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Local government has changed significantly in the
five years since the 2010 spending review and the
pace of change is accelerating. It has a pivotal role
in fostering vibrant local economies and Whitehall
needs to devolve powers it holds dear further
and faster to allow localities to promote growth
effectively and assist with the significant public
sector reform required to maintain affordable
and sustainable public services.
Centralised government for a population in excess of 65 million is an
outdated model. The Government recognises this, but needs to take
further bold steps such as supporting greater fiscal devolution. The city
and devolution deals currently on the table represent only small steps
towards a truly devolved position. Comprehensive fiscal powers, such
as the ability to levy and vary local taxation, would be transformative.
The financial challenge

Most councils now manage their finances proficiently and have
become lean. So with further savings of up to 29%1 looming following
the 2015 spending review and the Local Government Association
forecasting a £13 billion funding gap2, the scope and depth of the
services they provide will come under increasing focus. We are finding
greater financial uncertainty and risk in councils’ strategic financial
plans as they continue to search for alternatives to service reduction,
with far fewer options than they have had over the past five years.
Consequently, most councils project significant funding gaps over
the next three to five years and the main source of risk is the lack
of detailed plans in place to address these deficits, particularly from
2017/18 onward.

https://www.gov.uk/government/news/department-for-communities-and-local-governments-settlement-at-thespending-review-2015
1

http://www.itv.com/news/2015-11-29/councils-warn-of-13bn-funding-gap-by-2020-due-to-cuts-and-risingsocial-care-costs/
2

That said, most CFOs we spoke to are
confident that they can continue to
balance the books. A minority concede
that reaching a financial ‘tipping point’
remains a possibility, and for a few
this may even come in the financial
year 2015/16. But the overwhelming
impression across the sector is of
prudent and pragmatic financial
management. Our research suggests
that the large majority of councils
will continue to weather the financial
storm. The question is whether this
will require the public to change
significantly their expectations about
the range and depth of services they
can receive.
The new governance agenda

Most elected members and senior
officers provide effective governance
and make the necessary tough
decisions. But the shifting public
sector landscape will challenge
traditional arrangements and
expectations considerably. Governance
arrangements over combined
authorities will be much more complex
and challenging for members in the
future, for example how to achieve
strategic alignment between diverse
competing interests? The rise of
alternative service delivery models
also pose governance challenges, for
example how do you maintain council
control over arms-length bodies
without stifling their freedom to
innovate? To support this the need for
good information, informed decision
making and openness to new ideas will
only increase.

Over the next decade, councils
will need to improve and innovate
continually to keep pace with the
demand for services. But none of
this is easy to execute and progress
in new areas such as income
growth and commercialisation is
slow in some places.
We have found that members are
more engaged in the management of
financial risks and more open to new
ways of working. There is still work
to do, including the need to find better
ways to engage with the public so that
financial and service strategies remain
in touch with local needs and priorities.
The way forward

In the future, all councils will need to
achieve a state of ‘adaptive innovation’
to meet statutory duties and the needs
of the local population in a very
different public service landscape.
The political momentum behind
devolution of income and powers to
local government is just one factor in
this. Collaboration between councils
and other agencies is key to unlocking
further cost efficiency while improving
services. But there are challenges to
making it work effectively, if our
experiences of the Better Care Fund
and local enterprise partnerships are
any guide.

Over the next decade, councils
will need to improve and innovate
continually to keep pace with the
demand for services. But none of
this is easy to execute and progress
in new areas such as income growth
and commercialisation is slow in
some places. Cultural and behavioural
change is an important factor in
enabling councils to continue to thrive
when facing volatile 21st-century
challenges such as being an agile
commissioner from an eclectic mix of
public, not-for-profit and for-profit
providers, rather than the 20th-century
model of being the sole provider.
There has been some good progress
on this, but not enough yet to have
comprehensive sector-wide impact.
Unless the sector responds even more
radically to austerity, demographic
pressures and technological change,
the future sustainability of a small
minority of local authorities will
become increasingly challenging.
Local government is leading
innovation in public services and is
delivering more for less. Bringing the
whole public sector up to the standards
of the best performing councils
should be an imperative rather
than an aspiration.
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The pace of change

Local government has changed dramatically in the five years since the 2010 spending
review, and the pace of change is accelerating. This report combines our annual
governance and financial resilience reviews to reflect the changes in the sector’s landscape.
Good governance and good financial
health are the hallmarks of any
successful organisation. This year, we
have combined our annual reviews
of local government’s arrangements
to secure both, to reflect the drive
towards devolution and the increasing
need to consider radical options to
ensure long-term sustainability. We
have focused on the following areas:
• Sustaining financial resilience:
reflecting the results of our financial
resilience reviews across our large
local government client base
• Maintaining good governance:
focusing on engaging members in
financial risk management; their
openness to new ways of working;
and how public consultation helps
to determine councils’ financial and
service strategies
• Looking ahead: the results of our
research into local perceptions
about issues likely to shape local
government in the medium-term
Methodology

We based the research for this report on a
detailed assessment of information from
our statutory Value for Money (VfM)
audits at 133 English local authorities
(38% of the total), for the financial year
ending 2014/15. This used a document
review and interviews. We also drew on
budget analysis for 2014/15 provided by
CFO Insights, an online tool created with
CIPFA that gives instant access to the
financial performance, socio-economic
4 Reforging local government

context and service outcomes of every
council in Great Britain. A supporting
survey, which received 108 responses
from chief finance officers, our audit
teams and members, assessed attitudes
towards finance and governance. We also
compared this with our research from the
previous three years.
Our client base is concentrated
in the North West, West Midlands,

South East and South West of England.
It covers all council types from
counties and districts to single-tier.
Therefore, while our research is not
definitive, our access to a large sample
of local authorities and their partners
across England provides a uniquely
comprehensive overview of the financial
position and trends in governance.

Financial resilience review
The savings required by the 2010 spending review amounted to the largest
reduction in public sector funding since the great depression of the 1920s. For local
government, this meant a real-terms funding reduction of 28%, excluding schools.
A new spending review in 2013 required a further 10% saving in local government.
The nation’s public finances are not yet in balance, so austerity will continue to the
end of the decade and possibly beyond.
Since 2011, we have reported on the strength of councils’ arrangements to ensure
good financial health. Our first report, concluded that authorities had responded well
to the initial challenge, but bigger challenges lay ahead. Our next report highlighted
the risk of financial tipping points on the horizon. Next, in 2013, we reported that
local government was continuing to deliver despite the challenges, although there
were some signs of stress.
Our fourth report in 2014 concluded that many authorities had risen to the
challenges. It looked at how financial management arrangements had evolved and
summarised good practice, while acknowledging that some authorities continued
to struggle with the daunting challenges.

www.grant-thornton.co.uk/Global/Publication_pdf/rising-to-the-challenge-the-evolution-of-local-government.pdf

Devolution deals are enabling
local authorities to work together
beyond their administrative
boundaries, to strengthen local
support for their economies.

The funding model for
local government

Local government has a crucial role in
fostering vibrant local economies. The
handful of existing devolution deals
across England and the recent wave
of conversations between local public
services and central government are the
start of an iterative rebalancing of power.
But Whitehall needs to go further and
faster in allowing localities to drive
growth and public service reform.
Devolution deals are enabling local
authorities to work together beyond
their administrative boundaries, to
strengthen local support for their
economies. But the sector needs proper
fiscal levers to make decisions that
support businesses and communities.
Public service reform needs to end
silo-based thinking in Whitehall and
to join up public sector leadership and
commissioning across economically
viable communities.
We welcome the government’s
moves to support entrepreneurial
councils. Local government has
been relentlessly innovative in
responding to austerity. So far it
has reduced budgets with minimal
impact to the quality of services and
in some places new approaches to
collaboration and commercialism have
developed. Councils have a crucial
role in stimulating local growth, and
supporting local partners, including
business. The recent proposed
devolution of business rates by 2020
enhanced this role but should go

further. It should be noted that this
represents only partial fiscal devolution
in relation to business rates. The
Government has not yet been willing
to offer full fiscal devolution to local
authorities on a scale that would allow
them to optimise the benefit from local
economic growth.

