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Funding local growth
This interim report, prepared with 
the assistance and support of 
the Core Cities Group (CCG), 
reviews the funding tools that  
are currently available or planned 
for introduction in the near future, 
and proposes a new funding 
mechanism to enable local 
authorities to finance and deliver 
major regeneration projects, 
notably those which require 
significant related investment in 
enabling infrastructure. The report 
seeks to identify new approaches 
that could be used by local 
authorities in the Core Cities to 
unlock city growth. The analysis is 
built around four live case studies 
against which we consider the 
application of existing financial 
vehicles and instruments 
including: the proposed Business 
Rate Supplement; Community 
Infrastructure Levies; and 
Regional Infrastructure Funds.  
It also introduces a new concept, 
‘Accelerated Development 
Zones’ based on the principles 
that underpin Tax Increment 
Financing in the United States. 
The report goes on to examine 
the use of such funding tools  
in relation to the wider policy 
context for urban regeneration 
and investment in enabling 
infrastructure.

The report provides a review  
of the potential costs and 
benefits of using new and existing 
funding tools to deliver major 
regeneration projects, with 
particular consideration given  
to the use of financial tools to 
bridge the gaps in core project 
funding. It demonstrates that  
the application of a mix of  
new local funding tools, to 
support enabling infrastructure 
investments, could deliver 
significant benefits to local  
areas with the potential to 
generate long-term economic 
gains to the Treasury.  

The review of Core City case 
studies suggest that the 
appropriate use of new financial 
instruments for funding enabling 
infrastructure could increase local 
economic and employment 
outcomes substantially, over and 
above what might be achieved 
through conventional funding 
routes. The analysis also suggests 
that emerging and alternative 
financial tools could offer an 
acceptable return on investment 
and would help lever in private 
finance by providing timely 
‘upfront’ infrastructure to act  
as a catalyst for development. 

Executive Summary
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The Core Cities Group
The CCG is a network of England’s eight 
major regional cities: Birmingham; Bristol; 
Leeds; Liverpool; Manchester; Newcastle; 
Nottingham; and Sheffield. These cities 
make a vital contribution to the national 
economy and are the engines of their 
regional economies. Taken together with 
their surrounding city regions they are 
home to 16million people, including  
31% of the nation’s working-age 
population, and account for 25.5%  
of England’s economy – more than 
London (CCG, 2008). Improving the 
economic wellbeing and performance  
of the Core Cities is recognised by the 
Government as key to narrowing the 
long-standing productivity differentials 
between regions, widely seen as a 
weakness of the UK economy.

The Core Cities have emerged from a 
period of decline in the 1980s to become 
major centres of business and wealth 
creation. Over the past 15 years they have 
witnessed an economic transformation, 
with strong employment growth  
and improvements in incomes and 
competitiveness. Most cities have also 
experienced an ‘urban renaissance’,  
with increased investment in inner city 
housing and the urban fabric.  

Despite these successes, however, the Core 
Cities continue to face difficult challenges, 
and economic performance is uneven. 
They are still home to some of the most 
deprived neighbourhoods in the country; 
most have a low skills base and above 
average levels of worklessness. The wealth 
gap between the Core Cities and 
comparable cities in Europe has narrowed 
over the past decade but most city 
regions on the continent still account  
for a far higher GDP per capita.  

The Core Cities are committed to improving 
their competitiveness and economic 
performance to match the best in Europe. 

Infrastructure deficit
One factor that is key to city competitiveness 
is infrastructure and its role in supporting 
productivity and growth. The Core Cities 
have suffered from a legacy of persistent 
underinvestment in their infrastructure. 
Most have benefited in recent years from 
increases in public spending on housing, 
transport and public services, but there is 
still a large and growing need for investment 
in new and replacement infrastructure. 
Moreover, as the OECD observes, there  
is insufficient public funding available in 
the UK to satisfy the competing demands 
for improving and expanding existing 
infrastructure (Infrastructure to 2030,  
OECD 2007). City authorities have been 
working together to improve infrastructure 
networks, but have little discretionary 
powers or funding for sustained 
infrastructure development.  

The potential for improvement in the  
Core Cities economies remains strong,  
but many high-quality investment projects 
that offer substantial social and economic 
benefits are being delayed or constrained 
due to a lack of finance. Macro-economic 
uncertainty and the impact of the credit 
crunch have reduced the availability of 
private finance, but the demand for 
infrastructure investment over the medium 
to long term is robust. In particular, there is 
an appetite for greater use of public-private 
partnerships and innovative local funding 
schemes to secure additional investment, 
especially in enabling infrastructure. 
Sustained investment in local and regional 
infrastructure is viewed by the main 
stakeholders as vital to the long-term 



Unlocking City Growth 5

prosperity of the Core Cities and to 
meeting the Government’s long-standing 
objective to narrow the economic divide 
between and within regions. Immediate 
action aimed at bridging the infrastructure 
deficit in the Core Cities could also act  
to boost market confidence during 
challenging economic conditions and 
bolster investment activity.

Making a difference
This report seeks to inform the ‘investment 
debate’ in our Core Cities by providing 
new evidence of the opportunities and 
difficulties involved in implementing new 
local financing tools, and considering  
the potential benefits they might unlock. 
The analysis is centred on four live case 
studies from across the Core Cities – in 
Birmingham, Leeds, Nottingham and 
Sheffield.  Each case study examines the 
infrastructure needs of a large urban 
regeneration project and the capability  
of the city in question to deliver on  
these needs under current or emerging 
funding arrangements. 

Alongside consideration of emerging 
funding tools, such as the proposed 

Community Infrastructure Levy (CIL) and 
Business Rate Supplement (BRS), the  
report examines the potential of two  
new financing concepts that have the 
potential to generate and support new 
and additional infrastructure investment: 
Accelerated Development Zones, and 
Regional Infrastructure Funds.

Accelerated Development Zones (ADZ)
A concept based on that of Tax Increment 
Financing, pioneered in the United States. 
It is designed to allow cities to ‘participate 
in the growth dividend’ – or, in other words, 
allow local authorities to capture incremental 
value in the form of tax revenues generated 
from new development. In order to do this, 
cities require the power to retain, for a 
long-term period, local tax revenues such 
as business rates allowing funds to be 
raised for investment through securitisation 
of those revenues. 

Key principles underlying the concept 
include:

ADZs would be defined physical areas, •	
consisting of either a single or multiple 
administrative areas linked by a 
common infrastructure requirement.

Within ADZs, local authorities could retain •	
new business rates that are supplementary 
to the existing revenues for the area, and 
securitise that income to raise funding 
for upfront infrastructure investment.

Business rate growth would be captured •	
and reinvested for a maximum of,  
for instance, 20 years or more or until 
finance raised to invest in upfront 
enabling infrastructure is repaid.

there would not be a blanket entitlement •	
to use ADZs, but cities would need to “make 
the case” to central government so that 
zones created the maximum impact; and
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This would mean that endorsed  •	
ADZs would meet agreed criteria on 
achieving accelerated growth and 
multiplied outputs.

Regional Infrastructure Funds (RIF) 
A concept designed to provide  
forward funding to promote strategic 
infrastructure investment. Key features  
of the concept include:

A fund is established to operate in a •	
‘banker role’, whereby it provides either 
upfront finance, or finance-raising 
guarantees, to facilitate infrastructure 
investment.

Funds invested by the RIF would be •	
wholly or partially repayable from future 
income generated from an ADZ or BRS 
or the CIL.

RIFs would play an important role in •	
kick-starting new funding secured on  
CIL, BRS or ADZs, as well as providing 
market confidence in these new  
funding instruments.

The evidence from the case studies in  
this report indicates that the CIL and BRS in 
isolation may not be sufficient to meet the 
funding needs for the Core Cities’ major 
regeneration projects, further restricting 
the cities’ ability to compete and to 
generate sustainable growth. A wider 
range of financial mechanisms is required, 
and in particular mechanisms such as an 
ADZ, that provide cities with the ability to 
first generate and then capture long-term 
revenue streams that can be leveraged 
into upfront capital funding for enabling 
infrastructure. Providing cities with tools to 
enable them to share in the ‘growth 
dividend’ is likely to be a powerful incentive 
for concerted and co-ordinated action 

and investment in projects that are critical 
to the economic futures of some of our 
most important urban centres.  

Headline findings
The headline findings emerging from the 
case studies and supporting evidence are 
as follows.

There is demand for greater investment  
in large-scale urban regeneration projects 
in the Core Cities, and in particular for 
‘forward funding’ of enabling infrastructure. 
This demand is matched by a strong 
appetite among local authorities  
for greater financial devolution and 
innovative use of new local funding  
tools and vehicles.

It is recognised that some city-wide 
infrastructure investment could be 
generated via existing financial 
mechanisms. For instance, this report 
highlights how Nottingham City Council 
has sought to finance the extension of the 
Nottingham Express Transit through a 
Workplace Parking Levy. However, a single 
financing approach will not be suitable for 
all investment scenarios across the Core 
Cities – different models for financing 
infrastructure will be required depending 
on the nature of the project, its location 
and the scale and type of development.

Large-scale regeneration projects, such  
as those highlighted by the Birmingham, 
Leeds and Sheffield case studies, have the 
potential to offer substantial benefits to the 
local, regional, and national economies. 
But, they require significant enabling 
infrastructure investment in order to be 
delivered in full. 

Government proposals for new financial 
mechanisms (such as the Community 
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Infrastructure Levy and Business  
Rate Supplement) can contribute  
much-needed funds towards urban 
regeneration, but are unlikely (on their 
own) to generate sufficient additional 
revenue to fund the substantial 
infrastructure needed to support  
large projects. 

The evidence in this report suggests that 
there are quantifiable benefits to be 
gained from experimentation with new 
and innovative forms of local financing. 
Our analysis of the ADZs and RIF concepts 
suggest they would help cities deliver 
regeneration schemes in full, unlocking 
significant socio-economic benefits. 

Bridging the infrastructure funding gap 
with these new financial tools offers 
quantifiable benefits to the Core Cities  
and their wider city regions. If the projects 
considered in the Birmingham, Leeds and 
Sheffield case studies were to be delivered 
in their entirety, they could collectively 
generate an additional 26,000 new jobs, 
6,150 homes and growth (GVA) of £1billion 
a year. This represents a potential increase 
in housing, employment and economic 
activity outputs of between 50 to 80%. 
These outputs would be generated by an 
investment of less than 1% of the annual 
national business rates’ take. The case 
studies provide clear evidence that a 
more innovative mix of funding tools  
could help unlock substantial additional 
economic and employment outputs  
from existing projects.   

ADZs would allow cities to ‘participate in 
the growth dividend’ (ie. allow local 
authorities to capture incremental value  
in the form of tax revenues generated  
from new development). In order to do 
this, cities require the power to retain, for  
a long-term period, local tax revenues 

(such as business rates) enabling funds  
to be raised for investment through the 
securitisation of those revenues. 

Conclusions
The findings in this report suggest that a 
change in the Government’s approach 
towards local financing could deliver 
significant rewards for the Core Cities and 
their city regions, regions, and other areas 
of the country. By providing additional 
funding for investment in regeneration 
and enabling infrastructure, the Core 
Cities will be better placed to meet their 
housing, employment and growth targets. 
The case study analysis also demonstrates 
that innovative funding tools provide  
a return on investment and result in  
an eventual net gain to Government 
central revenue.

Going forward, the CCG will seek to 
prioritise regeneration projects with the 
greatest potential for unlocking further 
regional economic growth, while seeking 
to work alongside the Government, 
Regional Development Agencies, the  
new Homes and Communities Agency 
and local business communities to  
pursue greater financial devolution.

The CCG aims to undertake more work  
on the feasibility of local financing, and  
to seek the support of Government  
and other public agencies to pilot new 
and innovative financial tools to unlock 
long-term and sustainable city growth.
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The Core Cities Group is concerned 
about the lack of investment in 
new infrastructure, investment 
that is critical to their economic 
success. It is also concerned that 
major regeneration projects are 
being delayed due to an inability 
to fund upfront infrastructure –  
a problem made more acute by 
the impact of the credit crunch. 

In October 2007, CCG 
commissioned Pricewaterhouse-
Coopers LLP to work with it to review 
current local authority funding 
tools for major urban regeneration/ 
infrastructure projects in the Core 
Cities, and, in light of the evidence, 
to highlight the limitations that 
may exist in current funding 
mechanisms and make proposals 
for new financial tools that seek 
to address the infrastructure 
investment needs of the  
Core Cities. 

The funding analysis is based 
around four live case studies: 

Birmingham – funding 
regeneration of Eastside  

Leeds – funding regeneration of 
the Aire Valley

Nottingham – funding Nottingham 
Express Transit Phase Two 

Sheffield – funding regeneration 
in the Lower Don Valley  

Additional information and 
comment has been taken from  
a variety of sources, including:

Desk-based research and •	
policy appraisal 

Questionnaires completed by •	
each Core City

Steering group discussions and •	
meetings with stakeholders

An independent survey of •	
senior local authority leaders 
and other senior stakeholders 
on attitudes towards local 
financing.

Foreword
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England’s Core Cities make a  
vital contribution to the national 
economy, and play an important 
role in meeting the Government’s 
social and environmental policy 
objectives. The economies of 
surrounding subregions are 
heavily reliant on the performance 
of these cities, with some city 
regions producing 50% and  
more of their entire region’s 
economic output.

After a prolonged period of 
decline and weak competitiveness 
during the 1980s and early 1990s, 
the Core Cities have undergone 
a dramatic transformation.  
Their economic performance 
has steadily improved, and most 
cities have experienced significant 
reductions in unemployment and 
better public services. City centres 
in particular have also benefited 
from investment in housing and 
the ‘urban renaissance’.  

Despite these welcome 
improvements, the Core Cities 
are still underperforming relative 
to London (and most major cities 
in the South) and similar cities in 
the EU. In particular, the Core 
Cities continue to suffer from a 
lack of economic diversity, poor 
levels of educational attainment, 
concentrations of deprivation 
and worklessness, and a lack of 
business investment. Studies by 

the Centre for Cities, CCG and 
the OECD also highlight the 
persistent underinvestment in 
city-wide and regional 
infrastructure. 

In a bid to tackle these  
problems and boost economic 
performance, most of the Core 
Cities have embarked upon 
major urban regeneration 
programmes. Whether with a 
focus on creating new housing 
stock or providing extra commercial 
space, redeploying existing 
urban assets or developing 
additional transport links, these 
programmes aim to rejuvenate 
communities, provide new 
employment opportunities and 
stimulate further economic growth.

However, such programmes  
often require significant upfront 
investment in land preparation 
and vital enabling infrastructure 
(particularly transport) to support 
growth. Securing and sustaining 
this investment is a major and 
pressing challenge for all the 
Core Cities – a view supported  
by an independent survey of 
attitudes towards local financing 
(see appendix A). Despite significant 
increases in public funding for 
infrastructure and the more 
volatile economic climate, the 
demand for enabling transport 
projects remains strong. In most 

Introduction
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of the Core Cities there is also a backlog of 
underfunded capital projects. This situation 
has been exacerbated by ‘bottlenecks’  
in the process of funding infrastructure, 
which according to the All Party 
Parliamentary Urban Development Group 
“creates additional costs and delays, 
significantly increases risk, and sometimes 
threatens the viability of development 
schemes or future investment” (2007).

The Government continues to maintain  
a tight grip on local government finance, 
but has adopted a more devolved (albeit 
incremental and piecemeal) approach 
towards funding local economic 
development. The recent batch of reforms 
and legislation that followed the Lyons 
Inquiry (2007) and the Local Government 
White Paper (2007) offer more financial 
freedoms for local authorities and wider 
use of PPPs for local capital projects.  
The Government is also preparing to 
introduce new funding tools to support 
economic development, such as the 
Community Infrastructure Levy (Planning 
Bill 2007) and the Business Rate 
Supplement (BRS White Paper 2007) –  
as well as extending the Local Authority 
Business Growth Incentive Scheme and 
reforms to housing and regeneration 
funding systems in the Homes and 
Regeneration Bill (2007). The Housing 
Reform Green Paper, promised for the  
end of 2008, is also expected to give  
local authorities new financial freedoms  
in respect of affordable housing.  

The Government’s proposals taken from 
the (ongoing) Review of Subnational 
Economic Development and Regeneration 
(2007) suggests potentially significant 
changes to regional and subregional 
economic policy, including greater 
delegation of RDA funding to subregional 
bodies and local authorities, a new duty 

on local authorities to assess their local 
economies, and new legislation for local 
councils to set up subregional economic 
development authorities that enable 
pooling of economic development 
resources and responsibilities.

While welcome, many of these initiatives 
are targeted at housing-led developments 
in the Growth Areas in the South East. 
Betterment levies and new ‘roof tariffs’ 
have also been overshadowed by the fall 
in house prices and the credit crunch. 
Moreover, the evidence presented in this 
report suggests that this range of existing 
and emerging tools (and joint venture 
vehicles) will only be able to meet investment 
needs in some cases. For many major 
capital projects, these reforms and new 
funding tools are unlikely to be sufficient,  
at least in their present form. Even when 
used together, they may not generate 
enough additional revenue to meet the 
infrastructure required in the Core Cities. 

However, it is feasible that some of these 
emerging funding tools together with 
greater financial flexibility could provide 
enough of a reliable income stream to 
enable local authorities to prudentially 
borrow from the Public Works Loan Board 
to raise additional funds. 

Nevertheless, even when this is taken into 
consideration, the case studies contained 
in this report indicate that the Core Cities 
are likely to need even greater financial 
flexibility in order to secure the rates of 
sustained public and private investment 
necessary to deliver projects such as those 
featured in the case study examples, 
deliver enhanced employment, housing 
and other outputs, and improve their 
overall economic performance. 

This report examines a number of the 
complex issues and challenges involved  
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in funding, enabling infrastructure  
in the Core Cities. The analysis and 
commentary is divided into the following 
connected sections:

Section 1: ‘Policy Context’ outlines a brief 
policy context, giving some background  
to the current debate around new forms  
of financial devolution for cities.

Section 2: ‘Financial Devolution’ highlights 
the existing barriers to increasing 
infrastructure investment and outlines  
two emerging financial tools (Business  
Rate Supplements and the Community 
Infrastructure Levy) and two new financing 
concepts (Accelerated Development 
Zones, and Regional Infrastructure Funds).

Section 3: ‘Core City Case Studies’ 
highlights a series of case studies from  
four Core Cities: Birmingham, Leeds, 
Nottingham and Sheffield. Each case 
study covers a range of challenges and 
barriers and highlights the strengths and 
limitations of existing, as well as newly 
proposed, approaches to funding growth. 

Section 4: ‘Managing Risk’ sets out some 
of the potential risks associated with 
emerging and new funding proposals, 
and considers how they might best  
be managed. 

Section 5: ‘Learning Lessons from the  
Case Studies’ draws together a set of 
observations and conclusions based on 
the analysis of existing, emerging and 
newly developed financial tools required  
to make the scale of projects considered 
in our case studies a success.

Appendix A: ‘Financing Local Growth 
Survey’ features a detailed breakdown of 
the results of a recently published 
independent survey of local government 
and business leaders regarding key 
infrastructure investment issues.

Appendix B: ‘Appraisal of existing and 
emerging financing tools’ considers the 
implications of the case study analyses 
regarding the potential efficacy of existing 
and emerging financing arrangements  
in terms of providing upfront investment in 
enabling infrastructure.

Appendix C: ‘Accelerated Development 
Zones’ features detailed consideration  
of how ADZs may be established, the 
characteristics they may exhibit and how 
they could be managed.

Appendix D: ‘Regional Infrastructure 
Funds’ looks at how such funds could be 
set up, and considers how they could  
be managed. 

Appendix E: ‘Social cost analysis’ 
considers the wider social savings that 
could result from making the proposed 
investment in the Sheffield case study 
area.

Appendix F: ‘Case Study Assumptions’ 
provides a summary of the key 
assumptions used in modelling the impact 
of funding mechanisms explored in the 
case studies.

Appendix G: ‘Impact of changes to 
Minimum Revenue Provision’ considers the 
impact of changes to the arrangements 
for Minimum Revenue Provision in the 
context of funding arrangements identified 
in the case studies.
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The Government has been strong 
on the rhetoric of devolution  
and empowering city regions.  
The Local Government Minister, 
John Healey MP, for example, 
declared in 2006 that “Whitehall 
centralism is the biggest obstacle 
to progress. The real challenge  
is to devolve more power, policy 
decisions and resources from 
Whitehall to the regions, and to 
the local level”. In 2007, the Prime 
Minister declared that the 
Subnational Review would “signal 
a shift of focus to local authorities, 
open up the possibility of powerful 
city regions and give a clearer 
role for regions of England”.

The Treasury has since stated  
that “a devolved approach to 
economic development is best 
able to tackle the diverse factors 
that may be inhibiting growth in 
different areas, and to enable  
the different strengths of different 
places to be best utilised in the 
face of global economic 
competition and integration. 
Local authorities, in particular, 
must ensure that economic 
development is central to their 
mission and the policies to 
improve wellbeing in their 
localities” (HMT 2007). 

Government ministers have 
stressed the need for sustained 
investment in new and 

replacement infrastructure. 
Following the Eddington Transport 
Review (2006) the Government 
announced that it would 
substantially increase transport 
spending, expand PFI for 
infrastructure projects and 
modernise infrastructure 
procurement. The Planning Bill 
before Parliament also includes 
proposals to streamline the 
planning process to fast-track 
major infrastructure projects. 
Network Rail’s plans to consider 
the case for five new high-speed 
rail routes, the Crossrail Bill, the 
establishment of a £3billion 
Transport Innovation Fund,  
and Government statements  
on investing in nuclear power  
and flood defences also  
represent further evidence of 
renewed interest in improving  
the nation’s infrastructure.

Spending review  
and PSA targets
Much of the policy focus on 
economic development and 
infrastructure has nevertheless 
been primarily around combating 
congestion and meeting housing 
shortages in the South. This is 
reflected in the Spending Review 
(2007/08–2010/11), which prioritised 
housing and transport investment 
in London and the Growth Areas. 

Policy Context1
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The Spending Review Settlement for 
example, provides for £1.7billion over three 
years for funding infrastructure in the 
Growth Areas. 

Despite the lower profile for regeneration 
and economic development in major 
urban centres outside the Growth Areas, 
the Government has set ambitious Public 
Service Agreement (PSA) targets that 
impact on the Core Cities. For example,  
the PSAs seek to achieve the following:

To raise the productivity of the UK •	
economy in a way that commits to 
sustaining high rates of economic 
growth, improving the standard of living 
and maintaining the UK’s position as a 
thriving economy.

To improve the economic performance •	
of all English regions and reduce the 
gap in economic growth rates between 
regions by maintaining macroeconomic 
stability to help businesses and 

individuals plan for the future, 
implementing reforms to tackle market 
failures in the underlying drivers of 
growth and devolving decision-making 
to the regional and local levels to ensure 
that delivery is responsive to the 
challenges of each particular area.

To deliver reliable and efficient transport •	
networks that support economic growth 
and to set out the strategy for managing 
urban traffic routes and the strategic 
road network, building on the progress 
already made on the rail network by 
setting a national target to increase 
capacity.

To increase long-term housing supply •	
and affordability, making progress 
towards meeting the Government’s 
ambition of at least 240,000 net 
additional homes per year by 2016.  
The PSA also sets a national target to 
increase the number of provided  
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affordable homes to 70,000 per annum, 
and commits to improve the energy 
performance and carbon footprint of 
new homes.

To build more cohesive, empowered •	
and active communities, which aims to 
create thriving places where there are 
shared values and a sense of belonging 
– people’s perceptions of their local 
communities will be key to measuring 
progress, alongside commitments to 
increase participation through volunteering 
and in a wide variety of cultural and 
sporting activities.

The extent of the impact of the credit 
crunch and fall in land values and house 
prices on the Government’s PSA targets  
is unclear, and will depend partly on  
how long the uncertainty continues.  
Public spending is nevertheless likely to 
remain under intense pressure, and if  
the downturn in the housing market 
continues, the Government will be hard 
pushed to meet its housing targets or its 
economic growth objectives. In an 
attempt to address these issues it is likely 
that more attention will be given to the 
prospect of generating new investment 
through PPPs and new innovative funding 
methods with a view to sustaining the rate 
of investment in infrastructure, housing 
and growth.

