CABINET
AGENDA

BOROUGH

COUNCIL

TUESDAY 21 MARCH 2017 AT 6.30 PM
CONFERENCE ROOM 2 - THE FORUM

The Councillors listed below are requested to attend the above meeting, on the day and at the time
and place stated, to consider the business set out in this agenda.

Membership
Councillor Williams (Leader) Councillor Harden
Councillor Griffiths (Deputy Leader) Councillor Marshall
Councillor Elliot Councillor G Sutton

For further information, please contact Michelle Anderson or Member Support
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Report for:

Cabinet

Date of meeting:

21 March 2017

PART:

1

If Part Il, reason:

Title of report:

Hertfordshire Enviro-Tech Enterprise Zone Designation

Contact:

Clir Andrew Williams, Leader of the Council

James Deane, Corporate Director (Finance & Operations)
Mark Gaynor, Corporate Director (Housing & Regeneration)

Purpose of report:

For Cabinet and Council to consider the financial analysis of
the Enterprise Zone business plan and to agree to proceed to
formal designation.

Recommendations | That Cabinet recommends Council to:
1. note the financial analysis set out in the report; and,
2. progress to formal designation of the Enterprise Zone
on 15t April 2017.
Corporate Ensuring economic growth
objectives:
Implications: Contained within the body of the report.
Monitoring Monitoring Officer:

Officer/S.151
Officer Comments

On the 29" November 2016, Cabinet agreed for the Council to
progress to formal designation of the Enterprise Zone (EZ)
subject to a further report analysing the business plan for the
EZ.

The financial analysis is set out in this report, and therefore,
subject to agreement of Council, the Enterprise Zone will
proceed to formal designation on 13t April 2017.

Cabinet also delegated authority to complete a memorandum
of understanding (MOU). The MOU has now been completed
and sets out the strategic direction of the Enterprise Zone and
the governance structure for the organisation and operation of
the zone.
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S.151 Officer
My comments are incorporated into the report.

Consultees Corporate Management Team

Background papers | Report to Cabinet, November 2016:

Hertfordshire Enviro-Tech Enterprise Zone Memorandum of
Understanding (attached at Appendix A)

Glossary of | DCLG — Department for Communities and Local Government
acronyms and any | EZ — Enterprise Zone

other abbreviations | HCC — Hertfordshire County Council

used in this report: | LEP — Local Enterprise partnership

MoU — Memorandum of Understanding
SADC — City of St Albans and District Council

Executive Summary

1.

The Hertfordshire Enterprise Zone (EZ) was approved by the Department for
Communities and Local Government (DCLG) in November 2016, and consists
of four sites within Dacorum and St Albans (SADC). (Detailed background on
the EZ partnership and the governance arrangements was provided to Cabinet
in November 2016, attached to this report as Appendix A.)

Enterprise Zones enable local economies to unlock key development sites,
consolidate and provide infrastructure, attract business and create jobs. All
business rates growth generated within the EZ in its 25-year lifespan is kept by
the relevant Local Enterprise Partnership (LEP) and local authorities in the
area and reinvested in local economic growth. This is a primary benefit of an
EZ - outside of a designated EZ, the majority share of business rates growth is
not kept locally; instead it is paid over to central government for national
redistribution.

The principle of retaining 100% of business rates growth for locally determined
infrastructure priorities is clearly attractive to all bodies within the EZ. Current
modelling suggests that receipts of around £160m over a 25-year period would
be retained and spent locally. This amount would make a significant
contribution to the cost of the transport improvements required to ensure that
growth in the Maylands area, and the East of Hemel Hempstead generally, is
sustainable in the medium- to long-term.

For HCC, as the Highways Authority, the prospect of this new funding stream
means that Maylands infrastructure improvements become more viable, and
thus the project can be prioritised above competing projects which are reliant
on less certain sources of funding. For DBC and St Albans, bringing forward
the infrastructure improvements will unlock local growth potential more quickly
and sustainably than without the EZ, and will provide a long-term solution to
existing and predicted transport problems.

Whilst the potential benefits of the EZ are clear, a key consideration for DBC in
considering whether to progress the EZ, is what would be the cost of realising
these benefits. As per Recommendation 3 in the November 2016 Cabinet
report, the purpose of this report to provide Members with further analysis of
the financial considerations in order to inform their decision as to whether to
progress the EZ to formal designation (or ‘go-live’) on 1 April 2017.
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Since the Cabinet report in November 2016, a review of the EZ business plan
has been undertaken by PwC in order to gain assurances over the estimates
and assumptions within the plan. Following this review, and based on a range
of assumptions, DBC officers have been able to model the potential Dacorum-
specific costs of entering the EZ. Based on a range of assumptions detailed
later in this report, the cost to DBC in forgone business rates is estimated to be
around £6.2m over the next 25 years.