Heavily centralised government is
an outdated model. The political
community recognises that it has made
Britain’s growth uneven and reduced
competitiveness and productivity.
London’s economic output dwarfs that
of other major UK cities – unlike many
other global capitals.

The challenges to good governance
Our first local government governance report, in 2012, highlighted the intense
pressure councils faced in delivering organisational change and innovation; and
greater transparency in decision-making and performance reporting. It warned that
good governance was at risk from these potentially conflicting demands. Councils
needed to focus more on risk management, stakeholder engagement and the way
they invest in their people.
Our second review, focused on public governance – such as local authorities’
published documents – and the people and processes ‘behind the scenes’ of
governance. We suggested ways that councils could improve communication and
encouraged them to shift emphasis from compliance to effectiveness.
Our third review, in 2014 focused on risk leadership, partnership working and
public communication. It concluded that governance practice needed to move
forward to keep pace with increasing risks and rapidly evolving relationships and
alternative delivery models.
Our fourth review, ‘All aboard’ (2015), explored the role of scrutiny in engaging
members in governance and in supporting good governance over partnerships
and alternative delivery models. Senior council officers and members indicated a
high level of dissatisfaction with the scrutiny process. We asked if councils were
missing an opportunity to question robustly how and why they do things across
their partnerships.

www.grantthornton.co.uk/en/insights/local-government-governance-review-2015-all-aboard
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More fiscal devolution is needed. The current deals on the
table are underpowered and represent only small steps
towards devolution. Comprehensive fiscal powers – for
example the ability to levy and vary local taxation – would
be transformative. The process is further constrained by
complexities and misalignment across government silos.
These result in unintended consequences, dampen growth
and stifle public service reform. Examples include:
• funding reductions for further education
• multiple public sector assets duplicating functions and
using up resources
• expanding right to buy to registered social landlords
further reducing affordable housing options and pressure
on investment
• NHS turning inwards to address financial meltdown
caused in part by fundng reductions to adult social care
• reductions to public health funding
• reduction in funding for major infrastructure projects.
The impact of SR15/AS2015

The November 2015 autumn statement represents biggest
change in local government finance in 35 years and has
the scope to completely redraw local government. The
Chancellor announced that councils will be spending in
2019/20 the same in cash terms as they are today. But
additional funding to support house building and targeted
areas such as homelessness and domestic abuse is balanced
by the need for a projected 29% saving across the DCLG
budget as a whole.3 The fact that this would have to come
from “better financial management and further efficiency”
presents a challenge to those councils that have already
become lean. The key highlights are:
• In setting out how councils can achieve a fully selffinancing position the Chancellor reconfirmed the
devolution of 100% of business rates, which is a
welcome step towards greater fiscal devolution.
• The new adult social care council tax precept is also
welcome, as is the government’s stated intent to better
integrate health and social care. But the precept is not
enabling enough for councils to manage what is their
greatest financial risk if, as we forecast spending on
adult social care increases by 10% over this parliament.
The estimated £2 billion it generates will not be evenly
spread, especially for councils that have relatively low
council tax levels.
• The reversal of the decision to reduce tax credits should
at least mitigate the risk of additional financial pressure
on hardship and homelessness budgets as well as rent
and council tax arrears, that was a distinct possibility.

Building an environment where
businesses thrive
Our 2014 report ‘Where growth
happens: The high growth index of
places’ sheds light on the dynamics
of local growth. It highlights the
common characteristics of high growth
areas – economic, demographic and
environmental – and provides a tool for
understanding the nature of growth in
specific places.
Our research has identified the main areas and
characteristics of growth in England:
• High growth – Our High Growth Index of places, based
on economic and demographic measures, shows the
pivotal role played by London in driving growth nationally
and the role of cities for driving growth regionally. Outside
of London, Manchester is the strongest performer, with
Birmingham, Milton Keynes, Bristol and Brighton and Hove
all ranking in the top five
• Dynamic growth – Highlighting past areas of growth,
however, may not necessarily be an indicator of future
growth or sustainability. A dynamism index, ranked by
assessing a basket of productivity drivers, indicates
the quality of growth. The emerging picture shows
that dynamism clusters around cities and their wider
conurbations. Again, London leads, but is followed by
Cambridge, then Reading, Manchester, Bristol, Oxford,
Brighton and Hove, Milton Keynes, Leeds and Warrington
• Growth corridors – Combining rankings for both growth
and dynamism reveals a pattern of growth in England
based around nine growth corridors. These are functional,
large-scale, economic areas which have been at the heart
of growth over the last decade and are likely to maintain
a pivotal role in shaping that growth in the future. Based
around key cities, these corridors extend across district
borders and create key strategic linkages with other high
growth and dynamic areas.
www.grantthornton.co.uk/en/insights/where-growth-happens/

However, any relief may be short lived due to the
expected cuts in universal credit.
• The retention of 100% of capital receipts should
help deliver local infrastructure projects and service
transformation and maximise the potential revenue
contribution. The national programme to digitise the
collection of local taxes may also help with efficiency, if
it can be delivered to plan.

https://www.gov.uk/government/news/department-for-communities-and-local-governments-settlement-at-the-spending-review-2015]
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Collaboration under pressure

We can no longer view the transformative forces affecting
local government separately from similar forces across
the public sector. These forces are creating mutual interdependency that is breaking down old silos and, more
than ever, local public sector organisations will stand or

Combined
authorities and local
enterprise partnerships
Combined authorities and the local
enterprise partnerships (LEPs) will play
an increasingly vital role in the growth and
economic development of the newly formed local
government regions. Achieving strategic alignment
between partners with differing, and in some cases
competing, priorities will be a challenge. The period
following the September deadline for devolution deals have
already seen some initial agreements fall by the wayside,
leaving some local authority areas isolated. Many of those regions
that gravitate around metropolitan centres, with clear growth
prospects and increased access to investment through the
LEP may well prosper under the new arrangements.
Other combined authority regions that do not have
these advantages may find that the benefits are
less clearly defined.

fall as one. This means that local government must
understand its local partners more deeply. This raises
the stakes for collaborative governance arrangements,
which must now demonstrate that they can be effective
on a large scale.

Health
The financial position of hospital
trusts will dominate the strategic
priorities of local clinical commissioning
groups (CCGs), notwithstanding the increasing
pressures affecting GPs in primary care. In
the financial year 2014/15, Monitor and the NHS
Trust Development Authority reported that over half of
foundation trusts and a third of NHS trusts were in deficit.
The early indications are that this will get worse in 2015/16
as many trusts continue to struggle with their financial position
and make the necessary savings. The Better Care Fund has
struggled to achieve the level of collaboration initially envisaged,
partly due to conflicting priorities between the key
partners. If health and social care integration is to
offer part of the solution to the funding difficulties
of all partners, the quality of collaboration will
have to improve.

Local
Government
Police and fire
Police and crime commissioners (PCCs), police
forces and fire and rescue services have already
had to make major savings, and will face further
reductions as a result of the autumn statement and
proposed changes to their funding formulae. At the
same time, they need to resource their response to new
threats such as cybercrime. This often means a reduction in
personnel and is forcing many PCCs and other leaders to focus
resources on priorities only. This has significant consequences
for current levels of collaboration in areas such as
community safety. All partners will need to decide how to
get the maximum impact from reduced resources, for
example, how to address crime prevention through
early intervention work with troubled families.