Subnational review
The Government acknowledges the need 
for supplementary finance (especially in new 
housing and housing-related infrastructure) 
and is supporting new local authority-led 
public-private delivery vehicles (such as 
Local Authority Housing Companies and 
Economic Development Companies), which 
marry public assets with private finance. 
The SNR consultation paper, ‘Prosperous 

Places: Taking forward The Review of 
Subnational Economic Development  
and Regeneration’ (BERR/CLG 2008)  
has meanwhile set in motion plans for 
city-wide collaboration on economic 
investment and transport, which links  
to current plans for the first round of  
Local Area Agreements and Multi-Area 
Agreements. The SNR implementation 
programme is also built around the new 
legislation for Business Rate Supplements 
and Community Infrastructure Levies,  
and the establishment of the new  
Homes and Communities Agency (HCA). 
Reforms are also underway to the Local 
Authority Business Growth Incentive, to  
the Prudential Code, guidance on local 
delivery vehicles and PFI projects, and  
on local asset management.

The SNR emphasised that decisions on 
funding regeneration and infrastructure 
are best made at the local or subregional 
level, but noted that the levers and powers 
to achieve this are currently lacking, and 
that local authorities often do not feel 
empowered to develop the strengths  
of their localities and effectively respond  
to economic change. As a result, the  
SNR committed the Government to  
the following:

Strengthening the local authority  •	
role in economic development by 
introducing a new statutory economic 
assessment duty. 

Reducing the number of indicators and •	
targets in Local Area Agreements. 

Placing more emphasis on economic •	
growth and enterprise in neighbourhood 
renewal programmes.

Establishing Multi-Area Agreements, •	
which are to be designed from the 
bottom up from subregional partnerships 
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with minimum Government interference 
(several areas are developing MAAs  
with support from Government Regional 
Offices and the first wave of seven MAAs 
were signed on 14 July 2008).

Supporting local authorities to establish •	
statutory subregional economic 
development authorities that enable  
the pooling of economic development 
resources through Multi-Area Agreements, 
as well as more formal arrangements 
should they wish for them, including 
mergers between local authorities, the 
strengthening of their relationship with 
other agencies (like the RDAs) and 
special-purpose vehicles (like Economic 
Development Companies).

Reviewing skills funding, including •	
delegating 14–19 funding to local 
authorities.

Streamline the regional tier and introduce •	
single regional strategies (outside London), 
with the RDAs designated as the regional 
planning bodies.

Give regions a greater say in the distribution •	
of regional funding, through a second 
extended Regional Funding Allocation 
(with greater delegation of funding and 
responsibility from RDAs to subregional 
bodies and local authorities).

Sharpen the focus of the Government •	
on subnational devolution – with clearer 
objectives and responsibilities within the 
Government and improved 
accountability arrangements, and the 
introduction of regional ministers. 

Abolition of the Regional Assemblies, •	
with further consultation on regional 
scrutiny and accountability 
arrangements including ‘Regional 
Forums’.  

The Government intends to legislate on 
these proposals by the end of 2008 (with 
implementation in 2009). According to the 
consultation paper, the development of 
the new Integrated Regional Strategy will  
be led by the RDAs, but prepared jointly 
with local authorities and all relevant 
partners in the region, to be signed off  
by the new Regional Forum. The aim is  
to achieve co-ownership of the vision for 
each region and its delivery, including  
for cross-boundary infrastructure projects. 

CLG and the Treasury are also considering 
granting local authorities greater flexibility 
over asset-management planning to allow 
for more innovation in local funding. Local 
authorities (and housing associations) are 
being encouraged to utilise their assets 
better to support new housing developments. 
A new asset management policy and 
revised prudential borrowing framework  
is expected to be published by the end  
of 2008.  

Integrated policy-making
The Government is seeking to promote 
integrated policy-making in part through 
the new Local Development Frameworks, 
revamped RDAs, greater empowerment  
of local authorities, and voluntary  
Multi-Area Agreements. The strengthening 
and extension of Passenger Transport 
Authorities and new powers to develop 
local road-pricing schemes are designed 
to help in this respect. Similarly, local 
financing may benefit from the provisions 
in the Housing and Regeneration Bill, 
which gives councils more freedom over 
their housing revenues and expenditure, 
and gives the new Homes and Community 
Agency a more cross-cutting remit,  
tasked to support local innovation and 
area-based regeneration partnerships.  
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A more market-led approach through the 
HCA could encourage faster development 
of more investment/equity-based schemes, 
with council, housing associations and 
other local partners offering land and 
property. According to the DCLG, the core 
outcomes the new HCA (due to be fully 
operational in or before April 2009) is 
expected to deliver include:

Increased supply of housing (especially •	
affordable homes)

Regeneration of underperforming  •	
urban centres and neighbourhoods

Transformation of disadvantaged estates •	
by promoting mixed communities

Better use of public sector assets •	
(particularly land)

Improved efficiency, leverage,  •	
spreading best practice, building 
capacity in partners and developing 
skills and knowledge needed to  
make better places

Levering in additional private sector •	
finance from new and existing lenders 

Driving the adoption of high and rising •	
environmental standards (including low 
and zero carbon homes).

The Government has stated that the new 
agency will develop a toolbox of support  
for partners to direct investment and 
undertake development in its own right. 
However, it is still unclear to what extent the 
HCA (and RDAs) will support new financial 
tools or new city-wide delivery vehicles.

The introduction of pooled inter-departmental 
funding schemes, such as the £300million 
Community Infrastructure Fund (CIF), is 
intended to support better joined-up 
delivery and complement the development 
of new funding tools. Expansion of the 
Local Authority Business Growth Incentive 
(LABGI) is expected to provide a further 
(albeit small) source of extra income for 
economic development projects, although 
the scheme has so far been disappointing 
(see section 3). The Government also 
hopes that its new Area-Based Grant 
regime (whereby CLG makes one grant 
payment, rather than a series of small 
grants from a number of departments) will 
reduce bureaucracy and streamline local 
government financial systems.  

Outstanding issues to  
be tackled
The broad policy context for the economic 
development of the Core Cities is now firmly 
rooted in more devolution, more joined-up 
policy formulation and delivery, fewer targets, 
and more partnership working, especially 
at the city-wide and subregional levels. 
However, in several policy areas it is still 
unclear as to the extent and pace at which 
powers and resources might also be 
devolved to a city or city-wide authority.  
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For example, a significant proportion of 
new regeneration funds, such as the New 
Deal for Communities programme and  
the £1.5billion Working Neighbourhoods 
Fund, is often grant funding to specific 
neighbourhoods and can’t be easily 
utilised to complement new local  
financing schemes.  

Maximising the potential of new funding 
tools will also require careful long-term 
planning and strong governance 
arrangements (especially in regard to 
synchronised forward-funding schemes,  
like the Milton Keynes ‘roof tariff’, which  
is supported by English Partnerships).  
The skills, capacity and policy architecture 
to support these long-term arrangements is 
largely untested, although there are lessons 
to be learnt from the PFI programme. 

There are also uncertainties about the 
Government’s commitment to streamline 
the array of different funding structures, 
strategies and systems, and how the 
proposed new National Planning Policy 
Statements (in the Planning Bill, which is 
currently before Parliament) will fit with local 
and regional spatial plans. The Treasury 
has already said that the proliferation of 
strategies and funding streams, and poor 
co-ordination across administrative 
boundaries is a major barrier to the 
establishment of PPPs. In addition, there are 
concerns over the forthcoming adoption  
of new European financial accounting 
standards, which could further complicate 
the issue around classification of local 
authority borrowing and whether debt is  
on or off the Government’s balance sheet.

The tightening of the public purse and  
an anticipated economic slowdown will 
inevitably have a major impact on the 
opportunity for new forms of local financing. 
Although on the one hand a credit crunch 

will work against new schemes, it will also 
place a higher premium on public-private 
collaboration to lever in more private 
finance for infrastructure improvements to 
underpin investment confidence. It will also 
demand greater scrutiny and evaluation  
of both delivery vehicles and major 
projects, and arguably require the public 
sector to take a greater share of risk. The 
overall costs of developments (especially 
housing-led schemes) may also increase 
owing to higher eco-standards and new 
environmental planning requirements. 

Policies for more financial devolution may 
emerge from Parliament and Whitehall 
when the markets are least inclined to take 
on new investment risks in more difficult 
areas. This could lead to the Government 
having to offer fiscal and other incentives to 
bolster interest in new local funding tools, 
especially in places where there is a 
pressing need for gap funding. It may  
also give added encouragement to some 
cities to further develop bespoke funding 
arrangements and delivery models.

Policy direction
The policy landscape for regeneration and 
urban renewal is nevertheless changing,  
in part owing to the success of the Core 
Cities. Reliance on traditional grant-aid,  
EU funding and inward investment has 
declined, with more projects funded 
through PPPs and joint ventures (often led 
by local authorities and supported by 
public agencies, like English Partnerships 
and RDAs). There has simultaneously been 
a rapid rise in the number of area-based 
programmes and local PPP delivery bodies, 
as well as a greater emphasis on using 
public land and property, especially for 
new housing developments.   
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The Government has also placed much 
greater stress on eco-efficiency, with higher 
targets for CO2 reduction and reuse of 
brownfield land. This more environmentally 
friendly approach to housing and growth 
has fostered a more holistic and joined-up 
approach to project development. 
However, although public intervention is 
arguably less siloed and there are fewer 
targets and fewer funding streams, most of 
the financing for local capital projects is 
determined centrally (albeit often routed 
through public sector agencies).   

After a prolonged period in the ‘economic 
development wilderness’ local authorities 
have begun to take a more active role in 
infrastructure investment and regeneration 
(albeit unevenly). Many are using their new 
freedoms, flexibilities and expertise to lead 
major projects. This has been helped by 
increases in mainstream funding for local 
services (and for housing and transport),  
as well as by the successes of local  

delivery partnerships in leveraging in 
additional finance from the private sector. 
However, under current arrangements 
there are severe limitations to what local 
authorities can achieve in regard to 
funding major capital projects. There are 
also concerns that local authority funding 
will be more constrained by growing 
macroeconomic uncertainty.
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Cities need infrastructure to 
create the capacity to grow.  
That infrastructure can take  
many forms ranging from hard 
infrastructure, such as environmental, 
transport or utilities, to the softer 
infrastructure needed to support 
communities such as schools, 
hospitals and the public realm. 
There is growing demand in the 
Core Cities for new funding tools 
and increased flexibility to support 
regeneration and related 
infrastructure development.  
A recent PwC/Centre for Cities 
survey of local government and 
business leaders’ attitudes 
towards local financing 
demonstrated strong support for 
greater financial devolution for 
economic development (see 
appendix A). The survey highlighted 
that local leaders are confident 
that their cities can grow and 
develop over the next decade, 
but 98% said that infrastructure 
issues are preventing their area 
from achieving its full potential. 
Furthermore, 81% of local authority, 
local business, and third sector 
respondents believed there is  
an urgent need for increased 
investment in local infrastructure 
(especially local transport), with 
only 10% supporting maintaining 
the status quo of current funding 
arrangements. In addition, 86%  
of respondents were in favour of 

using emerging local funding 
tools, such as Business Rate 
Supplements and Roof Tariffs, to 
help bridge the investment gap.

The Government acknowledges 
the need for more local investment 
and has begun to devolve more 
funding powers to local authorities 
and local delivery agencies. 
However, concerns remain within 
the Core Cities that the current 
incremental approach to financial 
devolution does not go far enough, 
and in itself will not provide enough 
funding (and of the appropriate 
type and scale) to deliver the 
infrastructure required. These 
concerns are compounded  
by uncertainty in the financial 
markets and the pressure on 
public spending.

A review of experience among 
the Core Cities Group suggests 
that there are particular problems 
with local regeneration funding, 
such as the pooling of resources, 
funding availability and accounting 
treatment, as follows.

Pooling resources 
Project funding at the city level  
is fragmented, with sponsors 
often having to satisfy multiple 
agencies and stakeholders, each 
operating to different timescales 
and objectives.

Financial Devolution2
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The proliferation of LAAs and introduction 
of MAAs acknowledges the need to pool 
resources. However, much of the funding 
cities can access for local delivery is still 
silo-based. The Core Cities Group argues 
for more flexibility to pool existing funding 
streams and, in particular, that any new 
funding streams should be designed with 
flexibility of use as a priority.

Funding availability
There is a shortage of funding to support 
project costs in relation to feasibility studies, 
technical support and procurement for 
large-scale investment schemes. There is 
also a lack of upfront capital investment 
finance to pump-prime investments or 
provide contributions for projects.

Cities have the power and flexibility to 
borrow under the prudential code to 
provide additional resources, but their 
ability to do so is constrained due to 
limited access to future income to repay 
borrowing. This situation is highlighted  
by the public sector ‘equalisation’ policy 
whereby many of the direct financial 
benefits arising from local investment 
strategies, such as additional business 
rates, are immediately lost to the city 
funding the growth.

The range of funding streams available  
for Core Cities and the amount of potential 
funding available under each stream 
fluctuates over time. For example, the 
Government introduced Transport Innovation 
Funding (TIF) to support major transport 
projects and promote usage charges 
while at the same time, the availability of 
European Regional Development Funds 
(ERDF) support has reduced dramatically 
in recent years. 

Accounting treatment
Accounting constraints under the current 
application of the Prudential Code  
present a challenge to all the Core Cities. 
The manner in which local authorities 
account for capital assets in certain 
situations makes investment in assets 
difficult to sustain.

In particular, the Minimum Revenue 
Provision has been an issue. While recent 
revisions have brought welcomed 
increased flexibility for cities, stakeholders 
feel there is still room for more to be done 
to maximise the proportion of total costs 
that can be met from local revenues 
generated by development.

New funding tools  
and vehicles 
In order to understand how these barriers 
may be overcome, the Core Cities Group 
has put forward four ‘live’ case studies  
(set out in full in the next section) that 
illustrate some real-life examples of the 
major projects they are trying to fund. 
These projects each have the potential  
to offer a range of economic, social and 
environmental benefits and could be 
critical to unlocking regional growth 
potential. Each study considers how two 
newly emerging funding mechanisms – 
the proposed Business Rate Supplements 
and the Community Infrastructure Levy – 
might individually or collectively provide 
the additional funding needed to help 
realise the potential of the schemes  
set out. 

Other tools and mechanisms, such as the 
Local Authority Business Growth Incentive 
(LABGI) and Business Improvement Districts 
(BIDs) have not been included in the analysis, 
as they were not considered to have the 
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capacity to significantly impact upon the 
delivery of the projects in question.

Business Rate Supplement (BRS):  
This financial tool will enable cities (and 
other upper-tier authorities) to levy an 
additional 2p supplement on the national 
business rate within their area. Funds 
generated by BRS would be retained 
locally, and could be used to underpin 
prudential borrowing and other forms of 
capital financing to generate additional 
infrastructure investment.

Community Infrastructure Levy (CIL):  
CIL will be a standard charge decided  
by designated charging authorities, and 
levied by them on new development to 
ensure that developers contribute to the 
infrastructure improvements required to 
make new communities economically 
and environmentally sustainable. 

The case studies suggest that while these 
new funding tools are helpful, individual 
mechanisms like BRS and the CIL will still 
leave cities routinely struggling to deliver 
large-scale area-based regeneration 
projects where significant upfront 
infrastructure investment is needed.  

In response to this funding gap for larger 
scale projects in cities’ funding capabilities, 
this report considers two new financing 
proposals – Accelerated Development 
Zones, and Regional Infrastructure Funds – 
that could be combined with BRS and  
CIL to provide a wider and more effective 
range of funding mechanisms to address 
infrastructure investment needs.

Accelerated Development 
Zones (ADZs)
The Accelerated Development Zone (ADZ) 
concept is based on that of Tax Increment 
Financing, pioneered in the US (see box 1). 

It is designed to allow cities to ‘participate 
in the growth dividend’ – or, in other words, 
allow local authorities to capture incremental 
value in the form of tax revenue generated 
from new development. In order to do this, 
cities require the power to retain long-term 
local tax revenues generated from 
development, such as business rates, 
allowing funds to be raised for investments 
through securitisation of those revenues.

This concept may be considered a 
challenge to the principles of equalisation 
but the evidence in the following Case 
Studies indicate that without some 
prioritisation of investment and link between 
investment and returns, future projects will 
be delayed or not happen. Once investment 
has been repaid, future income streams 
could be redirected to their normal ’home’.

Key aspects of the concept include  
the following:

ADZs would be strictly defined physical •	
areas linked by a common infrastructure 
requirement

Within ADZs, local authorities could •	
reinvest additional business rates that are 
supplementary to the existing revenues 
for the area, and use that income to 
raise funding for upfront infrastructure

New business rates would be reinvested •	
for a maximum of, say, 20 years or until 
funds raised to invest in upfront enabling 
infrastructure are repaid

There would not be a blanket entitlement •	
to use ADZs, but cities would need to 
make the case to the Government so 
that designated zones create the 
maximum sustainable economic impact

Approved ADZs would therefore need to •	
meet strict criteria on achieving accelerated 
growth and multiplied outputs.
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BOX 1: Tax Increment Financing (TIF) in 
the USA

Tax Increment Financing (TIF) is a tool  
that has been used for redevelopment  
and community improvement projects 
throughout the United States for more  
than half a century.

TIF is a financing tool designed to forward-
fund key infrastructure improvements, and 
works by deploying the projected future  
tax gains of those improvements to finance 
the infrastructure itself. For example, when  
a public project such as a road, school,  
or hazardous waste cleanup is carried  
out, there is an increase in the value of 
surrounding real estate, and often new  
and additional investment in the area.  
This increased site value and investment 
creates more taxable property, which in 
turn increases potential tax revenues.  
These increased tax revenues are the  
‘tax increment’. Tax Increment Financing 
dedicates this increased revenue to  
finance debt issued to pay for the initial 
infrastructure development.

Typically, TIF is designed to channel funding 
toward improvements in distressed or 
underdeveloped areas where development 
would not otherwise occur. In other words, 
TIF creates funding for public projects that 
may otherwise be unaffordable to localities.

Today 49 states and the District of Columbia 
have enabling legislation for Tax Increment 
Financing. Arizona is now the only state 
without a TIF law.

Further consideration of how ADZs may be 
established, the characteristics they might 
exhibit, how they could be managed, and 
issues for further discussion have been 
included in appendix B.

Regional Infrastructure  
Funds (RIFs)
The aim of RIFs is to promote strategic 
infrastructure investment, with a focus on 
joining up programmes and funding 
streams to front-fund projects. The South 
West Regional Development Agency 
(SWRDA) has recently launched the first  
RIF, which is likely to be critical in 
supporting the delivery of key enabling 
infrastructure in the South West.  

The RIF approach may also provide an 
opportunity to utilise European Funding 
through the Joint European Support for 
Sustainable Investment in City Areas 
(JESSICA) programme. The programme 
promotes use of EU funding within PPPs  
on a coinvestment basis and could help 
to increase the amount of funding that 
RIFs could attract. 

Key aspects of this concept include:

A RIF would be established through  •	
the top slicing or reallocation of existing 
infrastructure funding

The fund would be able to operate in a •	
‘banker role’ whereby the fund provides 
either upfront finance, or finance-  
raising guarantees, to facilitate project 
investment. This facility would enhance 
the effectiveness of other mechanisms, 
such as CILs and the proposed ADZs, 
providing the upfront finance to be 
repaid by future CIL and ADZ revenues

Investment by the fund could be wholly •	
or partly repayable, where future income 
can be identified

There could be provision for fund •	
investments to attract an interest  
coupon return

There could be potential for the fund  •	
to take equity stakes in schemes
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The fund would have the ability to invest •	
in ‘soft’ infrastructure, eg. education and 
culture, to provide the wider infrastructure 
needed to support growth.

Further details on Infrastructure Funds are 
included in appendix C. 

The evidence from the case studies in this 
report indicates that BRS and CILs on their 
own are not sufficient to meet the funding 
gaps that are holding major regeneration 
projects back. In most instances it requires 
a mix of CIL and /or BRS with a RIF and 
ADZ. This mix of new financial mechanisms 
could provide cities with the ability to 
generate new long-term revenue streams, 
which can be turned into upfront capital 
funding for enabling infrastructure 
investment. Such funding packages could 
include other grant and equity-based 
funding streams. This more integrated 
approach to funding offers greater 
confidence to the private sector. As a 
result, land prices may rise more quickly 

than under less secure funding packages, 
potentially allowing the public sector 
where it owns or holds an interest in the 
land or through S106 or CIL to capture 
further additional value.
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The previous sections of this report 
have considered the growing 
policy momentum behind financial 
devolution as well as the barriers 
that exist to increase investment 
in key enabling infrastructure, and 
they have identified a range of 
emerging and new financial tools 
that could be used to overcome 
these barriers. The following section 
reviews four live Core Cities’ case 
studies, with reference to the 
potential efficacy of emerging  
and new financial tools in 
generating additional revenue  
to fund the provision of key 
enabling infrastructure.

The four case study cities are:  
Birmingham City Council – 
Eastside  
Leeds City Council –  
The Aire Valley 
Nottingham City Council –  
Tram Extension 
Sheffield City Council –  
The Lower Don Valley

These case studies cover a range 
of challenges and barriers and 
highlight the strengths and 
limitations of existing, as well as 
newly proposed, approaches to 
funding growth. In particular each 
case study provides evidence of:

Major regeneration projects •	
being delayed due to an 
inability to forward-fund 
enabling infrastructure

The challenges faced by cities •	
in attempting to finance key 
infrastructure projects

The effectiveness of financial •	
tools currently available, and 
the potential for new proposed 
mechanisms such as ADZs and 
RIFs to deliver

The difficulties related to funding •	
projects as well as the potential 
economic ‘prize’ if schemes 
can be successfully delivered

How any funding gaps could •	
be addressed

The additional benefits new •	
funding approaches could offer.

The information within each case 
study has been provided by the 
relevant Core City. The key 
underlying assumptions used in 
the case studies are summarised 
in appendix F. PwC has not 
sought to verify or test underlying 
assumptions and it should be 
noted that the information relates 
to specific existing projects and 
the assumptions used are 
representative of a point in time. 
While detailed information and 
figures will change as each of the 
case study projects progress, the 
cities believe that the key 
challenges they illustrate will not 
alter over time without new 
approaches to financing delivery.

Core City Case Studies 3
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Case Study I 
Leeds – Aire Valley Regeneration Project

Leeds has attracted significant private 
sector investment in property, leisure and 
business which has dramatically changed 
the look and feel of the city. However, the 
pace of change has been so rapid that 
further public sector investment in 
infrastructure is urgently needed. 

Despite experiencing a general rise in 
living standards, there are still very 
significant pockets of deprivation within 
the city. Leeds still has over 149,000 people 
living in the 10% most deprived 
communities in the country, and even 
though the city has experienced 
economic growth, there has been little 
significant reduction in the number of 
people on benefits since 2001.

The Council remains committed to closing 
the gap between the more successful 
communities and those that are more 
deprived, and recognises that investment 
in infrastructure to facilitate new jobs, better 
transport links and housing development 
is central to achieving that aim. 

The Council’s capital programme will fund 
over £1billion of expenditure over the next 
four years and will go some way toward 
meeting the city’s aspirations, but many 
challenges remain, not least in identifying 
and securing the investment required for 
the Aire Valley Regeneration Project. The 
Aire Valley project is widely recognised as 
important to meeting the City’s long-term 
housing and growth ambitions.

This is one of the major infrastructure 
challenges that the city will face in coming 
years and it is important to understand this 
wider context of need, which is by no 
means unique to Leeds among the Core 
Cities, as they struggle to balance issues of 
housing, transport, climate change 
measures and more besides.

Other pressing issues in Leeds include  
the following.

Flood alleviation – the Council is providing 
funding to meet the most urgent needs 
but, in the longer term, much more may 
need to be done. For example, a 
comprehensive flood defence scheme  
for the city centre, to which the Council 
would need to contribute, could cost in 
excess of £100million.

Housing – while much of Leeds’ housing 
market is still buoyant, the inner urban 
area is characterised by large numbers  
of small terraced and back-to-back 
houses often affected by blight, negative 
equity and poor social conditions.  
Equally, many Council estates are 
characterised by low demand, high 
turnover, high numbers of voids and  
high social deprivation. The Council is 
addressing some of these issues through 
its Decent Homes programme and 
regeneration schemes such as the  
East and South East Leeds Regeneration 
Initiative (EASEL), which will represent  
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an investment of more than £1billion, but 
much more needs to be done.

