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Non-domestic rates: Setting the decapitalisation rates 
for the 2023 revaluation – a consultation paper 
 
Introduction 
 
The next revaluation of non-domestic property in Scotland is due to take effect from 
1 April 2023 based on rental values as at 1 April 2022, the tone date. At revaluation 
Scottish assessors review rateable values resulting in a new valuation roll for all non-
domestic properties in Scotland. While most rateable values are based on estimated 
annual rent, around 9% of subjects, accounting for 22% of total rateable value are 
derived using the contractor’s basis method of valuation.  
 
This consultation paper invites views on the prescription of the decapitalisation 
rate(s) to be used when subjects are valued using the contractor’s basis for the next 
revaluation. Annex A also sets out for information three methodologies available to 
calculate the rate(s).  
 
Responses to the consultation will be analysed and taken into account as Scottish 
Ministers consider the setting of decapitalisation rates in advance of the next 
revaluation.  
 
The consultation paper applies to Scotland only. 
 
Background 
 
Non-domestic rating revaluation 
 
Non-domestic rates (NDR), also known as business rates, are a property tax based 
on the rateable value of a property. NDR are levied on the basis of a national 
poundage, multiplied by the property’s rateable value which is listed in the valuation 
roll and minus any relief the property may be entitled to. Some non-domestic 
properties are exempt from inclusion on the valuation roll such as agricultural lands 
and heritages or offshore electricity generators.  
 
Rateable values are set independently by the Scottish assessors and derive from 
their estimate of the annual rent which a property would command on the open 
market at the tone date (the date at which all valuations are benchmarked against). 
To ensure that rateable values reflect changes to rental values in the property 
market over time and that the distribution of the rates burden between ratepayers 
remains equitable, properties are revalued periodically by the assessors. 
 
The last revaluation was on 1 April 2017 based on rental values as at 1 April 2015 
(the ‘tone date’).  The independent Barclay Review of Non-Domestic Rates which 
reported in 20171 recommended the move to three yearly revaluations and a one-
year tone date in order to reduce shocks that might otherwise take place at future 
revaluations. The Scottish Government accepted both of these recommendations 
and legislated for three yearly revaluations in the Non Domestic Rates (Scotland) Act 

 
1 Non-domestic tax rates review: Barclay report - gov.scot (www.gov.scot) 

https://www.gov.scot/publications/report-barclay-review-non-domestic-rates/
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2020 and a one-year tone date in The Valuation (Postponement of Revaluation) 
(Coronavirus) (Scotland) Order 2020 (S.S.I 2020/418). The next revaluation will take 
place on 1 April 2023 with a tone date of 1 April 2022.  
 
Table 1 shows the premises valued under the Contractor’s Basis as at April 2021. 
 

 
 
Table 1: Number Premises and Rateable Value assessed using the Contractor's 
Basis by Property Class 

Property Class 

Number of 
Premises Rateable Value (£ m) 

Public Service Subjects 8,240 £295 

Religious 5,760 £52 

Education and Training 3,110 £538 

Care Facilities 2,180 £103 

Leisure, Entertainment, Caravans & Holiday Sites 1,100 £89 

Health and Medical 780 £187 

Cultural 740 £39 

Industrial Subjects 530 £149 

Petrochemical 120 £114 

Statutory Undertaking 90 £31 

Other Subjects Classes 1,210 £35 

Total Premises 23,860 £1,632 

Source: Assessors Valuation Roll (April 2021) 

Note: The number of premises is rounded to nearest 10, rateable value is rounded to 
nearest £1m. 

 
Contractor’s basis 
 
In most cases, the Assessors use evidence of comparable rents to estimate rateable 
value. However, for some properties (such as oil refineries, hospitals and schools) 
there is little or no direct evidence of actual rents, and in these circumstances the 
Assessors may use an alternative method of valuation called the contractor’s basis.  
In this method, the capital value (cost of rebuilding) of a property is estimated, then a 
de-capitalisation rate is applied to give an annual equivalent RV. 
 