It is recommended that Members approve the progression of the EZ on the
basis that the potential benefits available to Dacorum, in the form of increased
local investment (up to £160m) outweigh the modelled costs to DBC in terms
of potential funding forgone (around £6.2m). Whilst both of these figures are
subject to change, depending on changes to government policy on business
rates and development risk of the sites within the EZ, the material
consideration of the benefit being greater than the cost is highly likely to
remain constant.

Background

8.

10.

11.

Whilst the principle of sacrificing a portion of the Council’'s potential business
rates growth over the next 25 years in order to achieve much needed transport
infrastructure may be appealing, in order for members to make an informed
decision they need to be aware of the potential cost versus the potential
benefit.

The 25 year time horizon of an EZ makes the forecasting of this information
difficult. There are highly likely to be changes to government policy on
business rates and planning over such a long period of time, and there are
innumerable variables that could affect the timing of business rates cash flows
within the EZ.

In order to provide Members with a sound basis for making this decision,
Officers have taken a four-stage approach:

1. Seek assurance that the EZ business plan is robust, i.e. that the
planning and development assumptions are sound, and that the
resulting forecast on business rates cash-flows is justifiable;

2. Based on these robust forecasts, model the likely financial benefit that
would accrue to DBC in the form of retained business rates if the
decision were made not to enter into the EZ;

3. Compare this DBC financial benefit against the potential additional
infrastructure investment if the decision were made to enter the EZ,
i.e. cost versus benefit;

4. Based on the above, make a recommendation to Members as to
whether to progress the EZ.

Each of these stages is detailed in the subsequent sections of this report.
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The Enterprise Zone business plan

12.

13.

14.

15.

16.

17.

18.

19.

20.

As part of the application process to DCLG, financial analysis and modelling
was undertaken by the EZ partners to identify the likely forecast scenario for
business rates generation and growth. The current financial model forecasts
growth of around £160m in business rates which could be retained by the EZ
over 25 years. A financial summary is provided on page 7 of this report.

The fundamental purpose of this summary is to demonstrate the likely amount
of funding which will be retained for local investment if the EZ is progressed. It
is important to note that if the EZ does not go ahead, under the current system
of business rates over 80% of this funding would be repaid to government for
national redistribution rather than spent on local priorities.

The current model assumes minor revenue costs for the running of the project
and investment in the road network already scheduled, subject to the EZ
progressing, of £50m. This leaves a net surplus of £104m for further
infrastructure expenditure, which will be planned into the programme on
completion of the work currently being undertaken by Highways planners.

The key assumptions which underpin the forecast business rates are
summarised in the subsequent paragraphs.

The business rates income forecast within the financial summary is driven by
the additional floor space which will be created through the development of
the sites within the EZ. The amount of business rates chargeable on this floor
space depends on the type of business, so assumptions on the type of
business that is likely on these sites is fundamental in determining the overall
accuracy of the forecast.

The assumptions on business type within the EZ model reflect the planning
requirements detailed in the Local Plans of DBC and St Albans together with
evidence of considerable market interest in the area demonstrated by land
agents and by direct contact with DBC. Account was also taken of proposals in
the pipeline such as the development on the 30 acre Homes and Community
Agency site in Maylands Gateway. The assumptions were further refined
through senior planners from the two councils working in conjunction with the
LEP and external consultants, Cushman Wakefield.

The next assumption driving the forecast income is the rateable value of the
businesses likely to be established within the EZ. Estimates have been made
by the Revenues Team at DBC based on properties of a similar type currently
in the Maylands area.

The occupancy rate of the sites is assumed to be 95%. The EZ area is hugely
attractive to a range of employment types. The location, off junction 8 of the
M1, ensures excellent access to London and the greater South East and the
national/international transport network. Although the emphasis will be placed
on attracting high technology manufacturing through the intervention of, and
marketing by, the EZ there is huge demand for logistics and distribution uses.

There is also evidence of demand for office space as prices in London
continue to be high and office space continues to be lost to housing
conversions in town and city centres. The focus of the EZ on provision of the
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required infrastructure, largely transport and incubation/research space, further
adds to the confidence that occupation rates will be high.

