this regard, during the final evidence session with DFP officials on 29
November, the Committee asked that consideration be given to an in-year review of the levy
to establish how it might be extended to other sectors in years two and three to spread

the burden of funding the extended SBRR. In response, the Department has indicated that

it is prepared to undertake such a review, subject to Executive agreement; though it has
highlighted both the potential need for further consultation and the need to set parameters,
at the outset, for any further widening of the levy, in order to avoid creating uncertainty within
the wider business community.”* The Committee accepts this point and, as such, has sought
to develop some potential options for any extension of the levy, which are discussed below.

In light of the generally positive attitude of stakeholders, including the large retailers,
towards the principal aim of supporting small businesses through the current downturn,
the Committee believes that DFP and the Executive should carefully consider the case for
extending the scope of the levy to help ensure that the burden of funding the extended
SBRR is shared equitably across the large business sectors. Towards this end, it would be
appropriate for DFP to engage further with the key stakeholders over the coming months to
establish broad agreement on how such improvement can take effect, particularly in 2013-
14 and 2014-15. In this regard, the Committee recommends that the Department ensures
flexibility in the legislation to allow the scope of the levy to be extended in the last two years.

How might the burden of the levy be shared fairly?

The Committee has noted that a number of funding proposals have been suggested throughout
the consultation and in the evidence as alternatives to a levy on large retail properties alone.
In examining some of the alternative options for broadening the base for the levy, members noted
from Table 2 the following breakdown of the 260 properties with NAV of £500,000 and above:

Table 2: Breakdown of the 260 properties with NAV of £500,000 and above

Category Proportion

Public bodies, receive public funding, etc. 50%
Retail properties 30%
Electricity or gas companies 10%
Miscellaneous (banks, hotels and call centres, etc.) 10%

According to the DFP consultation paper, applying a general levy to all high value properties
is “not without its drawbacks”; a wider application “may work reasonably well in England or
Scotland but in NI, apart from retail, there is not the same scale of big business within the
property tax system to support it”.”

In terms of the 50% of properties which are publicly funded/supported, the Department
cautioned that applying a general levy to them “may be inefficient and raise issues about the
recirculation of public money”.”® At the request of the Committee, DFP provided a breakdown

DFP Response to Committee Queries, 30 November 2011, Appendix 3.
http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p. 10.

http://www.dfpni.gov.uk/rating-of-commercial-properties-public-consultation.pdf p. 10.
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of such properties that have a rateable value of £500,000 or above and members accept the
logic of this sector being excluded from any extension of the levy.”

In addition, the Department argued that a wider levy would “run contrary to established
Executive policy in a number of areas”, including;:

® |large manufacturing premises — the Department pointed out that industrial de-rating is
retained for the spending review period;

m utility companies — the Department contended that the charge would be passed onto
customers through higher bills, increasing cost for businesses and increasing fuel poverty
for households; and

B major airports — the Department took the view that this would run contrary to policy on air
passenger duty.

On the issue of creating a dichotomy by including large manufacturers in the levy, the Committee
notes that, in its Report on the Executive’s Draft Budget 2011-15, the previous Finance
Committee concluded that the industrial de-rating policy was not the most effective measure
for providing support to the manufacturing sector, though it accepted that to remove the
measure in the current economic climate may have a destabilising effect on the sector, and
for that reason supported the proposal to maintain liability at 30%. Importantly, however, the
previous Committee also recommended “that DFP does not wait until the end of the four-
year budget period to consider an alternative to industrial de-rating, and indeed that the cap
at 30% should also be evaluated and amended as appropriate within this period.” In this
context, members would also highlight the duplication in relief for small manufacturers under
the industrial de-rating scheme and the existing SBRR scheme, as discussed at paragraph 49.

The Committee notes that DFP has consistently argued that any extension of the levy to utility
companies would result in the charge being passed onto customers through higher bills,
increasing cost for businesses and increasing fuel poverty for households. Members are also
mindful of the Department’s converse position in terms of its confidence that retailers will

not be inclined to increase their prices as a result of the retail levy. Also on this point, in its
evidence, Asda raised the issue of whether supermarkets are being targeted because they
are keeping prices down, while utility companies are being “rewarded” for increasing their prices.

In further examining this issue, the Committee asked DFP for any evidence to indicate that the
Utility Regulator would have no flexibility or discretion in deciding whether utility companies
could simply pass on an additional rates levy to consumers. In response, DFP stated:

“We have been advised that for water, prices are regu