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About this overview
We have produced this overview to enhance financial transparency
about local government in England.
This NAO overview looks at what local government
in England spends, how this spending is funded
and the effect of changes in recent years.

The overview is structured as follows:

This overview will be of interest to:

•

Part One provides a brief introduction to local
government funding.

•

members of Parliament and select committees.

The overview covers England only as local government is
devolved in Scotland and Wales. We focus on five types of
English local authority – London boroughs (including City of
London), metropolitan boroughs, unitary authorities, county
councils and district councils. This does not include town
and parish councils, combined authorities, or stand-alone
police and fire authorities.

•

•

the government and the local government sector.

Part Two considers government policy and actions
since 2010.

•

•

members of the public interested in local government
and how it is financed.

Part Three describes some results or consequences
of these changes.

The overview draws on relevant findings from past NAO
work. Further information on our data sources and
methodology is provided on page 44.
For further information about activities of local government,
and different types of local authority, please see our
previous departmental overviews (available at: www.nao.
org.uk/search/keyword/overview/sector/local-services)
and our latest data visualisation (available at: www.nao.
org.uk/other/financial-sustainability-of-local-authoritiesvisualisation-update).
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Background
Local authorities provide a broad range of universal
services along with targeted services for the most
vulnerable in society. They have also been pivotal in the
local response to the COVID-19 pandemic.
Local authorities are funded through multiple funding
streams, including government grants, taxes and
charges for services.
The Department for Levelling Up, Housing & Communities
(the Department), previously the Ministry of Housing,
Communities & Local Government, is responsible for
a framework that provides assurance on the financial
health of local government, and allows for intervention in
individual cases and in response to system-wide risks.

This Overview aims to provide clarity at a
moment of potentially significant change
The government set out its spending plans in the Spending
Review on 27 October 2021 alongside an autumn Budget.
In relation to local government HM Treasury announced:

•

£4.8 billion of new grant funding, equivalent to
£1.6 billion each year, will be available to local
government over the Spending Review period;

•

separately, £3.6 billion of the previously announced
£5.4 billion of investment in adult social care will be
routed through local authorities;

•

expectations for council tax referendum thresholds
(2% per year, and 1% per year for the adult social
care precept) and estimated Core Spending Power
over the period. Full details to be set out in the local
government finance settlement; and

•

business rates changes to support businesses, noting
that local authorities will be fully compensated for
these. Business rates revaluations will move to a
three‑year frequency from 2023. The government
will shortly consult about the possible introduction of
an Online Sales Tax. If introduced, the revenue from
this tax would be used to reduce business rates for
retailers in England.

The Spending Review did not contain announcements
about the government’s intentions in relation to the
fair funding review or increases in the level of locally
retained business rates.
Further information can be read in the Autumn budget and
Spending Review 2021 papers published on the GOV.UK
website. Available at: www.gov.uk/government/publications/
autumn-budget-and-spending-review-2021-documents
Due to the timing of our publication this overview
does not address the Spending Review 2021
announcements further.
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Separately, from March 2020, the COVID-19 pandemic
led to a dramatic reduction in local authority income
and increases in cost, which has seen the Department
provide significant financial support. It has also
heightened uncertainty about the future shape of
finances in local government.
This overview provides analysis up to the last complete
year of finalised financial data available, which is 2019-20
for most data series and 2020-21 for other data relating to
the impact of the COVID-19 pandemic on local government.
Data and policy changes mean that it is generally not
possible to trace time series back further than 2010.
The overview draws on our past work on local
government and local government finance, as well as
our wider audit work.
It sets out – based on this analysis of data and our previous
work – the challenges and issues that the government may
wish to consider as it sets about planning and delivering
reforms to local government finance.
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Structure of the overview
Part One

Part Two

Part Three

Local government spending and
income 2019-20

Developments in local government
finance policy since 2010

Impact on local government finance

Local authorities meet the costs of their statutory
and discretionary services through a combination of
revenue and capital expenditure. Revenue spending
covers day‑to‑day costs such as salaries. Capital
expenditure relates to investments in assets such as
buildings and transport infrastructure.

Since 2010 successive governments have reduced
funding for local government in England as part of their
efforts to reduce the fiscal deficit, while making a range
of changes to provide local authorities with greater
flexibility and local accountability over their income.

This part of the overview sets out:

•

local authority day-to-day and capital spending
in 2019-20 – the last complete year of financial
data available, and also the last year before the
COVID-19 pandemic – and the resources that
paid for it.

This part of the overview sets out:

•

the extent of government funding reductions
since 2010;

•

policy developments intended to provide flexibility
and local accountability;

•

actions government has taken to support funding
challenges including COVID-19; and

•

key intended reforms to the local government
finance system that have been delayed and
remain undelivered.