Transport – Leeds faces significant 
challenges following the rejection of its 
supertram bid. Although two major road 
building schemes are underway, the city 
still faces a significant backlog of highway 
repairs. The Local Transport Bill raises issues 
for the future governance of transport in 
the regions and the Council is working 
closely with the Core Cities to engage the 
Department for Transport and other 
partners to ensure that transport links and 
infrastructure are able to support plans for 
economic growth and regeneration. 

Employment and deprivation – Leeds has 
experienced strong growth in the labour 
market with 113,000 new jobs created over 
the past two decades, more than any 
other Core City. Even so, deprivation levels 
in many inner-city communities remain 
worryingly high. Key challenges are to 
organise council services so that resources 
are better directed towards closing the 
gap between the most disadvantaged 
communities and the rest of the city, and 
to ensure that schools and community 
facilities meet the needs of local 
communities now and in the future. 

Waste strategy – the Council’s waste 
strategy includes a target of achieving 50% 
recycling levels for household waste by 
2020. Achievement of this target will still 
leave an estimated 180,000 tonnes of 
waste a year to be processed in the city. 
Over the next decade the escalating  
costs of landfill are likely to be prohibitive, 
so the Council is considering options for  
a residual waste management solution  
for which the capital cost could  
exceed £120million.

The scale of capital investment required  
to put in place the infrastructure needed 

to meet these challenges dwarfs the 
sources of funding currently available for 
the city. New and innovative financing 
solutions will be required if the Council’s 
aspirations for the Aire Valley and the city 
as a whole are to be met.

Regeneration in the  
Aire Valley
The Aire Valley Regeneration Project 
involves the redevelopment of the area 
south east of the city centre. This area is 
already home to over 400 businesses, 
employing in excess of 15,000 people,  
but there is potential to develop land 
further in order to create 29,000 additional 
jobs over the next 10 to 15 years. The 
development area (traditionally hosting 
manufacturing and heavy industry) covers 
1,000 hectares with over 400 hectares of 
land with potential for development. The 
Aire Valley offers the availability of large 
development sites that are accessible to 
the city centre, the motorway network and 
to residential areas of Leeds and adjoining 
towns. It is envisaged that the project will 
achieve the following key outputs:

Aire Valley Leeds to become a key •	
economic driver for the city and the 
region 

180 hectares of brownfield land to be •	
reclaimed and redeveloped

The environment to be revitalised •	
through investment in the open-space 
network, landscape treatment and 
quality design

The river/canal corridor to be •	
reinvigorated through investment and 
new sensitive development

The area to be reconnected with •	
surrounding communities
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The development proposed for the Aire •	
Valley will be transformational and is 
expected to deliver 7,000 new residential 
units, approximately 250,000 square 
metres of office space and 670,000 
square metres of industrial space.   
 

Proposed development 
programme and benefits
The scheme comprises a range of discrete 
developments providing office, residential, 
industrial and mixed-use opportunities. 
The programme of delivery for the scheme 
is set out below in figure 1.

This programme of development will 
transform the character of the area, 

turning it into a vibrant, thriving and 
environmentally sustainable quarter of 
Leeds. A transformation of this scale also 
has the potential to deliver major benefits 
for the local and regional economies –  
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

increasing business investment in the area 
and creating additional employment 
opportunities. Realising the full ambition of 
the project however, is contingent on 
delivering a major programme of 
infrastructure investment.

Table 1 sets out the infrastructure investment 
requirement for the Aire Valley area.

Figure 1 – Development programme
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Clarence Road
OFFICES 33,760 sq m
MIXED USE 7,240 sq m

RESIDENTIAL 1,425 units

Hunslet Riverside

MIXED USE 64,120 sq m
RESIDENTIAL 2,079 units

INDUSTRY 7,920 sq m

Cross Green Industrial Park

INDUSTRY 81,000 sq m

Knostrop

INDUSTRY 30,840 sq m

Thornes Farm

OFFICES 143,400 sq m
INDUSTRY 40,881 sq m

Stourton North

MIXED USE 37,700 sq m

Skelton Business Park

OFFICES 79,710 sq m
RESIDENTIAL 1,200 units

Bellwood/Skelton Grange

INDUSTRY 281,290 sq m

Stourton Corridor

INDUSTRY 55,670 sq m
MIXED USE 4,720 sq m

Leeds Valley Park

OFFICES 46,000 sq m
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Table 1 – Investment need

Infrastructure 
requirement

Cost £ 
(‘000)

Period

East Leeds Link Road 32,000 Open 
2008

Skelton Road Bridge 10,000 2008–2012

Pedestrian 
Cycleways

5,000 2008–2010

Remediation  
and Utilities

130,000 2009–2016

Public Transport  
and Utilities

55,000 2009–2014

Water Treatment  
Filter Beds

50,000 2008–2016

Total 282,000

Committed Funding (32,000)

Funding Gap 250,000

In order to assess how future infrastructure 
investment could be funded and the 
value for money of any such investment, 
two different scenarios have been 
considered:

Base case – the public sector has already 
committed £32million funding support for 

the East Leeds Link Road. It is anticipated 
that this investment will lead to some 
(albeit limited) development. The base 
case is the scale and nature of 
development that can be delivered 
without infrastructure investment 
additional to that committed to the link 
road. 

Full scheme – the full programme of 
infrastructure needed to realise the Aire 
Valley proposals is provided – enabling all 
scheme outputs and benefits to be 
realised in full.

Table 2 (below) summarises the 
projections in terms of:

Delivery outputs of the currently funded •	
programme (the base case)

Delivery outputs of the full proposed •	
infrastructure programme (the full 
scheme)

Net benefits that could arise as a result •	
of additional infrastructure investment.

Table 2 – Potential outputs

Base case development 
(currently committed 
infrastructure programme)

Proposed 
development  
(full infrastructure 
programme)

Net impact  
of additional 
infrastructure 
investment

Offices (sq m) 99,718 247,528 147,810

Commercial (sq m) 272,433 667,323 394,890

Total (sq m) 372,151 914,851 542,700

Residential  
(number of units)

3,504 7,704 4,200

Offices  
(number of employees)

5,200 13,000 7,800

Industrial  
(number of employees)

6,500 16,000 9,500

Total  
(gross number 
 of employees)

11,700 29,000 17,300
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Aire Valley – enabling 
investment need
The full realisation of the potential benefits 
of the project is dependent on the 
provision of substantial investment in 
infrastructure and remediation costs. 
These costs are exceptional and cannot 
be met from returns generated by 
commercial development. As such, the 
redevelopment of a major area of Leeds 
(and delivery of associated incremental 
benefits) is dependent on the ability to 
provide a range of upfront infrastructure 
investment. The latest estimate of the 
infrastructure funding gap is circa 
£250million (a study is currently underway 
to review these costs). Key components  
of the enabling infrastructure investment 
needed are as follows.

The area has been a focus for 
manufacturing and heavy industry, and 
large areas are heavily contaminated.   
Remediation costs are estimated at 
£100million.

Flood risk – some of the land within the Aire 
Valley, alongside the River Aire, is at risk of 
flooding and this includes some of the 
major development sites. Managing these 
risks through adaptation and mitigation is 
therefore an important issue.  

The Aire Valley is an important strategic 
location for utilities infrastructure. The 
Knostrop Waste Water Treatment Works is 
one of the largest treatment works in the 
UK, covering 136 hectares of land to the 
north of the river corridor. Significant 
investment is being made by Yorkshire 
Water to improve the process and reduce 
the environmental impact of the works. 
Efficiency gains will release additional land 
for development. To enable uses other 
than industry and distribution, such as 
housing, then future investment will be 
needed to remove any odour problems. 
The estimated cost of replacing the filter 
beds is £50million.

The provision of a high standard of 
accessibility to facilitate the movement of 
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people and goods into, out of, and 
around the Aire Valley is critical to the 
success of the overall vision for the 
regeneration of the area. Key elements  
of physical infrastructure, including  
the new Skelton Grange Bridge, are 
needed to enable vehicular access  
to development sites and to open up  
the public transport routes. The bridge  
is estimated to cost £10million.

Public transport infrastructure needs 
include provisions for bus access and 
interchange improvements, estimated to 
cost £55million.

The Aire Valley is being promoted to create 
an attractive location with vitality, variety 
and a positive sense of place. A key 
measure underpinning this goal is an 
aspiration to improve the street quality for 
pedestrians and cyclists. The estimated 
cost is £5million, including three 
footbridges and cycle routes.

The construction of the East Leeds Link 
Road (ELLR) will link Junction 45 of the M1 

with the Inner Ring Road east of the city 
centre. The ELLR will provide significant 
access improvements for the area and 
enable delivery of many sites. The ELLR is 
integral to the developments on the 
Skelton Moor Farm and Thornes Farm site, 
which will deliver 43,000 square metres of 
premium office space, 132,550 square 
metres of industrial units, a hotel and 
restaurants/bars. The ELLR is fully funded 
through a number of sources and will be 
completed in October 2008. Yorkshire 
Forward is underwriting the developer 
contributions towards the costs of ELLR, 
and when developments commence 
along the route they will claw back their 
contribution from landowners. 

The cumulative investment requirement 
needed to deliver the Aire Valley projects  
is shown over time in figure 2 below.  
The £32million of funding for the East Leeds 
Link Road is highlighted as committed 
funding, but most of the infrastructure 
remains unfunded. 
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Additional infrastructure investment would 
enable a range of employment and 
residential development, as well as 
providing environment and transport 
improvements. Figure 3 below illustrates 
cumulative forecast development outputs 
over the life of the scheme. The forecast 
outputs are reliant on £93million of upfront 
infrastructure during the first five years 
alone. This infrastructure includes the 
£32million earmarked for the East Leeds 
Link Road (ELLR).

Figure 3 Development outputs 

Key elements of the scheme – linking the 
investment profile (shown in figure 2) and 
the forecast outputs (shown in figure 3) 
include the following.

The Skelton Grange Bridge is important •	
to the early phase of development to 
enable access to development sites and 
open up public transport routes. The 
creation of 281,290 industrial units is 
dependent on the bridge.

The earliest date for bringing about •	
improvements to the Water Treatment 
Works is 2016. The £50million 
improvements will allow housing 

development to take place in the area. 
There are 3,000 housing units proposed 
on the site, which will be the main driver 
behind a new community, including a 
primary school, a medical centre, retail 
and leisure. 

Economic benefits
The potential economic benefits of  
these developments have been set out 
against two key economic indicators –  
 
 

employment growth and GVA. In calculating 
the economic impact of the development, 
an element of leakage, displacement, 
substitution and multiplier has been assumed, 
based on the following working definitions.

Leakage effects measure the proportion •	
of outputs that benefit those outside a 
project/programme or development 
target area or group.

Displacement refers to the proportion of •	
project outputs/outcomes accounted 
for by reduced outputs/outcomes 
elsewhere in the target area. 
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Table 3 -– Net employment effect – Aire Valley

 Base case Proposed development

High Low High Low

Gross direct effects 11,709 11,709 28,853 28,853

Leakage 10% 50% 10% 50%

Gross local direct effects 10,538 5,855 25,968 14,427

Substitution 5% 30% 5% 30%

Net of substitution 10,011 4,098 24,670 10,099

Displacement 25% 75% 25% 75%

Net local direct effect 7,509 1,025 18,502 2,525

Multiplier 1.3 1.1 1.3 1.1

Total net local effect 9,761 1,127 24,053 2,777

Base case 9,761 1,127

Net additional impact 14,292 1,650

Substitution reflects, in the case of this •	
project, the potential for existing 
businesses in the target area to relocate 
to new facilities.

Multiplier effects refer to the economic •	
activity, associated with additional local 
income and local supplier purchases.

The analysis of impacts is necessarily 
illustrative, as it depends upon a series of 
assumptions concerning the outcomes 
and timings of the proposed 
developments. In particular, in the 
absence of any detailed development 
plans, various assumptions have been 
made in relation to the following:

Employment densities – which have been 
based on historic average sectoral levels 
derived from English Partnerships’ data.

Gross Value Added (GVA) per employee 
levels – derived from Scottish Government 
sectoral data.

Net impacts – based on assumed 
development profiles with and without 
intervention and a range of displacement, 
substitution and leakage effects drawn 
from English Partnerships’ ‘ready reckoners’.

Similarly, the overall GVA impacts will 
depend on the actual timescales  
involved to secure the full development 
profile and the sustainability of the 
developments thereafter. 

Consequently, the actual outcomes may 
vary significantly from those currently 
portrayed and in particular may be much 
lower if: employment levels are less than 
envisaged; the profile of employment is 
focused more toward service/office based 
activities; the displacement and other net 
negative effects are higher than 
suggested by English Partnerships’ 
(generic) guidance; and the ‘active 
lifetime’ of the development is less than 
the 30 years currently projected.

Table 3 shows the impact of the 
development on employment based on 
‘high’ and ‘low’ impact ranges identified 
for similar types of projects in the English 
Partnerships’ best practice guidance. 

Once displacement, substitution, leakage 
and multiplier effects are taken into 
account, the net employment impact for 
the proposed development is forecast to 
be up to circa 24,000 jobs under a high 
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scenario (ie. a low proportion of 
displacement and substitution) and 
around 2,800 jobs under a low scenario 
(ie. a high proportion of displacement 
and substitution). The analysis undertaken 
demonstrates that the net additional 
employment effect of completing the  
full project could potentially generate  
up to circa 14,300 more jobs than under 
the base case.

Table 4 shows the forecast Gross Value 
Added (GVA) of the development under 
the current funding commitment (base 
case), the proposed development and 
the net impact that additional public 
sector intervention would achieve.

The proposed development could 
contribute an annual GVA of up to circa 
£1billion to the local economy, almost 2.5 
times higher than under the base case. 
The current public sector contribution to 

infrastructure investment of £32million 
would deliver development outputs that 
could contribute up to just over 
£400million of annual GVA to the local 
economy. The net impact of the 
additional public sector intervention 
required to deliver the full proposed 
development could generate over 
£590million of additional annual GVA.

Local investment tools
The challenge for Leeds City Council is 
how to fund the project and synchronise 
the investment. The infrastructure funding 
gap alone is estimated at £250million. To 

date, only £32million has been secured. 
Furthermore, that investment has partly 
been bankrolled by Yorkshire Forward, 
which has underwritten the landowner 
contributions to the ELLR. A legal 

Table 4 – Gross Value Added (annual)

Base case Proposed development Net impact

High Low High Low High Low

GVA £’000 405,000 46,000 999,000 114,000 594,000 68,000
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Figure 4 Business Rate Supplement Cash Flow

agreement is in place and developers will 
start repayments to Yorkshire Forward once 
construction commences on their sites.

Below we consider how existing and 
emerging funding tools might contribute 
to the funding need (see appendix B for 
more detail on each).

Business Rate Supplement (BRS) – If the 
Aire Valley was to benefit from 100% of the 
Leeds City BRS at 2p, then an additional 
£13million per annum could be raised, 
which would underpin a 20-year PWLB 
loan of approximately £157million2.  
This approach is not considered viable 
given that it requires the wider Leeds 
business community to pay a business 
rate supplement benefiting only one  
area of the city.

If a BRS of 2p were levied to business in the 
Aire Valley only, it would generate 
approximately £1.5million per annum in 
supplementary business rate revenues. 
The Council could potentially use the 
prudential code to borrow circa £19million 
over a 20-year term. Given the scale of the 
infrastructure needs for the development, 
the use of a BRS in the Aire Valley would 
have limited impact on the funding gap. 

Figure 4 below highlights the scale of  
the problem. 

Community Infrastructure Levy (CIL) – 
Using a ‘roof tariff’ similar to that initiated  
in Milton Keynes, and applying it to all 
residential development in the area at a 
rate of £5,000 per property, a further 
£38.5million could be raised from the 
development. If the tariff were limited  
to the 3,000 units at Knostrop, then 
£15million could be generated in receipts. 
This approach could provide a useful 
addition for other financing mechanisms 
(although it is noted in this instance that 
s106 contributions have already been 
utilised to secure investment for the new 
road), but a CIL set at this level would  
not, in isolation, be able to fund the 
infrastructure funding requirements for  
the Aire Valley project.

The emerging financing measures 
highlighted above do not individually have 
the capacity to fund a significant amount 
of the infrastructure needs of the Aire 
Valley. However, without sufficient upfront 
funding, development would be restricted 
and, at best, is likely to progress in a 
piecemeal fashion over a substantially 
longer timeframe than targeted. 

2 PwC/Centre for Cities – City Solutions: financing local growth – briefing paper number 5 August 2007
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Figure 5 below illustrates how a cocktail of 
CIL and BRS funding might help to move 
the project forward. However, even an 
amalgamation of these funding approaches 
would still be insufficient to meet the 
scheme’s full infrastructure needs.

Accelerated Development 
Zone (ADZ)
Given the limitations of using emerging 
financing mechanisms such as BRS and 
CIL, consideration has been given to how 
an ADZ might reduce the estimated 
£250million infrastructure funding gap. 

The Aire Valley project would certainly 
meet the precondition of additionality as 
the project will happen on a much-
reduced scale without significant new 
public sector intervention, yet it is capable 
of achieving greatly increased outputs 
{query sense} were the required investment 
available. An ADZ offers a means to 
capture future growth in the development 
in order to fund the required upfront 
infrastructure and would last for a specified 
time or until the principal amount of any 
borrowing is repaid.

The initial critical infrastructure comprises 
primarily public highways improvements, 
such as widening of bus routes and 
creating a new interchange. If the project 
were allowed to reinvest only the incremental 
rise in new business rates within the area,  
 
 

it could capture approximately £50million 
within four years, which would be  
enough to fund most of the initial 
highways, pedestrian/cycling and  
public transport improvements.

The major residential project at Skelton 
Grange is not scheduled to commence 
until 2016. However, there is a substantial 
clean-up operation of the water treatment 
works required in order for this project  
to go ahead with an estimated cost of 
£50million. Should the local authority  
have the powers to retain and reinvest  
the incremental business rates within  
the Aire Valley over a defined period of 
time, projections suggest there would  
be sufficient revenues available to fund 
the total infrastructure programme. 
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Figure 5 – Business Rate Supplement and community infrastructure levy cash flow
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Figure 6 illustrates the cash flows under the 
following scenarios assuming a fully 
developed Aire Valley:

£32million public sector contribution•	

Using a business rate supplement •	
generated from Aire Valley

Using a combination of BRS and CIL•	

Creating an Accelerated  •	
Development Zone.

Figure 6 (above) illustrates that under 
current public sector funding commitments, 
using a BRS generated from the Aire Valley 
development, or using a combination of 
BRS and the CIL, there is a further need  
for assistance in closing the funding gap  
if the complete development is to  
be delivered. 
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Figure 6 – Financing tools comparison
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Figures 7 and 8 compare the amount  
of development forecast to be delivered 
with the current public sector funding 
commitment of £32million and with 
delivery via an ADZ.

The graphs show that without significant 
further public sector intervention, 
development will be constrained. With such 
investment, increases of up to 78% in outputs 
could be achieved. A large element of the 
housing development would not be able 
to take place without the £50million 

investment in water treatment improvements. 
This is likely to have a negative impact on 
the viability of surrounding developments 
given the interdependency between sites. 
Without the Skelton Grange Bridge,  
access would be limited to the proposed 
industrial development. 

It is assumed that the Council draws down 
a series of loans from the Public Works 
Loan Board at the beginning of the project 
to bridge the infrastructure funding gap.  
A series of PWLB loans totalling £250million 
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requires an annual payment of circa 
£20million to service the principal and 
interest on the loan (at a rate of interest  
of 4.9%) over a 20-year term. In the analysis, 
it is assumed that the loans are repaid via 
an Equal Instalment of Principal (EIP) 
repayment profile. By 2022, it is projected 
that the development will have generated 
approximately £325million in business  
rate revenues, which would be enough  
to fund the infrastructure requirement  
and repay the Public Works Loan Board 
loans of £250million. 

The ADZ is forecast to capture enough 
business rate revenues to pay back the 
loan by year 14, at which point the ADZ 
would be wound up with all future business 
rates retained directly by the Treasury.

Figure 9 shows the projected cash flows  
to Leeds City Council from the project.

The ADZ example illustrated shows the 
potential to fund the entire Aire Valley 
programme, and if necessary accelerate 
delivery. The ADZ could be used as a 
funder of ‘last resort’ and the ‘glue’ that  
 

binds other funding streams to deliver a 
viable funding programme.

However, an ADZ would carry a significant 
amount of risk in the early stages of the 
project. In order to mitigate this risk, a 
Regional Infrastructure Fund (RIF) could  
be used to expedite the ADZ through the 
provision of pump-priming investment. In 
future years, once the project is de-risked 
and is receiving an income stream from 
business rates, the ADZ could be used  
to repay all or a proportion of the initial  
RIF funding.

Treasury perspective
Table 5 (overleaf) presents an assessment 
of the forecasted financial impact over a 
30-year period. It considers the base case 
scenario, where Treasury receives the 
entire business rate take, and the scenario 
with an ADZ, and ADZ plus RIF, BRS and CIL.

Under the base case, the Treasury would 
receive all business rate receipts. However, 
due to the lack of funding available there 
are certain developments that would not
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Figure 9 – Accelerated Development Zone
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Table 5 – Financial Impact on Treasury

Base 
Case 
(£’000)

ADZ 
(£’000)

ADZ plus 
RIF, BRS  
& CIL 
(£’000)

Gross 
Business 
Rates

389,229 900,945 900,945

Business 
Rates 
reinvested 
by Council

(324,952) (288,952)

Business 
Rates 
retained by 
the Treasury

389,229 575,993 611,993

PWLB 
advance

(250,000) (211,480)

PWLB 
Repayment 
(principal 
and interest)

375,650 317,770

Net cash 
flow

389,229 701,643 718,283

NPV3 224,294 295,952 313,587

commence. Therefore, the total business 
rate take from the area is forecast to be 
limited to £390million over a 30-year period 
(as compared to £900million if the scheme 
were to be delivered in full).

Under an ADZ, the Treasury is allowing 
business rate receipts to be reinvested 
locally and a series of loan advances is 
provided by the Public Works Loan Board 
to fund the upfront infrastructure requirement. 
The ADZ is forecast to be in operation until 
2022 (year 14) when the receipts generated 
are sufficient to have repaid the PWLB 
loans. However, it may be possible to 
improve the Treasury NPV if private sector 
finance could be secured to fund delivery 

of the upfront infrastructure. This might be 
secured in conjunction with a developer 
or contractor procurement so that the 
public sector is able to transfer additional 
project delivery risk.

Although the Treasury would be foregoing 
additional business rate receipts over a 
12-year period and providing a series of 
loans to fund infrastructure, over a 30-year 
period it is still forecast to generate more 
income than under the base case, both  
in nominal terms and on a Net Present 
Value basis.

If the ADZ were used in conjunction with  
a BRS, RIF and a CIL, then the term of the 
ADZ could potentially be shortened as the 
local authority will be generating additional 
income from BRS and CIL. A RIF could be 
used to de-risk the project and fund the 
early investment needs that would be 
repaid from CIL proceeds. Under this 
scenario, it is forecast that the PWLB loans 
are reduced to £211million as a result of 
the RIF funding a proportion of the upfront 
infrastructure needs. The analysis shows 
that the ADZ is forecast to generate business 
rates of £289million by 2021 (year 13) which, 
in conjunction with BRS and CIL receipts 
would be enough to fund the infrastructure 
requirement and repay the PWLB loans in full. 

In addition to the forecast Treasury cash 
flow, recognition should also be given to 
the additional GVA generated over a 
30-year period as shown below in table 6 
(as well as to the increased outputs that 
contribute to Government targets for 
housing, employment etc).

Table 6 -–Gross Value Added (30 years)

Base case ADZ Net impact

NPV high £6.1billion £18.4billion £7.9billion

NPV low £0.7billion £1.6billion £0.9billion

3 NPV = net present value
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The ADZ is forecast to have a net impact 
on the local economy over a 30-year 
period ranging from £0.9billion to £7.9billion 
in NPV terms.

It is inevitable that there will be an element 
of displacement in business rates lost  
as a result of the development. Using the 
assumptions in the case study, the 
combined displacement and substitution 
rate would have to be greater than 25%  
for the financial impact to the Treasury to 
be greater under the base case than 
under an ADZ in NPV terms. 

However, the displacement and substitution 
issue is difficult to quantify. It is also noteworthy 
that an ADZ does not offer a direct financial 
incentive to other businesses to relocate 
from within the city. It is assumed that the 
new development is absorbing the  
growth of the city, and that the impact  
of displacement could be limited in a  
city region such as Leeds, which has  
a relatively high projected economic 
growth rate. 