Other partners and the third sector
There have been some highly promising
collaborations between local government;
housing associations; job centres; local
employers; charities; and a range of other partners
including the private sector. These collaborations
have focused on whole-systems thinking and end-to-end
pathways for people who need support. They have achieved
some good outcomes with little or no investment by, for example,
sharing data. We explored some of these themes in our 2015
report, ‘Easing the burden’. These successes could provide
a model of how to make inter-agency collaboration work.
However, councils must continue to understand and
respond with agility to the pressures that other
agencies are under. They must also understand
the extent to which they can contribute,
particularly to charities providing food
banks and crisis funding, which are
facing high levels of demand.
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The financial challenge

Most councils continue to manage their finances proficiently and have become lean.
But with large funding deficits still looming, service reduction or even failure is
becoming a distinct possibility.
Since the spending review of 2010, our
review of financial arrangements risk
shows that councils have continued to
deliver local services successfully with
ever-tightening resources, and their
financial management arrangements
have evolved to meet the challenge in
most cases. This major achievement
continued into 2014/15. Analysis
of the findings from our financial
resilience reviews of councils shows
further improvement in financial
performance, governance and control.
This demonstrates the overall strength
of the sector’s financial management.
Our VfM risk assessment focuses
on the arrangements that councils have
put in place to manage the financial
challenge and the adequacy of these in
proportion to the scale for the financial
challenge they face. Broadly speaking,
amber or red risks reflect weaknesses
in the arrangements the council has
put in place to manage their financial
challenge, that could lead to financial
failure if not addressed. Conversely,
councils that have a major financial
challenge but have put in place good
arrangements to manage this will
appear ‘green’ low risk.
The 2014/15 analysis indicates
that most councils are able to set and
control service budgets and make
savings, often while delivering
complex service transformation.

8 Reforging local government

They are holding their services to
account for delivering their financial
targets, and meeting their overall
financial targets. Financial governance
has also strengthened, particularly in the
quality of engagement from members.
However, we are finding an
increased level of financial uncertainty
and risk in councils’ strategic financial
planning across all council types. Most
councils project significant funding
gaps over the next three to five years
and the main source of risk is the lack
of detailed plans in place to address
these deficits, particularly during
2017/18 and beyond. This tallies with
the Local Government Association’s
conclusion that councils faced a
funding shortfall during the current
parliament of £9.5 billion, in order
to manage demand pressures and the
delivery of the new Government’s
policies. This forecast was made prior
to the Spending Review announcement
on 25 November which sets out
savings to local government over this
parliament of a further 29%.

North Devon
District Council
Leases expiring on its recycling
vehicles during 2014 gave North
Devon District Council the opportunity
to review its recycling service. A
review of the type and method of
service provision was undertaken
which included remodelling the rounds
to find service improvements and
operational efficiencies.
While the introduction of the new
kerbside recycling vehicles involved
capital investment, the net benefit
to the authority was a saving of
£340,000 off the annual base budget.
This was achieved by introducing the
remodelled rounds and the purchase
of modern, enclosed recycling
vehicles which meant a reduced
number of vehicles and people were
needed to operate the service. An
additional benefit from the change
is the ability to collect an increased
range and type of materials.

We are finding an increased level of financial uncertainty and risk
in councils’ strategic financial planning across all council types.

Risk rating criteria

Green
Arrangements meet or exceed
adequate standards
Adequate arrangements identified and key
characteristics of good practice appear to
be in place

Amber
Potential risks and/or weaknesses
Adequate arrangements and characteristics are
in place in some respects, but not all. Evidence
that the authority is taking forward areas where
arrangements need to be strengthened

Red
High risk
The authority’s arrangements are generally
inadequate or may have a high risk of not
succeeding

Summary findings of our annual financial health checks at English authorities
Key indicators of financial performance
2014/15
2013/14
2012/13
2011/12
2010/11
Strategic financial planning
2014/15
2013/14
2012/13
2011/12
2010/11
Financial governance
2014/15
2013/14
2012/13
2011/12
2010/11
Financial control
2014/15
2013/14
2012/13
2011/12
2010/11

0%

20%

40%

60%

80%

100%

Our VfM definitions
Key indicators of financial performance

Financial governance

What are the financial outcomes? This provides insight into the overall
effectiveness of the financial management arrangements reviewed under
the other three themes. This includes benchmarking against the Audit
Commission ‘nearest neighbours’.

Does the authority demonstrate effective financial governance? This
focuses on the overall governance of financial planning; monitoring and
delivery by the senior management team; and effectiveness of the overview
and scrutiny of financial matters by council members.

Strategic financial planning

Financial control

Does the authority have a robust financial plan? This theme focuses on
financial planning arrangements and the medium-term financial plan (MTFP).
This includes the plan’s scope; the key financial assumptions made; its
relationship with wider strategic and service planning; and its flexibility in
changing circumstances.

Has the authority established strong financial controls? This theme looks
at the arrangements in place to ensure the delivery of financial plans. This
includes savings; the capability of the finance team; and the effectiveness
of assurance and risk management arrangements.
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So far, most councils have been able to strip the required level of cost
from the budget during each annual planning round to keep them in
balance and in line with their financial plans.

So far, most councils have been able to strip the required level
of cost from the budget during each annual planning round
to keep them in balance and in line with their financial plans.
However, we are seeing increased signs of stress, such as:
• significant overspends in some service budgets, particularly
adult and children’s social care, compensated by
underspends on other budgets
• using the New Homes Bonus (NHB) to top up shortfalls
in savings projections, with many councils waiting
anxiously for the government’s decision on the future of
this funding
• using unbudgeted income to compensate budget overspends
• imposing unplanned spending freezes
• using reserves.

Greece
The current economic turmoil and the fiscal consolidation
efforts undertaken by the Greek government have led
to a significant reduction in the grants provided to local
government between 2009 and 2014. The budget
preparation and execution are closely monitored by central
government and significant deviations for two consecutive
trimesters may lead, if appropriate measures are not
introduced at a local level, to the imposition of restructuring
measures, such as transfer of personnel, increase of local
taxes, etc.
Strict cost-saving measures were introduced, including:
• reduction in salaries (introduced by central government)

These measures are an accepted feature of managing complex
organisational budgets to some extent. However, most
finance teams recognise that it is becoming harder to balance
the year-end position using these methods. This is because
any slack in other service budgets diminishes each year,
and they cannot rely on unbudgeted income and the NHB
in the future.
In some cases resort to these measures is an indicator
that a council has not adapted its financial plans quickly
enough, either deferring the difficult decisions about services
or using over-optimistic planning assumptions. These are
characteristic weaknesses we have observed at NHS trusts
prior to them going into deficit.
In other respects, general, medium-term financial planning
arrangements remain strong compared to previous years.
Features such as financial scenario analysis and the sensitivity
of key assumptions are now a routine part of the financial
planning process. Breaking the ratings for strategic financial
planning down by council type reveals increased risk across
all types.
Within our sample of councils, there was broad
consistency across the English regions, particularly around
the increase in strategic financial planning risk. This
related to uncertainty about how councils will reduce their
substantial deficits in the latter years of the medium-term
financial plan. In a small number of councils in our sample,
financial risk was increasing. This supports the view that
10 Reforging local government

• early retirement programs
• reduction in the number of personnel through limited
recruitments
• curtailment of the infrastructure investment and
maintenance programmes.
Adapting to the new fiscal environment is a key priority.
Alternative sources of financing, such as the systematic use
of EU funds, developing a PPP strategy in order to share
risks and costs with the private sector when investing in
local infrastructure projects and improving the quality of
public management are, among others, key measures to
ensure that local government can continue providing vital
social services. These include schooling and elderly care
programmes, etc with many of the beneficiaries being
among the most vulnerable members of our society.

there is a gradual polarising effect between a small number
of councils whose financial position is deteriorating and the
remainder who are managing to stabilise their position.
As in 2013/14, councils in the South East were faring
slightly better than other regions although there was a
wide range of experience with some boroughs struggling
financially but more affluent areas looking comparatively
strong with some looking forward to a future where they are
not reliant on central government grant.

