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Current insights on local government financial sustainability
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Foreword
Every local authority shares a common aim – to secure the best possible outcomes for
local communities and a healthy and productive local economy.

Paul Dossett
Head of Local Government,
Grant Thornton UK LLP

But local government has been significantly affected by a decade of austerity. The
sector is facing unprecedented demand and financial pressures, and the risk of financial
failure has never been more acute.
Ensuring their financial sustainability is now the number one issue facing councils, and
the extreme lack of certainty beyond the current financial year – at a time of wider
uncertainty such as the impact of Brexit – is the worst possible situation for councils to
be managing their medium to long-term financial sustainability in.
The ongoing Brexit negotiations clearly reflect one thing - the relationship between
central government and local places is broken and needs to change. The continued
disconnect between local needs and central funding is amplified with every new budget
and Brexit has only exacerbated this further still, with no sign of it being easily resolved.
To the best of its ability local government will need to fix itself. This can only be done if
the sector is able to both accurately identify its medium-term financial challenges and
find effective, sustainable ways to address them.
But each place has its own unique challenges that require tailor-made solutions.
The increasing pressure from demand-led services will vary depending on levels of
deprivation, rurality and local demographics. The opportunities to generate income
locally also differ and will depend on both the national and local economy, and the
individual risk appetite of councils’ officers and members.
To move forward effectively, local authority leaders need to have an in-depth
understanding of their own place, their medium-term financial sustainability and the
financial impact specific changes, such as increasing council tax, would have.
But forecasting has long been a challenge for the sector, becoming especially difficult
given the inexorable rise in demand led services and their increasing disproportionate
impact on the budget. Our Financial Foresight model with CIPFA is designed to empower
councils to prepare effectively for the future.
Our model is unique. It brings together future spend forecasts with future income
streams and combines this with placed based data to reflect the impact of local
demographic and economic changes. Foresight helps to provide a window to the future
by measuring the impact key decisions would have on reserve levels, and map an
alternative financial path by assessing the financial impact of increasing council tax or
reducing spend on specified services.
There is no point taking commercial risk if its impact is marginal, there is no point
cutting services too far and storing up costs in the medium term, if it will not solve your
immediate challenges. The answer most likely will be a combination of measures, but
it is currently incredibly difficult for councils to model different scenarios effectively.
Foresight provides an opportunity for councils to equip themselves to respond to the
greatest challenges the sector has faced in its history.
Only strong leadership, meaningful financial planning and collective working will keep
local government sustainable and allow the effective delivery of our most vital and
cherished services.
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Foreword
There has been an unprecedented amount of change and upheaval in the public
sector over the last decade. With this comes a natural impulse to look back and trace
how far we’ve come, to review our successes and also those instances where we have
fallen short.

Rob Whiteman
Chief Executive, CIPFA

There are valuable lessons to learn from the past, even the very recent past, and we
should always take the time to absorb them. But it’s equally important to look forward
and engage with future challenges.
Local government is entering a new but no less testing phase, one in which tougher
financial circumstances are the norm, not the exception. In such uncertain times, it’s
even more important the sector takes its bearings and plots a clear and sustainable
way forward.
The insights in this report give us some sense of the distance travelled since 2010/11
but also offer some timely prompts on the need to focus on the future and scope out
the challenges likely to be facing both individual authorities and the sector as a whole.
Some of these are well understood. Social care, for instance, is an area where lack
of decisive policy action at national level, coupled with rising demand, has placed
profound strains on local authorities. Pressures are not uniform, future demand will
vary from place to place, and solutions should be similarly place-based and local.
Housing too presents a huge policy challenge. Councils are grappling with the fallout
from the dramatic rise in homelessness. The need to place ever-growing numbers of
households in temporary accommodation is racking up cost pressures. Meanwhile,
many are considering how they can best intervene on the supply side to help mitigate
the problem of housing shortages.
Away from frontline services, there have been radical changes to local government’s
income profile, and the future will mean far greater reliance on the funding streams
councils collect themselves through council tax, business rates and other means such
as fees and charges and investments.
As this report notes, income generation and commercial investment have been much
in the media spotlight, training attention on something councils have always done
but are now accelerating rapidly.
Across income and expenditure, as well as supply and demand, councils are facing
multiple intersecting and sometimes competing challenges. Strong and consistent
standards of financial management coupled with clarity of purpose and strategic
focus will be vital in this new era.
CIPFA is developing a range of tools to help councils with these challenges and we
are pleased to support Grant Thornton on the development of the Financial Foresight
tool. This builds on our joint work on the CFO Insights platform, as well as CIPFA’s own
work developing the Financial Resilience Index and a Future Resources Model.
Good medium-term financial planning will be key to shoring up future resilience. We
are confident Financial Foresight will provide significant value to local authorities as
they look forward, helping them pinpoint the pressures and craft practical, strategic
and local solutions to ensure future financial and service sustainability.
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Introduction
Austerity and how it has played out across local government
has dominated the headlines of both the mainstream and
the sector media for several years. These headlines have
highlighted the significant reductions in budgets, the challenge
of delivering services and the difficulty of balancing budgets
in the context of reducing income and increasing demand. The
financial challenges councils are facing led the National Audit
Office to publish a report in 2018 looking specifically at the
Financial sustainability of local authorities.

This report drew into sharp focus many of the key metrics1:
• A 49.1% reduction in government funding for local
authorities between 2010/11 and 2017/18
• A 28.6% reduction in local authorities’ spending power
(government funding plus council tax) between 2010/11
and 2017/18
• A £901 million overspend on service budgets by local
authorities in 2016/17
• 66.2% of local authorities with social care responsibilities
drew down their financial reserves in 2016/17.
Through its comprehensive analysis the report identified two key
themes that were of particular interest to us. The first was the
relationship between income, expenditure and reserves and the
fact that “the current pattern of growing overspends on services
and dwindling reserves exhibited by an increasing number of
authorities is not sustainable over the medium term”2.
The second was the challenge around future planning, both
for the sector as a whole: “the government has announced
multiple short-term funding initiatives in recent years and
does not have a long-term funding plan for local authorities”3,
and for individual authorities: “financial uncertainty, both
short term and long term, creates risks for value for money
as it encourages short-term decision-making and undermines
strategic planning”.
In direct response to these two themes we developed our
Financial Foresight model. We wanted to create a tool that
could be used by the sector at both the macro level and the
individual authority level to better understand the longer-term
financial position of local authorities. Our aim was to move the
discussion and analysis on from looking at historic trends to
better understanding future challenges. We felt that only by
shifting focus would the sector be able to start to really identify
the actions required to address the challenges ahead.
The Financial Foresight model
The Financial Foresight model is built on local authority financial
data from 2009/10 to 2017/18 provided by the Ministry of
Housing, Communities & Local Government (MHCLG). We have
projected these historic trends forward using a combination of
household and population projections, from MHCLG and Office
for National Statistics (ONS) respectively, and our in-depth
understanding of the financial mechanics of the sector. This
combination of data has enabled us to understand the growth in
expenditure on demand-led services, growth in income and the
changing balance of reserve levels over the next ten years.