Business Plan Risks

21.

22.

23.

24.

25.

26.

Pages 8 and 9 of the report show four additional scenarios which have been
modelled to test alternative outcomes for the EZ. The following analysis relates
to the scenario modelling shown on these pages.

Scenario 2 reflects a general assumption of a 30% reduction in forecast
business rates income over the period of the EZ. There are innumerable
scenarios that could be modelled, with each of the assumptions detailed in the
previous section open to myriad different outcomes, so a high level 30%
reduction has been assessed. The graph shows that in this case over the 25
year period the EZ would continue to generate a surplus of £45m for further
local investment. (This is in addition to the £57m investment already planned to
be funded through the EZ.)

The reduction in the surplus of c£60m may have an impact on the
infrastructure improvements that could be delivered in the area depending on
whether HCC, LEP and the EZ itself could attract additional external funding
for the scheme. However, the key point is that there would still be, in total, over
£80m of funding retained locally that would be paid over to central government
if the EZ does not proceed.

Scenarios 3, 4, and 5 demonstrate how the EZ would be affected by different
permutations of the sites within St Albans to reflect the potential impact of any
issues arising from the delayed approval of their local plan. The key point is
that although the overall funding available locally will be reduced, due to the
impact on business rates growth, in each case there will be substantially more
funding available than if the EZ did not proceed.

It should be noted that scenarios 3 and 4 show the majority of the currently
capital investment removed because it relates to the unlocking of the Crown
Estate site within St Albans, which clearly would not be required should SADC
withdraw from the EZ.

PwC were commissioned by the LEP and associated LA partners to undertake
a review of the EZ business plan. PwC made a number of recommendations
for keeping the plan under review, but there were no errors or inconsistencies
identified which would materially affect the outcome of the scenarios modelled.

Financial benefit to DBC of not proceeding with the EZ

27.

28.

Following the review by PwC, DBC officers have used the business rates
forecast for sites within Dacorum to model the level of business rates growth
that DBC would have received from the development of the sites if the EZ did
not proceed.

This process required a number of assumptions and estimates covering a
period of 25 years that are highly likely to change depending, amongst other
things, on future governments’ approach to business rates. On this basis the
modelling assumes that the current scheme of business rates will continue as
per the current business rates scheme. The key elements contained within this
assumption are:
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30.

31.
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1. DBC retains 20% of all business rates growth above its baseline; and,
2. DBC attracts Business Rates Baseline Funding broadly equal to 5%
of the taxbase.

In addition, and to reflect current conversations which are forming part of the
government’s review of the current business rates scheme, we have assumed
that business rates baselines would be reset every 5 years.

Based on these assumptions, of the total £81m business rates growth
generated on EZ sites within Dacorum over the next 25 years, DBC would
retain £6.2m of additional funding which would not be retained if the EZ
proceeds. This funding would be unrestricted and could be spent by DBC to
support any of its services or objectives. £2.8m of this funding would be
generated over the 5-year period between 2019 and 2024.

It is important to note that this forecast is based on the significant assumption
that retention rates will continue as they are currently for the next 25 years. In
reality, we know that this assumption will effectively become outdated when
the government implements its new business rates scheme in 2019. In the
absence of any detail on the future scheme, forecasting based on any other
assumptions would be more akin to speculation than providing a robust
rationale for Members’ decision-making.

Summary

32.

33.

In summary, the modelling indicates that in the worst case scenario (scenario
3) there would be £88m available for local investment if the EZ proceeds. This
is an extremely unlikely scenario, with a more likely outcome a combination of
scenarios 1 and 2, which would deliver between £111m and £160m of
additional local investment.

The ‘cost’ for DBC of securing this additional local investment, based on the
current business rates scheme would be £6.2m over the 25 year period.
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Financial summary of the Enterprise Zone forecast business case

2019/2

Y3

2020/21

2021/22

2027/28 —
2041/42

Y11 —Ye5

2016/17
Yo
Cumulative - -
rateable area (m=)
Tota_ll forecast - -

Other grant 150 -
meome* (£'ooo)

Revenue sub
total (£'000)

Net revenue 120 (120)
position (£'000)

Forecast capital (170) (25)
costs (£'ooo)

Net Position

(£'o00)

Cumnulative Net

Position (£'000)