Conclusion
There are certain individual sites within the 
Aire Valley where a BRS or tariff approach 
or a combination of the two could deliver 
the enabling infrastructure to realise forecast 
site outputs. However, in order to achieve 
the scale of development envisaged in 
the Aire Valley strategic plan, additional 
funding is required to pay for all the 
enabling infrastructure required. An ADZ, 
with short-term support from a RIF, has the 
potential to provide the finance needed  
to deliver this scheme.

Implementing an ADZ to deliver development 
in the Aire Valley (compared to the base 
case), could generate up to:

14,000 additional jobs•	

4,200 new homes•	

additional annual GVA to the local •	
economy of up to £594million

an additional £7.9billion of GVA (NPV •	
‘high’ over 30 years) if development is 
supported by the required enabling 
infrastructure investment.

Over the same 30-year period, an ADZ 
implementation would benefit the Treasury 
(based on forecast business rates and 
prudential borrowing costs) by up to an 
additional £71million NPV (excluding 
benefits from the growth in other taxes  
that may accrue to the Treasury).
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Case Study II 
Sheffield – Lower Don Valley

Once the steel capital of the world, Sheffield’s 
economy was devastated by the collapse 
of manufacturing in the 1980s, but the  
city has undergone an economic 
transformation over the past two decades. 
Employment and living standards have 
improved considerably on the back of major 
regeneration programmes. However, the 
city still contains areas of extreme 
disadvantage and problems of low skills, 
unemployment and worklessness. 

The Council (through its delivery boards, 
such as Creative Sheffield) has embarked 
on an ambitious programme of urban 
renewal, with core funding from the 
Government and the EU. The city has  
seen an increase in employment and 
rising living standards in recent years, but 
much work remains to be done to fully 
regenerate several parts of the city.

There are a number of urban renewal 
programmes underway across the 
Sheffield conurbation. The Sheffield 
Economic Masterplan sets out the city’s 
spatial and thematic regeneration 
priorities and is supported by the work  
of four delivery boards.

Creative Sheffield City Development •	
Company

Work and Skills Board•	

Culture and Sport Board•	

Local Economy Board.•	

The entirety of economic development 
activity in the city is progressed through  
a rolling economic programme, with circa 
£96million of Subregional Investment Plan 
(single pot) monies over five years, a 
number of European Objective 1 supported 
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projects and circa £9million of European 
Transitional ‘Phasing in’ funds (2007-13) 
available. Physical regeneration is 
progressed in conjunction with the Council 
by Creative Sheffield and is underpinned 
by detailed office and industrial analyses. 
The spatial focus of land and opportunity 
sites within the city demonstrate the 
importance of the Lower Don Valley (LDV) 
to delivering economic development 
outside the city centre. 

There has been significant restructuring 
within the manufacturing sector, and the 
city is increasingly recognised as an 
important location for modern knowledge-
intensive manufacturing activity. There have 
been good productivity gains in the sector 
and a decline in employment that is 
forecast to continue. This restructuring is 
driving demand for modern, high- quality 
B2 and B8 space, and recent evidence 
shows this demand remains strong.

The LDV has attracted interest from 
distribution-type users due to its location 
immediately adjacent to the M1 and 
demand for prime industrial premises  
is strong, as much of the existing stock  
is outmoded or development sites  
are unsuitable. 

In order for the city to grow it needs to 
ensure a pipeline supply of high-quality 
new employment sites and premises to 
meet market demand and to provide for 
quantity of supply to ensure adequate 
market flexibility and choice.

Public intervention is therefore focused  
on bringing forward or unlocking land, 
which brings with it off-site issues such  
as the risk of flooding, highway capacity, 
decontamination etc. 

The Council has adopted an area 
Masterplan for the LDV and is currently  

in discussion with a major landowner to 
bring forward a number of commercial 
and residential schemes. The Council is 
also seeking investment from Yorkshire 
Forward for critical flood alleviation works. 
Securing the scale of finance required to 
fully unlock the economic opportunity of 
the LDV is, however, a major strategic 
challenge for the city. 

Regeneration in the LDV
The LDV, covering 1,000 hectares, lies to the 
east of Sheffield city centre. Once the centre 
of steel and heavy manufacturing, the 
area fell into disuse with nearly half the land 
now derelict or degraded. The Council has 
ambitious plans to transform the site into a 
vibrant and exciting place. The Masterplan 
for the area has highlighted the opportunity 
to generate additional economic activity 
through the provision of office and leisure 
developments supported by the provision 
of new housing and some limited retail. 

The LDV Masterplan seeks to achieve 
regeneration through:

Maximising the area’s natural heritage •	
value

New investment in residential •	
communities

A focus on public transport•	

Creating a logical movement network•	

Capitalising on existing assets.•	

If implemented, the regeneration of the 
Lower Don Valley would significantly improve 
the environment and quality of life for 
residents, while improving employment, 
learning, leisure and recreational 
opportunities for all. Key regeneration 
benefits over the next 20 years are  
forecast to include the following.
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Economic benefits
9,000 new permanent local jobs created •	
for Sheffield

3,600 new construction jobs based in •	
Sheffield

1,300 new homes•	

Up to £284million GVA per annum in •	
Sheffield alone

Significant reductions in social costs (as •	
below) and increases in income tax and 
NI contributions.

Environmental benefits
A sustainable mixed-use development, •	
enabling people to live, work and shop 
locally

A green corridor and expanded quality •	
open space provision

A comprehensive solution to flooding•	

A stronger road system to reduce traffic •	
congestion

Reducing reliance on vehicles and •	
providing an integrated transport strategy

An enhanced quality of life.•	

Social benefits
A new residential destination with up to •	
1,300 new homes

New park and open-space provision•	

Connecting communities: green links, •	
pathways and roadways

Enhancing local services and •	
community facilities

Partnering opportunities with training •	
and education providers

New local employment opportunities at •	
all levels

The Lower Don Valley development •	
complements the numerous ongoing 
city centre initiatives, thereby raising the 
status and competitive position of 
Sheffield at both a city-wide and 
regional level.

Reducing ‘social costs’
In addition to the above socio-economic 
benefits the LDV development has the 
potential to reduce existing ‘social costs’ to 
the public sector. This analysis is predicated 
on the following assumptions.

Employment and associated income •	
conditions improve in the LDV to the 
average levels of Sheffield (and thereby 
reduce welfare benefits to average levels)

Crime levels, as a result of wider economic •	
opportunities available, fall to average 
levels within Sheffield

Council tax collection levels increase •	
from reductions in those on benefits, the 
development of new housing and the 
likely uplift in values of existing stock

Housing grant levels fall to the average •	
levels across the city as older stock is 
replaced by new houses

Income tax levels rise from reductions  •	
in the level of unemployment in the area 
to average rates.     

If the above outcomes were delivered  
and investment in the LDV leads to the 
area being, on average, comparable  
in socio-economic terms to the rest of  
the city of Sheffield, current social costs 
could be reduced by around £13million 
per annum, which would represent a  
net gain to the exchequer of just under 
£8million a year. In particular, the  
following benefits could be seen:
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Employment – if the average income 
levels were to rise to the average levels 
experienced across Sheffield, then income 
tax/NI contributions would stand to rise 
from £16million per annum to £23million.

Violent crime – a fall from current levels to 
the average would mean a reduction, in 
cost terms, to around £1.5million from over 
£3million.

Non-violent crime – levels could rise, in 
cost terms from £630,000 in the LDV to 
Sheffield average levels of £700,000. This 
could be argued to be a result of 
increased wealth and hence 
opportunities to undertake ‘serious 
acquisition crime’.

A full breakdown of the social cost analysis 
and results can be found in appendix E of 
this report.

LDV Masterplan
The Lower Don Valley Masterplan sets out 
proposals for a 20-year period. Figure 10 
shows the key sites covered by the 
Masterplan.

A private sector developer has a significant 
landholding in the LDV and is seeking to 
deliver many of the key outputs within the 
Masterplan. Development of major new 
commercial floor space will generate a 
number of permanent employment 
opportunities associated directly with new 

Figure 10 – Sites covered by the Lower Don Valley Masterplan
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businesses attracted to the area. The main 
focus of the proposed office development 
will be adjacent to the Meadowhall 
shopping centre.

The Masterplan assumes an office take-up 
of approximately 23,000 square metres per 
annum in the period 2009–13, which 
would deliver circa 115,000 square metres 
to the area over the five-year period. 

Hotel, retail, leisure, food and drink, 
community and civic facilities, ancillary 
commercial and non-commercial space 
of up to 16,640 square metres has  
been profiled to provide necessary  
local amenities for the new office and 
residential development. 

Regeneration of the LDV will deliver 
economic, social and environmental 
benefits. For the purpose of this case study, 
only potential job creation, new home 
units and floor space provided have been 
considered as key outputs.

The delivery of the wider LDV Masterplan is, 
however, dependent on the provision of 
additional enabling infrastructure. The 
total gross infrastructure requirement of the 
LDV is estimated at £101.5million (2008–13), 
with private sector developers contributing 

up to £61.5million – leaving a net cost to 
the public sector of circa £40million.

Table 7 illustrates the infrastructure 
investment needs of the LDV.

The infrastructure funding gap identified 
above is preventing the project from 
progressing. The lead private sector 
developer has agreed to contribute  
a significant amount to the site 
infrastructure but without significant  
public sector intervention the viability of 
some developments will be impacted.  
The Council has submitted a £40million 
bid to DfT to fund a Bus Rapid Transit 
system, of which £15million is predicated 
on a regeneration benefit for the LDV, 
which could be used as a potential  
source of funding for the Halfpenny Link 
Road. However, as this funding is not 
committed it has been excluded from  
the financial analysis.

In assessing how future infrastructure 
investment could be funded and the 
value for money of any such investment, 
two scenarios have been considered.

Base case – this is the amount of 
development expected to be delivered 
without further infrastructure investment. 

Table 7 – Infrastructure Investment needs of LDV

Infrastructure requirement Cost £ (‘000) Period

Gross infrastructure cost 101,500 2008–2013

Developer contributions (61,500) 2008–2013

Net cost to public sector 40,000

Cost breakdown

Housing site preparation 6,150 2011

Business site preparation 8,850 2008

Flood mitigation 10,000 2008

Link road 15,000 2012–2013

Total cost 40,000
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Full scheme – the full programme of 
infrastructure needed to ensure the  
LDV Masterplan is provided – enabling  
all scheme outputs and benefits to  
be realised in full.

Table 8 shows the forecasted outputs from 
delivering the development.

This analysis suggests that the opportunity 
to create up to 5,211 new jobs and 1,300 
new homes will be lost if further 
infrastructure cannot be provided.

LDV – enabling  
investment need
Major barriers to undertaking 
development in the LDV include the level 
of infrastructure and site preparation 
investment, and the fact that much of this 
investment is required early in the 
development (before construction of the 
commercial elements can commence).

It is estimated that approximately £40million 
of public funding is required to deliver the 
overall Masterplan. The four main unfunded 
infrastructure needs are as follows:

A series of new local roads and •	
pedestrian and cyclepaths to open up 
new sites and connect to adjacent 
areas. Specifically the need for a link 
road (between Sheffield and Rotherham 
under the M1) has been identified at  
an estimated cost of £15million.

The floods of 2007 highlighted the critical •	
need for flood defences throughout the 
LDV. The estimated cost of flood mitigation 
measures is approximately £10million. 
The work will involve channel deepening, 
wear lowering, a diversion channel and 
building water storage areas.

Public transport: a key part of the •	
Masterplan’s transport strategy is the 
need to deliver quality bus corridors that 
would accommodate the new Bus 
Rapid Transit. These quality bus routes will 
need to include ‘Park and Ride’ provisions.

Large areas of development land in the •	
LDV are heavily contaminated and will need 
to be cleaned up before development can 
take place. The exceptional remediation 
costs have been estimated at £15million.

Table 8 – Potential outputs – Lower Don Valley

Base case 
development 
(currently 
committed 
infrastructure 
programme)

Proposed 
development  
(full infrastructure 
programme)

Net impact of 
additional 
infrastructure 
investment

Offices (sq m) 40,270 114,592 74,322

Industrial (sq m) 10,183 33,940 23,757

Retail (sq m) 16,640 16,640

Total (sq m) 67,093 165,172 98,079

Residential (number of units) 1,300 1,300

Offices (number of employees) 2,517 7,162 4,645

Industrial (number of employees) 242 808 566

Retail (number of employees) 1,028 1,028

Total (number of employees) 3,787 8,998 5,211
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The cumulative investment requirement 
needed to deliver the Masterplan is 
shown, over time, in figure 11 below.

Figure 11 illustrates the cumulative 
infrastructure investment requirement over 
the course of the project. The key initial 
infrastructure requirements are the site 
remediation and flood mitigation works in 
preparation for office developments in the 
Meadowhall Quadrant. 

Figure 12 illustrates cumulative forecast 
development outputs over the life of the 
total LDV scheme.

Economic benefits
The potential economic effects of the 
additional developments are shown 
below. In calculating the forecast 
economic impact of the development,  
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an element of leakage, displacement, 
substitution and multiplier (as previously 
defined), has been taken into account.

The analysis of impacts is necessarily 
illustrative as it depends upon a series of 
assumptions concerning the outcomes 
and timings of the proposed 
developments. In particular in the 
absence of any detailed development 
plans various assumptions have been 
made in relation to the following:

Employment densities – which have been 
based on historic average sectoral levels 
derived from English Partnerships’ data.

Gross Value Added (GVA) per employee 
levels – derived from Scottish Government 
sectoral data.

Net impacts – based on assumed 
development profiles with and without 
intervention and a range of displacement, 
substitution and leakage effects drawn 
from English Partnerships’ ready reckoners.

Similarly, the overall GVA impacts will 
depend on the actual timescales  
involved to secure the full development 
profile and the sustainability of the  
developments thereafter. 

Consequently, the actual outcomes may 
vary significantly from those currently 
portrayed and, in particular, may be 
much lower if: employment levels are less 
than envisaged; the profile of employment 
is focused more toward service/office- 
based activities; the displacement and 
other net negative effects are higher than 
suggested by English Partnerships’ 
(generic) guidance; and the ‘active 
lifetime’ of the development is less than 
the 30 years currently projected.

Table 9 shows the impact of the 
development on employment based on 
‘high’ and ‘low’ impact ranges identified 
for similar types of projects in the English 
Partnerships’ best practice guidance. 

Once displacement, substitution, leakage 
and multiplier effects are taken into 
account, the net employment impact  
for the proposed development is forecast 
at up to 7,500 new jobs under a high 
scenario and 866 new jobs under a low 
scenario. The net additional employment 
impact of completing the full scheme is 
estimated at 4,344 more jobs 
(approximately 2.4 times) more than  
under the base case.

Table 9 – Net Employment Effect – Lower Don Valley

Base case Proposed development

High Low High Low

Gross direct effects 3,787 3,787 8,998 8,998

Leakage 10% 50% 10% 50%

Gross local direct effects 3,408 1,894 8,098 4,499

Substitution 5% 30% 5% 30%

Net of substitution 3,238 1,325 7,693 3,149

Displacement 25% 75% 25% 75%

Net local direct effect 2,428 331 5,770 787

Multiplier 1.3 1.1 1.3 1.1

Total net local effect 3,157 364 7,501 866

Base case 3,157 364

Net additional impact 4,344 502



54 Unlocking City Growth

Table 10 (above) shows the forecast 
annual Gross Value Added (GVA) of the 
development under the base case, the 
proposed development, and the net 
impact that additional public sector 
intervention would achieve.

The proposed development is forecast to 
contribute an annual GVA of up to circa 
£284million to the local economy. Without 
additional support from the public sector 
the development is forecast to contribute 
up to £120million of annual GVA to the 
local economy. The net impact of the 
additional investment is estimated at 
£164million of additional annual GVA (2.4 
times greater than under the base case).

Local investment tools
Even with a major private sector developer 
on board, progress has stalled due to the 
high infrastructure requirement, the upfront 

nature of the investment needed and the 
lack of available resources from the public 
sector to share exceptional investment 
costs.

Emerging options available to fund the 
significant upfront infrastructure needs 
include the following.

Business Rate Supplement (BRS) – If the 
LDV were to benefit from 100% of a 
Sheffield City BRS, then an additional 
£8million per annum could be raised, 
which would underpin a 20-year loan of 
approximately £97.5million4 . As with the 
Leeds Aire Valley case study, it is highly 
unlikely in practice that the wider business 
community would pay a business rate 
supplement that only benefits one area of 
the city.

Figure 13 below shows the impact on the 
infrastructure gap of applying a business 
rate supplement.

Table 10 – Gross Value Added (annual)

Base case Proposed 
development

Net impact

High Low High Low High Low

GVA (£’000) 120,000 13,000 284,000 32,000 164,000 19,000
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Figure 13 – Business Rate Supplement cash flow – Lower Don Valley

4 PwC/Centre for Cities – City Solutions: financing local growth – briefing paper number 5 August 2007 
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If Sheffield used a 2p BRS levy across the 
LDV, the proposed new business in the 
area would generate approximately 
£350,000 per annum. A revenue stream 

of this magnitude would allow the Council 
to borrow circa £4.4million over a 20-year 
term. The use of a BRS could contribute 
towards reducing the infrastructure gap but 
there would still be a substantial investment 
shortfall. The majority of businesses in the 
area will be new so there is also the risk 
that the timing of new business investment 
and the generation of related BRS 
revenues takes longer than projected.

Community Infrastructure Levy (CIL) – 
Approximately 1,300 new homes are 
scheduled to be developed in the LDV. For 
illustration purposes using a CIL of £5,000 
per property, the scheme could potentially 
receive £6.5million in CIL receipts. Any such 
receipt would necessarily be collected 
over time. To utilise this revenue to support 
upfront investment would therefore require 
a funder to take the risk of lending against 
an uncertain future income stream. 

Even if a combination of these mechanisms 
were to be used, there would still be a 
forecast infrastructure funding shortfall of 
circa £29million. Figure 14 shows the impact 
on the infrastructure gap of applying a  
BRS and a CIL.
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Accelerated Development 
Zone (ADZ) 
Creating an ADZ could potentially bridge 
the infrastructure gap. Around £19million 
needs to be invested early in order to 
prepare the sites for office development. In 
addition, the success of the LDV will rely  
on its improved access and transport  
links, therefore construction of the link  
road scheduled to commence in 2012  
will be critical.

The total unfunded infrastructure 
requirement for the LDV is circa £40million. 
If the Council were allowed to reinvest the 
incremental business rates for infrastructure 
investment, it could generate up to 
around £200million over a 20-year period. 
Given the infrastructure requirements the 
Council could use its prudential borrowing 
powers and obtain loan advances via the 
PWLB for around £40 million, which would 
cover the total infrastructure requirement. 
Based on the projected development 
outputs, the LDV would generate a 
business rate income stream that would 
be more than sufficient to service the 
loans over a 20-year period. Given the 
forecast infrastructure requirement of the 

LDV and the estimated development 
profile, it may be possible that the ADZ 
would only need to operate for an eight-
year period to provide the required 
quantum of business rate receipts to repay 
the PWLB loan.

If used in conjunction with a CIL and  
BRS, using a RIF as ‘banker’, then the  
ADZ might only need to be in place for 
seven years.

Figure 6 illustrates the cash flows under the 
following scenarios assuming a fully 
developed LDV.

No public sector funding•	

Using supplementary business rates •	
generated from the Lower Don Valley

Using a combination of BRS and a CIL•	

Creating an Accelerated Development •	
Zone.

Creating an Accelerated Development •	
Zone and using a combination of BRS, 
CIL and a RIF.

Using a combination of BRS and CIL could 
have the potential to go some way to 
closing the infrastructure funding gap. 
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Figure 15 – Financing Tools Comparison – Lower Don Valley
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However, such an approach would still 
leave a considerable investment need, 
which could limit commercial 
development. Graph 6 (above) illustrates 
that the only financing mechanism 
forecast to deliver the proposed LDV 
Masterplan is an ADZ. 

Above, the two ADZ scenarios are 
considered. The first, illustrated by figure 16, 
demonstrates the potential cash flows to 
Sheffield City Council from implementing 

an ADZ in isolation. The second, illustrated 
by figure 17, highlights the potential 
benefits of combining an ADZ approach 
with a ‘cocktail’ of additional financing 
tools including BRS, CIL and a RIF.

The analysis assumes that the Council 
draws down a series of loans totalling 
£40milion from the Public Works Loan 
Board to fund the infrastructure funding 
gap. The PWLB loans have been modelled 
on an Equal Instalment of Principal basis 
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Figure 16 – Accelerated Development Zone – Lower Don Valley
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Figure 17 – Accelerated Development Zone with BRS, CIL and RIF
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(EIP) over a 20-year term at an interest rate 
of 4.9%. The EIP profile means that the 
annual repayment of the loan is reduced 
each year (although the principal repayment 
amount remains the same, the annual 
interest is reduced as the outstanding 
principal balance falls). By 2027, it is 
projected that the development will have 
generated approximately £200million in 
business rate revenues, which would be more 
than enough to fund the infrastructure 
requirement and service the principal and 
interest payment on the Public Works Loan 
Board Loan of £40million.

The ADZ is forecast to generate enough 
business rate revenues to repay the loan 
by year 8. The ADZ could be terminated in 
year 8 with all future business rates being 
retained by the Treasury.

Figure 17 shows the potential cash flows 
under a scenario where a RIF is used to 
fund the upfront infrastructure relating to 
the residential development.  

In this scenario, a CIL is imposed on the 
residential development. The RIF then 
assumes the risk of the residential 
programme and invests £6.5million to fund 
the site preparation for the housing 
development, which will be repaid once 
the residential units are built. The Council 
uses the BRS and ADZ to leverage PWLB 
loans of £33.5million. The development will 
generate approximately £334million in 
business rate revenues, BRS and CIL 
receipts, which again would be more than 
enough to fund the infrastructure 
requirement and service the principal and 
interest payment on the initial Public Works 
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Loan Board Loans and repay funds 
provided by the RIF.

While such an arrangement may be 
difficult to implement, a combination of an 
ADZ and a ‘cocktail’ of financing tools, 
such as BRS, CIL and a RIF, would have the 
potential to generate enough business 
rate revenues to repay the PWLB loan by 
year 7. The ADZ could be terminated in 
year 7 with all future business rates being 
retained by the Treasury.

Treasury perspective
As with the Aire Valley case study, the 
financial impact upon the Treasury has 
been analysed over a 30-year period. 
Table 11 (below) illustrates a comparison 
between the base case (where the 
Treasury receives the entire business rate 
take), the implementation of an ADZ, and 
an ADZ with a ‘cocktail’ of financing tools.

Table 11 – Financial Impact on the Treasury

Base 
case 
(£’000)

ADZ 
(£’000)

ADZ, 
BRS, CIL, 
RIF 
(£’000)

Gross 
business 
rates

130,082 317,699 317,699

Business rates 
retained by 
the Council

(58,539) (46,759)

Business rates 
retained by 
the Treasury

130,082 259,160 270,940

PWLB 
advance

(40,000) (33,850)

PWLB 
repayment 
(principal 
and interest)

60,104 50,337

Net cash flow 130,082 279,266 287,777

NPV 75,140 140,306 148,455

 

The Treasury receives all additional  
business rates under the base case. 
However, development would be limited 
due to lack of funds available for 
infrastructure investment. The gross 
business rate take under an ADZ is forecast 
to be £318million with an ADZ plus, 
compared with £130million under the base 
case scenario.

Under the ADZ, the Treasury is allowing 
additional business rates to be reinvested 
until 2016, when the receipts generated 
within the ADZ are sufficient to repay the 
PWLB borrowings.

The analysis over a 30-year period shows 
that although the Treasury is foregoing 
receipt of business rates in the first eight 
years and providing support through the 
PWLB, it is still forecast to generate more 
income from an ADZ (both in nominal 
terms and on a Net Present Value Basis). 

The financial impact on the Treasury 
stands to be enhanced if a ‘cocktail’ of 
other financing mechanisms is used 
together with an ADZ. Using a RIF to 
operate as ‘banker’ in providing the 
upfront finance for the remediation of the 
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residential works and assuming the risk on 
the residential development would reduce 
the operating period of the ADZ to seven 
years. The CIL would be used to repay the 
RIF as the residential programme 
progresses. Under this scenario, the 
forecast life of the ADZ is reduced and the 
NPV of Treasury cash flows increases to 
£148.5million.

As well as benefiting directly via increased 
cash flow to the Treasury from an ADZ, an 
increase in GVA is also forecast as shown 
in table 12 below.