1 https://www.nao.org.uk/wp-content/uploads/2018/03/Financial-sustainabilty-of-local-authorites-2018-Summary.pdf
2 https://www.nao.org.uk/wp-content/uploads/2018/03/Financial-sustainabilty-of-local-authorites-2018-Summary.pdf
3 https://www.nao.org.uk/wp-content/uploads/2018/03/Financial-sustainabilty-of-local-authorites-2018-Summary.pdf
4 “At risk” has been defined as reserve levels at or below 5% of total expenditure.
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Stark outputs from latest modelling
Many authorities have already taken significant action to
reduce expenditure and increase income in order to avoid
failing financially. However, looking to the future, the outputs
from the model are stark. Based on a range of macro, generally
conservative, assumptions the model shows that:
• 36% of all councils in England are at risk of financial failure
in the next ten years4, with one in five (17%) at risk of
financial failure by 2021.

The model also shows that:
• In 66% of local authorities, spending on services is
outstripping income.
• Based on current per capita expenditure, population growth
alone could increase the costs of delivering demand-led
services by £1.6 billion over the next decade.
• The imbalance between expenditure growth and income
growth will see local authorities reducing their reserves by
84% by 2028.

• London boroughs are the most exposed with 78% (25)
forecast to be at risk of financial failure over the next decade.

Behind the headlines, the financial challenge plays out across
all geographies with no region more or less affected than
another. Differing socio-economic contexts make little to no
difference to resilience, with both highly deprived and least
deprived, productive and less-productive, and knowledgedriven and more traditional economies facing similar
challenges around financial sustainability.

• 49% (27) of unitary authorities and 50% (18) of
metropolitan councils are at risk over the next decade,
making these the two next most vulnerable authority types.
• 44% (12) of county councils are forecast to be at risk over
the next decade, with three likely to be at risk in the next
three years.
• By contrast, only 21% (43) district councils are set to become
at risk – reflecting the fact that these councils do not have
statutory responsibility for demand-led social care services.
Authorities at risk
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Understanding the local context
Given this, it is vital that individual authorities understand
the range of factors that will influence and shape their own
financial position. Each council faces risks for a range of
different reasons, a point underlined by the varied spread
shown in the graph below. This graph plots individual
authorities based on spending on social care as a proportion
of total expenditure (the y axis) and the level of income raised
locally through council tax and business rates as a proportion
of total expenditure (the x axis).

• Those in the bottom-left quadrant are constrained in their ability
to raise income locally and as such will become more reliant
on the government grant, even though demand-led services
currently take up a lower proportion of total expenditure.
• For those in the bottom-right, the threat is around potential
reductions in locally raised income as a result of future
economic uncertainties or changes in wider socioeconomic conditions.

• Those in the top-right quadrant are able to raise income
to cover a higher proportion of their expenditure, but also
see high levels of expenditure on demand-led services. With
demand pressures likely to increase, coupled with future
economic uncertainty particularly around the UK’s exit from
the European Union, these authorities are in a volatile position.

This is, however, just one lens through which to look at financial
resilience. The Financial Foresight model shows that, whatever
the lens, the challenges are the same. This means local authority
leaders need to understand the big picture for their own place
and develop their plans against that local context. While they
may be in a similar financial positon in terms of the level of
reserves, a council in a tightly defined urban area will need to
take a different approach to one covering a large, rural area.

• For those in the top-left quadrant, the challenge is one of
managing demand and its potential to take up an even
greater share of expenditure alongside lower levels of
locally raised income. This combination could leave these
authorities very exposed.
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Setting the scene
Austerity has placed the finances of local authorities under extraordinary pressure.
Against a backdrop of tight resources, there is much local government can do to weather
the storm, says Phil Woolley, Partner at Grant Thornton leading the Public Services
Insight and Consulting Practice, and CIPFA’s Consultancy Director John O’Halloran.
Local authorities have absorbed funding cuts on an
unprecedented scale, while demand has soared. What
has this meant for financial management?
Phil Woolley There has been a narrative change towards
a more corporate focus, greater transparency and
accountability. However, often the reality is that smaller
back office budgets have reduced the resources available to
manage finance and maintain a robust control environment.
In some councils this is leading to significant overspends,
particularly in demand-led services such as children’s and
adult social care.
Consequently, we have seen councils centralise their financial
management, rather than embedding finance professionals
in services. Generally, this has led to an improvement in the
financial literacy of those budget holders in the services now
having to engage more directly in budget issues. But it has
become more difficult for corporate financial managers to
develop the detailed knowledge of the service, which is an
important component of an effective system of control. Internal
audit is another area that has been cut back, with the result
that there can be less scrutiny on the effectiveness of controls.
John O’Halloran Funding cuts have certainly resulted in the
creation of more business partners from finance and other
central services to get closer to the service departments.
Where finance in local government works well is when
organisations see financial management as the responsibility
of the whole operation, and not just the accountants. A
common understanding and ownership of issues is crucial so
that financial management isn’t imposed from the financial
and corporate centre. This means that even when there are
difficulties to be resolved, the issues are owned by the whole
organisation.
PW Finance must show leadership in taking that approach.
Members of the leadership team, particularly those in demandled service areas must understand the consequences of
their potential overspends on the financial sustainability of
the whole organisation. Sharing that wider story across the
whole organisation promotes a collaborative approach that
underpins Foresight.
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How would you describe the overall standard of financial
management in local government? Is it as good as it
could be?
JO The best way to describe the overall standard of financial
management is patchy. Where organisations aren’t working as
well as they could, that is partly down to lack of expertise and
skills, and skills shortages in particular. But there’s certainly not
one model throughout the whole of local government.
PW The quality of planning is much better, with more stringent
evaluation of assumptions and the use of scenarios over
a longer horizon. However there is room for improvement.
Corporate teams have become better at setting aside
budgeted contingencies, and other methods to compensate for
demand-led overspends on the financial trajectory of the whole
organisation. However, there are some areas where controls
and financial planning are pretty weak.
Some authorities are still relying on short-term financial fixes
and the last few years has seen an increase in the use of
reserves, either on the assumption that corporate finance
will find a fix or that recent additions for adult social care
funding such as Better Care Fund and Winter Pressures will
be permanent. But overall, there has been a surprising lack of
genuine transformation in some quarters and still a big focus
on top-slicing budgets.
What are the common success factors you see?
PW Success hinges on longer term planning, anticipating and
planning for demand pressures, having a clear understanding
of service delivery objectives and priorities and bringing all of
these factors together with financial strategy. To do this you
need finance teams that are knowledgeable, can demonstrate
leadership, and have the right balance of skills and capacity.
But it’s also about having a healthy and positive corporate
culture within the services, and a focus on prioritising resources
around outcomes for residents, rather than just a story of cuts.
JO Those authorities taking short-term views and top-slicing
individual service budgets are the ones storing up trouble for
the future in the current climate. A more successful approach
is where the corporate entity, the management team and the
members jointly own and understand the corporate financial
management position of the authority and they plan and
deliver services accordingly.