In the North West of England, we
saw a trend of improving financial
arrangements continue from the prior
year. This is particularly evident in
the northern metropolitan councils,
which arguably faced the hardest
challenge following SR10, but have
since developed pragmatic solutions
to achieve financial sustainability,
including making some hard decisions
about cuts to services. Confidence
around the financial benefits from
devolution and the ‘northern
powerhouse’ may also play a part.
Districts tend to be less challenged
than single-tier authorities, although
they follow a similar pattern in having
a higher concentration of issues with
their strategic financial planning than
with any other category.
District councils as a whole,
across all regions, were consistently
showing a higher degree of risk around
longer-term financial sustainability.
There does appear to be a polarisation

of financial standing among
district councils with some already
approaching self-sufficiency while
others carry some concern about longterm viability.
It is harder to draw conclusions
on trends for county councils, as they
are much fewer in number. However,
the general picture is similar to the
districts in that there appears to be
a predominance of good financial
arrangements, with risk around the
longer term financial planning seen
elsewhere. There is again an emerging
polarisation with some counties facing
a significant financial challenge over
the medium-term, with some warning
in the media about threats to statutory
services. However, the majority of
counties look to be managing their
financial pressures at this stage.
This year’s financial resilience
survey looked at the financial planning
horizon of councils. We found that
these vary widely, with 54% making

Preliminary analysis of social care revenue expenditure shows
that in 2014/15 adult and children’s social care made up 29%
of the total combined gross revenue expenditure of county
and single-tier councils in England. Between 2013/14 and
2014/15 alone, the total gross revenue expenditure spent on
children’s social care by these councils increased by 17% and
that on adult social care increased by 1%. The Chancellor’s
2% social care precept to be collected through council tax
is expected to raise up to £2 billion of additional revenue for
social care on a recurrent basis. This could fund a 7% increase
in spending on social care over the next four years. However,
this will not be evenly spread, especially where councils have
relatively low council tax levels.

Length of financial planning horizons (%)
7

16

33
23

21

Up to 2016/17 (2 years)
Up to 2017/18 (3 years)
Up to 2018/19 (4 years)
Up to 2019/20 (5 years)
Up to 2020/21 or further
(more than 5 years)

plans that covered the next three or
four years; 39% covering five or more
years, and only 7% covering two years.
A horizon of four years or more is
increasingly common.

Our discussions with chief finance officers across the country
indicate that the increase in children’s social care has been
influenced by the rising cost of care packages, the need to
be risk averse following Rochdale and other cases, and the
increased scrutiny of Ofsted. Some councils, particularly in
the south east of England, have also been affected by the
rising impact of children needing support but for whom there
is no recourse to public funds, partly as a result of the current
refugee crisis as well as illegal immigration more generally.
The modest rise in adult social care has been managed
through cuts to services as well as the fruits of more efficient
working practices and partnership working.
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The funding gap

The most common area of risk in
financial planning was around the
extent of projected funding deficits.
We looked at the gap between funding
and revenue cost that had been factored
into councils’ medium-term financial
strategies between 2015/16 and the end
of their planning horizon (typically
three to five years). Not all councils
had yet implemented or planned in
detail how the savings, transformation,
income generation or demandmanagement initiatives that would
meet this gap.
Taking the average, metropolitan
district councils and county councils
had the largest amount of savings to
find in absolute terms. But there was
consistency across all council types
when the gap was viewed as a percentage
of 2014/15 gross revenue expenditure,
ranging between 5% and 8%. The
average funding gap for district councils
was less than £2 million, but this
represented 6% of the revenue budget
on average, a challenging target for
small organisations with fewer options
compared to the larger councils.
Even so, the average gaps for county
and metropolitan councils look
particularly daunting.
When viewed across the regions,
there is again a high degree of
consistency in the size of the funding
gap in proportion to gross revenue
expenditure, averaging between 5%
and 7% across all council types.

12 Reforging local government

Average funding gap by type of authority (£’000)
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The financial tipping point

In previous years, we identified that
a minority of councils could face a
financial tipping point as early as 2016
if they could not develop their financial
management to meet the challenge.
As we approach 2016, no council
has yet reached this point. However,
the Local Government Association has
identified up to 14 councils as being at
risk of financial failure over the next few
years. The next year could well see the
first council move into some form of
special measures on financial grounds.
However, our evidence suggests that the
large majority of councils will continue
to meet their legal duty to deliver a
balanced budget and the number moving
into deficit by 2020 will be very small.
The problem of demand for adult
social care services and the potential
cost of this remains unresolved, but
local government will not feel the
full impact of this in the short to
medium-term. By that time, it will
be clearer whether health and social
care integration can make a significant
contribution to managing the problem.
In the meantime, there is some evidence
of a significant risk arising from ‘cost
shunting’ between partners, which
needs to be managed carefully.
We surveyed chief financial officers
and our audit teams for their views
on the level of challenge that councils
face in balancing their longer-term
budgets. We asked them whether
their councils could reach a financial
tipping point in the next five years.
A small minority of 4% thought this
was probable, with another 11%
saying that it was reasonably possible.

Is it reasonably possible that the council will reach a financial ‘tipping point’ in the next five years?
50
49
40
35

30

20

10

11

4
1

0
No, it is possible
but not likely

No, this is highly
unlikely

Yes, this is reasonably
possible, but not
probable

The highest proportion, at 49%,
considered it possible but not likely, and
a further 35% thought it highly unlikely.
At present, therefore, most CFOs
are confident that they can continue
to balance the books, but a majority
conceded that reaching a tipping point
was possible. There was particular
concern among councils in the South
West of England. We also asked CFOs
and our audit teams to comment on
when, if a tipping point was reached,
that was most likely to happen. A
majority of 53% thought this could
be in 2018/19, and 29% in 2017/18.
A minority of 18% thought it could
be in 2015/16 or 2016/17.
So while some councils might reach
the tipping point in the next few years,
the vast majority expect to maintain
financial balance. Even among those
with concerns, the majority expect to
manage through to at least 2018/19,
by which time devolution and other
measures may start to have an impact
on financial sustainability.

Yes, this is
probable rather
than possible

This is unknown

CFO and auditor views on the year a financial
‘tipping point’ could be reached (%)
5
13

53
29

2015/16
2016/17
2017/18
2018/19
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The government continues to use high council reserve levels as part
of the argument to reduce central funding. However, it is important
to remember that reserves are not easily replenished once expended
and councils should focus on finding sustainable funding solutions.

Reserves

The cost of maintaining financial balance

In common with previous years, most
councils have not deployed their
useable reserves and many reserves
continue to increase. This suggests that
many councils still retain a financial
buffer from their reserves, which
could help see them through the next
few years. Our analysis indicates that
these reserves could help councils buy
time while service transformation and
increased collaboration and integration
with other parts of the public sector
develop to the point where it can
start to release financial benefits.
Not all councils enjoy substantial
reserves, however.
We still believe that it is not good
financial practice to expend reserves
to supplement ordinary revenue
expenditure, with some exceptions – for
example, to help fund a limited period
of organisational change. Councils
should use reserves to provide a buffer
against unplanned financial shocks and
to invest in capital and other projects,
including the funding of transformation.
Reserves do not provide a viable
alternative to recurrent revenue funding
of services. The government continues
to use high council reserve levels as
part of the argument to reduce central
funding. However, it is important to
remember that reserves are not easily
replenished once expended and councils
should focus on finding sustainable
funding solutions.