The ADZ is forecast to have a net impact 
on the local economy over a 30-year 
period ranging from £300million to 
£2.5billion in GVA NPV terms, which is 2.3 
times greater than under the base case.

Conclusion
It is unrealistic to assume that all the 
anticipated job creation on the LDV 
represents new employment opportunities 
for the local economy – there will inevitably 
be an element of displacement and 
substitution. In the LDV, there would have 
to be a significant amount of 
displacement for it to be more financially 
beneficial for the Treasury to retain all 
business rates than to implement an ADZ. 
Indeed, the forecast displacement rate 
would have to be greater than 50% for  
the financial impact to the Treasury to  
be greater under the base case than 
under an ADZ.

However, the case study illustrates that with 
an ADZ there is potential for the identified 

funding gap to be bridged, which would 
benefit the local economy and the 
Treasury. If the ADZ is combined with other 
financing mechanisms, such as a RIF, CIL 
and BRS, then there is an opportunity to 
deploy public funding more efficiently and 
effectively. Using a RIF alongside an ADZ 
could transfer an element of risk away 
from the local authority and reduce the 

life of the ADZ, thereby increasing the NPV 
of Treasury cash flows.

Implementing an ADZ to deliver the LDV 
(compared to the base case), could 
generate up to:

An additional 5,200 jobs•	

1,300 new homes•	

Additional annual GVA to the local •	
economy of up to £164million

A further £2.5billion of GVA (NPV over  •	
30 years) than if development is 
constrained due to a lack of enabling 
infrastructure investment.

Over the same 30-year period if an ADZ is 
established, the Treasury is forecast to 
benefit (based on forecasted business 
rate growth and prudential borrowing 
costs) by up to circa £83million NPV (this 
does not take into account benefits from 
the growth in other taxes that may accrue 
to the Treasury).

Table 12 – Gross Value Added (30 years)

Base case ADZ Net impact

NPV high £1.9billion £4.4billion £2.5billion

NPV low £0.2billion £0.5billion £0.3billion
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Birmingham’s economy was for many 
years built upon manufacturing, 
particularly the ‘metal bashing’ industries. 
In the early 1970s it was recognised that 
the growth of Far Eastern economies was 
putting the local economic base under 
threat. This resulted in the Council building 
the National Exhibition Centre in order to 
attract business tourism. This proved to be 
a successful strategy and the decision was 
then made in the 1980s to regenerate the 
canalside area to the west of the city 
centre to complement the building of the 
International Convention Centre, which 
incorporates Symphony Hall and the 
National Indoor Arena, and to construct 
the largest square in the city, Centenary 
Square. Using a mixture of Government, 
Council and European funding, this 
development became the catalyst for the 
private sector to invest as part of a major 
regeneration programme to clear derelict 
buildings further west alongside the 
adjacent canals and to develop a leisure/
commercial district surrounding a further 

new square, Brindley Place, which 
comprises business, retail and tourism 
outlets, including a new Sea Life Centre. In 
2008 work started on the final building of 
the development.

With the approach of the millennium the 
opportunity was taken to bid for funds to 
rejuvenate the area to the east of the city 
centre, adjacent to Aston University. To the 
west of Moor Street station the new Bull 
Ring shopping centre was already under 
construction and the area to the east was 
designated the future Learning Quarter. 
The main drawback of this area was that it 
was cut off from the city centre by the 
elevated Masshouse inner ring road. 
European funds were obtained and 
applied along with Council resources to 
break this collar and integrate the district 
with the city centre. Around £50million was 
obtained from the Millennium Commission, 
and with £25million European grant aid 
and other funds the £120million Millennium 
Point was built. This development was 
conceived as a flagship catalyst 
development for the wider Eastside 
Learning Quarter and incorporates 
primarily Thinktank and Birmingham City 
University’s Technology Innovation Centre. 

Eastside is the largest physical regeneration 
project in Birmingham (comprising 170 
hectares/420 acres). Its aim is to transform, 
revitalise and regenerate the neglected 
areas of Eastside, Digbeth and Deritend 
through a multibillion-pound investment 
by a wide range of organisations and 
businesses. However, Millennium Point has 
not been the catalyst that the ICC and  
NIA had been for the west of the city, partly 
because of a lack of funds for infrastructure. 
The centre of the development will be 
Millennium Park fronting Millennium Point, 
but a bid for Living Landmark funds  
was unsuccessful.

Case Study III 
Birmingham Eastside
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Eastside is a key component in Birmingham’s 
renaissance, encouraging new residential 
communities, new investment, new 
businesses and job creation as well as 
economic and cultural growth, with up to 
21,000 new jobs expected to be created 
over the lifetime of the initiative. The project 
brings together public and private sector 
organisations to invest in Eastside’s 
regeneration potential. 

This investment is demonstrated by a number 
of developments and is underpinned by 
the Council’s vision to make Eastside an 
example of best practice in sustainability. 

The Eastside project seeks to achieve the 
following:

Improve pedestrian movement, public •	
transport and vehicular access

Secure the reintegration of the city •	
centre, Aston University/Science Park  
and Digbeth

Integration of the Bull Ring, Masshouse •	
and Millennium Point with other proposals, 

including Warwick Bar, the Vocational 
Foundation College, Birmingham City 
University’s new campus and Conservatoire

Commercial, technological, leisure  •	
and residential developments at 
Masshouse, an Urban Business Park  
and Technology Park and extensive 
mixed-use developments

Creation of a high-quality built •	
environment and public-realm areas, 
both environmentally sustainable and 
economically viable

A city park and public thoroughfares •	
linking the city centre to the historic 
canal network and providing a quality 
setting for landmark buildings.

As the largest authority in Europe, the 
Council has to allocate its budget and 
resources across a wide range of services 
with competing priorities. These have 
included other regeneration areas such 
as Longbridge, which has suffered from 
the demise of Rover plc as a major 
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employment base for the Birmingham 
area and the associated impact this has 
had on local communities and their 
economies. Moreover, substantial 
redevelopment is also taking place within 
Westside, where there is a need to remove 
the legacy of Birmingham’s decline in its 
manufacturing base that now shows it 
having significant areas of outmoded and 
underused space. Areas such as the Gun 
and Jewellery Quarters require regenerating 
in order to facilitate new enterprise and 
investment, thereby encouraging sustainable 
economic growth and employment.

The West Midlands Regional Economic 
Strategy views Birmingham as a regional 
centre, and to complement this, the local 
authority is required to ensure that 
appropriate investment takes place across 
all areas of the city. This has an impact on 
the authority’s resource availability for 
regenerating important areas such as 
Eastside, which can stimulate future 
economic growth. Without the award of 
complementary Government financial 

assistance, such regeneration proposals 
(which influence economic prosperity) 
become retarded as the local authority 
does not have the resources to commit  
to the requisite levels of funding required 
without cutting budgets in other key 
service delivery areas, which could have  
a detrimental impact on front-line  
personal services, eg. social services, 
health and education.  

The Eastside Regeneration 
Project
The scheme proposed will deliver a range 
of developments providing high-quality 
mixed-use activities. The vision for Eastside 
is for the area to become a thriving and 
dynamic place to live, work and visit. The 
planned developments will therefore 
include high-quality offices, education, 
technology, housing, leisure, work spaces, 
design studios and specialist retailing.  

Figure 18 below provides an indicative 
overview of the development programme.  

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Masshouse Site 3
OFFICES 20,355 sq mOFFICES 20,355 sq m

RETAIL 2,103 sq m
RESIDENTIAL 339 units

Masshouse Site 7

RESIDENTIAL 316 units
RETAIL 1,749 units

OFFICES 50,634 sq m

City Park Gate

OFFICES 27,900 sq m
RETAIL 9,200 sq m
RESIDENTIAL 945 units

Venture East

OFFICES 55,000 sq m
RESIDENTIAL 160 units

Martineau Galleries

OFFICES 25,000 sq m

LEISURE 20,000 sq m
CULTURAL FACILITY 5,000 sq m
PARKING 51,000 sq m

RETAIL 85,000 sq m
RESIDENTIAL 836 units

Curzon Park

OFFICE 78,037 sq m
RETAIL 40,037 sq m
RESIDENTIAL 652 unitsRESIDENTIAL 652 units

Figure 18 – Eastside development profile
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Lack of resources has already led to the 
above timetable slipping by several years. 
Proposed investment continues to slip, 
delaying job creation, economic activity 
and the achievement of outputs. The 
need for public sector funding is 
instrumental in providing infrastructure, as 
this becomes a symbol of the local 
authority’s commitment to attract private 
sector input. Table 13 sets out the 

infrastructure investment needs and 
funding gap for Eastside.

Figure 18 illustrates the development 
programme if Eastside receives the full 
amount of infrastructure investment 
needed. In assessing how future 
infrastructure investment could be  
funded and the value for money of  
any such investment, two scenarios  
have been considered:

Table 13 – Infrastructure investment need and funding gap

Infrastructure requirement Cost £ (‘000) Period

Technology Park and 
Learning Quarter

68,000 2008

City Park 15,000 2008

Remediation5 40,000 2008-2009

Carriageway Refurbishment 25,000 2008

Pedestrian zone/walkways 10,000 2009

Total 158,000

Committed Funding 76,000

Funding Gap 82,000

Table 14 – Potential outputs – Birmingham Eastside

Base case 
development 
(currently 
committed 
infrastructure 
programme)

Proposed 
development  
(full infrastructure 
programme)

Net impact of 
additional 
infrastructure 
investment

Offices (sq m) 123,889 256,926 133,037

Retail (sq m) 98,052 138,052 40,000

Leisure (sq m) 20,000 20,000

Cultural (sq m) 5,000 5,000

Total (sq m) 246,941 419,978 173,037

Residential (number of units) 2,491 3,248 757

Hotels (number of rooms) 100 100

Offices (number of employees) 6,520 13,522 7,002

Retail (number of employees) 4,903 6,903 2,000

Leisure (number of employees) 400 400 –

Cultural (number of employees) 139 139 –

Hotel (number of employees) 50 50 –

Total (number of employees) 12,012 21,014 9,002

5 The cost of remediation and site preparation is still to be determined. To be prudent, for the purpose of 
this case study, the Council has provided an estimate of £40million.
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Base case – the amount of development 
that can be delivered without further 
infrastructure investment.

Full scheme – the full programme of 
infrastructure needed to ensure the 
proposals are provided – enabling all 
scheme outputs and benefits to be 
realised in full.

Table 14 opposite summarises the forecast:

Delivery outputs of the currently funded •	
programme (the base case)

Delivery outputs of the proposed •	
infrastructure programme (the full 
scheme)

Net benefits that could arise as a result •	
of additional infrastructure investment.

The proposed development with the full 
infrastructure programme could create 
circa 21,000 jobs (mostly office and retail 
employment), a rise of 75% on the current 
trajectory. These would be direct employment 
opportunities created on new development 
sites within the Eastside area.

Eastside – enabling 
investment need
The regeneration of Eastside is intended to 
create a major hub for learning, creative 
and digital industries. Advantage West 
Midlands is backing the regeneration 
programme with £68.3million to fund a 
Technology Park, Leisure and Learning 
Quarter, along with the purchase of land 
for the city park. However, the scale of the 
project means that there is still a significant 
public funding shortfall. This shortfall is 
undermining private investor confidence 
and jeopardising related developments. 

The main areas where public sector 
intervention is needed are as follows.

City park – which will play an important 
role in the regeneration and 
developments of Eastside. It will be the first 
major, new city centre park in Birmingham 
for more than 100 years (covering eight 
acres). The Park will create a gateway 
space and could become a major visitor 
attraction. It will connect surrounding 
communities with the city centre and its 
quality has the potential to influence 
surrounding developments, accelerating 
and promoting investment in the area. 

Advantage West Midlands funded the 
Council through a joint venture to acquire 
the land and contribute to its remediation. 
However, the project has stalled due to a 
lack of funding.

Remediation – there is potentially a 
significant investment need to clean up 
the remaining contaminated land in 
preparation for development.

Carriageway refurbishment – a significant 
refurbishment of the carriageway is 
required in order to deal with increased 
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capacity of both public and private 
transport and to gain access to sites. It is 
estimated that work on the carriageway 
will cost £25million

Pedestrian zone/walkways – integration 
and connectivity have traditionally been 
constrained by the Queensway. The 
downgrading of the Queensway and 
removal of the elevated structures and its 
replacement with an attractive urban 
boulevard will create an extension of 
spaces, streets and public squares.

Comprehensive corridor highway 
refurbishment – the existing highway 
corridors are of considerable age and 
once developments are complete these 
highways will not be of the appropriate 
standard in comparison with their new 
surroundings. A comprehensive 
refurbishment is required and expected by 
developers but there is no available 
funding mechanism to finish these works.

Modifications to junctions/carriageways – 
these works are required to provide 
increased capacity for traffic resulting from 
new developments. 

The cumulative investment needed to 
deliver the Eastside Masterplan is shown, 
over time, below in figure 19. The scheme 
has received public funding from a variety 
of sources in addition to the funding 
committed for the Learning Quarter that is 
being wholly delivered by Advantage West 
Midlands.

The infrastructure investment would in 
effect act as a catalyst to kickstart 
development, which in turn will enable a 
range of employment and residential 
developments. The city park is a key part 
of the overall scheme. Prospective 
developers are relying on the park as a 
means to create development value. 
Without investment in the park, certain 
sites will lose their attractiveness for 
commercial development.

Economic benefits
The potential economic effects of the 
additional developments are shown 
below. In calculating the economic 
impact of the development, an element  
of leakage, displacement, substitution  
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and multiplier has been assumed, 
consistent with the other case studies.

The analysis of impacts is necessarily 
illustrative as it depends upon a series of 
assumptions concerning the outcomes 
and timings of the proposed developments. 
In particular, in the absence of any detailed 
development plans, various assumptions 
have been made in relation to:

Employment densities – which have  
been based on average sectoral  
historic levels derived from English 
Partnerships’ data.

Gross Value Added (GVA) per employee 
levels – derived from Scottish Government 
sectoral data.

Net impacts – based on assumed 
development profiles with and without 
intervention and a range of displacement, 
substitution, leakage effects drawn from 
English Partnerships’ ‘ready reckoners’.

Similarly, the overall GVA impacts will 
depend on the actual timescales  
involved to secure the full development 
profile and the sustainability of the 
developments thereafter. 

Consequently, the actual outcomes may 
vary significantly from those currently 
portrayed and, in particular, may be 
much lower if: employment levels are less 
than envisaged; the profile of employment 
is focused more toward service/office- 
based activities; the displacement and 
other net negative effects are higher  
than suggested by English Partnerships’ 
(generic) guidance; and the ‘active 
lifetime’ of the development is less than 
the 30 years currently projected.

Table 15 shows the impact of the 
development on employment based on 
‘high’ and ‘low’ impact ranges identified 
for similar types of projects in the English 
Partnerships’ best practice guidance. 

In the absence of additional public sector 
investment many of the current sites might 
potentially remain unused or be significantly 
underdeveloped. Consequently, it has 
been assumed that under this scenario 
only 30% of gross employment might be 
generated compared to Masterplan levels.

Once displacement, substitution, leakage 
and multiplier effects are taken into 
account, the net employment impact for 
the proposed development is forecast to 

Table 15 – Net employment effect – Eastside

Base case Proposed development

High Low High Low

Gross direct effects 12,012 12,012 21,014 21,014

Leakage 10% 50% 10% 50%

Gross local direct effects 10,811 6,006 18,913 10,507

Substitution 5% 30% 5% 30%

Net of substitution 10,270 4,204 17,967 7,355

Displacement 25% 75% 25% 75%

Net local direct effect 7,703 1,051 13,475 1,839

Multiplier 1.3 1.1 1.3 1.1

Total net local effect 10,013 1,156 17,518 2,023

Base case 10,013 1,156

Net additional impact 7,504 866
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be up to circa 17,500 jobs. The net additional 
employment effect of completing the full 
scheme could potentially generate circa 
7,500 more jobs than under the base case 
– an increase of 75%.

Table 16 shows the forecasted Gross Value 
Added of the development under the 
current funding commitment (base case), 
the proposed development and the net 
impact that additional public sector 
intervention would achieve.

The proposed development could 
potentially contribute an annual GVA of 
up to £750million to the local economy. 

The current public sector funding would 
deliver development outputs that could 
contribute up to £445million of annual 
GVA to the local economy. The net impact 
of the additional public sector intervention 
required to deliver the proposed 
development could generate up to an 
additional £306million of additional 
annual GVA – an increase of 69%.

Local investment tools
A significant amount of public sector 
investment has already been injected into 
the project. However, the Council now 
needs to find alternative sources of 
funding if it is to realise the full Masterplan.

Business Rate Supplement (BRS) –  
As with the other major regeneration 
projects examined in this report, BRS on its 
own is insufficient to fund the significant 

infrastructure needs of Eastside. If Eastside 
were to benefit from 100% of a Birmingham 
BRS at 2p, then it would raise an  
additional £15.3million per annum, which 
would underpin a 20-year PWLB loan of 
approximately £182million6. This approach is 
not considered viable given it is unlikely the 
wider business community would elect to 
pay a BRS that solely benefits the Eastside.

If a BRS of 2p were levied to business in  
the Eastside only, it would generate 

approximately £1.7million per annum in 
supplementary business rate revenues. 
This level of income could support a PWLB 
loan of £29million over a 20-year term, 
which would be insufficient to fund the 
infrastructure needs of the Masterplan.

Community Infrastructure Levy (CIL) – 
Approximately 3,250 new homes are 
scheduled to be delivered within the 
Eastside development. Using an illustrative 
CIL of £5,000 per property, the scheme 
could potentially receive £16million in levy 
receipts. This approach could provide a 
useful supplement for other financing 
mechanisms. As with BRS, a CIL alone would 
not be able to fund the initial infrastructure 
funding requirements of the project.

Figure 20 illustrates how a combination  
of BRS and CIL is still not sufficient to move 
the project forward. 

Figure 20 opposite shows a marginal 
improvement to the income stream 
available for the local authority, although 
there remains a substantial deficit.

Table 16 – Gross Value Added (annual)

Base case Proposed 
development

Net impact

High Low High Low High Low

GVA (£’000) 444,821 144,621 750,537 241,688 305,716 97,067

6PwC/Centre for Cities – City Solutions: financing local growth – briefing paper number 5 August 2007
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Accelerated Development 
Zone (ADZ)
An ADZ could potentially generate the 
required business rate revenues to fund 
the upfront infrastructure. 

Figure 21 illustrates the cash flows under 
the following scenarios assuming a fully 
developed Eastside:

Using BRS generated from the Eastside •	
area

Using a combination of BRS and CIL•	

Creating an Accelerated Development •	
Zone.

The ADZ offers a means to capture future 
growth in the development in order to fund 
the upfront infrastructure needs. By 2027, 
the development will have generated 
approximately £800million in business rate 
revenues if the full infrastructure costs can 
be met up front. The developments within 
Eastside are projected to generate an 
annual business rate take of circa £55million 
once the scheme is fully developed. 
Reinvestment of an annual business rate 
receipt of £55million could comfortably 
support prudential borrowing to fund the 
upfront infrastructure requirement of 
£82million. A PWLB loan of £82million would 
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initially require an annual payment of circa 
£7.8million using an interest rate of 4.9% 
over a 20-year period. As with the other 
case studies, the PWLB loans have been 
modelled on an EIP basis.

The ADZ is forecast to capture enough 
business rate revenues to pay back the 
loan by year 8. Therefore, in this example, it 
is forecast that the ADZ could be 
terminated at the end of year 8 with all 
future business rates being retained 
directly by the Treasury.

Treasury perspective
As with the Aire Valley and Lower Don Valley 
case studies, the financial impact upon 
the Treasury has been analysed over a 
30-year period. Table 17 shows results of  
an analysis where a comparison was 
made between the base case (where the 
Treasury receives the entire business rate 
take) and the implementation of an ADZ. 

Table 17 – Financial impact on the Treasury

Base 
case 
(£’000)

ADZ 
(£’000)

ADZ, 
BRS, CIL, 
RIF 
(£’000)

Gross 
business 
rates

836,161 1,355,702 1,355,702

Business rates 
retained by 
the Council

(136,510) (88,345)

Business rates 
retained by 
the Treasury

836,161 1,219,192 1,267,357

PWLB 
advance

– (82,000) (65,760)

PWLB 
repayment 
(principal 
and interest)

– 123,213 98,811

Net cash flow 836,161 1,260,405 1,300,407

NPV 456,304 647,545 682,130

Table 17 shows the forecast financial 
impact on the Treasury under the base 
case scenario and the implementation of 
an ADZ. Treasury receives all business rates 
under the base case; however, 
development is limited due to lack of funds 
available for infrastructure investment. The 
cumulative gross business rate take under 
an ADZ is forecast to be circa £1.4billion 
reflecting the increased growth stimulated.

Under the ADZ, the Treasury allows local 
reinvestment of the uplift in business rate 
revenue until 2016, when the receipts 
generated within the ADZ are sufficient to 
repay the PWLB borrowings. The analysis 
over a 30-year period shows that even 
though these additional business rates are 
reinvested locally and the Treasury is 
providing lending support through the 
PWLB for the first eight years, the Treasury is 
still forecast to generate significantly more 
income from an ADZ, both in nominal 
terms and on a NPV basis. 
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As well as benefiting directly via increased 
cash flow to the Treasury from an ADZ, an 
increase in GVA is also forecast as shown 
in table 18 below, as well as the increased 
outputs in relation to employment, 
housing and other development.

The ADZ is forecast to have a net impact 
on the local economy over a 30-year 
period ranging from £1.3billion to £4.2billion 
in NPV terms.

It is unrealistic to anticipate that the forecast 
17,500 gross permanent jobs represent 
totally new employment opportunities for 
the local economy – there will always be 
an element of displacement and 
substitution. However, within the Eastside 
area there would have to be a significant 
amount of displacement for it to be more 
financially beneficial for the Treasury to 
retain all business rates than to implement 
an ADZ (indeed, the displacement rate 
would have to be greater than 66% for  
the financial impact to the Treasury to  
be greater under the base case than 
under an ADZ).

Conclusion
The case study illustrates that if an ADZ 
could be implemented in the Eastside 
area, the necessary enabling infrastructure 
could be delivered, resulting in substantial 
additional benefits for the area and  
up to:

7,500 new jobs•	

760 new homes•	

Additional annual GVA to the local •	
economy of £306million

A further £4.2billion of GVA (NPV over  •	
30 years) more than if development is 
constrained due to a lack of enabling 
infrastructure investment.

Over the same 30-year period, the 
Treasury is forecast to benefit (based on 
forecasts, business rates and prudential 
borrowing costs) by up to circa £191million 
(NPV) if an ADZ is implemented (this does 
not take into account benefits from the 
growth in other taxes that may accrue to 
the Treasury).

Table 18 – GVA in NPV terms

Base case ADZ Net impact

NPV high £5.8billion £10billion £4.2billion

NPV low £1.9billion £3.2billion £1.3billion
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Case Study IV Nottingham Express 
Transit – the workplace parking levy

This case study is different to those already 
highlighted in that it provides an example 
of where local stakeholders have been 
able to use existing funding arrangements 
to deliver a key infrastructure extension. 

Nottingham has a relatively good track 
record in restraining the increase in traffic 
flows during a period of economic growth 
through the implementation of its successful 
Local Transport Plan strategy, which includes 
Nottingham Express Transit (NET) Line One. 
However, recently this growth in Nottingham 
has been accommodated by a spreading 
of the peak traffic periods, as road users 
adjust their time of travel to avoid the worst 
of the congestion, but in doing so create 
longer periods of congestion. With continued 
peak spreading, the opportunities for 
sustaining growth in economic activity by 
car are diminished, threatening economic 
prosperity unless new and significant 
capacity can be provided.

Looking at a future that maintains and 
enhances the capacity of the transport 
network to meet economic needs in a 
sustainable way, the Council and County 
Councils’ statutory Local Transport Plan 
includes a balance of investment and 
traffic management measures together 
with a balance of sources to meet the 
cost. In May 2008 the City Council applied 
to the Secretary of State for Transport to 
introduce a Workplace Parking Levy (WPL) 
to co-fund the new tram line. The charge 
(under the Transport Act 2000) would be 
made to employers who provide liable 
parking places within the Nottingham City 
Council administrative area, and would 
become effective from 2010. The City 
Council estimates that the income from 
the Levy will be £5.6million in 2010 (rising to 
£10.8 million in 2014) and that the cost of 
implementing the scheme would be 
around £1.9million.