Transparency and leadership are all critical. Members and
officers working together to a common aim is vital. And having
sufficient expertise and training outside of finance itself in the
service departments, so there’s that common understanding.
For example, non-finance people can move up in a service
department without necessarily having exposure to corporate
financial management and how it works across the board and
not just in their own area.
What are the barriers to improvement?
PW There are some structural and funding challenges which
make holistic and longer term financial planning difficult.
Where councils are uncertain on the longevity of material
funding streams and the outcome of the fair funding review
modelling robust forecasts becomes challenging. Within
councils a failure to establish a clear alignment between
priority service outcomes and financial resources, without
strong member support and ownership, is a barrier to applying
strong financial management consistently.

Phillip Woolley
Partner, Head of Public Services
Insights and Consulting
T 0161 953 6430
E phillip.woolley@uk.gt.com
@phillipwoolley

John O’Halloran
Director, Consultancy, CIPFA
T +44 (0)20 7543 5600
E john.o'halloran@cipfa.org

This report will now consider the areas of focus we believe it is
important for local leaders to consider to move from financial
resilience to sustainability.

JO The information that’s given to members varies massively.
And this is crucial because members need to own the problem
as much as the management team and the section 151 officer.
But often information they need in order to do this is not made
available to them. Hence, there is a need for the training of
elected members in financial management, just as NEDs in the
private sector get training in financial management.
How can local authorities overcome barriers and ensure
their financial management is fit for the future?
PW Finance teams must establish a clear narrative on financial
strategy across the leadership team – setting out potential future
scenarios, clear financial objectives, priority outcome areas;
and, from this, work up a clearly collaborative programme of
remedies and interventions to effect the necessary change at
the service level to enable delivery within available resources.
Where the financial strategy requires a high degree of change
and transformation, the financial management and monitoring
of that change is really important. And that’s where there are real
capacity and skills shortages.
Councils must build a shared narrative, forecast a range
of outcomes based on clear evidence and robust data,
understand current benchmark performance and areas for
potential savings. They must also develop growth strategies
to drive income, and financial recovery and cost reduction
programmes for those areas deemed as requiring stronger
financial management.
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Economic growth
Downbeat forecast
creates new challenges
UK economic growth at a macro level remains sluggish, just as
it has since the 2008 financial crisis and subsequent recession.
This sluggishness is projected to continue. Latest forecasts
estimate that UK GDP growth of 1.3% in 2018 will decrease
to 1.2% in 2019 and remain subdued over the next 3–5 years.
Economists see this slow growth as being driven by three key
factors: weaker private consumption, only modest growth in
real wages and households looking to maintain savings. The
downward pressure is compounded by constrained business
investment and uncertainty around future trade contributions.
Ongoing negotiations and uncertainty around the UK’s
withdrawal from the European Union make future growth even
more difficult to predict than usual.
New pressure on local services
How this macro picture plays out at the local level will
have profound implications for the financial resilience and
sustainability of local authority finances. For some places –
where businesses and employment are in sectors experiencing
stronger growth – the local economy will be protected somewhat
from changes at the macro level. For others, however, the
strength of the local economy will be directly tied to the events
playing out nationally. So, as growth slows, businesses may fail
or leave the UK and employment opportunities will decrease,
increasing pressure on local services. This scenario will also result
in reduced income (particularly in terms of business rates) and
increased expenditure on demand-led services and on wider
economic development services.
Business formation rate
13.78 to 40.21
11.89 to 13.78
10.77 to 11.89
9.96 to 10.77
7.43 to 9.96
Source: Business demography,
Office of National Statistics, 2017
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How to prepare?
In this context, local authorities need to think carefully about
where and how they invest. Supporting economic development
(through enterprise support, investment in skills and R&D and
the construction of new homes), attracting inward investment
or adopting a more commercial approach to real estate
(see page 14) will continue to provide important avenues to
support income generation. However, in these uncertain times,
local authorities will need to ensure their investment decisions
are grounded in strong business cases, subject to rigorous
appraisal and cover a broad range of sensitivities. Done
well, and with commercial insight, there will be opportunities
for local authorities – either individually or jointly – to raise
top-line income through business rates, council tax, fees and
charges. There will also be opportunities to reduce demand
pressures elsewhere in the authority through new models of
service delivery. These could include developing temporary
accommodation, creating employment pathways that give
local residents the skills and support they need to access
local job opportunities, and raising income levels to reduce
dependency on benefits.
However, this will not be easy. History shows that, even in times
of sustained economic growth pre-2008 (when there was also
significant investment in regeneration and neighbourhood
renewal from central government), local authorities had limited
success integrating economic growth and social inclusion.