The achievement of local government
in responding to the challenge of
austerity has been costly in terms of
staff reductions and some withdrawal
of non-statutory services. To date,
most local people have seen little
difference in the service levels that their
councils offer. However, we think that,
from 2015 onwards, services will start
to reduce in all parts of the country and
that this will start to affect the average
council taxpayer.
The scope for efficiencies through
back office rationalisations is
diminishing each year, and councils will
need to focus their savings programmes
increasingly on the services they
provide directly to the public. This
may well involve the services and
projects that councils are not obliged to
provide legally but which are arguably
essential to foster economic growth and
community cohesion. Local authorities
that have retreated to only statutory
services would be unable to contribute
as equal partners to growth and
regeneration initiatives. Some councils
are starting to discuss the possibility that
some statutory services may have to be
cut in order to maintain financial balance
in the future. If this does occur, it will
represent a step change in the dialogue
between central and local government
and will test the boundaries of central
government’s willingness to allow
councils to make their own decisions
about the provision of local services.
One of the key pillars of local
government finances is the legal
obligation on those charged with
governance to deliver financial balance.
This makes it likely that they would
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allow service failure to occur before
financial failure. As the pressures
on local government increase under
successive spending reviews, the point
may come where councils feel unable
to deliver core services. We could see
some councils rebel politically rather
than make further cuts and, if that sets
a legal precedent, the consequences
could be far reaching. However,
the tone of the discussion remains
constructive which makes it seem
unlikely that we will see a return to the
climate of political posturing (on both
sides) and brinkmanship seen in some
areas during the 1980s.
The proposal for business rates
retention presents some interesting
possibilities. It could spell the end of
central government grants as a source of
revenue, with most councils becoming
self-sufficient. This could benefit many
councils in growth areas, but it is not
clear how top up payments would work
for areas that do not have a significant
economic base or substantial growth
prospects. Even for the beneficiaries,
it could expose them to increased risk
should key local businesses become
disengaged or begin to look elsewhere.
This could engender a race to the
bottom for business rates, stripping
out yet more revenue from a council’s
baseline. The new approach also risks
creating a democratic deficit whereby
business rates are heavily used to fund
adults and children’s care services
that are largely driven by societal and
demographic pressures, rather than
directly linked to place and the role of
public services and businesses in helping
to shape that place.

Mendip District Council
Stockport Metropolitan
Borough Council
Stockport MBC has embarked on an ambitious
transformation programme titled ‘Investing in Stockport’.
The programme is in two parts – growth and reform – which
go hand-in-hand to ensure a sustainable vision for change
and growth within the borough. The growth programme is
aimed at attracting investment into the borough to create
new jobs, homes and improve infrastructure. The reform
programme consists of a number of projects which aim to
deliver significant and radical changes to the way in which
the council meets need within the borough and delivers
major services.
The changes envisaged should deliver savings to ensure the
financial sustainability of the council, but the projects often
involve some significant up-front investment. An example of
this is the council’s ‘digital by design’ programme which has
recently received £7.4 million of council investment. This
programme seeks to fundamentally reform the way that the
public can access their information and interact with both the
council and their communities, as well as reform how council
officers deliver services internally.
As part of the governance and decision making processes to
support the programme, each reform project has developed
a detailed and comprehensive business case for change.
These business cases provide elected members, partners,
service users and the general public with detailed information
on the nature of the changes proposed, risks and benefits,
financial and other investment required and projected future
savings. For many projects, the development of the business
case has been an iterative process, with review of drafts
by both the executive and scrutiny panels. This transparent
process has enabled elected members across the council to
engage with, influence and enable the implementation of the
proposals and ultimately the programme.

Mendip District Council has a long history of outsourcing key
business support services. It also outsources ‘core services’
such as street cleaning, office cleaning, security and ground
maintenance.
In recent years the council has faced a medium-term funding
gap and to address this, it reviewed its leisure services
provision. In 2013/14, the council subsidised leisure
services by around £0.8 million. The backlog maintenance
figure was assessed at approximately £4.4 million for the
next five years and at £6.5 million over the next 15 years.
Mendip Council set up a leisure services transformation
programme. The aim was to secure future leisure provision
in the district by finding a partner that would transform
the council’s leisure facilities estate and put in place new
arrangements for its future operation. Following a bidding
process the council entered into a new arrangement which
will achieve this and provide on-going revenue savings of
£506,000 in 2015/16, a further £106,000 in 2016/17 and
will generate a small surplus by year five. The new provider has
also taken on the backlog maintenance liabilities and will invest
substantially in enhancing the current leisure facilities estate.
The council is now working with four other councils to jointly
procure current business support services. This includes
those services it currently outsources including council tax,
business rates, housing benefits, accountancy services,
exchequer, payroll and IT. This is a major project which
attracted ‘Transformation Challenge Award’ funding and
officers believe that it could generate significant savings over
the ten year contract life, with the potential to contribute
significantly to reducing the budget gap in future years.
The re-tendering of the business support services contract
is the single largest opportunity in the next five years to
achieve a major step-change in council value for money. By
market-testing a broader range of services in partnership
with other councils, the council expects to secure
substantial efficiency savings, improve resilience and secure
on-going service quality.

Halton Borough Council
Halton Borough Council manages approximately 1,500km
of highways network. Like most other highways authorities,
it receives a large number of claims each year relating to
damage or injuries allegedly caused by potholes and other
highway defects. At a time of unprecedented financial
challenge in the public sector, the council saw the number and
total cost of claims continue to increase and decided to review
its approach and be tougher with any suspect claims.
In 2013, the council took the decision to manage its casualty
claims in-house. Colleagues from the legal, finance and

highways departments worked more closely to jointly agree a
strategy for dealing with each claim. This has helped to defend
claims more rigorously and also delivered a substantial saving
on external claims handling costs.
Halton Council also developed an excellent relationship
with its external legal advisers, who provide regular training
sessions to officers from its insurance team and the highways
department. The council has also been successful in sending
out a clear message to claimants and their solicitors,
emphasising its zero-tolerance of fraud.
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The new governance agenda

Most members and senior officers provide effective governance and make the necessary
tough decisions. But the shifting public sector landscape will challenge traditional
arrangements and expectations.
A consistent theme throughout our
past four governance reviews has been
the essential role of elected members
in setting a tone from the top that
facilitates good governance. Also,
good governance is about more than
compliance with the requirements
of regulators – it needs to enable
the effective management of change
and risk, to secure the organisation’s
objectives while remaining true to its
values. Securing engagement of the
public in shaping decisions about the
future of services is equally important.
Our research this year has focused
on how well members are engaged
in the management of financial risks;
how open they are to the new ways
of working that continued austerity
and the evolving political landscape
demand; and how public consultation
helps to determine councils’ financial
and service strategies.
Engaging members in
financial management

Local authority accounting remains
a somewhat arcane and impenetrable
subject, resulting in highly complex
annual financial statements – an issue
we have commented on frequently.
Authorities often compile their
budgets against a background of
uncertainty over central government
intentions, financial settlements of
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limited duration and ever-increasing
pressure on services. This makes
the engagement of members in the
financial management challenging yet
vital to good governance.
This year, we asked CFOs and our
audit teams for their perception of how
council arrangements support effective
member engagement in two key areas:
1 Strategic financial planning
2 Delivery of savings plans and
transformational and other initiatives
We surveyed members on the quality
of support and information they
received from council officers to enable
good decision making and effective
performance monitoring. The results
were positive, with 50% finding it to
be very good and 46% saying it was
generally good. The question remains
whether members fully appreciate the
level of information they need to make
effective financial decisions.
The findings about reporting
progress on solutions to those funding
gaps are less encouraging. Although
respondents confirmed that members
received comprehensive information
on savings plans and other schemes
routinely in 52% of cases, another
45% said it was limited, with no such
updates for the remaining 3%.