The Contractor’s method consists of five stages: 

• Stage 1 - Estimated Replacement Cost  

• Stage 2 - Adjusted Replacement Cost to reflect obsolescence e.g. wear and 
tear 

• Stage 3 - Land Value 

• Stage 4 – Decapitalisation – this uses statutory decapitalisation rates and 
converts the “Effective Capital Value” of the property to initial Net Annual 
Value 

• Stage 5 - Review (“Stand back and look”) – this produces the final Net Annual 
Value from which RV is derived 
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Decapitalisation rates 
 
Prior to 1990, assessors chose the rate and this, as it was not set in Regulations, 
could be appealed but difficulties were  experienced in determining how the 
decapitalisation rate should be derived and at what level it should be set. This 
created uncertainty as to the rates liability of a whole class of ratepayers, those 
whose properties were valued using the contractors method, and ultimately also to 
non-domestic rates income. 
 
Since 1990, the decapitalisation rates have been prescribed using regulation-making 
powers contained in The Valuation and Rating (Scotland) Act 1956. For the 2017 
revaluation, the standard rate was set at 4.6% and the lower rate at 2.9%2 for 
educational establishments and church and healthcare properties.  
 
The 2023 valuation roll 
 
Whether to prescribe the decapitalisation rate 
 
Setting decapitalisation rates within regulations ensures consistency in approach 
across Scotland for all properties being valued on the contractor’s basis. 
 
If the decapitalisation rates were not prescribed, the situation would be as it was 
prior to 1990, with likely the same complex appeals and concurrent uncertainty for 
both ratepayers and public finances. 
 
The Scottish Government therefore proposes to continue prescribing the 
decapitalisation rate(s) to be used in relation to properties valued using the 
contractor’s basis. 
 
As with the 2017 revaluation, the Scottish Government proposes to prescribe a 
decapitalisation rate, or rates, only for those properties valued using the contractor’s 
basis. A prescribed decapitalisation rate does not mean that the contractor’s basis is 
preferred by the Scottish Government to any other method of valuation. The 
Assessors will continue to have discretion to choose the most appropriate method of 
valuation for the property concerned with regard to case law. 
 
Prescribed decapitalisation rates should only be used where the contractor’s basis is 
used. Scottish Ministers do not set in legislation any other decapitalisation rates in 
the context of rating which are therefore for the assessor to decide e.g. adjustments 
made to properties otherwise valued on the comparative principle. 
 
Decapitalisation rates – Levels and Groupings 
 
Since 1990, and subject to the rateability of Crown properties from April 2000, 
certain properties have been subject to a lower decapitalisation rate, set out in 
regulations. Since 20173, these have been: 

• church property; 

 
2 The Valuation for Rating (Decapitalisation Rate) (Scotland) Regulations 2016 
3 The Valuation for Rating (Decapitalisation Rate) (Scotland) Regulations 2016 
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• healthcare property; 

• educational establishments (including day nurseries). 
 
These groups were deemed to have special characteristics that merit separate 
consideration – for example, they may be funded from cheaper sources of public 
sector finance or charitable donations. 
 
The standard rate applies to all other properties valued using the contractor’s basis. 
 
Appropriate rate(s) for the 2023 revaluation 
 
The decapitalisation rate is only one of several factors which will affect a valuation 
made under the contractor’s basis. Rateable values may also vary at revaluation 
because of changes in the value of land or changes in building costs as well. 
 
Summary of questions on which views are sought 
 
Q1. Should the Scottish Government continue to prescribe decapitalisation rates to be 
used for the contractor’s basis method of valuation at the 2023 revaluation? 
 
Q2. Should the Scottish Government continue to prescribe two decapitalisation rates? 
 
Q3. If prescribing two decapitalisation rates, should the Scottish Government continue to 
maintain the current groupings of properties in each rate? 
 
Q4. Do you have any further views on the decapitalisation rates for the 2023 revaluation? 

 
Scottish Government 
December 2021



 

 5 

ANNEX A:  
 
Methods for informing decapitalisation rates 
 
There are three generally accepted methods for providing an acceptable basis for 
the decapitalisation rate: 
 
 A. use of borrowing to fund replacement property; 
 B. use of debt and equity to fund replacement property; and 
 C. property investment yields. 
 
The first two of these methods are based on the costs of funding associated with 
building a replacement building. The third considers the returns that could be 
expected to be associated with the replacement building. In all cases, adjustments 
may need to be applied before the decapitalisation rate is finalised. 
 
A. Use of borrowing to fund replacement property 
 
This approach assumes that the replacement property is funded through borrowing 
alone. If this was the case, the relevant interest rate that the private sector would 
have to pay would be based on the Bank of England base rate, adjusted for inflation 
and a borrowers premium. 
 