On a positive note, the sector has seen a move away from
focusing policy purely on economic growth. Increasingly,
individual local authorities, local enterprise partnerships and
combined authorities are looking to develop new models for
economic development that connect growth in the economy
more closely with positive social outcomes.
A vision for the future
Short-term financial pressures and significant uncertainty
over the medium term do not diminish the need for authorities
to take a longer-term view on how they would like their
economy to be in 20 or 30 years. Establishing a vision is
challenging. It requires extensive engagement within and
outside the authority, as well as boldness, creativity and
strong, place-based leadership. However, where authorities
succeed in establishing a vision, they have an invaluable
framework against which to set shorter-term priorities and
make investment decisions. The vision also establishes a
set of short- and longer-term outcomes against which to
measure and communicate progress, as well as providing
a roadmap for the place, bringing partners and budgets
together. Culturally, it can also provide energy and excitement
among officers, enabling them to feel more positive about the
important role they have to play. It helps shift the mindset from
one of managing decline to one of place shaping. Given the
challenges ahead, the importance of culture and behaviours
within an authority is going to be critical.
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Local government finances
Still a zero-sum game

Alongside the downward pressure on funding the government has
initiated some far-reaching changes in the funding mechanisms
for local government. The Fair Funding Review represents quite a
radical change in the way resources are allocated but it does not
address the overall size of the cake. It will help some councils, but
not others. For the sector, it’s a zero-sum game.
Flaws in plans for growing funding
By allowing councils to retain 75% of business rates, the
government hopes the sector will be able to grow its funding
by creating the right conditions for growth. The sector will be
allowed to keep additional funding generated by a dynamic
economy. But this model has two main flaws.
First, the business rates model is increasingly under attack
from business. It penalises high-street brands, which are big
property owners when compared to their internet rivals who
pay far less in tax. (Local independents also feel the impact.)
Business is also becoming aware that it will provide the majority
of funding for local services and, as a result, increasingly
wants a say. This leads to some fundamental questions, such
as whether business should pay for services such as local
children’s care and homelessness challenges.
Second, the growth incentive to local government bumps up
against the juggernaut that is Brexit. The government’s own
figures show that whatever form of Brexit is agreed, it will have
a negative impact on predicted economic growth. This impact
is also skewed across regions, with the North East forecast
to experience the biggest downturn. While the business rate
retention plan will reflect fair funding and redistribution,
Brexit looks likely to make the overall cake smaller. Our Brexit
vulnerability index tracks the impact on different communities
and is outlined overleaf.
Growing pressure from demographic change
The potential variations in future funding would be challenge
enough even without the impact of demographic change. The
biggest challenge facing the local government sector is social
care. England is ageing (and in some parts of the country not
very healthily) and this is happening quickly. The Adult Social
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Care Precept has helped, but social care costs do not increase
in a convenient straight line at 2%, and more and more people
will need such care. Reductions in council funding mean that
the criteria for who receives support have been squeezed and
care provided has been diminished.
Proportion of population aged 65+ and 85+
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In the 1980s, the clash between central government and local
government was largely one of ideology. Today, the discord is
driven by money. Local government has been diminished on many
levels by a decade of austerity. Despite the government’s recent
announcement that it will “end austerity” by not cutting any more,
the 2019 Spending Review, due in the autumn, is unlikely to do
more than keep funding increases at 2% for the sector.
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This has not saved the public purse any money. Costs are
effectively shunted to the NHS which has seen a real growth
in elderly admissions over the past decade. Social care is also
teetering in terms of viability, with a number of private providers
struggling with rates driven down by austerity, and employers
often heavily dependent on European or workers from other
parts of the world. It’s not clear how the government’s postBrexit immigration policy will address these staffing challenges.
If it doesn’t, agency rates will inevitably rise. The green paper
on social care is due in 2019, but it remains to be seen whether
it will provide a panacea.
Escalating demand for children’s services
Children’s social care is a major financial spectre. As children with
severe disabilities survive childhood in a way that would have
been unimaginable even a generation ago, the cost of services
is escalating as the number requiring social care increases well
beyond population growth estimates.

In addition, children’s mental health is expanding
almost daily as a major issue in the national
consciousness. Much of the cost of meeting
this demand – which, again, doesn’t go up by a
convenient 2% a year – will be picked up by local
government. The workforce issues in children’s
services are very acute now and the post-Brexit
environment could make recruitment and retention
even more of a challenge. Local government also
has costs in other areas where it is difficult to
manage demand, such as homelessness.
What is local government for?
Local government is entering perhaps the most
challenging period in its history since the War.
Because cost reductions have reduced management
capacity (CEO roles and CFO roles are no longer
fought over by candidates of the right calibre), the
challenge of leading public services and managing
the finances is even more acute than the environment
would indicate.
Local government has stepped up to the plate
in the last decade and still contains many hardworking and dedicated officers as well as examples
of great political leadership. However, the country
needs to ask a serious question: ‘what is local
government for?’ If one of its purposes is to provide
social care, then it needs to be funded to the same
level as the NHS. The net cost to the public sector
will not grow because proper funding will reduce
hospital admission. If funding for social care is
not forthcoming, local public services will become
unsustainable very soon. Urgent action is required to
ensure the public services that have underpinned UK
society in the post-war generation are maintained
into the future.

Brexit vulnerability index
Very high
High
Average
Low
Very low
Source: Place Analytics,
Grant Thornton, 2019
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Social care
Time to ‘go long’ on future plans
The impact of social care on financial sustainability is different
for every council, as our Foresight model shows. While a few
councils need to act urgently (and a tiny number have no major
need to worry), most face a medium- to long-term challenge
in containing social care spending growth. Unfortunately, in
many cases, the effort spent trying to fix the ‘now’ has been at
the expense of a strategic finance outlook. 2019 is the time for
councils to ‘go long’ in their plans for social care. There are three
strategic issues to consider.

1 Identifying their high-risk cohorts and developing five-year
forecasts using a combination of case data, public health
and demographic inputs

How to act in a failing market
Government and local government have collectively failed
to put in place effective market management in social care.
This means that, on the one hand, a family-owned residential
care home reliant on public pay can’t afford basic repairs and
maintenance. On the other, a home with mixed public/private
beds and specialist care is providing its private equity fund with
exceptional returns. The heart of this problem is not necessarily
the ownership model, but rather the lack of commissioning
strategy. Councils on their own can’t fix some of the national
issues (weak regulation and misalignment of commissioning
with care quality management) but there are actions they can
take. These include:

4 Having an honest conversation between finance and care
departments about whether spend governance and control
is really working, and putting in place targeted recovery
arrangements.