*The £44,000 difference is due to rounding.
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Considerations for further scenario planning
Scenario planning performed by management
The current business case for the Enterprise Zone includes a management defined worst case scenario financial projection. This assumes that there will be an additional
30% reduction on the existing 95% occupancy rate. The business rate income is therefore discounted by 30% from the financial summaryv included on page ¢ of this report.
This reduces the surplus over the 25 life of the Enterprise Zone from £104m to £45m.
We also reviewed a paper produced by management which considered the following scenarios:
Scenario 1 Proceed with the Enterprise Zone in its current state.
Scenario 2: Reduction in 30% in the business rate income.
Scenario 3: Assume that the Crown Estate will be delayed by five years.
Scenario 4: Assume that the Enterprise Zone will not include the Crown Estate.
Scenario 5: Assume the Enterprise Zone proceeds without St. Albans sites.
The paper lists the risks and assumptions included in the scenario, the total business rate income which would be generated and the costs which would be covered.
On the following page we have represented each of the scenarios graphically, including both the annual business rate income and the capital infrastructure funding that
will be needed. . .
Scenario 1 - Current Business Case
Observations on the scenario planning
- i18oooo 161,261
The five scenarios have very different profiling for the capital costs which will be & i6ocoo
incurred as part of the programme. :3 140000
120000
It is clear that the business rate income retention levels vary significantly across the 100000
scenarios. In developing scenario analvsis going forward, management should consider 8oooo 57,133
the benefit for agreeing a performance metric for retained levels that could act a floor Goooo
threshold. Retention levels that are forecast to be below this level could then trigger ﬂgzgg /
further management review and the need for potential remedial action. B
SEEEEERE RS EEEE LR ELEY
ER e R R N
S8 cdogocococoodcoefoodogogmoos 0@
NNNNNNNNNNNNNN:'J:"C‘JNNNRNNNNN

s Cumulative Business Rates Income

s Cumulative Capital and Revenue Costs
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Considerations for further scenario planning
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BOROUGH
COUNCIL

Report for:

Cabinet

Date of meeting:

29 November 2016

Part:

1

If Part Il, reason:

Title of report:

Hertfordshire Enviro-Tech Enterprise Zone
Memorandum of Understanding

Contact:

Councillor Andrew Williams, Leader of the Council

Author/Responsible Officer: Mark Gaynor, Corporate Director
(Housing and Regeneration); James Deane, Corporate
Director (Finance and Operations)

Purpose of report:

To inform Cabinet about the progress made on the
Hertfordshire Enviro-Tech Enterprise Zone and to consider the
requirement to agree the Memorandum of Understanding that
will guide its eventual operation.

Recommendations

That Cabinet:

(1) Agrees for the Council to progress to formal designation
of the Enterprise Zone on 18t April 2017 subject to
recommendation 3.

(2) Agrees that the Council enters into the Memorandum of
Understanding (MOU), set out as Appendix 1 of the
report, and delegates authority to the Corporate
Director (Housing and Regeneration) to sign the MOU

(3) Requires a further report to be brought before the
designation of the Enterprise Zone in April 2017 setting
out an analysis of the final business plan and any other
matters relating to the viability of the proposal

(4) Delegates authority to the Corporate Director (Housing
and Regeneration) in consultation with the Corporate
Director (Finance and Operations) and the Portfolio
Holder for Finance and Resources to vary the terms of
the MOU following completion subject to such
variations being agreed with the other Enterprise Zone
parties.
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Corporate
objectives:

Ensuring economic growth.

Implications:

‘Value For Money
Implications’

Financial

The immediate financial impact on the Council will largely be
officer time in supporting the Enterprise Zone Board and
contributing the operational sub-groups. This will be delivered
within existing budgets.

If the Enterprise Zone is designated in April 2017 then all the
Business rates growth will be retained within the zone and
capable of use for infrastructure and other interventions to
resolve transport deficiencies in and around Maylands in order
to achieve economic growth. Once the infrastructure needs are
met then there will be sharing of the retained income for use by
the accountable bodies and Hertfordshire Local Enterprise
Partnership, which will include Dacorum Borough Council.

Value for Money

Value for Money considerations are set out above.

Risk Implications

A risk assessment is attached as Appendix 2 to the report.

There is a risk that will need to be considered in the context of
the St Albans Local Plan which, if stopped following the recent
hearing on the meeting of its Duty to Cooperate, may well
render the EZ unviable in terms of its ability to deliver the
required level of resources for the infrastructure required in the
Maylands and East of Hemel Hempstead area. If still an issue
this matter will be considered in a further report to Cabinet
before designation.