The changes implemented by government have
impacted on local authorities and caused behaviour
change with greater reliance on local sources of income.
This part of the overview sets out:

•

the impact of funding reductions on patterns of
local government spending;

•

the impact of increased reliance on locally generated
funding, including commercial investment;

•

the impact on local authority finance of delays to
reform; and

•

evidence of strain on the financial resilience of
local authorities and the mechanisms established
to protect them.
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Local Government spending and income 2019-20
Local authorities meet the costs of their
statutory and discretionary services through
a combination of revenue and capital
expenditure. Revenue spending covers day‑to‑day costs
such as staff salaries. Capital expenditure relates to
investments in assets such as buildings and transport
infrastructure.
Capital and revenue spending are accounted for
separately, and operate within different sets of rules.
In 2019-20, authorities made £64.4 billion of revenue
expenditure to support services, and £18.7 billion of
capital expenditure.
This part of the overview sets out detail on the patterns of
spending in 2019-20, which represents:

•

the last complete year of financial data available, and

•

the last year before the COVID-19 pandemic.

•

•
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Local authority day-to-day service spending, 2019-20
Local authorities provide a variety of services to their
communities, both mandatory and discretionary. The Local
Government Association reports that local authorities in
England provide more than 800 services, most of which
are mandatory (available at: www.local.gov.uk/our-support/
councillor-development/new-councillor-hub/introductionlocal). Services are mandatory where Parliament has
created legal duties for local authorities. These include
social care services to adults and children, waste
collection, planning and housing services.
Some mandatory services are subject to a great deal of
central influence, most obviously social care services.
Legislation or statutory guidance describes duties in detail,
and inspectorates monitor service quality. Local authorities
have a broad discretion over the delivery of other
mandatory services, however, such as libraries.
Local authorities have the power to deliver discretionary
services in line with their local priorities, but are not
obliged to provide them. Wholly discretionary services
include sport and recreation, economic development,
business support and additional provision that supports
mandatory services.
In 2019-20, local authorities spent £64.4 billion of revenue
funding in support of services, with statutory services
dominating expenditure. Adult and children’s social care
together accounted for 50% of revenue expenditure.
Each other service area accounted for at most around
10% of expenditure (Figure 1).

Local authorities also incur expenditure that cannot be
directly attributed to individual services. Non-service
revenue spending includes costs related to local authority
borrowing, such as interest payments and money set aside
to repay loans. Further information on finance costs can be
seen on page 30. Expenditure of this kind does not appear
in Figure 1; nor does money added to reserves.

The analysis in this overview excludes some areas of
service spend, but this does not imply that there are
no issues in these services. For example, in 2019, we
reported that the system for supporting pupils with special
educational needs and disabilities in England was not
financially sustainable with many local authorities failing to
live within their high-needs budgets and meet demand.

Figure 1
Revenue service expenditure by English local authorities, gross of sales, fees, and charges, 2019-20
Social care accounted for the largest share (around 50%) of revenue spending by service
Expenditure gross of sales, fees and charges (£m)
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Note
1
This analysis of revenue spending excludes:
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3,248

4.1%

3,000

2,654
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2,043
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and
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Fund
Services
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Account Only)

•

significant levels of schools expenditure, where this funding passes through local authorities to be spent by schools themselves.
(However ‘Non-schools education services’ such as central support services are included.) Please see Appendix: Methods for a full explanation; and

•

revenue spending on council-owned housing stock. Where local authorities have such holdings, they account separately for them in a ringfenced
Housing Revenue Account.

Source: National Audit Office analysis of Department for Levelling Up, Housing & Communities data
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Local authority revenue income, 2019-20
Local authorities fund their day-to-day spending from a range of
sources. In 2019-20, council tax provided the largest single income
stream (Figure 2).
Government funding to local authorities is made up of
formula‑based and application-based grants. The local government
finance settlement provides a formula-based funding level through
a combination of locally retained business rates and the revenue
support grant. Other formula-based grants include the public health
grant. Additionally, local authorities may receive general grants
from government to secure specific policy objectives such as the
Better Care Fund and the New Homes Bonus. General grants may
be allocated according to criteria, be based on competition, or be
un‑competed.1
In addition, the new burdens doctrine commits the government to
assessing and funding extra costs for local authorities from introducing
new powers, duties and other government-initiated changes.
Local authorities are legally required to set council tax to produce
a balanced budget that funds their service and non-service costs
each year, allowing for other income. Council tax levels remain
subject to centrally set referendum requirements and cannot be
increased in-year to maintain the balance if circumstances change.
The requirement for a balanced budget, which persists throughout the
year, is in contrast to other public sector bodies, such as NHS bodies,
which are able to operate deficits. Local authorities may also choose
to use their reserves to fund any shortfall between income and
expenditure to balance their budgets, making reserves an important
element of local authority financial management. However, money
drawn down from reserves is not included in Figure 2.
1

Un-competed grants are targeted at specific local authorities without applying
criteria or requiring a competitive process, for example where only one authority
has the capacity to deliver the objectives.