If the public sector were to replace a building in this way, funding would generally be 
secured from the Public Works Loan Board (PWLB). Assessment of current PWLB 
rates would form the basis of any decapitalisation rate arrived at through this 
method. 
 
Both of these rates would need to be adjusted to reflect the benefits of ownership. 
 
The main benefit of this approach is that it reflects the fact that debt is often used to 
finance property development. 
 
The main drawback is that it is unlikely that property development would be financed 
entirely from debt (e.g. government grants could be used in the public sector). 
 
B. Use of debt and equity to fund replacement property 
 
Often, new private-sector property developments are funded by a mixture of debt 
and equity. The common method of determining the cost of finance from debt and 
equity is the weighted average cost of capital (WACC). 
 
The WACC involves assumptions around the balance between debt and equity and 
the costs of equity. These will vary for each project; however in order to arrive at a 
single, nationwide decapitalisation rate, a uniform value for the costs of equity and 
the balance of debt and equity would need to be assumed. 
 
This estimate of the cost of finance would need to be adjusted for a number of 
factors, including the benefits of ownership and depreciation. 
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The main benefits of this approach are that it reflects a truer picture of how property 
is funded in the private sector, and that it reflects modern theory on the cost of 
capital. 
 
The main drawbacks are that there are a number of assumptions required to 
generate a single nationwide decapitalisation rate, and that equity is generally not 
relevant when considering public-sector property development. 
 
C. Property investment yields 
 
This approach moves away from the cost of finance approached covered in methods 
A and B, and instead uses rental costs and rent-to-cost relationships for similar types 
of property as an indicator of what the rental market would look like for properties 
valued under the contractor’s basis if they were regularly rented. 
 
For example, rental information is available for general industrial properties, and they 
are valued on this basis. As a result, it is possible to use this information in setting an 
appropriate rate. It is possible to make an adjustment for those properties on the 
lower decapitalisation rate to reflect the cheaper sources of finance available. 
 
Analysis of yields provides a direct link between capital value and rental value, so no 
additional adjustments are required. 
 
The main benefit of this approach is that it uses evidence from the market, and is 
therefore less subjective than some other methods. 
 
The main drawbacks are that, by definition, yields are only available on classes in 
which there is rental information and therefore not valued on the contractor’s basis 
(little or no yield information exists for such properties), and that there is no specific 
relevance for the lower decapitalisation rate (however, an adjustment could be 
made). Market yields also vary widely depending on the covenant of the tenant, use, 
location, condition and so on, and can themselves also require adjustment. 
 
Adjustments required 
 
Each of the above approaches requires adjustments to account for a number of 
factors. The rationale for the main adjustments is outlined below. 
 
Lower decapitalisation rate 
 
Certain properties (churches, education, and healthcare) are currently prescribed a 
lower decapitalisation rate, as they have been considered to have special 
characteristics which merit consideration. 
 
These properties often have access to cheaper sources of funding (e.g. grants and 
donations). As they could be at least part funded in this way, there is a lower 
borrowing requirement associated with replacement. 
 
Properties that are valued on the contractor’s basis have generally not been rented 
by the occupier. There are a range of benefits and drawbacks to owning as opposed 
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to renting property. Ownership benefits from any increase in capital value; full 
flexibility in adapting the property to changing circumstances; title to the land (a non-
wasting asset); and ability to sell. Drawbacks of ownership include effects of 
obsolescence and, where let, management responsibilities and the risks of tenant 
default and void periods. 
 
Borrower’s premium 
 
The borrower’s premium is an adjustment to reflect that the cost of borrowing on the 
open market is higher than the Bank of England Base Rate. This higher rate reflects 
the potential of default of late payment, the lender’s required return on their 
investment and a requirement to guard against future inflation which erodes the 
value of the outstanding debt.  
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ANNEX B: RESPONDING TO THIS CONSULTATION 
 
We are inviting responses to this consultation by 13 March 2022.  
 
Please respond to this consultation using the Scottish Government’s consultation 
hub, Citizen Space (http://consult.gov.scot). Access and respond to this consultation 
online at:  
https://consult.gov.scot/local-government-and-communities/non-domestic-rates-
2023/.  
 
You can save and return to your responses while the consultation is still open. 
Please ensure that consultation responses are submitted before the closing date of 
13 March 2022. 
 