3 Refreshing transformation plans to focus on (a) how to shift
care from services to outcomes and (b) how to match supply
to demand

Proportion of councils that overspent on budget in
2017/18 by service line
100
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• undertaking a social care asset and capacity review
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• establishing cross-border partnerships for specialist, highcost placements

30

• improving engagement with providers to support the
modernisation of care capacity and services.
Brace for rising demand
Over the past few years, councils have been grappling with
demand challenges for particular cohorts. These have included
special educational needs and disability (SEND), learning
disability, transfers of care, looked after children and mental
health. Although demand is generally going up, the increase
is not linear and these issues have the capacity to blow
the budget and induce panic measures. Many councils are
struggling with demand projections in social care – the result of
which is short-termism, a lack of strategic confidence and the
weakening of financial resilience. The remedies for this problem
centre on a better understanding of demand. Councils should
be doing four main things:
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A caring society, not just care services
Containing demand cost is now very much about intervening
creatively in the supply side. But sustainability for social care
now depends on rethinking the role of the council. While local
government grapples with central government about funding,
something else is happening in society that is slowly breaking
up the post-war settlement. A combination of technology and
cultural change is allowing innovation to emerge to challenge
the notion of the state at the apex of social care. These include
asset-based innovations, like Shared Lives and Community
Circles, but also smart ways to match services with people, like
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Vida and WeMa Life. Suddenly the council begins to look less
like the focal point for social care – its role as commissioner is
constrained by money but it is also being overtaken by forces
beyond its control.
Our Caring Society project tackles these issues head on
and proposes a three-part process for councils seeking to
understand their place in the future of social care:
1 Redefine what we mean by care. Councils can’t own the
future by pretending care in a place is confined to the
council’s statutory obligations. Real sustainability will
depend on creating a much bigger vision of care and place
and a bigger tent for all those involved

‘Going long’ isn’t about starting again
The seeds of the approach from our Caring Society project
have been planted in many councils. Yet there are very few
examples of where convincing strategies for social care
sustainability have taken hold. Such is the battering on demand
and funding that councils have experienced over recent years,
confidence is often lower than it should be. But the evidence
points towards a cliff-edge for the resilience of social care, and
the need to replace short-term tactics with a long-term plan.

2 Change the role of the council. Councils are at their best
when they are addressing issues, not simply spending
money. Care markets, technology, care quality, informal
care, data analytics, co-production and collaboration will
be hallmarks of a new model. Letting go of traditional roles
– often to communities – may be the way councils create
space to do these different things well
3 Create the innovative place. Innovation is often strangled at
birth because of the way that social care is set up. Wigan
Council stands out because of their commitment to funding
grass-roots projects – some 500 in total. But this isn’t
successful in the shallows. It only works because leaders in
care and elsewhere have committed heart and soul to the
changed role for the council.
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Housing
Cost of temporary
accommodation focuses minds

5 Based on figures available for 2016-17
6 Based on figures for 2017/18
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Until recently, many councils have been setting up housing
companies as wholly owned subsidiaries to deliver housing
outside the HRA, funded through prudential borrowing onlent by the council. These councils are now have a choice of
delivery routes – HRA or wholly owned company. Many are
hedging their bets and retaining both options for the time
being. This twin-track approach is probably wise. It offers
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2011-12

New opportunities in the HRA
The government’s relaxation of the cap on local authorities’
borrowing under the HRA signals a new opportunity for
councils to invest directly in new social housing.

80,000

2010-11

Increasing supply is the priority
In the face of growing demand for housing, regional and local
governments, governmental bodies and the private sector
are all now focused on delivering increased supply. Evidence
for this can be seen in recent policy changes, including the
relaxation of Housing Revenue Account (HRA) borrowing caps,
in the introduction of new governance structures for delivery
by the public sector, and in a growing number of public and
private sector partnerships.

90,000

2009-10

All of this results in high and increasing costs for temporary
accommodation to councils as they struggle to place homeless
households into permanent accommodation. This, in turn, has
led to an increasing use of out-of-borough placements. In the
same sample, we found that, in one year, each borough made
an average of 3,5006 out-of-borough placements, bringing
further challenges associated with disrupting access to work or
education and family support networks.

Total households in temporary accomodation

£000s

Across the UK, the growing number of households being
accepted as homeless is driving an increase in the use of
temporary accommodation. Our recent analysis5 across
a sample of 11 London boroughs, for example, indicated
an average 2,500 households per borough being placed
in temporary accommodation over a one-year period. The
accommodation included private sector provision, hostels,
council or housing association stock, and bed and breakfast. In
some cases, bed and breakfast accounted for about 20% of all
households placed in temporary accommodation.

councils the flexibility to deliver market housing for sale or rent
through their housing companies, driving a revenue return for
the General Fund in the process, or to deliver social housing
in the HRA and maximise leverage through the use of capital
receipts from Right to Buy at the same time.
Given the competition for land and delivery expertise, it is
likely that these multiple delivery agents will settle to a core
of successful housing companies over time. The stretch on the
availability of delivery expertise and resources, however, should
not be under-estimated. As a result, at some point, councils
may be forced to consider a shared service approach to deliver
housing across council boundaries akin to that already used
for many support services.
Multiple challenges for housing companies
A number of local authorities have established housing
companies to intervene in their local markets, thus increasing
housing unit numbers and competition. The success of these
companies has been varied. A number of trail-blazers are
already involved in delivering sites while others are still in the
starting blocks, having struggled to realise the aspirations of
the business plans that underpinned their approval.
Key barriers to success have been navigating the planning
system efficiently and securing the expertise needed to deliver
development. There are not enough people on the market who
can combine the necessary private sector experience with a
knowledge of the governance structure the public sector requires
as shareholder or member in these vehicles. The funding of preconstruction costs remains challenging as they are considered
revenue in nature until certainty over delivery is reached, thus
inhibiting councils’ ability to use prudential borrowing.

and the opportunity to realise income through disposals. An
immediate capital receipt, though attractive, does not generate
the long-term revenue return councils are seeking to support
wider service delivery. In this context, councils are assessing the
broader picture of how new housing development may, in the
medium term, reduce costs to the General Fund by reducing
over-reliance on emergency temporary housing provision.
They are also factoring in the social impact of continuing to
use temporary accommodation. The challenge is to optimise
delivery and funding, and assess each opportunity, whether
direct council delivery or possible partnership models, on its
own merits.
In the face of these challenges, many councils are also seeking
to mobilise increased resources to help develop housing supply.
This includes accessing more funding from central and local
government, and government agencies like Homes England.
They are also demonstrating an appetite to work in partnership
with the private sector to bring forward housing supply, with
both parties identifying pathways to development. There is
no denying, however, that challenges remain. With increased
housing supply now a high priority for all the key players, we
can be confident that the momentum and commitment in the
market will continue. However, more pace is needed if the stated
targets are to be met.

