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Member Discussion on Business Rates Review and draft REA Response - Minutes – 8 September 2020
Attendees
Avison Young, Burges Salmon, Carter Jonas, Charlie Trousdell Associates Ltd, Clarke Energy, Community Energy England, Highview Power, HRC Ltd, Marches Biogas Ltd, Storengy, Swanbarton, Syzygy Renewables, Tesla, Veolia Environmental Services, University of Warwick, WST Rural, WTI Energy, Wyke Farms.
REA staff: Mark Sommerfeld, Isobel Morris
Advisory: Thomas Kinsey (Gerald Eve)
Introductions and background
History of business rates and change to valuation of onsite renewables and clean tech. Following on from 2019 Treasury Select Committee’s Review of Business Rates – was meant to be fundamental review of business rates and is titled as such. Little clear change proposed.  It was emphasised that it is important to be able to prioritise where we might be able to get meaningful change. 
Comment – in the specific case of storage it may not be realistic to think it will be removed from the Plant and Machinery Order (P&M). Business case not well understood by Valuation Office Authority (VOA). Contractors methodology applied. Volatile business case with storage.
Reliefs
Comment – support the draft response. Most clients accept they have to pay rates. What they object to is when the asset is given a rateable value and they have to pay when the plant isn’t yet fully operational.  It was raised that REA should support the introduction of the Business Growth accelerator in England and Wales, as introduced in Scotland. This grants 18 months business rate relief on new investment from the date the building/asset is completed.
REA – any data or published studies we can draw upon? Scottish example is mentioned in draft response.
The business rates multiplier
Comment – Question. Certain challenges around multiplier, relative to inflation etc. The importance of presenting a strong narrative within the response was emphasised. E.g, How does having a fixed multiplier relate to our goals around deployment of renewable generation and clean tech.
REA – Emphasis is on making rates clearer for businesses when renewable incentives are done through direct relief. More transparent. When you do reliefs through the multiplier, harder for businesses to model liability.  But if there is a call from members for a separate multiplier for clean technologies then happy to incorporate.
Comment (reply) – mindful of not just asking for another subsidy. But want to put into core of what we want to achieve, arguing how we can get business rates system to deliver goals
Gerald Eve – needs to be made simpler for rate payers to calculate what their liability will be. Uncomplicating liability calculation helpful. Doesn’t matter how. Renewables in a good position to encourage government to stimulate investment in renewables, because industry can then build more which will put more value into the ratings list so total rateable value increases.
REA – need to build more of this crucial argument about total revenue ultimately increasing due to a proposed relief, incentivising growth of the sector
Valuations and transitional relief
Comment – The draft response was supported. The banded system was not liked – could throw up perverse rates charges around thresholds. VOA have power already. Support idea of more frequent valuations. Transitional reliefs are financed by rises elsewhere– with regular revaluations TR could have the effect of stopping other rateable values falling as others liability not being met. Downward transition scheme should be amended so rate payers can be amended. Owner-occupier renewables – unfair that finance costs aren’t taken into account fully. Comes back to rating hypothesis of landlord and tenant.
Gerald Eve – worthwhile putting in response. Major cost and isn’t included at the moment. When sites receiving subsidies – higher subsidy means higher rateable value – giving with one hand and taking with other. Emphasise need for Treasury to coordinate support with other Whitehall Departments and reflect broader government ambitions. 
REA – agreed. Needs to be highlighted further in response. 
Comment – on frequency of revaluation. Could it be every year? Why not do it as a self-assessment like with corporate tax? Intention is always to shorten it so why not bring it to one year. Making sure we don’t pay business rates if loss making.
Gerald Eve – Valuation Office unlikely to have necessary resources. Some could be done through indexing rather than bespoke valuations. Annual valuations would almost negate need for appeals system in theory. Self-assessment – going whole way. Probably would work for bigger companies but issues with completing it, and smaller would struggle.
REA – we can highlight this as a possible suggestion that requires further thought and note there would be both pros and cons. 
Comment – on zone model. Given efforts made with planning treatment of storage. Government should be dissuaded against this. Discouraging affect, particularly against large installations that require lots of land. Discriminatory. Land-based zoning is arbitrary.
REA – can develop further in response.
Plant and machinery and investment
Comment (Chair of UK Solar – John McDonald-Brown) – people wanting to spend tens of millions on solar – but may not invest if there is a high business rates. We want to be clearer. Examples which may not all be able to be listed. People nervous to spend the money. Owner-occupiers and companies owning shopping centres and office blocks. Renewable energy – power feeds into public parts supplies – which is at landlords risk. That falls into the self-consumption category. Irony is it can be mitigated by creating an SPV. But this is complicated and don’t have the resources to do that. Projects not happening. A lot of the money involved is from pension funds etc that otherwise invest in capital investment. Whereas solar PV rooftops put money into real economy. So this needs to be pushed in the response. Need comparison of different points of view. More capacity if the annuals are able to spend the money and not having to worry about a 20% tax charge on the solar.