Equalities
Implications

No specific equalities impact assessment has been carried out
at this point but will be factored into the business plan and
actions of the EZ Board.

Health And Safety
Implications

None applicable

Monitoring
Officer/S.151
Officer Comments

Monitoring Officer:

The Enterprise Zone (EZ) will commence on 1 April 2017
unless specific intervention is made by the local authorities,
the LEP or the Secretary of State prior to that date.
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The Memorandum of Understanding sets out the key
objectives and commitments of the parties to work together in
setting up and operating the EZ, but does not in itself
designate the area which is approved by central government.

The MOU provides the framework for governance and future
decision making but does not fetter the Council’s own decision
making processes in relation to agreements on key issues
such as the use of the proportion of retained rates and
borrowing to support investment, which will be subject to
agreement between the parties and further internal
authorisation.

Under the Enterprise Zone business rate discount scheme,
the billing authority is the aid administrator for State Aid
purposes and so is responsible for ensuring the rules are
met and that the De Minimis allowances are not exceeded
(currently 200,000 euro in a three year rolling period)

Further Monitoring Officer comments are contained in the
Legal Structure and the Memorandum of Understanding
section of the report.

S.151 Officer

The key decision facing the Council is whether the benefits of
the transport infrastructure likely to be delivered if the EZ goes
ahead outweigh the growth-related additional income the
Council is likely to receive if the EZ does not go ahead.

This decision incorporates cashflows over a 25 year time
horizon, and is affected by numerous variables over which
there is currently much uncertainty, not Ileast the
implementation of a new Business Rates Scheme in 2020, on
which Government has yet to release any detail.

In partnership with Hertfordshire County Council, St Albans
and District Council and the LEP, Dacorum has commissioned
specialist financial due diligence in order to inform Members’
decision-making. The report is due for completion in January
2017, and it is recommended that a further report is brought to
Members to consider the detailed financial position in February
2017.

The fact that this financial report would come to Members for
consideration after the decision on whether to progress with
the MoU does not fetter Members’ discretion on the more
fundamental decision as to whether to progress with the EZ.
The MoU provides for all Accountable Bodies to apply for
withdrawal from the EZ partnership, which enables Members
to formalise a decision to progress with the EZ after the MoU
has been signed.
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Consultees: James Doe Assistant Director Planning and Regeneration

Hertfordshire Local Enterprise Partnership
Hertfordshire County Council
St Albans City and District Council

Background Enterprise Zone Prospectus 2011
papers: Enterprise Zone Application Form 2015
Glossary of EZ Enterprise Zone

acronyms and any | DCLG Department for Communities and Local Government
other abbreviations | LEP Local Enterprise Partnership
used in this report: | MoU Memorandum of Understanding

BRE Building Research Establishment

1. Background

1.1

1.2

1.3

1.4

1.5

An application was made to the Department of Communities and Local
Government (DCLG) in September 2015 by the Hertfordshire LEP (Local
Enterprise Partnership) to establish an Enterprise Zone (EZ) in order to
facilitate delivery of higher value employment growth through a focus on
environmental technologies.

The bid was signed by Leaders and Chief Executives of the LEP, Dacorum
Borough Council and St Albans City and District Council. Subsequently,
Hertfordshire County Council (HCC) has agreed to join the partnership and has
already secured formal approval to sign up to the Memorandum of
Understanding (MoU). This report proposes that Dacorum Borough Council
signs up to the Memorandum of Understanding. The MoU is attached as
Appendix 1.

The Hertfordshire Enviro-Tech EZ was announced by the Chancellor of the
Exchequer and approved by DCLG in November 2015, along with 18 others
nationally. The Herts EZ is made up of three sites (maps of the sites are set out
at the end of the report):

¢ Maylands Avenue in Hemel Hempstead (made up of land owned by Kier,
Dacorum Borough Council, the Homes and Communities Agency (HCA)
in Dacorum and Crown Estates in St Albans)

¢ Rothamsted Research Centre in Harpenden (in St Albans)

e The Building Research Establishment in Watford (in St Albans)

The initial EZ bid also included the site on Breakspeare Way owned by Aviva.
However, this site has now been removed from the EZ, at the request of HM
Government, due to its having been granted planning permission for retail
premises rather than employment land. Government has deemed that retail is
not a priority need within Hertfordshire, and that consequently it is not
prepared to forgo its share of the Business Rates that the site will generate
whilst in retail usage.