Figure 2
Sources of revenue funding for English local authorities, 2019-20
Council tax accounted for almost 40% of revenue funding in year
Revenue funding (£m)
30,000
38.9%
25,000

26,500

20,000
20.8%

15,000

14,207
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16.6%

16.4%

11,287

11,160
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0

4.2%
2,830

Council tax

Locally retained
business rates

Direct
government
funding

Sales, fees
and charges

NHS transfers

3.2%
2,211

Commercial
and selected
other income

Source of funding
Notes
1
Our analysis of revenue income excludes:
•

front-line schools funding, such as Dedicated Schools Grant, which passes through local authorities to be spent by schools themselves; and

•

revenue income from council-owned housing stock. Where local authorities have such stock, they account separately for them in a ringfenced
housing revenue account.

2

The level of business rates income depends on changes in the income collected by each local authority, in addition to the government formula;
accordingly it is shown separately from other government funding in the chart.

3

Unlike charts looking at change over time, public health is included here. This affects both government funding and sales, fees and charges.

Source: National Audit Office analysis of Department for Levelling Up, Housing & Communities data
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Local authority capital spending, 2019-20
Local authorities incurred £18.7 billion of capital spending
in 2019-20. Capital expenditure relates to investments
in long-lived assets such as buildings, roads, bridges,
vehicles, IT equipment and waste processing plants.
The pattern of capital spending across service areas differs
from that of revenue expenditure. Around half of all capital
spending in 2019-20 was on housing or highways and
transport services (Figure 3 overleaf). Only 2% of capital
spending was on social care, in large part because local
authorities have outsourced this provision and no longer
own significant social care assets. Environmental services
also have relatively low levels of capital spending compared
with revenue expenditure levels.
Spending on buildings, land and infrastructure makes
up 80% of capital spending. Much of this is either
construction of new assets or the renovation of existing
ones. However, local authorities also spent £4.1 billion
on the purchase of land or existing buildings. Purchasing
land or existing buildings by local authorities within trading
services accounted for half of this £4.1 billion, and was
11% of all capital spending.
Despite their general separation, the capital and revenue
sides of local authorities’ expenditure and resources do
interact. At a strategic level such capital investment can
be used to deliver revenue savings, for example through
investment in information technology to change the way
services are delivered. Capital investment in commercial
schemes can also be used to generate revenue income.
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Figure 3
Capital expenditure by English local authorities, by service and type, 2019-20
Most capital spending (around 58%) goes on new construction, conversion and renovation of buildings and infrastructure
Capital expenditure (£m)
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424

21
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Notes
1
Unlike revenue spending, it is not possible to split capital spending between schools and non-schools education spend. This chart excludes all education capital spend
and some other service areas. We include financial expenditures but exclude ‘other transactions’.
2

Our analysis of revenue spending and income on the preceding pages excludes the ringfenced Housing Revenue Account. In contrast we cannot isolate capital
spending on council-owned housing stock. All capital spending on housing is included here as we believe excluding it would remove substantial relevant capital spend.

3

Trading services include the maintenance of direct labour and service organisations, such as civic halls, retail markets and industrial estates, and commercial activity.

4

Figures are rounded. As a result, adding up sub-totals may not give the same number as shown for totals.

Source: National Audit Office analysis of Department for Levelling Up, Housing & Communities data
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Local authority capital resources, 2019-20
Local authorities can resource in-year capital spending in
two ways: funding it upfront or financing it over time using
borrowing. This is in contrast to revenue spending, where
local authorities cannot borrow to balance their budgets.
Upfront funding of capital spend can come from a variety of
sources including government grants, funds from the sale of
their own capital assets (capital receipts), and contributions
from revenue income. These resources may have been
received in-year or set aside in earlier years. The Housing
Revenue Account and Major Repairs Reserve are funding
sources purely for capital investment in social housing.
In 2019-20, borrowing made the largest contribution to
resourcing in-year capital spending (Figure 4). Forty-two
per cent of capital expenditure in 2019-20 was financed
by borrowing. External borrowing sources include the
government’s Public Works Loan Board, commercial
banks and other local authorities. Local authorities may
also borrow internally if they have temporary surplus cash
holdings available. Interest payments on borrowing need to
be met from revenue resources, and local authorities make
provision from revenue to repay outstanding debt (this is
called minimum revenue provision).
Local authority borrowing is largely self-regulated within
the prudential framework of underlying legislation and
four statutory codes, and thus is known as ‘prudential
borrowing’. Within the parameters of this framework,
authorities are responsible for their own borrowing and
investment decisions. In particular, the CIPFA Prudential
Code (available at www.cipfa.org) sets out guidelines for
local authorities to make sure their capital programmes
and borrowing are prudent, affordable and sustainable,
given the impact on revenue.

Figure 4
Sources of capital funding for English local authorities, 2019-20
Most capital spending in year (around 64%) was resourced by borrowing and central government grants
Capital funding (£m)
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Notes
1
Capital expenditure is resourced collectively and it is not possible to identify and fully exclude individual elements from the data. Accordingly, this
chart includes the resourcing of education and housing capital spend. For this reason, this chart covers a wider range of services than the revenue
spending charts, and the total spending covered in this chart does not match the total spending on pages 9 and 10.
2

Figures are rounded. As a result, adding up sub-totals may not give the same number as shown for totals.