As a result, the pace in terms of delivering new housing has
been slower than anticipated and surplus sites in public-sector
ownership remain undeveloped. This has created criticism
from some quarters which demands a response from local
authorities. The need to act is urgent, given that housing
continues to be the number one priority for many councils.
Assessing delivery and funding options
Local authorities are now looking closely at their asset
portfolios to identify surplus land and property. In doing so,
they must consider the tension between earmarking land for
development to meet the council’s strategic housing needs
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Income generation
No single solution to
an urgent problem
A prolonged period of austerity has left local government
with the daunting challenge of protecting vital public services
while dealing with significant funding reductions. This is at a
time of rising demand for some key services, such as social
care and homelessness prevention. The main funding from
central government, the Revenue Support Grant (RSG), which
previously funded up to 80% of revenue expenditure for some
councils, will be phased out by 2020.
This has created an urgent need for councils to identify and
create new and additional sources of income. Raising income
is something that councils have always done, but increasing
austerity over the last ten years has turbo-charged their efforts.
Beyond traditional sources
Councils have always generated service-based income, such
as charges for car parking and leisure centre usage. In recent
years, they have been seeking to increase income from these
sources or create new fees and charges, such as charging for
play areas in parks and advertising spaces on roundabouts.
Total Sales, Fees, Charges

12,000
11,500
£000s

This increase in potential risk (such as investing in shopping
centres when retail is facing a challenging economic environment)
as well as appropriateness – particularly where such investments
lie out of borough – has led to a tightening of the regulatory
environment, with the Government, CIPFA and others keeping
a close watching brief on further developments. Government
nervousness has also been aroused by the significant increase
in council borrowing to fund commercial investments, and its
impact on the UK Plc balance sheet. Local government borrowing
increased from approximately £20 billion in 2012 to approximately
£90 billion by 2017, and local government investment increased
from less than £5 billion to over £33 billion during the same period.
A further trend has been an increase in councils creating
arm’s-length trading companies that, if successful, can act
more commercially to generate an income for the parent local
authority. Local authority trading companies set up to deliver
specific council services have a long history going back to the
Victorian era. However, councils are now less inclined to back
alternative service delivery models and joint ventures that don’t
provide an income stream, such as outsourcing and shared
services, and to prefer those that do.
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11,000
10,500
10,000

Source: Revenue Outturn, MHCLG, 2017-18
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Local government also has a track record of investing in
commercial property to generate income, often via the pension
fund but also in the revenue account. Investments have
traditionally been in properties such as garages, parades of
shops and office buildings. More recently, some councils have
been investing in commercial assets such as airports, business
parks, hotels, gyms and cinemas. As a result, some smaller
councils have been accused of being “a property company with
a side-line in providing local government services”.

The imperative to generate new sources of income has seen
some councils turning to more innovative approaches, such
as setting up local authority banks, creating council bonds
and sharing investment risk (when investing in solar energy,
for example). All councils pursuing these various sources of
income have a key ambition – to replace dwindling sources
of central government funding so they can ensure their
financial sustainability. However, wherever possible, councils

are investing to secure a social as well as a financial return.
For example, establishing a trading company that pays the
living wage, creates local employment and stimulates local
economic growth.
Business rates become a key income source
Government policies have directly and indirectly increased
the importance of the growth agenda for local government.
Other than the Revenue Support Grant, councils’ two main
sources of revenue income are council tax and business
rates. The government’s move towards business rate retention
– allowing councils to retain a proportion of business rate
income – means councils have a much stronger incentive to
focus on their place offer, with the aim of keeping existing
businesses in the area and attracting new ones in. In
addition, the government’s housing growth targets mean
that every new home built generates additional council tax
for the local council and, in some cases, additional income
in the form of the New Homes Bonus. For those councils that
maintain their own housing stock, the recent scrapping of the
Housing Revenue Account (HRA) borrowing cap will create
greater freedoms to build new council housing (although, of
course, to increase borrowing at the same time).
An uneven playing field
Legal powers to trade vary between England, Scotland and
Wales, and the economic circumstances of different places
means that not all income-generating options are available
to all councils. For example, a significant amount of the
activity in commercial property investment has taken place
in London and the South East, where the property market is
more buoyant than in other regions. Meanwhile economic
intervention by councils to realise their growth agenda
stands a much greater chance of success in some areas
than others.
The reality is that, while all councils are facing significant
funding challenges, regional and local circumstances mean
the playing field in terms of the potential solutions available
is not level. Local government finance is notoriously
complex. It remains to be seen whether the government’s
Fair Funding Review will be effective in managing such
place-based variation.

Dwellings completed
680 to 2,790
440 to 680
310 to 440
210 to 310
20 to 210
Source: MHCLG, 2017-18
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Commercial investment
The right route or
the wrong direction?
Attention-grabbing headlines, such as one alleging that
‘rotten boroughs’ are ‘betting billions on property purchases’7,
are driving renewed calls for the government to consider
intervening in council borrowing to invest in commercial
property. The coverage provides little insight and does
little to help answer the underlying question: Is council
commercialisation a good or bad thing? Our ongoing research
on council commercialism aims to inform this debate8.
How commercial is too commercial?
A decade of austerity and budget cuts means councils now
face a severe challenge in terms of funding vital public services.
Many have reached a tipping point and this has led to a
change in risk appetite, encouraging many councils to become
more commercial.
The sector has witnessed an exponential rise in investment
in property over the past half-decade. Investment reached
£4 billion in 2017/18, representing a 238% increase since
2013/14. This investment accounted for 16% of all capital
expenditure last year9. It is no coincidence that this trend
occurred at the same time as the tailing-off of the Revenue
Support Grant, with the sector facing hard choices as to how
to main essential public services.