If you are unable to respond using our consultation hub, please complete the 
Respondent Information Form (see Annex C) to: 
 
 LG Finance, Local Taxation Policy and Business Rates Unit 
 Scottish Government 
 Area 3G North 
 Victoria Quay 
 Edinburgh 
 EH6 6QQ 
 
You can also email your response to ndr@gov.scot.  
 
Handling your response 
 
If you respond using the consultation hub, you will be directed to the About You page 
before submitting your response. Please indicate how you wish your response to be 
handled and, in particular, whether you are content for your response to be 
published. If you ask for your response not to be published, we will regard it as 
confidential, and we will treat it accordingly. 
 
All respondents should be aware that the Scottish Government is subject to the 
provisions of the Freedom of Information (Scotland) Act 2002 and would therefore 
have to consider any request made to it under the Act for information relating to the 
responses made to this consultation exercise. 
 
If you are unable to respond via Citizen Space, please complete and return the 
Respondent Information Form included in this document at Annex C. 
 
To find out how we handle your personal data, please see our privacy policy: 
http://www.gov.scot/privacy/ 
 
Next steps in the process  
 
Where respondents have given permission for their response to be made public, and 
after we have checked that they contain no potentially defamatory material, 

http://consult.gov.scot/
https://consult.gov.scot/local-government-and-communities/non-domestic-rates-2023/
https://consult.gov.scot/local-government-and-communities/non-domestic-rates-2023/
mailto:ndr@gov.scot
http://www.gov.scot/privacy/
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responses will be made available to the public at http://consult.gov.scot. If you use 
the consultation hub to respond, you will receive a copy of your response via email.  
 
Following the closing date, all responses will be analysed and considered along with 
any other available evidence to help us. Responses will be published where we have 
been given permission to do so. A summary of responses will be made available. 
 
Comments and complaints 
 
If you have any comments about how this consultation exercise has been conducted, 
please send them to the contact address above or at ndr@gov.scot. 
 
Scottish Government consultation process 
 
Consultation is an essential part of the policymaking process. It gives us the 
opportunity to consider your opinion and expertise on a proposed area of work.  
 
You can find all our consultations online: http://consult.gov.scot. Each consultation 
details the issues under consideration, as well as a way for you to give us your 
views, either online, by email or by post. 
 
Responses will be analysed and used as part of the decision making process, along 
with a range of other available information and evidence. We will publish a report of 
this analysis for every consultation. Depending on the nature of the consultation 
exercise the responses received may: 
 

• indicate the need for policy development or review 

• inform the development of a particular policy 

• help decisions to be made between alternative policy proposals 

• be used to finalise legislation before it is implemented 
 
While details of particular circumstances described in a response to a consultation 
exercise may usefully inform the policy process, consultation exercises cannot 
address individual concerns and comments, which should be directed to the relevant 
public body. 
  

http://consult.gov.scot/
mailto:ndr@gov.scot
http://consult.gov.scot/
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ANNEX C: RESPONDENTS INFORMATION 
FORM  
 
Non-domestic rates: Setting the decapitalisation rates for the 2023 revaluation: 
Consultation 
 
RESPONDENT INFORMATION FORM 
 
Please Note this form must be completed and returned with your response. 
 
To find out how we handle your personal data, please see our privacy policy: 
https://www.gov.scot/privacy/  
 
Are you responding as an individual or an organisation?   

 Individual 

 Organisation 
 

Full name or organisation’s name 

 

Phone number  
 

Address  

 

Postcode  

 
 
Email 
 
 
 
 
The Scottish Government would like your  
permission to publish your consultation  
response. Please indicate your publishing  
preference: 
 

 Publish response with name 

 Publish response only (without name)  

 Do not publish response 
 
 
 

 

 

 

 

 

Information for organisations: 

The option 'Publish response only (without 
name)’ is available for individual respondents 
only. If this option is selected, the organisation 
name will still be published.  

If you choose the option 'Do not publish 
response', your organisation name may still be 
listed as having responded to the consultation 
in, for example, the analysis report. 

 

https://www.gov.scot/privacy/
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We will share your response internally with other Scottish Government policy teams who 
may be addressing the issues you discuss. They may wish to contact you again in the future, 
but we require your permission to do so. Are you content for Scottish Government to contact 
you again in relation to this consultation exercise? 

 Yes 

 No 
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