Source: National Audit Office analysis of Department for Levelling Up, Housing & Communities data
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Developments in local government finance policy since 2010
Since 2010 successive governments have
reduced funding for local government in
England as part of their efforts to reduce
the fiscal deficit, while making a range of changes to
provide local authorities with greater flexibility and local
accountability over their income.
This part of the overview sets out:

•

the extent of government funding reductions
since 2010;

•

policy developments intended to provide flexibility
and local accountability;

•

actions government has taken to support funding
challenges including COVID-19; and

•

key intended reforms to the local government
finance system that have been delayed and
remain undelivered.
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Government has reduced funding for local authorities since 2010, while council tax has risen
The Department for Levelling Up, Housing & Communities
(the Department) measures the income it makes available for local
authorities through ‘spending power’. This indicator captures the main
streams of government funding to local authorities, in addition to council
tax. Accordingly it does not include various other forms of local income,
such as sales, fees and charges, or commercial income. The Department
includes in its spending power measure of government funding an
assumed amount for locally retained business rates that is uprated for
inflation each year. However, this does not include pilots for retaining
higher levels of business rates, and will not capture above‑inflation
growth in locally retained business rates income.

Figure 5
Change in components of spending power in English local authorities 2010-11 to 2020-21
Government-funded spending power has reduced by more than 50% since 2010-11
Change in spending power and its components (indexed: 2010-11 = 0%; real-terms in 2019-20 prices) (%)
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2011-12 to 2015-16. The removal of these schemes, which came
with grants, means there is no financial incentive from government
for local authorities to freeze or reduce council tax; and
the council tax referendum limits set by government, including the
flexibility granted from 2016-17 which allows local authorities with
social care responsibilities to increase council tax rates specifically
to pay for adult social care (the social care precept).

Within this context, local authorities take decisions on the setting of
council tax on the basis of their own priorities.
The recent council tax growth has led to a real-terms stabilisation in overall
local authority spending power. While overall spending power is 26% lower
on a real terms, like-for-like basis than in 2010-11, the growth in council tax
since 2015-16 has helped stabilise overall spending power in that period.
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Note
1
Spending power is a government measure of the revenue resources made available to local authorities (from 2015-16 government refers to
‘core spending power’). We exclude funding for public health grant, the original Better Care Fund and NHS funding for spend on social care
that also benefits health. This funding was removed from the Department’s definition of spending power from 2016-17 onwards and we
remove this funding from the time series as a whole to improve consistency. Similarly, we use a weighted index to enable a like-for-like
comparison despite significant changes in the duties placed on local authorities and the way financial data were reported in the period
2010-11 to 2015-16. Accordingly, the index cannot be used to estimate absolute changes in funding.
Source: National Audit Office analysis of Department for Levelling Up, Housing & Communities data
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Funding reductions have coincided with growing service demand and other cost pressures
Government reduced funding for local government while social and
demographic changes have increased demand on many key services
local authorities provide. Government decisions at spending reviews
are informed by the estimates of future spending demand on services,
based primarily on projections of changes in population-related variables.
The government also carries out work to understand changes in demand
and other cost pressures between spending reviews, where necessary.

Figure 6
Change in population of England by age group, 2010-11 to 2019-20
The number of adults over 65 has increased faster than the overall population
Change in population (indexed: 2010-11 = 0%) (%)
25

The population as a whole has grown 7% since 2010-11. Our recent work
has highlighted particular pressures in services including adult social
care, children’s social care and homelessness services:

20

•
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•

•

The number of adults over 65 has increased since 2010, while
adult social care spending has remained broadly static in real terms
(Figure 6). Between 2010-11 and 2019-20, the number of adults aged
65 to 84 has increased by 21%, and those over 85 have increased
by 20%. Following decreases between 2010 and 2014, adult social
care spending gross of sales, fees and charges recovered to a level in
2019‑20 which was 5% higher than in 2010-11. Levels of unpaid care
remain high, and too many adults have unmet needs.
Spending on children’s social care has increased, although demand
for certain services has outstripped capacity. Overall spending gross
of sales, fees and charges increased 17% between 2010-11 and
2019-20. In 2019 we reported that the most expensive cases, where
children are taken into care, have risen at almost triple the rate of
population growth. Demand for residential placements and staff has
outstripped capacity.
The number of homeless households has increased, driving a
three‑fold increase in spending on temporary accommodation.
The numbers of homeless households in temporary accommodation
increased from around 48,000 in 2010-11 to 92,000 by the final
quarter in 2019-20. Local authority net spending on temporary
accommodation increased in real terms from £110 million in 2010-11
to £330 million in 2019-20.
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11.9
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1.3

1.3
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1.4
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56.3

Source: National Audit Office analysis of Office for National Statistics local authority-based population estimates
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Government has taken some steps to help local authorities manage their finances and to assure itself
about the impact of funding reductions on services
In 2010, alongside plans to reduce local authority
funding, the government set out its intentions to give local
authorities greater freedom and flexibility. The government
wanted to give local authorities freedom to be innovative and
efficient in the face of financial challenges, and to respond
to local priorities, rather than being directed by conditions
that central government places on spending, restricted by
caps on council tax rises, or steered by central oversight
of performance.