Building local wealth
Our experience is that more-commercial councils are adopting
increasingly innovative approaches to commercialisation, such
as place-based marketing offers, working together locally to
add social value and forming cross-boundary alliances. For
many, investing in commercial assets is key to developing
anchor institutions and strategic assets that contribute to
place-shaping. This ranges from boosting affordable housing
settlements, as in Luton, to salvaging failing market town retail
hubs, as in Chorley. Other examples include developing new
clean-tech business parks, as in North East Lincolnshire, and
building GP surgeries, as in Winchester. All these projects are
about investing to earn a financial and social return in the form
of a long-term revenue stream and local wealth building.
In addition, councils are diversifying their risk by investing
outside their own areas. This approach can help mitigate
the risk of a downturn in the local property market, insulate
councils against low domestic savings rates and allow them to
pool budgets and share costs to scale up developments. It is
not always about securing the highest yield.
New rules on borrowing
Councils have both a legal and moral duty to manage scarce
resources responsibly and the continued rise of commercialisation
has led to intense scrutiny of their borrowing and investment

Figure 1. Timeline of local goverment commercial considerations
1835
Municipal Corporations Act
requires financial accounts

1922
Regional stock exchanges
across 22 cities from
Swansea to Sheffield (all
absorbed into LSE in 1973)

Proud history of purposeful market intervention
1860
Edinburgh city gas
lamp firm for safe
warm streets

7 Room 151, 13 December 2018; Private Eye, 27 July 2017; The Times, 11 July 2017
8 Commercial Healthcheck, November 2017, The Income Spectrum, March 2017
9 MHCLG, Local Authority Capital Expenditure and Receipts, England 2017-18 Outturn
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2003
Elected Mayor of London
introduces Congestion
Charge Zone to invest in
clean public transport

Modern day commercial realities
1972
Local Government
Act simplifies tiers of
administrative government

2007
Global banking crisis leads
to decade of austerity with
end to RSG by 2020

UK Net borrowing

latest commercial innovations in local government and may
be at odds with other government policy. Not reflected,
for example, is the growth in unions between councils and
clinical commissioning groups which is resulting in a switch
from budget alignment to budget pooling. Another is the
re-emergence of social impact investment as an alternative
funding source, which is part of a drive to move to paying
for early intervention outcomes rather than inputs (eg
homelessness, care leavers).
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As councils plan their investments in accordance with the
new rules, they should also be undertaking scenario planning
to help prepare for the direction of wider national policy
and global mega-trends. These will both greatly affect how
successful councils’ commercial activities will be in helping
them achieve financial self-sustainability over the next decade.
Local authority leaders must ensure their medium- and
long-term planning reflects these factors in order to deliver
sustainable outcomes.
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activities over the past two years. This, along with the need to
ensure a balanced approach, has culminated in new rules, which
came into force in 2018, on the way local government can trade,
borrow and invest. These take the form of the CIPFA Prudential
Code for Capital Finance in local authorities and the MHCLG
changes to the Local Authorities Investment Code and Minimum
Revenue Provision (MRP) guidance. In simple terms, the rules
require councils to have a robust process in place to develop new
business cases, set aside adequate provisions, avoid over-gearing
and scrutinise performance.
Given that the sector’s total borrowing and investment
amounted to £100bn and £32bn respectively at December
201810, the introduction of these new rules is understandable
and even necessary. However, they do not reflect all the

2015
As part of Greater Manchester ‘Devo Manc’
deal, Oldham leads way for other combined
authorities. Following on from acquiring
Stansted Airport (2014) and later issuing a
homelessness Social Impact Bond (2017)

Clarity of purpose is key
So is council commercialism a good thing? Our experience
is that it can be a force for good as long as councils are
crystal clear about what problem they are trying to solve.
However, councils need to take a place-based approach to
choosing the most prudent options and adopt a ‘beyond
compliance’ attitude to the governance of these activities,
something our commercial healthcheck diagnostic (figure 2,
overleaf) can help with. They should commit to doing more
than simply complying with the new rules by ensuring their
commercialisation robustly balances outcomes and risks.
Investing in commercial assets is nothing new for local
government. It has a proud history of commercialisation
with a social purpose dating back nearly 200 hundred
years (figure 1).

2018
Revised CIPFA Prudential Code
launched. Brexit and new Industrial
Strategy leads Core Cities to negotiate
new State Aid and bilateral global trade,
establishing regional development
banks and stock exchanges

2025
EU Circular Economy Package
results in revised recycling
and landfill targets which UK
complies with to access the
single market

Future of self-sustainability shaped by mega trends
2011
Localism Act boosts General
Power of Competence (GPC)
investment and borrowing.
Wave of spun-off trading
arms, in particular housing,
utilities and financial services

2017
CFO Insights app released
on Apple and Google store

2020
End of RSG and demographic
pressures trigger council
mergers and spun-off trading
company acquisitions and
Initial Public Offerings

2030
New World Trade Organisation
(WTO) rules on cross-border
data flows such as regional
crypto-currency used in Hull and
Dubai and 3D printing by robots
in council-owned business parks