Comment – there is an exemption for supplying power to grid. But as said in previous comment, many fall foul of this. But also exemptions for power-generating with good quality CHP equipment. But wouldn’t take too much for this amendment to be extended to anything generating power from renewable means. Class 1D.

Gerald Eve – I agree Class 1D could be extended easily. Such a disparity created between export only and onsite consumption. Something going wrong. Not been considered on current state of tech

Comment – absurdity of rates being affected by where the power goes.

Comment (webchat) – Should we be bold and ask for the total removal of P&M for everything. Holding back the whole of British industry.

Comment – UK Solar Chair – paying the lower business rate is fine when you’ve got big economies of scale. But no building-owner looking at rooftop PV will generate enough power for it to be financially worthwhile to build and export. Real-estate sector is significantly held back. 18 year pay back – won’t go too much into it. One-off, net zero carbon.

Comment – ratings system just does not reflect the very specific market reforms that BEIS and Ofgem are undertaking to take the industry towards Net Zero. The whole purpose of those reforms is to facilitate the technologies to provide services to the system and help support it during the transition. Rates system as it is interferes with the operation of the energy market.

Comments – so we are proposing for it to qualify under 1d? Problem is with some technologies they could still be classified as category 4. Key part here is not only focussing on P&M but getting fair rateable value on business and predictable, whether BtM or FtM.

REA – intention with more revaluations is so we don’t see big increases in rateable values. Although increasing frequency means rates get increased sooner, however you avoid the huge increases. 

Comment (webchat) - Also need to consider P&M order exemption for, at least, removal of physical contaminants and non-compostable packaging from biodegradable wastes supplied for AD and composting and removing residues of them from compost and digestate outputs.  Such items should not be present in biodegradable waste streams but they often are and the costs of dealing with them are considerable. 

Comment (webchat) - On P&M - agree with previous point here that we need to seek a review of the rating methodology. Just getting specified plant exempt might by an 'obvious' ask to avoid the current distortion caused by 'process' vs 'service' classifications, but that just means that rates have to raised elsewhere to cover the revenue gap. Think we need to find/develop a fairer non-distortionary way of determining the applicable rate.
Valuation transparency and appeals
Comment – if you’re appealing shop or office rateable value, you can see the detailed valuation before you put your cheque in. If you’re renewables, that’s often valued on a expenditure on the contractors as we’ve spoken about, you can’t see the detailed valuation until you pay. So distinct advantage for offices, shops, warehouses etc.
Gerald Eve – Yes, it’s a disparity. Electric system would make it clearer.
REA – for transparency this would be very helpful and should be built into the response. 
Comment – I was shocked to hear that we couldn’t hear what the valuation was likely to be for a site. It hugely increases the risk for investors in a project, because you have to introduce a big variable into an economic model.
Maintaining the accuracy of ratings lists
Comment – a requirement on rate payers to be sending info when they don’t know what the rating could be is absurd. Lease info isn’t particularly helpful for VOA in most instances. Support REA view here.
The billing process
No comments.
Exploring alternatives to business rates
Comment – in terms of Capital Values tax, one methods of valuation is already based on capital cost, the contractors. If the whole system reverted to that given that renewables kit tend to be very expensive, that could be even more prohibitive for our sector given so much capital is invested. Put the emphasis onto the owner – already got existing lease arrangements so how would you transfer from one to other? Synergy with ability to pay is important for capital based valuation.
Comment – does capital value of land and property get increased by energy plant type machinery?
REA – current reading is no but this proposal would still need to be developed so could be in future. Difficult to tell how seriously these alternatives are being taken. If there is a real feeling that one of these should be pushed then please feed in, don’t currently have a view.
Any other comments
Comment – (Chair of UK Solar) – how do we format the response? Need to be clear about what we propose and provide more clarity. Either take them out altogether or remove renewable and clean tech from P&M Order. 
REA – Fair comment, we will work on clarifying. Some things are repeated purposefully because different questions are divied up between different civil servants. So worth repeating things because not all staff will see the whole response. 
REA – do provide evidence and case studies if you can do.
image1.png