The government also ended some of the detailed
frameworks for monitoring local authority spending and
performance, such as the set of National Indicators and
the inspections carried out by the Audit Commission.
Instead, departments secure assurance from the
local system of accountability. The Local Government
Association has a systematic approach to identifying
those local authorities that could benefit from sector
support and is a source of information to the Department.

Government initially took steps to reduce central control
over both council tax and the grant funding it provided to
local authorities. Approaches to increase flexibility or local
accountability included:

Government later took steps to increase funding certainty
through longer-term funding. For each of 2011-12, 2013‑14
and 2014-15, the Department announced a provisional or
illustrative settlement for the following year alongside that
year’s local government finance settlement. Then, from
2016-17 the Department offered an optional four-year
funding settlement to all local authorities to enable better
financial planning. Running to 2019-20, the multi-year
settlement gave a degree of certainty over levels of revenue
support grant, rural services delivery grant, transition grant,
and redistributive elements of the business rates retention
system. It was open to local authorities to continue to work
on a year-by-year basis; however, government said they
could not guarantee future levels of funding to those who
prefer not to have a four-year settlement. Almost all local
authorities accepted the four-year settlement.

•

replacement of council tax capping – the Localism Act
2011 abolished central government capping of council
tax increases, setting instead a limit for increases
beyond which local authorities need democratic
approval via a local referendum;

•

reduced ring-fencing of grants – ringfenced grants
must be spent on the purpose for which they are
given. By 2013-14 91% of government funding to
local authorities was unringfenced. The Public Health
Grant accounted for the majority of the remaining
ringfenced grant; and

•

reduction in number of specific grants – by 2013-14 21
revenue grants worth £3.2 billion had been rolled into
general unringfenced funding. Any new grant streams
needed to be approved by the Department, and by
HM Treasury in certain circumstances.

The Department has monitored funding challenges for
priority services. The Department’s monitoring of financial
impacts on services is highly concentrated on a small
number of high-priority services. The Department primarily
relies on other government departments to oversee the
impact of funding challenges on the statutory services that
fall under their remit. This oversight may be more or less
robust depending on the level of information available to
central government. The Department prioritises its attention
and its engagement with other departments on areas that
are particularly high-spending or under particular pressure;
this has always included adult social care.
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The components of government funding for local authorities have changed
Introduction of local retention of
business rates
From 2013-14, the local government sector has retained
50% of business rates income. The objectives of the
change were to incentivise local authorities to develop their
local economies; and enable local authorities to become
more financially self-sufficient. However, the system has
a complex design and requires substantial redistribution
of retained business rates between local authorities in
line with a formula that also determines the remaining
Revenue Support Grant. Since the 2015 Spending Review
the government has intended to increase the proportion of
business rates retained by local authorities. The government
has used pilots to develop the approach to increased
retention. Six areas currently retain increased growth in
excess of the 50% scheme by exchanging grant funding for
retained business rate income. However, errors in payments
in 2017-18 and guidance in 2018-19 led to some pilot
authorities receiving overpayments or being compensated
for mistakes. The Department created an independent
review in response to the first errors and is taking action in
response to the review’s recommendations.

New Homes Bonus
From April 2011 the Department has paid New Homes
Bonus to local authorities in relation to the number of
new homes built. There have been a number of changes
to the design of the scheme and the scale of New
Homes Bonus is currently decreasing. The amounts
allocated to authorities by the Department in the years

2011-12 to 2019‑20 add up to £7.9 billion, primarily
funded by top‑slices from Revenue Support Grant or
its predecessor formula grant. The intention was to
incentivise local authorities to facilitate building of more
homes in their areas.

Replacing council tax for those unable to pay
Prior to April 2013, central government set the rules for
how residents’ council tax bills were reduced by council
tax benefit. Central government provided funding to
replace the precise level of the income reduction for local
authorities. Since then local authorities decide on their
own council tax support schemes. Funding related to this
is included in revenue support grant or locally retained
business rates. However, the funding level is connected to
historic spending rather than current spending or caseloads.
The Department expected that localising responsibility
for council tax support will give local authorities a
greater stake in promoting local economic growth.

Additional funding streams for adult
social care
In response to funding pressures on adult social care
services, central government introduced a series of
measures to provide additional funding for adult social
care. This included NHS transfers, a winter pressures
package and the flexibility granted from 2016-17, which
allows local authorities with social care responsibilities
to increase council tax rates specifically to pay for adult
social care – the social care precept – the terms of which

have changed over time. However, local authorities with
social care responsibilities vary in their ability to raise money
through the use of the precept, so additional social care
grants, such as an improved Better Care Fund, were created
and assigned using formulas that compensate for the
different amounts that can be raised from the precept.