Is the progress made on developing savings,
transformational plans or other solutions to
close the identified funding gap routinely
presented? (%)
3

45

52

Yes, comprehensive information
is provided on a regular basis
Partially, some information
provided but this is limited
No, members do not receive
regular updates

Risk appetite

To foster the innovation demanded
by the financial climate, authorities
need to develop a risk appetite that
allows new ideas to be explored, and to
ensure that this appetite is transmitted
to all levels of the organisation. They
need to support this with effective
risk management, which covers the
full range of council activity. We find
that many local authorities focus on
strategic and operational downside
risk and do not consider them
alongside opportunities.
We asked CFOs at over 100
councils how they would describe
the appetite of members to consider
new ways of working. A positive
picture emerged, with 69% saying
that members were open-minded but
needed to be happy there was a strong
business case. Meanwhile, 24% thought
members were keen to innovate and
only 7% found them to be cautious
or reluctant.

How would you describe the appetite of
members to consider new ways of working? (%)
6
24

69

Keen to innovate and drive change
Open-minded as long as there is a
strong business case
Cautious but prefer low-risk options
Reluctant due to concern about the
political implications and other risks
How important is corporate risk management
information in helping members to monitor
financial risks? (%)

17
26

This is an encouraging outcome and
accords with our perception that
local government is one of the most
innovative parts of the public sector.
There is an appropriate tone from the
top in this area.
As councils forge ahead with
new service delivery methods and
transformational solutions to funding
gaps, they need a sound system of risk
management, and to fully inform and
assure members as to its effectiveness.
The sound management of financial
risks is as important as any other area
in ensuring good governance. We
asked CFOs for their perception of the
importance of corporate risk management
information in supporting members.
Only 17% considered this a vital
component of effective governance,
with 55% considering the information
provided to be a useful summary and
27% rating it of only some, little or no
importance, with no regular discussion.

55
A vital component of
effective governance
and a key focus of
discussion
A useful summary
regularly discussed
alongside other
reporting

Of some importance,
although not
regularly discussed
Of little or no
importance, not
generally discussed

As councils forge ahead with
new service delivery methods
and transformational solutions to
funding gaps, they need a sound
system of risk management,
and to fully inform and assure
members as to its effectiveness.
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This is a surprising result, particularly
in view of the impressive record of
local government in managing financial
risk over the past five years. However,
the pattern of councils entering into
more complex arrangements – such
as partnerships, alternative delivery
models and combined authorities
– continues to strengthen. In these
arrangements, it will be more
important than ever to provide
members with clear and comprehensive
information on how councils are
managing the financial risks.
We also asked CFOs if they had
any concerns about the effectiveness
Do you have any concerns about the
effectiveness of governance arrangements
over any key partnerships, arms length
providers or pooled budgets? (%)

13

16

71

Arrangements are effective
Not sure, they have yet to be fully tested
There are weaknesses

of governance arrangements over their
council’s key partnerships, arm’s length
providers or pooled budgets. CFOs
express a high level of confidence
here, with 71% saying that they were
satisfied that arrangements were
effective – 16% were unsure and 13%
expressed concerns about weaknesses.
Although it is encouraging that the
great majority of CFOs are confident
in their council’s arrangements, those
with concerns about their effectiveness
may benefit from an independent
assessment of the governance structure
for their key partnerships.

Rochdale
Borough Council
The council has developed online
financial awareness training to
enable budget managers to become
more self-sufficient. This has
complemented the use of real time
budget monitoring reports, direct
upload of forecasting information
and the automation of reports. The
council has also developed a robust
saving programme which commenced
with budget scrutiny meetings with
members and leadership. Guidance
documents, training and a programme
have been developed to ensure
the savings consultation process is
effectively undertaken.

Local authority
trading companies
Our 2015 report,
‘Spreading their
wings: Building a
successful local
authority trading
company’ is
the second in a
series looking at
alternative service delivery models. It
identifies the key principles in building
a successful LATC. Our extensive
experience working with a number of
local authorities and healthcare bodies
means we will be able to assist with
understanding and implementing these
seven principles effectively:
1 The council and the company
having a clear vision of what they
want to achieve and how the
company will grow
2 Creating a culture of trust between
the council and the company
3 Making effective engagement with
people a reality
4 Establishing the company
structure, governance and
operations appropriately
5 Obtaining professional advice and
support where needed in specialist
areas including finance, legal, tax
and people
6 Creating the right business
leadership with the right commercial
and market-facing skills
7 Promoting cultural change and
creating a commercial mind-set
in the people transferring to the
new company
www.grantthornton.co.uk/en/insights/
spreading-their-wings-building-a-successfullocal-authority-trading-company/
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Back to reality

In contrast to, for instance, the
corporate sector and central
government departments, local
authorities have the potential for
a close relationship with their
stakeholders, through the election of
local people as councillors and through
appropriate and well-focused public
consultation exercises. As relative
outsiders and elected representatives of
the communities they serve, members
are in a good position to challenge the
accepted way of doing things. Effective
consultation can bolster transparent
decision-making at councils.
As noted, local government
finance is complex and members may
struggle to challenge it appropriately.
Fortunately, the majority of the
CFOs we consulted disagree – 68% of
them found challenge from members
on financial issues to be generally
appropriate, while 27% found it to be
mostly appropriate. A small minority
thought that member challenge was
only sometimes appropriate, but none
said it was rarely so.

Is the quality of challenge from members
on key financial planning and control issues
appropriate? (%)

How much impact has feedback from public
consultation had on shaping decisions made
on the future of services as set out in the
council’s strategic plan? (%)

5
19

13

27

24
68
44
Generally appropriate
Mostly appropriate
Sometimes appropriate

Significant impact in many areas
Significant impact in a few areas
Considered as part of the
wider discussion
Little or no real impact

Many councils now build a process of
public consultation into their annual
budget setting. They often using
interactive facilities such as MORI’s
‘You choose’ to engage local people
in making choices on expenditure and
budgetary priorities. We asked CFOs
for their views on the impact that such
consultations are having on decisions
about service provision. Although 37%
saw this impact as significant, either
in a few or in many areas, for 44%
this was only one element of a wider
discussion. Meanwhile 19% said it had
little or no real impact.

The public may need to temper its
expectations with realism on occasion.
It is, however, disappointing that
the majority of CFOs in our sample
did not perceive public consultation
as having a strong influence on
decisions about service provision.
With the current low turnouts for local
elections, councils need to explore
every opportunity to engage the public.

Reforging local government 19

The way forward

The public sector landscape is changing dramatically and all councils will need to
achieve a state of adaptive innovation to meet statutory duties and the needs of the
local population.
Building on the work we undertook
in ‘2020 vision’ we continue to see the
future being proactive councils that
achieve ‘adaptive innovation’. With
devolution making the headlines, the
research for this review has explored
CFOs’ perceptions of current moves
towards devolution in their areas.
Local government does not and
cannot operate in a vacuum. There is
widespread recognition that councils
need to work with other local
stakeholders to secure their objectives,
deliver improved services and help
their budgets balance. For this review,
we have explored with CFOs the
prospective financial benefits from
two areas of local collaboration that
central government is sponsoring: the
Better Care Fund and local enterprise
partnerships.
Councils also need to change
themselves and we explored a number
of areas that we considered pertinent to
their long-term financial health.