Fundamental to the development of the 
Plan are:

The delivery of enhanced and •	
integrated public transport infrastructure 
services and interchange provision

Measures to address travel behaviour •	
and to facilitate a cultural change 
towards more sustainable alternatives

Reducing car dependency through •	
enhanced travel plans, promotion of 
high-quality alternatives, parking 
management and ‘smarter travel 
choices’.

The development of the tram network is 
considered to be the most important 
measure because of the important 
change in public transport use it is 
expected to achieve. The Government 
awarded programme entry approval for 
NET Phase Two in October 2006. 

The funding need of NET 
Phase 2 
The development of NET and continued 
improvements to bus services, including 
the Link bus networks, have largely relied 
on external (principally Government) 
funding sources such as Urban Bus 
Challenge or Support from East Midlands 
Development Agency and the Greater 
Nottingham Partnership. According to the 
City Council’s WPL Business Case (April 
2008), in the medium to longer term these 
sources will not be available to fully fund 
extensions to NET, nor for ongoing support 
to the Link bus network.

NET Line One will be extended with two 
new lines connected through a new 
transport hub (a redeveloped  
Nottingham train station). The NET Line 
One contract is to be terminated and  
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a new concessionaire is to take over and 
build NET Phase Two. PFI credits of up to 
£437million have been allocated to the 
scheme, which represents up to 75% of the 
total estimated cost. The City and County 
Councils will have to raise the remaining 25%. 

The City Council’s contribution to the NET 
Phase Two scheme is currently estimated 
at £84.5million, expressed in NPV terms, 
which equates to a total cash requirement 
of £208million over the projected life of the 
contract. The City Council is therefore 
expected to provide an annual revenue 
payment up to a maximum of £10.8million 
per annum.

Options for NET Phase Two funding
The financial implications for the NET 
Phase Two were expressed in terms of the 
need for an annual revenue stream from 

the City Council of £10.8million, until the 
scheduled end of the proposed contract –  
currently 2030/31. This annual requirement 
needs to be set against the wide range of 
services for which the City Council has  
a responsibility, ranging from social care 
for vulnerable people to promoting the 
economic development of the city.  
A number of funding options were 
considered by the City Council in order  
to meet this requirement, including:

a.  Council tax – the current B and D 
Council tax would need to be increased 
by £146 to generate the required income 
stream of £10.8million, which represents 
a 12% increase in the City Council 
element of the charge (for Band A 
properties, which represent over 60%  
of all properties in Nottingham, the 
increase would be £97). In recent 
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years, the Government has effectively 
capped the increases that authorities 
can make and in 2007/08 this increase 
was limited to 5%. The City Council’s 
current three-year medium-term 
financial plan allows for an annual 3% 
increase in Council tax, with no 
provision for any contribution towards 
NET Phase 2. 

b.  Un-earmarked reserves – the General 
Fund un-earmarked reserve balance 
at 31 March 2007 was £14.8million.  
Of this sum, £6million is budgeted to be 
used during 2007/08, leaving a balance 
of £8.6million. Each year the City Council 
determines the level of reserves to be 
held in relation to its annual income 
and expenditure and evaluates the 
strategic, operational and financial risks 
that it is facing. The 2007/08 budget 
report determined the prudent level of 
this reserve to be £7.6million, with a 
regular review required during the year. 
Any use of this reserve would only 
provide a one-off contribution towards 
the NET Phase 2 scheme.

c.  NET Line One earmarked reserve (Joint 
Fund) – the NET Line One promoters 
(City and County Councils) currently 
hold a joint fund, which represents the 
surplus of PFI grant over availability 
payments to date in respect of the 
operation of Line One. This fund was 
created to meet deficits in later years, 
when the level of availability payments 
will exceed grant receipts. At 31 March 
2007 the joint fund balance was 
£13.9million, of which the City Council’s 
80% share was £11.1million.

d.  If the operation of Line One is 
subsumed within the new PFI scheme 
for the tram network (lines one, two 
and three), the current financial model 

allows for all future forecasted revenue 
shortfalls to be met from the annual 
contribution from the promoters, and 
the Line One fund balance will no 
longer be required for its original 
purpose. However, a report to the City 
Council’s Executive Board on 20 
February 2007 earmarked this fund 
balance to meet the ongoing 
development costs of the NET Phase 2 
scheme, of which the City Council’s 
share is currently estimated at £9million. 
Any remaining monies would again 
only provide a one-off contribution.

e.  NET Line One earmarked reserve (City 
fund) – in addition to the above fund, 
the City Council also created a 
separate reserve to address potential 
future shortfalls in Line One funding. 
The reserve has been supplemented 
by annual revenue contributions from 
the General Fund. At 31 March 2007 
the balance stood at £3.2million, with 
the 2007/08 revenue budget 
contribution set at £993,000.

f.  Changes to the payment profile of the 
PFI grant for NET Line One have meant 
that this reserve is no longer required 
for its original purpose. Approval to 
transfer part of the current balance 
has been granted to meet the 
development costs of the Workplace 
Parking Levy scheme, and the 
remainder has been identified as a 
source of funding for the remaining 
development costs of NET Phase 2. 

g.  Capital Receipts – local authority 
finance regulations do not allow capital 
receipts to be applied to finance 
revenue schemes. It may be possible to 
provide an upfront capital contribution 
to the Concessionaire in lieu of part of 
the City Council’s annual revenue 
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  requirement. However, this would be 
the subject of negotiation with the 
Concessionaire and would also impact 
on the need for the scheme to remain 
off the City Council’s balance sheet 
(currently a key component of any PFI 
scheme). The sale of any additional 
non-operational properties to raise a 
capital sum would result in lost rental 
income for which alternative revenue 
provision would have to be made.  
The City Council’s capital programme 
assumes a level of annual capital receipt 
generation to fund existing schemes.

h.  Section 106 (S106) contributions – the 
promoters have received £720,000 by 
way of S106 contributions from third 
parties in respect of the development 
of Net Phase 2. These are ‘one-off’ 
payments, which have been applied 
to meet advance development and 
design costs associated with the scheme. 

i.  Because the route of the proposed 
tram lines within the city is designed 
essentially to meet transport needs 
from a largely developed area, it is 
unlikely that there will be further major 
S106 contributions that could be used 
to support the NET investment. 

j.  Local Authority Business Growth 
Incentive (LABGI) – the LABGI scheme 
enables local authorities to receive 
sums from the Government where it 
can demonstrate that the local 
authority has generated additional 
business rate income through 
economic growth. Over the first two 
years of the present three-year scheme 
the City Council has received 
£3.2million in LABGI grants. 

k.  Business Rate Supplement (BRS) – a BRS 
of 2p would generate an annual income 
of £5.5million for Nottingham City Council. 

l.  Congestion charging (Road User 
Charging/Workplace Parking Levy) – 
a report produced by Integrated 
Transport Planning Ltd on behalf of 
Nottingham City Council, entitled 
‘Strategic Comparison of Options for 
Nottingham – Road User Charging and 
Workplace Parking Levy’, provided a 
critical analysis of these two methods 
of congestion charging. Overall, it 
concluded that ”if a low-risk, low-cost, 
relatively quick measure with modest 
traffic reduction impacts and revenue 
generation were seen as the priority  
by decision-makers to tie in with the 
NET Phase 2 implementation plan,  
then WPL could be seen as the  
better option”. 

m.  Based on the proposed level of WPL  
as detailed within the business plan 
(commencing at £185 per annum and 
rising to £350 per annum per space 
over the first four years of the scheme), 
annual income would reach 
£10.8million by 2014, rising by 2.5% per 
annum thereafter. The use of WPL to 
generate a revenue stream over the 
length of the proposed NET Phase 2 
contract would be subject to 
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Government approval of the scheme 
beyond the initial ten-year period 
within the current legislation.  

n.  The City Council embarked on an 
extensive public consultation on the 
pros and cons of WPL in 2007.  
A majority were supportive of the 
scheme, although there was sustained 
opposition from within the business 
community who, while generally 
supporting the proposed public 
transport investments, opposed WPL  
as a means of raising revenue.  

The Workplace Parking Levy
Out of all the options outlined above, the 
WPL was considered to be the most 
appropriate tool to progress. The reasons 
for this were as follows.

WPL is a demand management tool that •	
focuses on commuter parking, a main 
determinant of congestion, particularly 
at peak periods.

WPL will further encourage the uptake of •	
travel plans and responsible parking 
management policies.

WPL also applies as a land-use planning •	
tool in encouraging employers to 
seriously consider the development 
potential/costs of land used as parking 
in the city.

WPL represents a financially efficient, •	
high-value-for-money proposal, with 
relatively low development costs and 
shorter implementation timescales than 
alternative charging mechanisms (the 
WPL scheme and the package of 
measures it will support is placed in the 
‘high value for money’ bracket based 
upon DfT guidance).

The business case for the introduction of a 
WPL in Nottingham proposes a level of 
charge that generates annual income of 
around £10.8million by 2014 (minus 
£0.6million annual operating costs), with 
future increases linked to inflation. The 
intention is to use these revenue flows to 
improve the public transportation system 
and reduce existing traffic congestion.

Money raised from the WPL would be 
invested in:

Funding the local contribution to extend •	
the tram system to serve Chilwell and 
Beeston via the QMC and Clifton via 
Wilford

Continuing to run popular Link bus •	
services that serve areas not covered by 
commercial public transport operators 
and add more link services

Improving bus services in areas not •	
served by NET

Transforming Nottingham Station to •	
become a ‘gateway to the city’ with 
improved connections to buses and 
trams and expanded passenger  
facilities – turning it into one of the top 
European interchanges.

These additional services will significantly 
improve opportunities for accessing 
education and healthcare. They would 
also provide a wider range of routes  
for commuting, shopping and other 
leisure activities. 

How does the WPL work?
The WPL would be a charge made for 
each parking space provided by an 
employer and used by employees. It 
would be a charge on the employer,  
not the employee. It would be up to  
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the employer whether or not to pass the 
charge on to the employee. Employers 
would be required to apply for an annual 
licence for the maximum number of 
spaces regularly used by their employees 
or business visitors. They would then 
receive an annual bill to cover the levy for 
the agreed number of spaces. Other 
elements of the scheme include:

There is a city-wide charge•	

All employers with more than ten parking •	
spaces would be liable

Customer parking, fleet vehicle spaces, •	
loading/unloading-only spaces and 
certain categories of business-visitor 
spaces will be exempt from the scheme

Parking spaces at emergency services •	
and NHS frontline service would receive 
a 100% discount

Businesses with ten or fewer parking •	
spaces, disabled spaces and powered 
two-wheel vehicle spaces would receive 
a 100% discount.

It is proposed that the WPL is introduced in 
2010 at £185 per space per annum, 
increasing by stages to £350 in 2015. 
Further year increases would be restricted 
to annual inflation only. The proposed 
annual increases during the first five years 
would reflect the phased introduction of 
improved public transport provision during 
this period – initially more Link buses and 
better integrated bus services, ticketing 
and information, then NET Phase Two and 
Nottingham Station improvements.

Benefits 
Analysis indicates that the establishment  
of a WPL will not have a significant impact 
on business investment decisions but 
overall will bring positive economic benefits. 
The WPL will have a positive impact on the 
people of Nottingham due to the improved 
public transport, integrated travel options 
and the reduction in congestion. 

The additional public transport provision 
and congestion relief brought about by 
the levy package will also provide practical 
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benefits for employers, including improved 
travel conditions and options for employees 
on company business and for service and 
delivery vehicles. Improved accessibility will 
also benefit organisations through access 
to a larger potential workforce and in retail 
and leisure businesses to a larger potential 
market. In economic terms the package of 
transport measures introduced by the levy 
will deliver benefits to business that 
outweigh the cost of the levy charges 
themselves.

Economic impact
The business case put forward for public 
consultation states that the levy will assist  
in maintaining and enhancing sustainable 
economic activity in Nottingham,  
ensuring that network capacity exists to 
support growth, both in the city centre 
and district centres.

The report states that significant monetised 
transport benefits will arise, generated 

through a combination of road user 
benefits resulting from direct impacts of the 
levy on travel behaviour and the 
secondary impacts of improved public 
transport service levels and accessibility to 
businesses, housing and local facilities.

NET Phase Two will also significantly 
improve journey reliability for public 
transport users and contribute to 
improvements in road user reliability by 
reducing traffic growth and congestion,  
all of which will be beneficial to business.

A PwC study on the potential economic 
impact of the WPL on mobile investment 
trends in Nottingham showed that there is 
a direct impact arising from the actual 
cost to the potential investor, and an indirect 
impact resulting from perceptions of the 
WPL as an additional tax on business.

Direct impact
The main influence is likely to be on 
companies involved in lower-value-added 
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operations where cost sensitivities are 
especially important. For example, a large 
call centre may require some 250 parking 
spaces. If the WPL commences at a level 
of £185 per space and rises to some  
£350 per space over the next ten years, 
the cost to a large call centre will rise to 
some £87,500. Although small companies 
will be exempt (if they have fewer than  
11 liable parking spaces), they will be 
aware that success may lead to them 
becoming liable for the WPL as their 
workforce expands.

Indirect impact
Investors tend to be sensitive to the local 
business environment, defined as the ease 
of doing business in a particular location. 
The importance in terms of perception of 
the ‘uniqueness’ of the WPL, therefore, 
should not be underestimated, especially 
where there is only limited differentiation 
between investor offers being assessed.  
In such a context, the WPL could be used 
by competitors to undermine the 
Nottingham offer. If this happens, the WPL 
may take on a much greater significance 
than its financial cost would suggest. This 
effect would be reinforced by the 
coverage of the proposed Levy, which 
includes many of Nottingham’s key 
employment locations – including the 
flagship Nottingham Business Park, located 
adjacent to the M1, outside the central 
‘core’ of Nottingham.

The negative perception may not only 
impact on new ‘greenfield’ investors. It 
could also impact on existing operators 
seeking to expand. Such expansions are 
likely to be the major source of future 
mobile investment in the city. Expansion 
projects are often initially mobile and  
the subject of a site selection exercise.  
In such a scenario, the WPL could lead 

companies to choose other centres  
either elsewhere in the UK or outside the 
country rather than Nottingham.

On the other hand, if Nottingham is able 
to use the resources generated by the WPL 
to effect significant improvements in 
transport conditions, it has the potential to 
enhance Nottingham’s offer.

In the past five years public transport 
usage has increased by 8% in Nottingham 
– the highest rate of any of the core cities.

According to a study by EMDA, 10.5million 
vehicle hours were lost due to congestion 
in Nottingham in 2006. 

Analysis by MVA for the business case 
highlights that without the levy package, 
vehicle flows into the city centre will be 
constrained to 6.5%. These growing levels 
(and related costs) of congestion suggest 
that proposals to tackle congestion or 
improve public transport provision are  
likely to be positively perceived.

Conclusion
The case study highlights that there is 
some limited scope for major schemes  
to be funded by cities using their existing 
portfolio of financial powers, but that 
current arrangements require cities to  
be imaginative in developing funding 
packages for projects. The WPL works 
partially because the benefits of the 
scheme are city-wide and because it 
opens up more opportunities to leverage 
funding (compared to the other case 
studies, which impact only on specific 
areas of the cities concerned). However, 
such schemes can take a long time to 
develop. The City Council first agreed to 
consider a WPL back in 2000. 
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The case studies in this report 
demonstrate that there are a 
series of significant hurdles for local 
authorities to overcome when 
delivering major programmes of 
urban regeneration. One of the 
biggest challenges is enabling 
infrastructure to transform these 
programmes into viable investments 
for the public and private sector. 
In three (Birmingham, Leeds and 
Sheffield) out of the four case 
studies considered in this report, 
cities remain unclear as to how 
(or if) this enabling infrastructure 
can be funded to make the 
projects and the related 
economic benefits a reality. 

Lessons from the  
case studies
The case studies set out in this 
report have highlighted several 
lessons for local and national 
policymakers:

1  Some local authority-wide 
infrastructure investment can 
be generated via existing 
financial mechanisms

For instance, Nottingham City 
Council has successfully financed 
the extension of the Nottingham 
Express Transit through a 
Workplace Parking Levy. 

2  Large-scale projects such as 
the Birmingham, Leeds and 
Sheffield case studies still 
provide a substantial challenge

Such projects have the potential 
to offer substantial benefits to  
the local, regional, and national 
economy, but they require 
significant enabling infrastructure 
investment in order to fulfil their 
growth potential.

3  The new financial tools currently 
proposed by the Government 
are unlikely to be sufficient  
to meet the infrastructure 
investment needs of many 
major transformational projects

Business Rate Supplements  
(BRS) have the potential to  
deliver additional investment for 
infrastructure if applied to a local 
authority-wide or multiauthority 
project. Nevertheless, several 
limiting factors also exist, including 
the high 50k small business  
relief, the fact that they can  
only be levied once, and the  
2p upper-limit restricting funding 
capacity. In addition, for the 
projects reviewed in this report, 
BRS is unlikely to be a viable 
option as a single tool.

The Community Infrastructure 
Levy (CIL) may provide an 
additional funding boost, 
particularly in areas of high 

Learning from  
the Case Studies 

4
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housing values, but questions remain over 
its likely impact across all developments 
(especially in the current housing market 
when values are falling). More clarity is 
needed on the extent to which the CIL 
can capture contributions beyond S106, 
the need to bridge finance between 
upfront investment and subsequent 
payments (themselves uncertain in 
amount and timing), and the extent to 
which key schemes will generate 
exceptional ‘development gain’ that can 
be charged.

4  New financial tools, based on the 
concepts of ADZs and RIFs examined  
in this report, could help cities deliver 
the proposed regeneration schemes  
in full, unlocking potentially significant 
social and economic benefits. If the 
Birmingham, Leeds and Sheffield case 
study projects were to be delivered i 
n full, it is forecast that they could 
collectively generate additional  
benefits of up to:

26,000 new jobs•	

6,150 new homes•	

Additional annual GVA of £1.0billion•	

GVA of £14.6billion (in NPV terms over the •	
next 30 years).

5  The Treasury stands to benefit from the 
implementation of ADZs and RIFs

Forecasts suggest that for the projects 
considered, the collective annual business 
rates invested by The Treasury would only 
be circa £100million, 0.6% of the annual 
national business rates take. This scenario 
can be seen as similar to that of BRS, in the 
sense that only the uplift, ie. new business 
rates within the area, are reinvested.  
These are ‘supplementary’ to the existing 
business rate dividend for the area and 

would be unlikely to exist without delivering 
key enabling infrastructure.

Over a 30-year timeframe, the additional 
growth generated by the full completion 
of these regeneration programmes is 
forecast to offer The Treasury NPV benefits 
of up to £453million – a higher return both 
in terms of cash flow and NPV than if The 
Treasury retained all new business rates 
up-front. 

6   The benefits of these new financial 
tools could stretch beyond these case 
studies and the Core Cities

The case studies and supporting evidence 
suggest that there is scope to adapt the 
various approaches considered for the 
Core Cities to major regeneration 
schemes in other cities.

As well as enhancing local outputs and 
delivering on Government and regional 
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objectives, the delivery and success of 
these major regeneration projects is vital  
to reducing regional economic disparity 
and improving overall competitiveness. 
The case studies demonstrate a high rate 
of return on investment in the medium 
and long term.

Going forward
This report highlights, using some specific 
projects, the limitations of existing and 
emerging funding approaches and the 
potential for some new mechanisms to  
be utilised to raise investment that could 
generate substantial benefits if invested in 
key enabling infrastructure. It shows that 
successful completion of major regeneration 
projects, as a result of innovative financing, 
not only benefits the local economy but 
also contributes towards improving regional 
and national prosperity. The development 
of alternative funding tools nevertheless 
demands collaboration between the  
City Council and the various stakeholders, 
including public agencies and  
local business.  

The agenda for greater financial devolution 
to support infrastructure investment and 
regeneration might focus on the following:

The need for locally generated and •	
retained long-term revenue streams that 
can be securitised to raise funding for 
investment. The ADZ concept sets out  
an illustration of how these principles 
could be applied.

Infrastructure funds that can provide •	
upfront capital investment, potentially on 
a ‘revolving’ basis. This could allow them 
to fulfil the ‘banker’ role in advance of 
revenue generation (such as CIL or an 
ADZ) until those revenues are sufficiently 
established to be securitised.

Ensuring systems are in place to capture •	
value effectively where increased values 
are to be created in an area (as a result 
of more enabling infrastructure investment). 
For example, this may be through S106, 
CILs, or development PPPs aimed at 
value capture.

Ensuring cities’ financing capabilities are •	
flexible. The case studies demonstrate that 
while the possible solutions to financing 
challenges do share some common 
features (securitising new revenue 
streams to service additional borrowing, 
or capturing increases in land values), 
the specific mix of tools required to 
deliver regeneration projects will be 
determined by both the nature of the 
project itself, as well as other factors, 
such as the local authority’s capacity to 
procure and deliver infrastructure and to 
manage risk effectively.

The potential to pilot new mechanisms •	
based on concepts set out in this report.

Conclusion
The evidence presented in this report 
indicates that providing the Core Cities 
with greater financial freedom and a  
mix of funding tools enhances their 
potential to deliver sustainable growth. 
However, developing new ways to fund 
large-scale projects presents a series of 
challenges for local authorities and their 
funding partners to overcome, which will 
require changes in current policy and 
practice. But without the introduction of 
new funding mechanisms, there is a risk 
that real opportunities for growth (such  
as those set out in the case studies) will  
not be fully exploited. This could translate 
into real and substantial lost opportunities 
to both regional and national  
economic growth.
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An important factor in the 
consideration of new local 
financing tools is risk. Should the 
Core Cities wish to utilise new 
approaches along the lines of 
those proposed in this report, 
what might be the associated 
risks and how could they  
be managed?

It would be the responsibility of 
each sponsor city to prepare 
projects on a prudent basis  
and with appropriate due 
diligence and contingencies. 
Regeneration and development 
are, however, inherently risky  
and the risks of associated 
funding approaches should 
therefore be fully recognised.

Risks
Before setting out some of the 
potential risks associated with 
new funding proposals, it should 
be recognised that the Core 
Cities do not start from a risk-free 
position. The case studies 
highlight that the ‘do nothing’ 
scenario carries a substantial risk 
that cities, their surrounding 
areas and potentially the 
regional and national economies 
will lose out on economic and 
social gains if new funding 
mechanisms are not available. 

The table below considers a 
range of risks that might apply to 
an area-based regeneration 
scheme against which the 
potential impact on new funding 
tools could be considered.

Risk Area Possible Risk

Commercial 
and 
financial

• Land assembly
• Building cost 
inflation
•  Demand/rate of  

take up
• Market price/
yields
• Inflation
• Macroeconomics
•  Public funding 

availability
•  Uncertainty over 

scale and timing 
of development

• Treasury risk
• Counter party risk

Planning 
and 
regulatory

• Massing
• Mix
• Density
• Sustainability

Technical • Flood defence
• Remediation
• Environmental
• Traffic impact
• Design
• Supply chain

Legal • CPO
• State aid
• Virement

Control and 
governance

•  Stakeholder 
management

•  Scheme 
acceptability

•  Political stability/
support

Risk Analysis5
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Potential impact on 
emerging funding tools

Business Rate Supplement
BRS is incremental to existing business 
rates, which, for any given Core City,  
is a mature and well-understood metric. 
The key risk to any future BRS income 
stream lies in the macroeconomic  
climate. BRS therefore lends itself to  
being an effective source of funding  
for hypothecation, although as shown 
above, it is not likely to be suitable for  
the types of schemes discussed here  
as its capacity to raise funds is limited  
by the 2p rate and also its application 
within an area boundary rather  
than city-wide.

Community Infrastructure Levy
Once established, the Community 
Infrastructure Levy proposals will  
generate funding from development 
activity. However, the rate and quantum  
of development activity is subject to  
many of the risks highlighted above, 
particularly the commercial, financial  
and technical risks.

Its use as an effective funding tool to 
forward-fund infrastructure provision  
will depend on the degree to which  
the risks that impact on the future build 
out or sales rate can be managed or 
mitigated and the extent to which  
upfront funding can be raised against 
projected future CIL revenues, the timing 
of which is likely to be difficult to predict  
in many circumstances. RIFs offer a clear 
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way forward as a means of bridging  
the gap between upfront funding and  
CIL receipts. 

Potential impact on newly 
proposed funding concepts
The case studies highlight the potential 
impact that new tools such as RIFs and 
ADZs could have on delivery. The degree 
to which they may be impacted by or 
assist in managing the risks highlighted 
above is set out below.