The Aviva site will instead be replaced by a slightly smaller site to the south of
the Spencers Park Phase 2 development, which is not zoned for housing and
is owned by the HCA. The inclusion of this site will, in part, mitigate the
Business Rates lost to the EZ through the exclusion of the Aviva site.
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1.6

The EZ takes forward one of the LEP’s three strategic priorities for growth in
Hertfordshire (M25/M1), and offers to deliver the following strategic benefits
for the area and the County:

e The funding to allow resolution to the chronic transport problems that
constrain Maylands (which is the largest single employment area within
the County) adding to its overall attraction and ability to generate new
employment and retain existing employers.

e Accelerated economic and jobs growth, directly providing 8,000 jobs with
knock-on growth through supply chain development. Whilst some of this
growth would take place without the formation of the EZ, it would be likely
over a much longer period and, crucially, without the essential transport
improvements.

o A focus within this growth on high value and high technology growth
helping to add to the productivity of the Hertfordshire economy.

e The ability to open up major housing growth to the east of Hemel
Hempstead in both St Albans and Dacorum, initially at 2500 homes, as
well as approved growth in Hemel Hempstead.

e AKkey part of the overall A414 improvements and strategic growth priority.

2. How it works

2.1

2.2

2.3

Enterprise Zones enable local economies to unlock key development sites,
consolidate and provide infrastructure, attract business and create jobs. All
business rates growth generated by the Enterprise Zone in their 25 year
lifespan is kept by the relevant local enterprise partnership and local
authorities in the areas and reinvested in local economic growth. For the
Hertfordshire EZ, this is anticipated to be for the 25 years from 2018. It also
incentivises business growth within the area by granting Business Rates
discounts of up to £275,000 to companies relocating to the zone within the
first 5 years of the EZ. Business Rates discounts are funded by HM Treasury,
and the EZ can designate what types of uses will qualify.

In addition, the Government is committed to working actively with Enterprise
Zones to help to unblock any barriers to delivery, such as Department for
Transport support on transport infrastructure, Defra support on addressing
environmental issues and UKTI advice on marketing Zones to international
investors.

Initial modelling on the Hertfordshire EZ indicates that it would deliver:

o An overall uplift in land values of £120m (the bulk in St Albans but does
include the Council's Maylands Gateway site) — based on figures
developed independently by Cushman and Wakefield (previously DTZ).
These figures included the Aviva site but presumed the use would be
office and manufacturing — its removal and replacement with Spencers
Park employment area will result in a marginal reduction in this figure.

e Over 8,000 new jobs, which will be concentrated in the high value
environmental technology sector (direct jobs only).

e Over 800 new businesses.

Around £200m of retained business rates growth over the period

e There are also a number of benefits for business to encourage them to

locate within the zone:
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2.5

e Up to 100% business rate discount worth up to £275,000 per business
over a 5 year period

o Simplified local authority planning, for example, through the use of
Planning Performance Agreements giving more certainty to the timings on
planning decisions for development within the enterprise zone.

e Government support to ensure that superfast broadband is rolled out
throughout the zone, and, if necessary, public funding

The assumption on Business Rates generated and retained with the EZ is
based on the predicted land uses and their timing and the appropriate
business rates multiplier for that use. This was carried out by local authority
and LEP staff together with consultants Cushman and Wakefield.

The designation should come into place in April 2017 and would last until
2042. This will define the area in which the EZ rules will apply. To get to this
point a Memorandum of Understanding will need to be agreed by all parties,
i.e. the three local authorities (the accountable bodies), the LEP and DCLG
(on behalf of HM Government). Whilst this sets out the objectives and
proposed business plan of the EZ the agreement itself does not legally bind
any of the accountable bodies to commitment of future resources or
borrowing. It is assumed that this commitment will happen ( and it will need to
happen for the EZ to be effective) but it will be within principles governed by
the EZ Board itself and will allow proper risk assessment before commitments
are made.