2020 Vision
Our report ‘2020 Vision’ (2014), produced in collaboration with INLOGOV, explored
what the future might look like for local government at end of the decade and
beyond. We took the achievement of local government in withstanding the
unprecedented challenges of austerity, central government funding reductions,
demographic pressures and technological change as our starting point. We raised
concerns, however, that the current approach may not ensure the long-term
sustainability of some local authorities. We explored this concept by using six
future scenarios that could apply to any local authority:
Adaptive innovation
Councils creatively redefine
their role and are able
actively to affect their operating
environment, often working in close
partnership with other authorities

Wither on the vine
Councils have moved from
action to reaction. Their
finances and capacity are not sufficient
to the task and they are retreating into
statutory services run at the minimum

Running to stand still
Councils are led and
managed well and can see a
positive future, provided that they can
keep up the current pace and that there
are no major shocks

Just local administration
Councils have lost the
capacity to deliver services,
either because they have ‘handed back
the keys’ or because responsibility for
significant services has been taken
from them

Nostril above the waterline
Councils are only able to act
with a short-term view, their
existence is hand to mouth and even a
small external change might seriously
challenge their viability

Imposed disruption
Councils are subject to
some form of externally
imposed change, such as local
government reorganisation

www.grantthornton.co.uk/en/insights/2020-vision-the-future-of-local-government/
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Devolution

Devolution is an exciting prospect,
but the financial benefits are unlikely
to come in time to deal with funding
deficits in the short to medium-term.
Devolution deals are grabbing
headlines in the local government
media. We asked CFOs if their councils
had been in discussion with partners
about forming a combined authority
or a bid for devolved powers. Their
responses revealed a widespread
and significant momentum towards
devolution, with 72% confirming that
they had submitted bids or discussions
were progressing well, based on a
general local consensus.

Similarly, 66% considered their
authority to be either part of a clear
and functioning economic area or in
an area that had the potential to form
one. Meanwhile 70% said that the
organisations in their area shared or
had strong potential for a clear vision
and priorities for economic growth and
public sector transformation.
One issue that brought a less
positive response concerned regionallyelected mayors – a majority of 52%
said their authority would not or was
unlikely to accept one. A further 34%
said the council was willing to explore
this but views were mixed.

Have council officers and members been
in discussion with partners about forming
a combined authority and/or a bid for
devolved powers? (%)

Thinking about the potential for devolved
powers, to what extent do organisations in
your region share a clear vision and priorities
for economic growth and public sector
transformation? (%)

9

There is
significant political
momentum behind
the devolution
of income and
powers to local
government, with
several deals
already agreed between Whitehall and
regions such as Greater Manchester
and Cornwall. Our report, ‘Making
devolution work’ (2015), produced in
collaboration with Localis, provides
a best practice guide to those
authorities seeking to converse
with the centre and looks at how
the devolutionary case can be
made in public and around the
negotiating table.
www.grantthornton.co.uk/en/insights/
making-devolution-work/

6
34

17

Making devolution work

30

24

38
Yes, a bid had been agreed,
submitted or approved
Yes, discussions have
progressed well and there
is a general consensus

40
There is already a shared vision and
clear common priorities

Devolution is an exciting
prospect, but the financial benefits
are unlikely to come in time to
deal with funding deficits in the
short to medium-term.

There is a strong potential for a shared
vision and common priorities

Yes, but there are significant
differences to be resolved

It is unclear whether a shared vision and
clear common priorities can be achieved

Yes, but progress has stalled
due to differences

It is unlikely that a shared vision and
clear common priorities can be achieved

No, although the council is
willing to start the process
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Collaboration

Collaboration between councils
and other agencies is the key to
unlocking further cost efficiency while
improving services, but it is hard to
make it work effectively
The Better Care Fund is the
government’s initiative to support
integration of health and social care
in England. This is through a transfer
from the NHS to social care – of £1.1
billion in 2014/15 and £3.8 billion in
2015/16 – held in a new, pooled fund.
Its aim is to stimulate transformation
in existing care service delivery,
to improve health and social care
outcomes and to provide cost-effective
care by commissioning according to
local needs.
Judging by their responses to
our survey, local authority CFOs’
expectations of the BCF and health
and social care integration as a means
of reducing financial pressure on their
councils are low. A majority of 61%

think it will have no significant impact
or will cost the council more, while
34% think it will have a marginal net
benefit in the medium-term.
CFOs have slightly higher,
although still low, expectations of
financial benefits from local enterprise
partnerships and similar economic
growth initiatives – 70% said they
would have marginal or no significant
impact. But the fact that 30% expect
significant benefits represents some
encouragement for such schemes.
These responses highlight that
devolution rather than centrally
directed initiatives is the most effective
way forward in enabling local
authorities to innovate. Our survey
of CFOs reflected a more positive
outlook for devolution as a means
of garnering local enthusiasm among
stakeholders to build a sustainable
economic future for their regions.

Based on the council’s experience to date, do
you expect to receive a net financial benefit
from implementing the Better Care Fund and
further health and social care integration
initiatives, within the period of the mediumterm financial plan? (%)
4

5

34
57

Yes, significant
Yes, but marginal in the medium-term
No, no significant impact
No, it will cost the council more

Based on the council’s experience to date, do
you expect to receive a net financial benefit
from engagement with the LEP and other
economic growth initiatives? (%)

30
30
47

Collaboration between councils and other agencies is the key to
unlocking further cost efficiency while improving services, but it is
hard to make it work effectively.

23

Yes, significant
Yes, but marginal in the
medium-term
No, no significant impact
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Innovation

In future, councils will need to
improve and innovate continually
to keep pace with the demand for
services. Alternative service delivery
models will become the norm.
In our report ‘2020 Vision’, we
developed six possible scenarios for
the development of local authorities.
These range from ‘adaptive innovation’
where councils redefine their role
creatively and are able actively to
affect their operating environment,
often working in close partnership
with other authorities, to ‘imposed
disruption’, where concern about
council performance leads to
externally-imposed change, such as
local government reorganisation.
Our survey respondents considered
adaptive innovation highly desirable
wherever possible. But they were not
certain that the dynamism shown, for
example, by the core cities was open
to all, given their underlying finances,
capacity and local circumstances.
As part of this review, we explored
with CFOs a small number of
indicators of dynamism – seeking
alternative sources of funding through
income growth from services and
commercial activity; establishing
specialist resources to deliver savings
and transformation plans; and
identifying cultural change in one
or more services as a priority.

In future, councils will need to
improve and innovate continually
to keep pace with the demand for
services. Alternative service delivery
models will become the norm.
We asked CFOs how reliant their
council was on income growth from
charging for services or commercial
activity to close their funding gaps.
76% said that it was either a minor
component (less than 10%) or that
they were not reliant on income
growth in these areas at all.
Although income growth is only one
aspect for the sector to pursue, the lack
of emphasis on this area perhaps shows
that many councils have some way to go
in becoming adaptive innovators.
To what extent is the council relying
on growth in income from charging for
services or commercial activity to close
the funding gap? (%)
8
22
16

54
Not reliant on income growth in these areas
It is a minor component (less than
10% estimated)

Midlothian Council
Midlothian Council is facing a
projected £23 million funding gap
by 2020/21 alongside continuing
service pressures. The council
recognises that deeper organisational
change is required to secure financial
sustainability. As such, it is shifting
away from the more traditional
approaches of business transformation
programmes and financial discipline
to balance budgets and in June 2015
approved the adoption of its ‘delivering
excellence’ framework. This aims to
reposition services in line with the
priorities and outcomes within the
Single Midlothian Plan.
The framework reflects the council’s
recognition that to achieve savings
of this magnitude will require a
fundamental shift in approach and
that key policy decisions will need to
be taken by the council. These will
need to prioritise services and identify
others that can no longer be funded
or can be provided by alternative
approaches. Leadership and culture
will be critical to delivering excellence
across the organisation.
‘Delivering excellence’ is supported
by an updated financial strategy and
community engagement plan to make
sure that local people can influence
and shape decisions and services that
affect the communities in which they
live and work.