Accelerated Development Zones
ADZs, as illustrated in the case studies, rely 
on investment by existing businesses or the 
creation of new businesses to generate 
new business rates. The risk that income 
captured is below that forecast is 
substantial and arises, primarily, due to:

1  Delays – any risks (eg. technical, 
economic, regulatory etc) that slow 
down the delivery of commercial and 
industrial space against the programmed 
development rate would impact on the 
annual receipts generated.

2  Quantum – should a scheme deliver  
less development than originally 
envisaged, or development of lower 
value (which may result from risks such 
as market, technical, planning etc),  
the ADZ would capture less value  
than originally envisaged.

However, it may be possible to consider risk 
mitigation strategies, such as the following.

1  Risk transfer – Selling the future business 
rates stream (or a shadow tariff) to a 
developer in lieu of upfront investment. 
This concept has been discussed with a 
major UK developer, which was open to 
further discussion, but would expect to 

charge a margin for the risk transfer.  
This type of approach is likely to be 
better suited to schemes where there  
is a dominant developer rather than 
large numbers of interested parties.

2  Headroom and buffer – Where cities  
opt to fill the ‘banker’ role by funding 
infrastructure up-front, using prudential 
borrowing based on access to future 
income streams from an ADZ, then 
borrowing levels might be based on 
receiving only a percentage of forecast 
receipts, creating headroom between 
anticipated receipts and payment 
obligations. In periods where delivery  
is achieved at either planned or 
accelerated rates, a financial reserve 
could be created to protect against 
future delays in delivery during the 
lifetime of the scheme.

3  Diversification – If other income streams 
could be used in addition to business 
rates (eg. stamp duty, CIL or Council 
tax), the reliance on any one income 
stream could be reduced. The extent to 
which this proves an effective risk mitigation 
strategy would depend on the risks 
associated with each individual income 
stream. For example, receipts arising 
from housing development (eg. Council 
tax or stamp duty) may have a different 
risk profile from those arising from industrial 
development (eg. business rates).

4  Portfolio approach – If ADZ returns were 
linked, it may help to mitigate the risks of 
any one ADZ underperforming and 
provide a more attractive risk transfer 
opportunity for the private sector. For 
example, a private sector infrastructure 
funder may wish to invest in ADZs in 
different areas of the country to mitigate 
against geographical risk. 
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5  Link to Infrastructure Fund – A revolving 
Infrastructure Fund might be used  
to cushion some of the timing risks 
outlined above.

In practice, each city will need to adopt 
mitigation strategies specific to the 
ownership, development plans, market 
conditions and overall risks related to  
each ADZ.

An ADZ is likely to involve a local authority 
using its prudential borrowing powers to 
raise funding for up-front infrastructure 
secured against future business rate 
income streams. Any increase in debt 
raised by a local authority will have a 
corresponding increase in Treasury 
management risk.

With derivative products unavailable for 
local authorities, the main Treasury risk 
management tool adopted has been the 
rescheduling of PWLB debt. However, the 
PWLB has effectively withdrawn early 
repayment facilities by introducing the 
new PWLB repurchase rate margin. 

The current situation leaves local 
authorities with little flexibility to adjust  
their debt portfolios to reflect changing 
market risks or changing circumstances  
of the authority. Additional flexibility to 
address Treasury management risks  
would maximise the potential use and 
impact PWLB funding and its ability to 
underpin ADZs.

Infrastructure Funds
Infrastructure Funds could play a vital  
role in mitigating the risks associated with 
using the funding tools outlined above.  
For example, if established as rolling 
investment funds with sufficient capacity  
to absorb timing risk, they could be used 
in the early stages of a development 
where returns under CIL and/or an ADZ 
are unproven.

If used in this capacity, over say a 3 to 
five-year timeframe, a RIF for example 
could provide the necessary breathing 
space for an ADZ or CIL framework to  
build up a track record of income 
generation and could support:

Increased investment from the private •	
sector (due to increased de-risking)

More confident use of prudential •	
borrowing powers

Increase the effectiveness of existing  •	
and proposed financial tools by 
providing an ‘interim banker’ that 
enables future income to be more 
readily linked to payment of upfront 
infrastructure

A sustainable RIF as any initial investment •	
would be repaid through revenues 
generated from an ADZ or CIL and 
hence could then be reinvested in a 
new project. 
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Conclusion
While a more comprehensive and detailed 
risk analysis will need to be undertaken 
prior to piloting an ADZ, the above 
illustrates that financial devolution must be 
approached with prudence. In particular, 
there is:

A need for risk to be managed •	
effectively if the full potential impact of 
funding tools (new and old) is to be 
realised; for example, if local authorities 
are to benefit from additional prudential 
borrowing, consideration may need to 
be given to their ability to manage 
treasury and funding risks

A role for new funding mechanisms to •	
help to manage those risks to increase 
project-delivery effectiveness

A possibility to attract increased private •	
sector investment and risk acceptance 
under certain conditions.
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Financing local growth
This Financing Local Growth survey of local 
government leaders was commissioned 
by PwC and conducted between October 
and November 2007 by Opinion Leader 
– a research-based consultancy offering a 
range of qualitative, quantitative, deliberative 
and collaborative methods. A total of 122 
leading professionals and opinion-formers 
(mostly chief executives and directors of 
local authorities, local business leaders, 
chairs of Local Strategic Partnerships and 
other third-sector bodies) participated via 
a telephone interview. 

Detailed findings
We asked respondents for their views on 
the way in which their local infrastructure is 
currently funded. The results show a strong 
appetite for change in local funding 
arrangements, with 86% of respondents 
across all sectors arguing that current 
funding regimes were not flexible enough 
to meet local infrastructure needs.  

Appendix A – Financing 
Local Growth Survey

0 20 40 60 80 100

Agree stronglyAgree

Neither agree nor disagreeDisagree

Disagree stronglyDon't know

Business

3rd Sector

Local Authorities

TOTAL 27% 59% 3% 8% 2%

33% 55% 3% 7%

24%

10% 75% 10% 5%

58% 15% 3%

How far would you agree or disagree with the following statements? I am in 
favour of maintaining the status quo on local infrastructure funding. 
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When asked the main reasons for 
supporting change, respondents cited a 
need for more autonomy and decision-
making for local authorities (42%), and 
inadequate funding or not enough 
funding (37%). 

On the specific issue of whether local 
authorities should be given more freedom 
and flexibility to raise extra capital through 
taxation for major projects, the survey 
found the strongest support among local 
authorities (83%) and the third sector 
(95%). Business demonstrated the least 
support but less than half disagreed or 
strongly disagreed, perhaps indicating a 
willingness to explore this option.

More than half of respondents (57%) are 
dissatisfied with the current arrangements 
for raising finance for capital infrastructure 
development, with business respondents 
more dissatisfied (64%) than other groups.  

Dissatisfaction increased (to 63%) when 
our respondents were asked about their 
own city or town, with third-sector 
respondents the most dissatisfied (70%), 
followed closely by business (67%).   

A total of 80% of respondents said they 
were confident their city/town could 
achieve its potential for economic growth 
and prosperity over the next ten years, with 
business showing the most confidence. 
However, nearly all (98%) agreed that 
infrastructure issues are currently 
preventing their city from achieving its full 
potential. Furthermore, there was across-
the-board confidence (95%) that 
increased investment in infrastructure 
would deliver real economic benefits.

0 20 40 60 80 100

Very SatisfiedQuite satisfied

Neither satisfied nor dissatisfiedQuite dissatisfied

Very dissatisfiedDon't know

3rd Sector

Local Authorities

Business

TOTAL 3% 15% 45% 21% 17% 2%

3% 18% 45% 18% 15%

10% 10%

14% 41% 42% 22%

40% 25% 5% 10%

Thinking about how cities and towns currently raise finance for new capital infrastructure 
developments, how satisfied or dissatisfied are you with the current arrangements?
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0 20 40 60 80 100
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TOTAL 15% 48% 19% 16%2%
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Thinking about how your city/town currently raises finance for new capital infrastructure 
developments, how satisfied or dissatisfied are you with the current arrangements?
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54% 25%

How confident are you that your city/town can achieve its potential for economic 
growth and prosperity over the next ten years? 
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The results showed high levels of overall 
demand for capital investment in major 
infrastructure projects (93%), particularly 
among the business community. Four-fifths 

(81%) said that a lack of investment is 
seriously restricting economic growth in 
their city or towns, with business 
respondents most strongly agreeing. 

0 20 40 60 80 100

Very confident

Quite confidentNeither confident nor unconfident

Not very confidentNot at all confident

3rd Sector

Local Authorities

3rd Sector

TOTAL 30% 65%

29%3%

3%

67%

29%3% 67%

30%6% 6% 58%

How confident are you that an increase in investment in key infrastructure would 
deliver real economic benefits to your city or town? 
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48% 45%
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Most respondents identified housing and 
infrastructure as the main barriers to 
growth. Transport was of most concern to 
more than half (55%) of respondents, with 
others also citing roads and highways 
(25%), rail connections (20%), public 
transport (20%) and traffic congestion (13%).  

Housing was the second most significant 
concern (37%), especially among business 
respondents. Other infrastructure issues 

raised included information technology 
and a lack of broadband provision (11%), 
changing demographics and an ageing 
population (10%).

Nearly all respondents identified specific 
infrastructure projects in their area that 
were in urgent need of funding, with 90% 
of respondents citing local public transport 
infrastructure as the most urgent, followed 
closely (86%) by road network investment.

0 20 40 60 80 100

Agree stronglyAgree

Neither Agree nor disagreeDisagree

Disagree stronglyDon't know

Local authorities should
be given more freedom

and flexibility to raise extra
capital through taxation

for major projects

Lack of capital investment
in infrastructure is

seriously restricting
economic growth

Key infrastructure projects
in my cityare being held

 back because of a lack of
infrastructure investment

13% 5%

14%

7% 9% 13% 41% 30%

7% 44% 34%

44% 37%
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Transport
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Changing demographics

What are the major barriers to growth?
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The survey showed that there is a 
widespread interest in new funding tools to 
boost investment in urban regeneration 
projects, especially transport schemes. 
Virtually all agreed that such tools should 
be available over the long term with 
investment decisions resting locally, not 

nationally. Around 90% of all respondents 
also believed that the following are 
important factors in respect of new 
funding tools:

Any new tools help to forward-fund •	
infrastructure (89%)
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Other

Industrial developments/business park

Long-distance rail infrastructure services

Social infrastructure

Commuter rail infrastructure

Housing-related infrastructure

Raod network investment

Local Public transport infrastructure 90%

86%

82%

77%

72%

57%

53%

15%

Which, if any, of the following types of economic infrastructure projects do you 
feel your city or town is in urgent need of funding? 
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That quick wins can be
achieved using new tools

Central Government
investment should match

investment raised by local tools

That any new tools help to fill
gaps in existing funding for

key infrastructure projects

That funds are generated by new
tools are ring-fenced to infrastructure

priorities, not the general budget

That any new tools help to
forward fund infrastructure 6%

3%

5% 4% 42%

7% 11% 10% 47% 24%

3% 13% 33% 43%

46%3%

5% 3% 23% 64%

41% 48%

Still thinking about how the way cities and towns raise finance for infrastructure 
developments, how important are the following factors in any new arrangements 
that are made? 
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Funds generated by new tools are •	
ring-fenced to infrastructure-priority 
projects (87%)

Any new tools help to fill gaps in existing •	
funding for key infrastructure projects 
(88%)

Over 70% also said that Government •	
investment should match investment 
raised by local tools, and that ‘quick 
wins’ can be achieved using new tools.

When asked if they were aware of any new 
tools for financing local growth, over half of 
respondents (55%) were aware of BRS, with 
business respondents (61%) showing the 
highest levels of awareness. 

Around a quarter (26%) of respondents 
spontaneously mentioned other tools, 
including Business Improvement Districts 
(9%), the Local Authority Business  
Growth Initiative scheme (8%); and  
bond finance (6%). 

30%

55%

13%

17%

0 20 40 60 80 100

Not aware of any

Local asset backed vehicles

Roof tarrifs

Supplementary business rates

A number of new funding mechanisms or tools are being proposed and 
developed that might provide new ways of raising finance for capital 
infrastructure developments in English cities and towns. What, if any, new 
funding tools or arrangements are you aware of?
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The case studies featured in the main 
body of this report have illustrated the 
potential efficacy of a range of existing 
and emerging financing tools. This section 
features analysis of the potential advantages 
and unresolved issues pertaining to a 
range of tools, including  
BRS and CIL in the context of generating 
additional infrastructure investment to 
unlock projects similar to those featured in 
the case studies in this report. 

Existing and emerging 
financial tools
Capital funding options for  
new investment can be broadly divided 
into two categories

1  Funding streams 
Sources of funding available for direct 
investment (eg. grant settlement,  
LABGI, etc).

2  Funding mechanisms 
Mechanisms to maximise  
the flexibility, impact or use  
of individual funding streams  
(eg. prudential borrowing).

This appendix features analyses of the 
following funding streams and mechanisms 
in greater detail, before reflecting on the 
evidence provided by the case studies in 
the main report to determine their potential 
efficacy for delivering additional 
infrastructure investment: 

Funding streams 
Business Rates Supplement (BRS) •	

Local Authority Business Growth Incentive •	
(LABGI)

Business Improvement Districts (BIDs)•	

Community Infrastructure Levy (CIL)•	

Funding mechanisms•	

Local Authority Asset-Backed Vehicles •	
(LABVs)

Hypothecation.•	

Business Rates Supplement 
(BRS)
Outline
Despite first being raised as a potential way 
of increasing infrastructure investment in 
1998, it wasn’t until The Lyons Inquiry into 
Local Government endorsed BRS in 2007 
that momentum began to build behind the 
idea. Following an inclusion in the SNR, 
The Treasury released a White Paper on 
Business Rate Supplements in October 
2007. This paper provides the parameters for 
local authorities to levy a business rates 
supplement of 2p in order to provide 
investment in economic growth activities.  
The application of supplements of this 
nature has yet to be fully worked up, and 
in particular the approvals process by 
which the Government will allow the 
establishment of supplementary rates areas. 
In addition, it is proposed that the application 
of the supplement will require business vote 
approval with the exception of investment 

Appendix B – Appraisal  
of Existing and Emerging 
Financing Tools
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that falls below 30% of the total investment 
package being proposed. Businesses  
with premises of a rateable value of less 
than £50,000 are excluded from any 
supplement being implemented.

Potential use
BRS has the potential to generate 
significant additional funds for infrastructure 
investment, particularly if levied across a 
number of local authorities, and if the 
revenue stream is used to underpin 
prudential borrowing over a long time 
period, ie. decades, not years, subject to 
approvals. Such arrangements would 
allow a BRS to contribute to major 
infrastructure projects, such as Crossrail.  

However, these factors, together with the 
requirement to incorporate a city-wide 
business vote if the proposed supplement 
represents more than a third of the 

proposed investment, present a number of 
political and governance challenges for 
any single or group of local authorities 
seeking to implement a BRS. 

In addition, the potential for BRS to plug 
infrastructure funding gaps will be limited by:

The underlying core rateable value level •	
of the individual authority

The proposed relief for small businesses•	

The 2p restriction•	

The fact it can only be levied once  •	
(at a time).

How much could BRS raise?
The potential impact of BRS across a city to 
support capital borrowing is relatively 
straightforward to calculate. Table 20 
(below) shows the investment potential for 
the Core Cities for a 2p BRS.

Pros and cons

Table 19 – Business Rate Supplement

Strengths Unresolved Issues

Link between rates take and successful 
infrastructure investment

Capability to successfully ballot business on 
this scale is uncertain

Successful business vote gives vote of 
confidence to infrastructure plans

Local political acceptability of charging local 
business is likely to vary

Wide-scale revenue raising supports strategic 
scale investment plans

Investment in localised areas is likely to be 
difficult given revenue-raising across whole 
local authority base

Businesses support for BIDs illustrates that 
private support is accessible

Scale of investment is dictated by rateable 
values, therefore limited in capacity

Carve out for small businesses has been built 
into the system

Timescales to achieve ballot may be 
considerable

Direct link between investment to support 
economic growth has been made

Current uncertainty in relation to how projects 
are to be approved by the Government

No short-term time constraints have been put 
in place, therefore longer-term investment 
potential exists

Revenue is genuinely additional to the local 
authority, ie. no netting off grant settlement

Accountability to local business is achieved
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It should be noted these estimates do not 
take account of the £50,000 exemption for 
small businesses. This factor is likely to 
materially reduce the revenue-raising 
potential of BRS relative to the figures 
presented above, particularly in the North 
of England, where there are more 
businesses below the £50,000 threshold.

Community Infrastructure 
Levy (CIL)
Outline
The Planning Reform Bill (currently before 
Parliament) provides for a new statutory 
charge on landowners who benefit from 
development – a Community Infrastructure 
Levy (CIL). The CIL builds on the idea of 
‘tariff’ proposals, such as the Milton Keynes 
’roof tax’, where a clear link between 
development and contributions from the 
private sector is made. The major potential 
benefit of this system is that it overcomes 
the problems of negotiation and delay 
that can characterise Section 106 
agreements. More certainty about 
financial arrangements allows the public 
and private sectors to concentrate on 
delivery – saving time and money in the 
process. Planning charges may also 
encourage a greater degree of buy-in  
to the overall development process, 

engaging key stakeholders, such as health 
authorities and other Government agencies. 

Potential use
A CIL is likely to be an attractive mechanism 
for commodity-type development, such  
as housebuilding where a transparent 
charge per unit can be levied. The level  
of any CIL will be critical and there will be 
implementation challenges to address, 
eg. can an authority-wide CIL recognise 
differences in site values?

 

Table 20 – Investment potential (£million) for a 2p BRS

Urban area 2p supplement 
revenue

Base case ADZ Net impact

Core Cities Birmingham 15.1 113 180 226

Leeds 13.0 97 155 194

Manchester 11.3 84 135 169

Sheffield 8.1 60 96 120

Bristol 6.7 50 80 100

Liverpool 6.6 49 79 99

Newcastle 5.4 41 65 81

Nottingham 5.4 40 64 81
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Potential impact
The effectiveness and impact of CILs will 
depend to a large degree on:

The extent to which CIL can generate •	
additional contributions from landowners 
(than would otherwise be secured via S106)

Finding ways to translate future CIL •	
payments unto upfront funding (ie. the 
need for a ‘banker’ to lend against future 
payments and to take the risk that 
payments are lower or later than planned)

The extent to which land and •	
development values create sufficient 
value to support a material tariff

Local stakeholders’ ability to set appropriate •	
tariff levels so that they are sufficient to 

contribute to infrastructure investment, but 
not so high that they make developments 
unviable and stifle investment.

CIL may only deliver a fraction of total 
infrastructure costs, the bulk of which will 
still need to come from other sources,  
and they will not be viable in all areas, 
such as brownfield sites and more 
marginal housing markets where there  
is limited land value capture.

Local Authority Business 
Growth Incentive (LABGI)
Outline
The LABGI scheme provides a revenue 
source based upon business rate increases 
across a local authority over a given  

Pros and cons

Pros and cons

Table 21 – Community Infrastructure Levy

Strengths Unresolved Issues

Simple to understand Levy is paid after infrastructure needs to be 
provided. This still leaves a funding gap to bridge

Provides private sector with clarity and 
commitment over future infrastructure investment

How will the CIL be set and used?

Could be applied to smaller developments than 
S106 agreements have typically been used for

How much additional value will CIL capture 
compared to S106?

If CIL is optional, how great are the risks of 
losing development to neighbouring 
authorities that do not implement it?

Table 22 – LABGI

Strengths Unresolved Issues

Direct correlation between rateable value 
growth and revenues received by local 
authorities

Cap in total value means that individual 
authority receipts are likely to be too small to 
contribute to significant infrastructure 
investment

LABGI scheme has been in place for past 
three years and therefore is understood by 
local authorities

Uncertainty over annual payments reduces 
capacity for local authorities to rely on revenue 
for investment

Flexibility to spend LABGI income on key 
priorities

Three-year time limit reduces capacity to 
support significant investment 

Complexity of calculation approach increases 
level of receipts uncertainty
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time period. Over £550million has been 
allocated to more than 400 local authorities 
since the scheme was set up in 2005.

Potential use
LABGI’s effectiveness as a funding source 
has often been downplayed, due to 
inherent uncertainties of the level of future 
receipts an authority may benefit from. 
Because of its short-term nature, relative 
uncertainty and retrospective payment,  
it does not fit well with the needs of  
project finance where relative certainty 
and longevity of funding are required. 
Cities do not therefore view LABGI as an 
effective project-financing tool.

Possible impact
Overall, due to the (low) level of funding 
nationally available under the scheme 
and the inherent uncertainties associated 
with future receipts, LABGI is not 
considered to have a material impact on 
funding major infrastructure projects. 

Business Improvement Districts  
Outline
There are over sixty Business Improvement 
Districts (BIDs) in the UK, mostly in town 

centres. A BID is arranged such that an 
agreed localised area is identified and 
businesses engaged (via a ballot) in such 
a manner that they provide financial 
contributions that are invested within the 
locality in support of an agreed spending 
plan. BID revenues generated and 
invested are relatively small scale when 
compared to infrastructure investment 
and a BID is time-limited to a maximum  
of five years.

Possible use
The focus of BIDs is on localised and 
relative small-scale geographical areas. 
The money raised is generally of a scale 
that supports limited investment capacity 
and is more focused upon quality of 
environment rather than large-scale 
infrastructure enablement. The time-limited 
nature of these schemes (five years) also 
reduces the ability of this tool to support 
large-scale, long-term infrastructure finance.

Potential impact
While BIDs can be successful for localised 
investment needs, they were not designed 
as a funding source for major capital 
investment projects.

Pros and cons

Table 23 – Business Improvement Districts

Strengths Unresolved Issues

Local business buy-in and commitment to 
development of ring-fenced areas

Scale is conducive to small localised areas 
rather than larger regional schemes

Development of, and commitment to delivery 
of, a specific investment plan

Investment tends to be quality-related as the 
revenue streams are generally low value – limited 
capability for infrastructure investment enabled

Direct linkage of costs incurred to those 
benefiting from the investment
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Funding mechanisms
Local Asset-Backed Vehicles (LABV)

Outline
Local Asset-Backed Vehicles (LABVs) allow 
local authorities to use their assets (usually 
land) to lever long-term investment from 
the private sector for regeneration 
projects. They are designed to bring 
together a range of public and private 
sector partners in order to pool finance, 
planning powers, land and expertise; 
ensure an acceptable balance of risk and 
return for all partners; and to plan and 
deliver projects more strategically. 

A number of LABVs have been set up at 
the regional and subregional level, mostly 
co-sponsored by the RDAs and English 
Partnerships. British Waterways has also 
created an asset-backed vehicle, ISIS 
Regeneration, to unlock development on 
its own sites. The Government is supporting 
LABVs and similar local delivery vehicles, 
such as Urban Regeneration Companies 
and City Development Companies. 

Potential use
The appropriateness of this approach in 
relation to infrastructure funding will be 
dependent upon the asset base under 

consideration. The ability to raise finance 
against the assets will depend upon 
characteristics that these assets display 
(eg. revenue generating, capital value 
increase potential etc).  

Possible impact
LABVs provide a route to bringing public 
and private sectors together to:

Pool finance, land, expertise and powers•	

Allocate risks and returns appropriately•	

Plan and deliver projects more •	
strategically.

LABVs can give local authorities a •	
broader ‘footprint’ by providing a 
mechanism to:

Retain long-term stakes in developments•	

Participate in returns from any uplifts in •	
property values

Plan development city-wide (or beyond).•	

The effectiveness of LABVs depends on the 
availability of a portfolio of assets from  
 

which additional value can be extracted. 
Its effectiveness as a mechanism will, in 
large part, be governed by local 
circumstances such as portfolio size,  

Table 24 – Local Asset-Backed Vehicles

Strengths Unresolved Issues

Where assets exist they can be used flexibly  
to attract private sector investment into  
specific schemes

Currently limited use in the market to date

Asset use in line with Government focus on 
efficient asset use

Procurement processes to attract private sector 
partners can take significant periods of time

Ability to attract equity investment from the private 
sector as well as more standard debt lending

Ties up local authority asset base and 
generally only suited to ‘surplus assets’

Returns from a LABV can be used flexibly to 
meet local authority priorities

Requires significant/attractive asset base to  
be viable, subject to some market and 
development risks

Pros and cons
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land values, rental income, economic 
prospects, etc.