3. Governance

3.1

Given the need to ensure that all partners who have an interest in the EZ are
properly informed and engaged in the project, a specific partnership group
has been set up which reports back up to the LEP Board. Senior
representatives of all interested parties are represented on the Board,
including, in the case of this authority, the Leader of The Council and the
Corporate Director Housing and Regeneration (who acts as an observer). The
EZ partnership group is chaired by the Chair of the LEP and includes the
Leader of St Albans City and District Council and the Cabinet Member for
Environment, Planning and Transport Environment at HCC, as well as a
representative from Rothamsted, BRE and the University of Hertfordshire.
The structure also includes specific officer and sub groups to support the
detailed work needed to progress this project. The structure of the
governance arrangements is set out below:
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Enterprise Zone
Partnership Board

Enterprise Zone
Project Team (officers)

Partnership Board
Sub-Group - Planning o
Development & Communications

4. Financial considerations of progressing the Enterprise Zone

4.1

4.2

4.3

4.4

4.5

The principle of retaining 100% of Business Rates growth for locally
determined infrastructure priorities is clearly attractive to all bodies within the
EZ. Initial modelling, in advance of the original EZ bid, suggested receipts of
around £200m over a 25-year period to be retained and spent locally. This
amount would make a significant contribution to the cost of the transport
improvements required to ensure that growth in the Maylands area is
sustainable in the medium- to long-term.

For HCC, as the Highways Authority, the prospect of this new funding stream
means that the Maylands infrastructure improvements become more viable,
and thus the project can be prioritised above those competing projects which
would need to be funded directly by HCC. For Dacorum and St Albans,
bringing forward the infrastructure improvements will unlock local growth
potential more quickly and sustainably than without the EZ.

Whilst the potential benefits of the EZ scheme are clear, the key question for
Dacorum, in considering whether to sign the MoU, is what it has to forgo in
order to realise these gains.

The answer to this question is linked to Government’'s Business Rates
Retention Scheme, and, in particular, how it is likely to operate following the
implementation of Full Business Rates Retention in 2020/21. Government is
yet to clarify how the Business Rates scheme will operate post-2020, but it is
likely to retain a financial incentive for districts to deliver economic growth
within their boundaries. On this basis, the decision facing the Council is
whether the benefits of the infrastructure delivered under the EZ are likely to
outweigh the growth-related additional income the Council is likely to receive
if the EZ did not go ahead.

Driven by the local authorities involved, the LEP is currently procuring
specialist financial advice in order to model the detailed financial implications
of progressing the EZ. This model will incorporate more detailed assumptions
than was possible at the time the original bid was modelled in November
2015, and as such is a key element of the due diligence that must be
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4.6

4.7

undertaken prior to the Council’s formal approval to progress with the EZ. All
of the key variables will be incorporated within the model including, planning
restrictions, likely levels of business rates reflecting likely type of business,
timing of infrastructure investment to unlock the next parcel of land etc. This
financial modelling is likely to be complete in early January 2017.

The completion of the financial model in January 2017 need not delay the
recommendation of this report to progress with the signing of the MoU. The
MoU provides for all parties to apply for their withdrawal from the agreement,
and as such is able to progress whilst still enabling Members to finalise
decision on progressing with the EZ after the detailed business case has
been delivered.

It is recommended that an updated report is brought to Cabinet in February
2017 with more detailed financial implications of the EZ to enable Members to
formalise the decision to progress with the EZ.

5. Legal Structure and the Memorandum of Understanding

5.1

5.2

5.3

DCLG advise that prior to the EZ going live a Memorandum of Understanding
(MOU) be signed with the LEP and all local authorities involved in the EZ,
which includes the County Council — The MOU which has been agreed
between the parties is set out at Appendix 1. The MOU is not a legal
requirement for the EZ to commence but it is strongly advised that the MOU is
signed to ensure that the strategic direction of the EZ and the governance
structure for the organisation and operation of the EZ are agreed. The MOU
runs until 318t March 2020 unless it is terminated by the Secretary of State,
the LEP, or each of the local authorities. The Secretary of State is entitled to
suspend or withdraw the right of the local authorities to market the EZ if it is of
the view that that a party has acted in a way which significantly damages the
reputation of the EZ or if there has been a material breach of the MOU. The
local authorities and LEP are entitled to ask for the EZ status to be rescinded
by submitted notice in writing to the Secretary of State.

The MOU can be renewed or its terms renegotiated after April 2020.

The EZ status gives the authorities and the LEP the right to benefit from the
following business incentives.

e Permitting the local authorities to retain 100% of any business rate
increase which accrues for a period of 25 years from the commencement
date (this being 1t April 2017 of the Enterprise Zone, providing that such
sums are directed towards the development of the Enterprise Zones and
thereafter towards the Local Enterprise Partnership’s other identified
growth priorities;

o Central government will reimburse the cost incurred by the local
authorities in providing a 100% business rates discount for a period of up
to five years, to any business which sets up operations within the
Enterprise Zone site before 31 March 2022, and is able to receive the
support within the State Aid De Minimis threshold (200,000 euro over 3
year rolling period or other limitation applicable by law);
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5.4

5.5

5.6

5.7

5.8

Given the significant investment required to unlock the land it is likely that all
of the retained business rates would be required to reinvest in the
infrastructure in the first few years. This is still subject to the formal
agreement of all partners, alongside an agreement on how any residual
retained business rates would be shared

Any borrowing arrangements made using the Retained Business Rates
generated by the EZ will be governed by separate MOUs between the
respective parties. These agreements would be subject to robust and
independently verified business cases to minimize any financial risks and
approval will be sought from Cabinet on these issues at the appropriate time.