Funding for specific purposes
Specific general grants are distributed outside of the local
government finance settlement. These grants are designed
to help deliver specific government policy objectives
such as net zero. They may be competed, un-competed
or based on criteria. Our report Local authority financial
sustainability 2018, (available at: www.nao.org.uk/report/
financial-sustainability-of-local-authorities-2018) found
the funding landscape was characterised by one-off and
short-term funding initiatives. This position has remained
unchanged. We reported in Local government and net
zero 2021, (available at: www.nao.org.uk/report/localgovernment-and-net-zero-in-england) that while funding
for local authority delivery of net zero had increased
significantly in 2020-21, it remained fragmented. Similarly,
the Chartered Institute of Public Finance and Accountancy
(CIPFA) reported in May 2021 that while local government
receives more grants now than in the past, the total amount
of funding has decreased, with a large variation in grant
size. CIPFA found smaller, shorter duration and less flexible
grants challenge the limited resources of many local
authorities, particularly when they are competed.
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The Department has improved its delivery of key aspects of its financial oversight role
We have reported how the Department’s overall
responsibility for government funding of local authorities
is complex in the context of the localism agenda.
Localism gives local authorities greater control over
spending decisions but, consequently, the Department
has less oversight of their financial sustainability.
Our work has shown the Department has improved key
aspects of its oversight of local government finance since
2010-11. In particular:

•

•

the Department has improved its oversight of
financial risk in the local government sector. We have
seen the Department systematically collecting and
using data and other forms of information. It has robust
internal reporting mechanisms and engagement from
the highest level of management;
the Department has improved the information
it collects and the analysis undertaken on local
government finance. The Department has adopted a
more strategic approach to data and analysis, moving
from producing bespoke analysis for each fiscal event
– such as each Spending Review – to having a range
of tools that can be re-used on an ongoing basis.
It has developed a local authority sustainability tool
which models local authorities’ financial resilience.
This informs the Department’s assessment of the
risk of widespread financial failure;

•

•

the Department has improved its engagement with
other government departments during Spending Review
processes. In 2018 we reported how the Department’s
advice to ministers for the 2015 Spending Review
drew on a more comprehensive evidence base than
in 2013, including data returns from 12 departments.
This supported a cross‑government view on the level
of funding for local government; and
during the pandemic, Departmental officials
engaged intensively with the sector about impacts
on its finances and took actions to facilitate
engagement between the sector and other
government departments. These efforts and the
Department’s understanding of local government
finance received very positive feedback from
the sector. This engagement built on established
relationships, such as extensive collaboration with
the sector about potential changes to the local
government finance system.

Our work continues to show there is more to do, including
across government.

•

In 2018 we concluded that the Department must
continue to strengthen its oversight and assurance
mechanisms to protect against risks to value for
money from financial failure in the sector. It must also
set out at the earliest opportunity a long-term financial
plan for the sector that includes sufficient funding to
address specific service pressures and secure the
sector’s future financial sustainability. We said the
government, led by the Department, should develop
a clear understanding of the role and significance
of local authorities as a whole in the context of the
current funding climate.

•

In 2021, in relation to net zero we found there
are serious weaknesses in central government’s
approach to working with local authorities on
decarbonisation, stemming from a lack of clarity over
local authorities’ overall roles, piecemeal funding and
diffuse accountabilities. We said this hampers local
authorities’ ability to plan effectively for the long-term,
build skills and capacity and prioritise effort. It creates
significant risks to value for money as spending is
likely to increase quickly.

•

In 2021, we recommended that the Department should
assess, in light of the pandemic, the information it
needs to manage financial risk in the sector, bearing
in mind the problems the pandemic exposed with
data such as on local authorities’ reserves.
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Updates related to the existing local government finance system have been delayed
Figure 7
Updates relating to the existing local government finance system have been delayed
Government’s plans to update the relative funding levels of local authorities and the business rates baselines above which growth is retained have been
delayed several times. Updates to business rates through the revaluation process have also been delayed. These changes would help keep the system,
and elements underpinning it, current
Fair Funding Review:
A process to set new baseline funding
allocations for local authorities by
delivering an up-to-date assessment of
their relative needs and resources.

February 2016

January 2017

December 2017

September 2019

April 2020

Review of
funding
formula
announced.

Announced aim to
use the new formula
from 2019-20.

Announcement
of intention that
a business rates
reset will take
place in 2020-21,
incorporating
funding levels
derived from
the new funding
formula.

Implementation
postponed to 2021-22.
Baseline funding levels
remain influenced by
needs assessments
dating from 2012-13.
Growth since 2013-14
is not redistributed
between higher growth
and lower growth local
authorities.

Implementation
postponed
beyond
2021-22 due
to COVID-19.