10 MHCLC, Outstanding amounts of local authority borrowing and investments as at end March, 2014-2018, and as at end December 2018.
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Figure 2.
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Audit and assurance
framework
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Conclusion
Stronger medicine? Rethinking
remedies for the financial
resilience era
Our Financial Foresight model makes it clear that without
doing something differently, most councils will run through their
reserves, and quickly. For a small handful of councils, the time
when reserves run out is now. But the data also tells us that up
to 100 councils face reserves depletion within five years.
The need to do things differently to yet another level, perhaps jars
for a sector that frankly has been challenged like no other over the
past decade. Yet the brutal facts remain; without fresh thinking
financial resilience could be weakened to the point that – as in
Northamptonshire – the very strongest medicine of a Section 114
notice and ministerial intervention needs to be applied.
Foresight clarifies the challenge
The first advantage of using Foresight is that it clarifies the
challenge. Every council has scarce resources to devote
to change, and for every council there will be an optimum
way to allocate that resource. For example, being brilliant
at commercialisation – and devoting investment in talent to
meet that objective – works when income generation is the key
factor. But if growth I the cost of demand-led services is going
to dwarf any future commercial income streams, it can look like
the wrong plan. Equally, there is risk in trying to do everything
differently. As we have seen in many councils, the blunderbuss
approach to transformation can result in everything being
promised and little being achieved. Future councils that
become resilient will have chosen their strategies carefully, and
crucially, decided what not to do.
Remedies for better financial resilience
There are also big questions about the nature of remedies
deployed. Many councils will rightly want to continue the plans
they have in place, but reflection may lead them to reframe the
scale and nature of those plans. Looking to the diagnosis for
individual councils provided by the Foresight model, we find the
evidence points to four key remedies to consider:
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1 Implement targeted financial recovery
A Section 114 Notice puts an emergency stop on cash
leaving the council, with a range of very significant
consequences. Deploying an approach that allows the
council to remain in control of the process and apply a
gentler and more targeted brake is preferable. A targeted
injection of spend disciplines into selected services can
yield significant resilience results. For example, while it is
true that care demand has shot up, it is also true that spend
governance and control in some care services is poor. In
addition, a mature approach towards reserves is essential.
They only have two proper purposes: to cover unplanned
‘rainy day’ projects and to support earmarked projects or
liability risks agreed by members. They should not be used
to avoid difficult decisions. This is the road to perdition.
2 Establish a good growth model
Growing income is one way out of the morass. But relatively
few councils have a joined-up model that predicts, projects
and maximises this growth across the range of taxation,
population, commercial and revenue income sources. It is
time to get a better understanding of what activity across
these disparate sources is likely to deliver, and where the
best return on investment will be achieved. A counterpart
activity is a review of capital programmes, which can
often be slow and non-strategic. The impact of transport
infrastructure investment on local economies, in particular,
needs to be better understood and less focused on a shortterm Treasury rate-of-return model.
3 Trace service line trajectories
Whilst Foresight offers a strategic forecast, councils already
know which demand-led services are most volatile. Recent
examples include SEND, LAC, Learning Disability, Housing,
Transport and Mental Health. For the most risk-laden
service areas, our learning is that resilience can only be
achieved if the service has a reliable cost and demand
forecast. Councils should be identifying high-risk services (or
population cohorts) and understanding the budget impact.
The curve can only be bent if it is known.

4 Reshape transformation plans
Transformation has become something of an industry in
local government as services bail out water to keep afloat.
But despite the historic necessity of this activity, there have
been downsides. Chief among these is that councils are
spreading resources across too much transformation, often
departmental as well as corporate, that is not joined up
and not delivering results. Foresight is a great opportunity
not just to redirect this resource but also to rationalise –
making better bets on fewer, more strategic programmes
and projects. The starting point for this reframing is an audit
or review of what is being done, what is being spent, what
return is expected and whether it is set up to succeed. Avoid
savings plans entitled ‘Digital Transformation’ that are not
supported by detailed, phased, agreed savings.
Clear heads, collaboration and trust
The suggested remedies requires capacities in services
and the corporate centre to work well together, and equally
for members and officers to be aligned. Clear heads are
needed, but ownership of change matters too. At a time when
the viability of councils is in peril, being unable to respond
effectively because of silos and boundaries would be a
tragedy. This raises the importance of strong leadership and
a co-design approach, including leadership of place. Strong
medicine only works if the patient agrees to take it.
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About Grant Thornton
Dynamic organisations know they need to apply both reason
and instinct to decision making. At Grant Thornton, this is how
we advise our clients every day. We combine award-winning
technical expertise with the intuition, insight and confidence
gained from our extensive sector experience and a deep
understanding of our clients.
Grant Thornton UK LLP is a leading business and financial
adviser with client-facing offices in 24 locations nationwide.
We understand regional differences and can respond to needs
of local authorities. But our clients can also have confidence
that our team of local government specialists is part of a firm
led by more than 185 partners and employing over 4,500
professionals, providing personalised audit, tax and specialist
advisory services to over 40,000 clients.

Our approach draws on a deep knowledge of local government
combined with an understanding of wider public sector issues.
This comes from working with associated delivery bodies,
relevant central government departments and with privatesector organisations working in the sector. We take an active
role in influencing and interpreting policy developments
affecting local government and in responding to government
consultation documents and their agencies.

Grant Thornton has a well-established market in the public
sector and has been working with local authorities for over
30 years. We are the largest employer of CIPFA members
and students in the UK. Our national team of experienced
local government specialists, including those who have held
senior positions within the sector, provide the growing range of
assurance, tax and advisory services that our clients require.

We regularly produce sector-related thought leadership
reports, typically based on national studies, and client
briefings on key issues. We also run seminars and events to
share our thinking on local government and, more importantly,
understand the challenges and issues facing our clients.

We are the leading firm in the local government audit market.
We are the largest supplier of audit and related services to
the Audit Commission, and count 35% of local authorities
in England as external audit clients. We also audit local
authorities in Wales and Scotland via framework contracts with
Audit Scotland and the Wales Audit Office. We have over 180
local government and related body audit clients in the UK and
over 75 local authority advisory clients.
This includes London boroughs, county councils, district
councils, city councils, unitary councils and metropolitan
authorities, as well as fire and police authorities. This depth of
experience ensures that our solutions are grounded in reality
and draw on best practice. Through proactive, client-focused
relationships, our teams deliver solutions in a distinctive and
personal way, not pre-packaged products and services.
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We have significant insight, data and analytics capabilities,
which help to shape location and customer strategies, make
commercial decisions and drive financial performance
improvement. Our team comprises consultants, analysts,
researches and developers with backgrounds that range a
number of industries and the public sector. Local government
use a number of our data and insight platforms, such as
CFO Insights, Place Analytics, Adult Social Care Insights, and
Financial Foresight.

About CIPFA
CIPFA (The Chartered Institute of Public Finance & Accountancy)
is the world’s only professional accountancy body to specialise
in public services.
Our purpose is as focused and unique as the members we
represent. In the UK, against a backdrop of major funding
cuts, we are encouraging greater appreciation of finance
professionals who are equipped to deal with the shifts
of democratic decision making as well as market forces.
Internationally, we are experiencing a surge of interest in our
services as more governments seek to offer their citizens a
sustainable and effective public sector.
CIPFA members work across all public services. They manage
the largest budgets under the greatest scrutiny – that’s why
the CPFA designation is widely recognised as the benchmark
qualification for public service finance.

In addition to our professional qualification, we champion high
performance across the public sector through information
and guidance, courses and conferences, property and asset
management solutions, advisory and recruitment services for a
range of clients.
Against a backdrop of substantial budget cuts, delivering
services and balancing budgets will continue to be a major
challenge for local authorities. CIPFA supports and works with
local authorities to help them strive to be not only financially
resilient - but also better serve their citizens and reinvent the
way local services are delivered.
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