The DCLG require the return of the completed MOU as soon as is
practicable. As part of the Consultation on Retained Business Rates
published on 5 July 2016, the DCLG has confirmed their intention that
Enterprise Zones and other designated areas should continue to operate as
now and will be guaranteed 100 per cent of business rates growth for 25
years. Whilst this MOU would signal all parties would act in good faith to work
together, the delivery of the EZ has a number of other key dependencies:

o Agreement by the DCLG to the overall development proposals that make
up the EZ

¢ Planning approval for the developments

e Securing investment for necessary infrastructure

¢ Business take-up of the developments

These risks would be monitored and managed by the EZ project board and
working groups and any key decisions which involved Dacorum Borough
Council would be subject to the requirements of the internal decision making
process of the Council, which may include further Cabinet process. The MOU
provides safeguards for the authority in this respect.

It appears that the signing of the MOU is the only formal agreement that
requires the EZ to proceed — once signed the EZ will go live in April 2017
unless the participating parties serve notice requesting that the EZ status be
rescinded (in the case of the accountable bodies including the Council) or by
the DCLG/Secretary of State specifically not putting it forward for designation.
This would allow the Council to serve notice in advance of designation should
circumstances require, or after designation though any Business Rates
retained at this point would fall to the EZ Board to determine their use. A
further report will be brought to Cabinet in advance of designation which — if
the viability of the EZ was under doubt and/or the impact on the Council was
judged to be negative — would allow for the Council to request that the EZ
status be rescinded. If this were the case it is likely that the other Accountable
Bodies would also be in agreement.

6. Risks

6.1

A Risk Register, drawn up from a DBC perspective, is attached as Appendix
1. The greatest immediate risk would seem to be whether or not the EZ can
include the Crown Estate land, and this is dependent on the progress of the
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St Albans Local Plan. All EZ partners will have a better grasp on this after the
Inspector carrying out the Examination of the plan reports on the soundness
of how St Albans have fulfilled their Duty to Cooperate, and this is expected
before Christmas (i.e. before designation). If it cannot be included then all
parties — including DCLG — would need to consider whether they are
prepared to continue with a significantly smaller EZ and one that would not
necessarily be able to generate the resources to pay for the required
infrastructure. This will be dealt with in a further report to Cabinet to be
brought prior to designation.

Agenda item
Page 20 Page 10 of 12



T¢ obed

= ,Ra';.-s.l‘r;\n e
\ "
| "
\ |
b
>
( B " 3
J | 4 I\.
- i
i @& Hitehin Buntingfor
" tl
L ¥
\ Stevenage Z.
s Knebwaorth
: -2 Rothamsted
~f
: Reg & Research .
3= -\“/ e = % o Ware
N R i | Hertford
b Garden City
\_‘{ Tring -
.
) Maylands
T, Berkhamsted

B 5

_,""\ Hex

s, P
s
p
L
ey
a1
i
L
Faie)
™
[

Chirleywond

[L)

mps

Kings
Langleyalibol
Lang

Vvatford

Hatfield
Albanse bl

BRE

Radlett

B-:Jln.‘—:!'::ir‘r':w'haﬂ

Cuffley

Hoddesdan

Broxbour
e
f
|
!

Cheshunt

© CTown =cpyrignt and databace rgits. 2616 Oranance 3urvey 1000719804,
Ugs of §nis data Is sublect fo ferme and eonditions.

“fou are not permifind fo =opy, Gub-llosnss, dictributs or Gedl amy of thic data ta third parties In any form.

Agenda item
Page 11 of 12



Z2Z abed

POWERED EY @

Microsoft esr I

1Kier; 2 Aviva (now removed); 3 HCA; 4 DBC; 5 & 6 Crown Estate. Please note the Cemetery shown in the DBC site shown are

not in the Enterprise Zone and the Hotel in the Keir site is also not in.
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