Hypothecation of localised 
revenue streams  
Outline
For the purpose of this report, 
hypothecation is used, in its simplest form, 
to mean ring-fencing of ongoing income 
streams to underpin upfront funding. Local 
authorities may have access to 
widespread income streams they control 
and which, subject to appropriate value-
for-money criteria, could be used to raise 
money for infrastructure investment.  
Revenue streams of this nature could 
include car-parking levies, congestion-
charging revenues, ground-lease income 
etc. The effectiveness of this approach to 
infrastructure funding will vary between 
cities depending on the revenue streams 
available. 

Possible use
The most appropriate type(s) of revenue 
streams to support infrastructure funding 
are likely to be those that share in the 
characteristics of the investment (eg. 
length of time revenue streams are 
available for, parties from whom the 
finance is being raised, and direct linkage 
between the generation of the revenue 
streams and the investment being made).

Three categories of potential income 
streams to hypothecate to specific project-
funding exist:

1 Public

2 Private

3  Incremental income (public or private) 
arising from the project

The extent to which these future funding 
streams can be used as the basis to 
borrow against will depend upon:

The project itself (scale, security, risks etc)•	

The risks associated with the funding streams •	
themselves (timing, amount, certainty etc).

If successful, the prize for cities is an ability 
to link more closely the cost of investment 
with the associated benefits and future 
value it will enable. Depending on the 
nature of the project, it may be possible  
for the hypothecated borrowing to be 
undertaken with substantial risk transfer to 
the private sector – managing the public 
sector’s risk and taking the borrowing ’off 
balance sheet’.

Potential impact
Using future income streams to fund 
borrowing can work. Its effectiveness will 
be determined by the extent future 
income streams are available or can be 
created or redirected to the financing of a 
specific project (in either the public or 
private sectors), and the degree to which 
the risks associated with the size and 
timing of such income streams are 
understood and can be managed.

The growth of income streams that reflect 
the rate and mix of development growth 
(eg. business rates or Council tax) possess 
similar risk profiles to the development itself. 
Private sector developers could be 
interested in managing that risk. If 
appropriate income streams can be 
made available, hypothecation could 
increase the role of the private sector in 
funding infrastructure and managing the 
risks associated with delivery of some of 
the associated economic benefits. 



104 Unlocking City Growth

Table 25 – Hypothecation

Strengths Unresolved Issues

Provides a way to use future revenue streams 
to fund upfront capital investment

Uncertainties will exist over the size and timing 
of many of the future income streams

Could accelerate investment and enable 
additional value/benefits to be created

The future income streams may have already 
been budgeted to cover other (future) spending

Will require the risks of schemes to be more 
clearly understood and may help to identify 
risks that can be more effectively managed in 
the private sector

Accounting position in relation to capital v 
revenue accounting will need consideration

Value-for-money considerations will need to be 
applied to all projects and revenue streams 
being considered

Pros and cons
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The Accelerated Development Zones 
(ADZ) concept is designed to tackle the 
funding gap for enabling infrastructure.  
In developing the concept, consideration 
has been given to:

How such ADZs could be established•	

The characteristics they might exhibit•	

The financial freedoms and benefits that •	
local authorities may be able to access 
to facilitate future growth.

This approach reflects a key principle  
that local authorities should be able to 
participate in the ‘growth dividend’ in 
terms of business rates that arise as  
a result of upfront investment in  
enabling infrastructure.

Such an initiative would be targeted at 
projects with the potential to accelerate 
significant economic development 
growth. It is envisaged that ADZs would 
apply to transformational projects which, 
without significant enabling infrastructure 
investment, would not otherwise be 
delivered, not be delivered in full, or  
would be significantly delayed, thus 
demonstrating acceptable additionality. 

Specifically, this concept is focused  
on addressing the investment gap on 
transformational projects arising from  
core infrastructure needs, which are:

Significant in scale•	

Focused in a definable geographical area•	

Unfundable otherwise.•	

Key characteristics
A number of high-level characteristics 
have been set out and a range of issues 
raised that would need to be considered, 
as in the following examples.

ADZs should take the form of either a single 
red line area or a series of linked areas that 
relate to common infrastructure provision.

ADZs could be the subject of a bidding 
process, with the Government introducing 
‘rounds’ of ADZs, or could be predefined in 
terms of characteristics/hurdles, whereby 
ADZ status is conferred if the relevant criteria 
are met. Examples of some preconditions/
bid evaluation criteria are as follows:

Preconditions
Additionality – acceleration.  Projects to •	
be identified whereby the ADZ is critical 
to accelerate delivery, and/or where the 
outputs clearly accelerate predicted 
local economic growth.

Additionality – enabling. Without ADZ status, •	
projects would not happen, or would 
only happen at a much-reduced scale.

Private sector investment is leveraged •	
through the deployment of an ADZ.

Value for money – economic/social/•	
financial outputs increased and/or 
accelerated, including housing targets.

The local authority project sponsor can •	
demonstrate it has the capacity and 
capability to deliver the proposed projects.

Appendix C – Accelerated 
Development Zones
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Materiality – the scale and quantum of •	
investment should be material to the 
local authority.

Viability – overall project viability to be •	
demonstrated (eg. financial, market, 
environmental, technical).

Once any preconditions/bidding process 
has been satisfied, ADZ status would be 
conferred (or not). Each ADZ would last  
for up to, for example, 20 years or until 
initial infrastructure investment had  
been defrayed.

ADZs would allow a local accountable 
body, likely to be the highest tier authority 
in the area (hereafter ‘Agents’), to be 
granted a number of financial freedoms  
to pursue the goal of economic growth. 
Examples of freedoms that may be 
considered are as follows:

Financial freedoms 
New business rates generated within the 
defined ADZ can be ring-fenced for an 
agreed period of time and returned to the 
Agent responsible for managing the ADZ.

A proportion of any business rate 
supplement levy being raised more widely 
by the Agent can be specifically attributed 
to the ADZ, this allocation not requiring 
business-vote support.

The aim of the above proposals is to 
provide the Core Cities with sufficient share 
of the ‘growth dividend’ to enable them  
to deliver the infrastructure needed to 
create the headroom necessary to  
realise that growth.

Government monitoring  
and control
The establishment of ADZs would be 
monitored, approved and regulated at a 
Government level.  

The ongoing monitoring and evaluation of 
ADZ performance would be devolved to a 
local level, with each Agent responsible for 
making periodic returns against key 
performance measures. These measures 
might include:

Capital expenditure defrayed•	

New business space developed•	

New houses delivered•	

Additional business rates  •	
created/captured

Additional jobs created•	

Private sector leverage.•	

A sufficient level of co-ordination and 
control is envisaged to provide a 
monitoring framework that ensures any 
financial freedoms granted are operated 
in an appropriate manner and represent 
value for money for the public sector.  

Delivery structure
The delivery structures could be bespoke 
to each individual ADZ, allowing local 
delivery arrangements to reflect different 
investments and outputs associated with 
the project. However, a number of key 
issues would need to be addressed, such 
as the following.

Does all income go direct to the Agent?•	

Can income streams be assigned to •	
third parties?
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How would any administration costs  •	
be met?

How might risks associated with income •	
streams (eg. quantum or timing of 
income) be managed?

Should all costs/revenues go through  •	
a single accountable entity?

The ADZ is a proposed financing 
mechanism by which revenues and 
infrastructure plans would be developed  
in partnership between the public and 
private sector, with a focus on specific 
area-based economic development 
activity.  By virtue of this approach, it is likely 
that an ADZ-specific team will be required 
to be set up within the local authority.  
This team will operate with an appropriate 
level of delegated authority and visibility  
in order to ensure that the programme 
committed to, as a part of the ADZ status/
operating plan, is deliverable by the  
local authority.

Investment/funding position
The revenue streams the Agent is entitled 
to receive through the financial powers 
noted above are proposed to be ring- 
fenced to support:

Funding for critical enabling (hard and •	
soft) infrastructure in the ADZ

Funding to support costs of a revenue •	
nature in the ADZ (eg. maintenance and 
ongoing upkeep of the infrastructure in 
the ADZ)

Funding to support the Agent’s costs  •	
of managing and operating the ADZ – 
such costs proposed to be capped.
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Regional Infrastructure Funds (RIFs) are 
designed to create a delivery mechanism 
to promote strategic infrastructure 
investment with a primary focus on the 
unlocking of regional economic potential.  

Public infrastructure investment is largely 
departmentalised into silos: health, 
education, housing etc. Although these 
sectors have developed their own 
preferred investment strategies, none of 
them are specifically focused on enabling 
and responding to wider economic 
targets and programmes. There is often a 
gap in terms of joined-up investment 
strategies and funding. A RIF is designed 
to provide a key link between current 
funding programmes and the funding of 
critical infrastructure needed to support 
economic growth. 

The RIF proposal seeks to explore how 
capital and revenue funding barriers for 
major transformational projects might be 
addressed by providing access to a 
regional infrastructure fund. 

The placing of such a fund at a regional 
level is designed to promote the ability to 
look ‘across silos’ and to provide a 
mechanism to cushion the risk of enabling 
infrastructure investment.

The CCG has discussed this concept with 
the RDAs and is aware that a number of 
proposals exist and are being pursued. 
The South West Regional Development 
Agency, for example, has recently launched 
its RIF model, which it hopes will provide a 
critical source of local infrastructure investment.

The RIF approach may also provide an 
opportunity to utilise European funding 
through the Joint European Support for 
Sustainable Investment in City Areas 
(‘JESSICA’) programme. The programme 
promotes use of EU funding within PPPs on 
a co-investment basis and could help to 
increase the amount of funding that RIFs 
could attract. 

The proposal – Regional 
Infrastructure Fund
High-level characteristics of a RIF  
could include:

A fund able to operate in a ‘banker role’, •	
whereby the RIF provides either upfront 
finance or finance-raising guarantees to 
facilitate project investment

Investment could be wholly or partially •	
repayable, where future income can be 
identified and funds can then be 
recycled into other projects

Provision for RIF investments to attract an •	
interest coupon return

Potential to take equity stakes in schemes.•	

The structure of a RIF would need to take 
into account a number of key issues, for 
example as follows.

Where to place the focus – on enabling •	
infrastructure to facilitate economic 
growth or wider/narrower objectives?  

Funding – what is the most appropriate •	
source(s) of funding for any such fund?  

Appendix D – Regional  
Infrastructure Fund
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In order to ensure full accountability  •	
it is proposed that the fund operates 
within the parameters of public sector 
budgeting and accountability. What are 
the key issues that should be drawn out 
here in order to ensure that an appropriate 
level of local flexibility is maintained?

What is the best ‘positioning’ for the  •	
fund in relation to interaction with  
current delivery bodies, including local 
authorities, RDAs, HCA etc?

Should the funding be ‘complementary’ •	
or ‘revolving’ in nature to other investment  
 

being made by the public sector? In other 
words, would they be organised so that 
for every £1 invested by other public 
sector agencies/bodies another £1 would 
be invested by the RIF (complementary), 
or would the RIF loan the public sector a 
large sum up-front, with that investment 
paid back later in the development cycle 
from value capture or revenue generation 
such as business rates (revolving)?

Delivery structure
In establishing and operating a RIF, a range 
of issues need to be addressed, including:

Structure • What type of entity is a RIF?
• What powers would be vested in it?
• How long would its life be?

Strategy • How would funds be directed?
• Who sets the RIF output targets?
• Does the RIF take an active or passive role?
•  How would the RIF be positioned alongside existing delivery bodies?

Projects • Which type of projects would a RIF support?
• How would projects be selected/appraised?
• Monitoring/evaluation

Funding • How would the RIF be funded?
• How would funds received be matched to projects?
• Can it ‘pool’ a range of funding sources?

Management • How is the RIF operated?
• How is risk managed?
• What staffing would it need?
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Combined ADZ/RIF approach
Rationale
It is likely that additional synergies would 
arise through ADZ and RIF operating in 
tandem. For example, if an ADZ is 
established in the Aire Valley, there will be 
significant initial risk as to how quickly the 
business rates may increase. In this 
circumstance, the RIF might be used to 
kick-start the ADZ and, say three to five years 
later when the area is being developed, 
the ADZ revenues could be used to repay 
some or all of the initial RIF funding. 

A ‘hub and spoke’ structure might be  
used whereby individual ADZs are linked 
together by strategic infrastructure 
packages and the ADZ and RIF share  
risks and have a strategic as well as 
operational relationship.

Issues for consideration
Would structuring of RIFs and ADZs on a 
combined basis provide increased 
benefits through:

a.  Multi-local authority focus for investment 
planning?

b.  Small-scale projects that may have 
more strategic importance than their 
scale would imply and can this be 
recognised more readily through a 
wider focused investment strategy?

How might investment be best targeted?  
For example:

c.  Local authority investment in ADZs, and 
RIF provision of linking strategic 
infrastructure

d.   LA and RIF investment at both levels

e.  Expansion of ADZs to incorporate the 
strategic work required with RIF 
investment into the core ADZ

f.  What would be the most appropriate 
body to monitor, manage and operate 
this structure?
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The prospective investment in the three 
case study areas of the Lower Don Valley 
(LDV) in Sheffield, Aire Valley in Leeds,  
and Eastside in Birmingham have the 
potential to fundamentally change the 
economic, social and physical fabric of 
these cities, through programmes relating 
to transportation, the housing stock and 
other forms of infrastructural improvements.

To assess – on an initial basis – the 
potential impacts of such investment  
on the current socio-economic costs 
associated with these areas requires:

A baseline review of the level of current •	
‘social costs’ across relevant case  
study areas

Identification, on a qualitative basis,  •	
of the range of benefits that may be 
generated as a result of additional 
public sector investment

Analysis of the relative impact such benefits •	
may have on the social costs identified.

What are social costs?
Social costs may be defined as the 
negative externalities or costs to third 
parties caused by the actions of others. 
From a public sector expenditure 
perspective such externalities are  
defined in terms of those actions  
that influence public finances.

The importance of defining such costs is 
twofold as they: 

Allow understanding of the full burden of •	
public costs associated with the current 
economic conditions of these areas

Provide a basis from which to consider •	
the differential or targeted policies to 
reduce these costs.

To demonstrate – on an illustrative basis 
only – such impacts, an analysis was 
undertaken of a limited number of 
indicators that relate to the net social costs 
associated with the Lower Don Valley in 
Sheffield. These indicators are summarised 
overleaf in table 26. Unfortunately, the 
relevant data for the Leeds and 
Birmingham case studies was not 
available for review.

Despite only illustrating a partially 
complete picture of the full net social costs 
within the LDV, the figures presented in 
table one indicate that:

The level of •	 net social costs identified 
stand at a total value of around 
£5.5million or around £495 per head  
of population in LDV

Currently unidentified costs – relating  •	
to life-threatening diseases, teenage 
pregnancies, housing costs, education 
and other public sector costs – are likely 
to increase these levels.

Appendix E – Social  
Cost Analysis
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Potential benefits
The effectiveness of any directive policy 
aimed at reducing the type and level of 
social costs identified (for the three cities) 
will depend on both the level of additional 
expenditure and mitigation mechanisms 
adopted.

It is our understanding that the current 
project proposals – as detailed in the rest 
of this report – will not only provide a 
potentially effective mechanism to reduce 
these costs, but also, and perhaps more 
importantly, will do so by providing a focus 
or driver giving wider economic, 
environmental and other benefits to the 
area.

In qualitative terms these benefits may be 
defined across three dimensions:

Direct benefits – in terms of the direct •	
income and employment opportunities 
associated with the redevelopment of 
the areas for residential and 
employment use and other planned 
developments.

Indirect and multiplier impacts – which •	
result from subsequent rounds of 
expenditure by the residents and 
employees in the local area that in turn 
generate further income and 
employment

Wider or catalytic impacts – which •	
include reductions in social costs as a 
result of the above as well as the 
attraction of further investment to the 
area, environmental improvements and 
other community-related benefits.      

The future measurement of these three 
dimensions and the assessment of any 
displacement impacts elsewhere in 
Sheffield, Leeds and Birmingham will allow 
for a detailed consideration of the 
quantitative value of the likely benefits that 
might be generated and consequent 
levels of public sector funding that may be 
justified.

As an illustration of such impacts, we have 
reviewed the effect upon the social cost 
levels in the LDV as a proxy measure if, as  
a result of the project going forward:

Table 26 – Annual net social costs: LDV7

Measure LDV Cost (£’000)

Welfare Benefits 18,420

Crime rates
  Non-violent
  Violent 

 
629
320

Health 339

Council tax  
Average cost

 
(1,105)

Employment (15,910)

Total 5,573

Source: Sheffield City Council, 2008

7It is important to stress that there are various other indicators of social conditions that could be adopted in 
measuring such costs. For example, the Social Deprivation Index adopts over 20 measures, all of which – in 
principle – could be measured in public exchequer terms. So, to give one example, the above table excludes 
educational attainment and training, which is likely to be positively impacted by development (if opportunities 
for the local population are available) and such uplifts would ‘feed through’ the local economy and benefit 
the exchequer in various ways in terms of income tax, reduced requirements for social services etc. 
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Employment and associated income •	
conditions improved in the LDV to the 
average levels of Sheffield (and thus 
reductions in welfare benefits to such 
average levels as well).

Crime levels, as a result of wider •	
economic opportunities available, were 
at average levels within Sheffield.

Council tax collection levels increased •	
from reductions in those on benefits, the 
development of new housing, and the 
likely uplift in values of existing stock.

Housing grant levels fall to the average •	
levels across the city as older stock is 
replaced by new houses.

Income tax levels rise from reductions in •	
the level of unemployment in the area to 
average rates.     

As indicated by table 27 below, if such 
effects were evident, and over time the 
LDV became on average similar in socio-
economic terms to the rest of the city, 
current social costs could be reduced by 
around £13.4million per annum, which 
represents a net gain to the exchequer of 
£7.83million.

It is important to stress that this reduction is 
dependent upon increased employment 
opportunities for residents in the area, and 

hence to ensuring that jobs arising from 
the project and associated developments 
are available for the local community. 

The assumptions drawn in respect of table 
27 are as follows:

Employment – if the average income •	
levels were to rise to Sheffield levels, then 
income tax/NI would rise from 
£15.91million per annum to £22.53million.

Violent crime levels could fall, in cost •	
terms, from £1.543million. 

Non-violent crime levels could rise in cost •	
terms from £629,000 in the LDV, to 
Sheffield average levels of £700,600. This 
could be argued to be a result of 
increased wealth and hence 
opportunities to undertake property-
related crime.

Health – the incidence of cancer and •	
coronary heart disease appears to be 
lower in the LDV and that of teenage 
pregnancy much higher than Sheffield 
levels. This might be indicative of the 
average age of the population in the 
LDV being lower than that of Sheffield, 
but overall if there were a reduction in 
the latter incidence (of pregnancies) 
and a rise in the former diseases, social 
costs would still fall. 

Table 27 – Annual potential social cost reduction

Measure LDV current  
(£,000)

If ‘average’  
(£,000)

Social cost 
reduction (£,000)

Crime Rates

Violent 3,200 1,543 (1,657)

Non-violent 629 701 72

Health 339 239 (100)

Council tax (1,105) (1,105)

Employment (15,910) (22,538) (6,628)

Total 5,573 (7,830) (13,403)

Source: Sheffield City Council, 2008
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Implications
This initial analysis demonstrates that there 
is significant potential to make ‘social cost’ 
savings through the proposed investment 
in the Lower Don Valley in Sheffield, and by 
implication, to the other case study areas 
examined in this report.

In strategic terms the objective of such 
policies can be defined in terms of 
reducing the relative deprivation of these 
areas and to place them in the same 
position as other ‘average’ areas in their 
respective cities. 

Achievement of this target implies that:

A significant level of the economic •	
benefits likely to be generated from the 
project will need to be targeted towards 
the local community.

The total value of such benefits can be •	
substantial – in excess of the £13.4million 
reduction per annum in the social  
costs implied from the LDV example  
used above.  

Finally, it will be important, having defined 
the potential benefits that may be 
generated – and the links with these to the 
local area – to assess the funding and 
payment terms, as well as timing, of 
subsequent public sector support for the 
areas in question.

In particular consideration should be 
given to:

Agreeing target outputs for employment, •	
income and social cost reductions

Assessing the likely timescales and •	
related needs for public sector capital 
and revenue support to achieve these 
targets

Analysing the funding draw-down •	
mechanisms and objective monitoring 
processes required to ensure such 
targets are met.  
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1) Business rates
a) Rateable values

Leeds Aire Valley
Land Use £ per sq m

Office 180

Industry 5

Sheffield Lower Don Valley
Land Use £ per sq m

Office 180

Retail 150

Industry 70

Birmingham Eastside
Land Use £ per sq m

Office 269

Retail 269

Cultural facilities 269

Leisure 222

Car parks 269

b) Multipliers

Standard Rates Multiplier 2008/09 0.462

Business Rates Supplement Multiplier 0.02

Percentage of small businesses 
subject to relief on BRS

30%

2) Community Infrastructure 
Levy (CIL)
It is assumed that a levy of £5,000 is paid 
by developers on each housing unit built. 
Payment is made on completion of  
each unit.

3) Prudential borrowing
The model assumes that the unfunded 
infrastructure requirement in each period 
is drawn down. For example, in the Aire 
Valley case study, there are nine periods 
where there is an unfunded infrastructure 
requirement; therefore there are nine 
separate PWLB loans.

The term of each loan is 20 years.

An annual interest rate of 4.9% is assumed 
for each loan.

There is an arrangement fee of 0.035% 
associated with each loan paid at the 
beginning of the loan term.

The loans are repaid on an Equal 
Instalment of Principal (EIP) basis, ie. the 
total repayment amount of each loan 
decreases in period as the principal 
repaid is constant, but the interest 
charged is reduced as the outstanding 
principal balance decreases.

No PWLB repurchase rate margin payable.

Appendix F – Case Study 
Assumptions
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4) Regional Infrastructure 
Fund (RIF) 
The maximum amount available to draw 
down is based on the total revenue 
generated from CIL.

An annual coupon of 5.5% is paid on the 
outstanding balance of the RIF advance. 
The principal amount is paid via a bullet 
payment once the ADZ is generating 
sufficient revenues from business rates.

5) Working capital
Interest on surplus cash – 4%.

Interest on overdraft – 6%.

6) Discount rate
A real discount rate of 3.5% has been used 
in all Net Present Value Calculations. 



Unlocking City Growth 117

In developing the case studies, we have 
recognised the impact of changes to the 
arrangements for Minimum Revenue 
Provision (MRP). Local authorities are 
normally required to set aside some of 
their revenues each year as provision for 
the repayment of debt incurred in support 
of capital investment. Previously, this has 
been calculated using a complex 
statutory formula. Henceforth, the formula 
has been superseded by a general 
requirement for authorities to determine 
their own prudent revenue provision.

The new statutory guidance that 
accompanies the general duty focuses  
to a large extent on the interpretation of 
the term ‘prudent provision’. It explains  
that provision for the borrowing that 
financed the acquisition of an asset 
should be made over a period bearing 
some relation to that over which the  
asset continues to provide a service.

For new capital borrowings under the 
Prudential System for which no Government 
support is being given and is therefore to 
be self-financed, the approach is to make 
the provision over the estimated life  
of the asset for which the borrowing is 
undertaken. The options for doing this 
include setting resources aside as the 
relevant assets actually depreciate or 
spreading the cost over an estimated  
life fixed at the time the assets become 
operational. There are two methods 
identified for the second of these options:

1  The first of these, the equal instalment 
method, will normally generate a  
series of equal amounts over the life  
of the asset.

2  The alternative is the annuity method, 
which has the advantage of linking  
MRP to the flow of benefits from an  
asset where the benefits are expected  
to increase in later years.

For the purpose of this study, it has been 
assumed that the equal instalment method 
has been used in calculating MRP and 
that the loan term is equal to the useful 
economic life of the asset. Under this 
assumption, the Equal Instalment of 
Principal (EIP) is the most appropriate 
method of loan repayment. This is because 
the MRP will equal the principal payments 
for each year. Essentially, the principal 
repayments are reasonably assumed to 
be equal to the likely depreciation of the 
asset; therefore MRP does not have an 
impact in any of the case studies presented.  

The new changes to MRP provide local 
authorities with the flexibility to structure 
their capital debt repayments, thus limiting 
the impact of MRP (provided that it would 
not be imprudent to do so). The principal 
model used would normally be that  
which most closely approximates the  
rate at which relevant assets are being 
consumed – EIP for assets that depreciate 
on a straight line, and annuity for those 
assets that hold their value in the  
early years. 

Appendix G – Impact  
of Changes to Minimum 
Revenue Provision
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