Business rates reset:
Keeps resources and needs relatively
aligned. Between resets local authorities
retain a share of growth in local income
above a baseline. At a reset, a new
business rates baseline is set and all
or some growth is redistributed. The
government’s initial intention was for the
first reset to be no earlier than 2020-21.
2013-14

2014-15

2015-16

2016-17

2017-18

2018-19

2019-20

2020-21

Business rates revaluation:

2017

March 2018

July 2020

The Valuation Office Agency sets rateable
values through periodic revaluations,
typically every five years.

First revaluation since 2010
(decision to postpone from
2015 was announced in 2012).

Budget announces
intention to bring
forward 2022
revaluation to 2021.

2021 revaluation
delayed to 2023
due to COVID-19.

Source: National Audit Office analysis of government announcements

2021-22
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Key planned reforms relevant to the local government finance system have been delayed
Figure 7 continued
Key planned reforms relevant to the local government finance system have been delayed
Intended reforms to business rates retention have been delayed, and a more fundamental review has since been announced. Details of social care reform
have also been repeatedly delayed
Business rates retention:
In 2013 local authorities started
retaining 50% of business rates
revenue, replacing central government
grants. From 2014 ministers have been
open to increasing the proportion of
rates retained locally at a later date.

2013-14

2014-15

November 2015

January 2017

December 2017

April 2018

April 2020

Government
expects 100%
retention “by
the end of the
Parliament.”

Government
confirms
100%
retention
to start in
April 2019.

Government
announced plans
to introduce
75% retention
by 2020-21.

Government confirms
commitment to
increasing retention
beyond 75% “when
it is right to do so”.
Ten pilots of 100%
retention begin.

Due to COVID-19,
75% retention
delayed further.

2015-16

2016-17

2017-18

2018-19

2019-20

2020-21

2021-22

Business rates reform:

March 2015

March 2017

March 2020

October 2021

A fundamental review of the business
rates system considering improvements
to the current system alongside more
fundamental long-term changes and
potential alternatives.

Government
launches “the
most wideranging review of
business rates in
a generation”.

Budget announces
change from fiveyearly to three-yearly
revaluations from 2021.

New fundamental
review of
business rates,
to report by
autumn 2020.

Fundamental
review report
published; 3 yearly
revaluations from
2023; introduction
of Online Sales Tax
to be consulted on.

Social care finance reform:
The 2014 Care Act legislated for
introduction of a lifetime cap on
costs and a more generous means
test. In 2015 the government delayed
implementation citing funding
pressures and lack of local authority
preparedness.
Source: National Audit Office analysis of government announcements

March 2017

November 2017

December 2018

September 2021

Social care green
paper announced
for publication in
summer 2017.

Government
announces green
paper will now be
published by end
July 2018.

Publication
will occur “at
the earliest
opportunity”.

Government publishes
Build Back Better plan
for health and social care
reforms from October
2023. White paper to be
published by end 2021.
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The Department reacted quickly to the funding challenges from the COVID-19 pandemic
The unprecedented challenge of the COVID-19 pandemic
placed significant pressure on local authorities’ finances.
For March 2020, at the very start of the pandemic,
local authorities estimated combined cost and non-tax
income pressures at £0.2 billion. In April 2021 local
authorities estimated that these pressures across
2020‑21 were £9.7 billion.

Figure 8
Financial pressures (non-tax income losses and cost pressures) for English local authorities in
2020-21 due to COVID-19
The pattern of financial pressures caused by the COVID-19 pandemic varied across different types of local authority
Total financial pressures (£m)
3,000

Cost pressures as a proportion of revenue expenditure
were highest for district councils. In particular, district
councils have greater exposure to income losses relative
to their revenue spend (Figure 8). Overall, the pressures
represented 18% of revenue expenditure across the
sector in 2020-21.

2,500
2,000
1,500
1,000

Continued overleaf.

500
0

Unitary
authorities

County
councils

Metropolitan
boroughs

London
boroughs

District
councils

Local authority type
1,791

2,111

1,504

1,127

330

Non-tax income losses (2020-21)

Cost pressures (2020-21)

702

259

655

573

632

Total financial pressure (2020-21)
as a percentage of revenue
expenditure (2019-20)

18.1%

15.4%

18.4%

17.7%

20.8%

Note
1
Tax losses during 2020-21 do not have a direct in-year impact and will only hit local authority budgets the following year. Accordingly the chart only
includes non-tax income losses.
2

The estimates of cost pressures and income losses are taken from local authority returns to the Department in April 2021.

3

For comparability we use 2019-20 revenue expenditure as a benchmark in the same way as in Local government finance in the pandemic,
March 2021. The definition of this measure is set out in that study. Buckinghamshire is included as a unitary authority, which it became on 1 April 2020.
This required combining the 2019-20 revenue expenditure of its predecessor authorities.