A significant component (between 10%
and 25% estimated)
A major component (more than 25% estimated)
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Sedgemoor District Council
Sedgemoor Council has a well-developed comprehensive
strategic financial planning mechanism that clearly sets out
the issues facing the council. Each July it produces an initial
five-year medium-term financial plan (MTFP) which covers
financial issues the council will face during the period and
is updated in November. The MTFP is used as a foundation
document for the budget setting process.
The council has developed a strategy for dealing with the
financial difficulties it is facing which includes:
• making annual savings
• managed use of balances
• partial use of NHB
• council tax increase to referendum limit
• growth in business rates.
Sedgemoor Council has a strategy to use balances in a
managed way to smooth its savings plans to attain a position
over the next few years where it operates at break-even
without the need for further drawing on balances.
The MTFP clearly shows how all these issues interact to shape
the council’s financial position over the period. It is clearly
referenced and easy to follow. The strategic financial planning
includes detailed assumptions around inflation, income
generation, NHB and the savings required each year. It covers
the changes arising from technical issues such as business
rate reforms and it sets a good balance between detail and
readability. The impacts of alternative strategies are set out
so members can understand the consequences of alternative
decisions. The plan shows in detail how the council tax rise
compares to the tax-free grant. The plan shows detailed
projections for NHB. The reports are clear and understandable
and encourage debate about the constituent elements. They
have secured good buy-in from members of the council.

Warrington Borough Council
Warrington Borough Council is undertaking a major town
centre redevelopment and has been looking at alternatives
to the Public Works Loan Board (PWLB) to fund the up-front
costs of the scheme that could offer savings and more
certainty on borrowing costs.
In August 2015, the council become the first UK local
authority outside London to enter the bond market for more
than ten years. It issued a £150 million bond deal, of which
£50 million has been sold to a UK insurance company and
£100 million retained by the council to provide access to
future funding.
In line with government rules that bond proceeds cannot
fund day-to-day expenditure, the council is using it to fund
its capital programme. The proceeds will be spent on asset
and infrastructure within the borough, in particular on the
council’s £100 million new town centre development in
Bridge Street Warrington.
Warrington Council forecasts that the initial £50 million bond
sale will enable it to save up to £12 million in interest costs
over the term of its borrowing. As part of the preparation for
the bond issue the council also secured a Moody’s rating of
Aa2; better than China. While the bond facility is for £150
million, only £50 million has been placed for now. It is a
variable rate bond that is linked to the consumer prices index
(CPI) with an initial interest rate of 0.846% and a 3% cap.
While set-up costs are considerable, the council expects to
save around £1.5 million in the first year on borrowing costs.

Halton Borough Council
Halton Borough Council has driven a dramatic procurement
transformation programme to commercialise spending
decisions in order to reduce costs, improve process efficiency
and deliver savings year-on-year.

delivers process efficiency and enables a smaller team to handle
all procurement across the whole organisation. It also helps the
council retain full visibility and control of spend, reduce costs
and is contributing to reaching the savings targets.

By simplifying its internal procurement ‘rules’, the council now
only undertakes a full tender process when spend is over
EU thresholds and it is not covered by an existing contract
or framework. For all spend below EU thresholds, as well
as taking account of the light touch regime £625K in Public
Contract Regulations (PCR) 2015, the council applies risk based
sourcing (RBS). It therefore rarely requests a pre-qualification
questionnaire (PQQ) to focus on value, but instead risk assesses
the proposed spend. This makes all procurement activity
proportionate to risk, speeds up the approach to market,

The approach, implemented in 2012, received a national award
from the Department for Communities and Local Government in
May 2013 for the ‘Best Council to do Business With’ as well as
a Society of Procurement Officers award in Nov 2013.
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The council recognises the need for further financial resilience
and is working regionally to drive greater economies of scale
through a commercial approach to procurement. By working
together, this organisational transformation project will deliver
further significant savings and efficiencies for all partners.

Culture

Cultural change is important if councils
are to continue to thrive, but there has
been limited progress in this area.
The same could be said about the
level of resource deployed to support
transformational change and to release
long-term savings. 45% of our CFO
respondents told us that it was the
responsibility of the corporate
financial management team to support
the services in finding savings, with 23%
saying that they did not need dedicated
teams. 25% of CFOs confirmed that
their councils had set up a corporate
project team to support transformation
in the services, but only 7% said such
resources were embedded within services.
So far, councils have succeeded in
realising substantial savings without
dedicated project teams. The LGA
asserted recently, however, that 60%

of councils are no longer able to meet
the budget challenge through efficiency
improvements alone. Whether or not
this is the case, it is increasingly clear
that they need more radical approaches
to realising efficiencies. These will need
strong project management to ensure a
successful outcome.
Cultural change needs strong
leadership to deliver and it is important
for the new culture to be aligned
to future organisational strategy.
According to the CFOs in our survey,
councils are open to the prospect of
cultural change to deliver their financial
strategy and strategic objectives. This is
very encouraging. 90% confirmed that
cultural change was a priority for their
councils, although the extent of their
plans varied – 32% had either not yet
developed a plan or not actioned it.

Does the council view cultural change in one
or more services as a priority, in order to
deliver the financial strategy and strategic
objectives? (%)
9
13

58
19

No, not seen as a priority
No, but recognise that it should
be a priority
Yes, it is a priority but have not yet
developed plan for culture change
Yes, it is a priority and firm plans are
in place but have yet to be actioned
Yes, it is a priority and action taken
to date has had significant success

Creating a sustainable financial future
The report
‘Creating a
sustainable
financial future’
(2015), covered
Grant Thornton’s
local government
finance roundtable,
which involved 36 local authority
senior finance officers. The roundtable
considered the following questions:
• What funding model will create
a sustainable financial future for
local government?
• What funding model will incentivise
authorities to support local and
regional growth?

Delegates proposed a number of ways
that the government should evolve its
funding models, including:
• providing certainty about their future
finance to support longer-term
projects that promote economic
growth
• guaranteeing, as a minimum,
authorities’ current percentage of any
business rate growth generated
• sharing the risk on growth, either
through grant or government-backed
guarantees, as some deals are too
big for individual authorities

• allocating growth deals and grants
on a ‘place’ basis rather than on
authorities’ geographic boundaries.
This would help authorities work
together with developers on projects
that generate growth across subregional areas.
Drawing on our international research for
‘2020 Vision’, Grant Thornton proposed
remodelling local government based on
the Danish system. This has a number
of positive characteristics, including a
balanced relationship between central
and local government.

www.grant-thornton.co.uk/Global/Creating-a-sustainable-financial-future.pdf
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About us

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.
Grant Thornton has a wellestablished 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 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
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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.
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 private-sector
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.
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 have come together with CIPFA,
the professional body for people in
public finance, to create CFO Insights
because we share a desire to support
and champion high performance in
public services. We believe that this
can only happen through better insight
and understanding that is based on the
transparency of data and the sharing
of best practice around the UK.
CFO Insights is an online tool that
gives those aspiring to improve the
financial position of their organisation
instant access to the financial
performance, socio-economic context
and service outcomes of every
other council in England, Scotland
and Wales. The three-dimensional
nature of being able to see council
income and spend by category, the
outcomes for that spend and the
socio-economic context within which a
council operates, enables comparison
against others, not only nationally, but
in the context of the local challenges
determinants that they face. As such,
it is an invaluable tool providing the
insight to develop, and the evidence
to support, financial decisions.
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