Source: National Audit Office analysis of Department for Levelling Up, Housing & Communities data

The local government finance system in England: overview and challenges

In October 2021 the Department estimated government
COVID-19 funding for the sector for 2020-21 at
£10.8 billion.2 This is made up of £9.5 billion of grants
and £1.3 billion in compensation for sales, fees and
charges income losses delivered through a number
of government departments.
Fifty-four per cent of the estimated £10.8 billion was
unringfenced, and 46% was ringfenced. The Department
was the lead department for 57% of the funding,
including all the unringfenced funding.
Of the grant funding received during 2020-21, some was
required to be spent in-year but, where grant conditions
allow, local authorities can carry forward unspent funding
to 2021-22. For example, local authorities received
£518 million in March 2021 from the Contain Outbreak
Management Fund, which can be carried forward.

2

Including the National Leisure Recovery Fund of £0.1 billion.

The Department’s approach was to provide timely,
targeted and temporary support rather than open-ended
guarantees. Action by the Department to support the sector
averted system-wide financial failure at a very challenging
time, although its incremental approach did not support
good financial planning. We received very positive feedback
from the sector about Departmental engagement, its
understanding of local government finance issues and its
response to sector feedback. However, the approach of
keeping the need for future funding under review created
uncertainty around how long tranches of unringfenced
funding were supposed to last, or whether there would be
further ones.
Local authority finances will continue to be under
significant pressure in 2021-22. In addition to any ongoing
costs and income losses due to the pandemic, local
authorities will need to replenish reserves where necessary,
deliver delayed savings programmes and address tax
deficits from 2020-21.
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Impact on local government finance
The changes implemented by government
have impacted on local authorities and
caused behaviour change with greater
reliance on local sources of income.
This part of the overview sets out:

•

the impact of funding reductions on patterns of local
government spending;

•

the impact of increased reliance on locally
generated funding, including commercial investment
and borrowing;

•

the impact on local authority finance of delays to
reform; and

•

evidence of strain on the financial resilience of local
authorities and the mechanisms established to
protect them.
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Rising social care spending has squeezed funds available for non-social care services
Across all services, local authority service spending was
10% lower in real terms by 2019-20 than in 2010-11.
Local authorities have sought to protect spending on
adult and children’s social care services, where they have
well‑defined statutory responsibilities that are crucial
for the well-being of service users. Despite an initial fall,
social care spending has ultimately risen over this period.
This has been helped by additional funding dedicated to
adult social care.

Figure 9
Change in service spend, gross of sales, fees and charges, by English local authorities, 2010-11 to 2019-20
Spending on non-social care services has fallen nearly 25% since 2010-11
Change in service expenditure (indexed: 2010-11 = 0%, real-terms in 2019-20 prices) (%)
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In contrast, spending on non-social care services in 2019‑20
was 25% lower in real terms than in 2010-11 (Figure 9).
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Local authorities have found it most difficult to constrain
spending on children’s social care. The additional social care
spend in 2019-20 relative to 2010-11 was relatively evenly
split between adult and children’s social care. However,
as less is spent on children’s social care, a similar level of
additional spending represented a much larger percentage
increase than for adult social care (see pages 26 and 27).
Real-terms social care spend now makes up a greater
share of relevant local authority spending. Social care
spending is not incurred by all types of local authorities:
district councils do not have social care responsibilities.
In local authorities with social care responsibilities, their
spend on social care has risen from 52% to 80% of their
spending power; see Figure 20 data table on page 41.
(There has been a similar rise as a proportion of net
revenue expenditure, which is the measure used in the
Chartered Institute of Public Finance and Accountancy’s
(CIPFA’s) financial resilience index.) This means these
local authorities have less ‘financial space’ to make
further spending reductions without affecting social care.
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Source: National Audit Office analysis of Department for Levelling Up, Housing & Communities data
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Yet rising spend has not prevented concerns about social care, and projections suggest continued
cost and demand pressures
Adults
Our report on The adult social care market in England
(available at: www.nao.org.uk/report/adult-social-caremarkets) concluded that levels of unpaid care remain
high, too many adults have unmet needs, and a lack of
long-term vision for care and short-term funding had
hampered local authorities’ ability to innovate and plan for
the long term. COVID-19 could have short- to medium-term
consequences for the market’s financial sustainability.
Based on long-term forecasts there will be large increases
in future demand for care and therefore cost. Government
projects that if current patterns of care continue, around
29% more adults aged 18 to 64, and 57% more adults
aged 65 and over, will require care in 2038 compared
with 2018. The publicly funded costs of care for all adults
were projected to rise from £17.9 billion to £34.7 billion
between 2018 and 2038 (Figure 10 overleaf).

These pressures may increase further following
government’s Build Back Better plan for health and
social care, and its aim to invest £5.4 billion in adult
social care over three years to cap care costs and invest
in the workforce; it includes a UK-wide 1.25% Health and
Social Care Levy based on national insurance contribution
rates. Ongoing demographic and unit cost pressures are
to be met through council tax, the social care precept
and efficiencies, however. Government has committed to
bringing forward proposals on adult social care reform
by the end of 2021.

Children
The Committee of Public Accounts (the Committee)
said in 2019 that the government had “not done enough
to make the quality or finances of children’s social
care sustainable”. The Committee noted that 91% of
local authorities exceeded their budgets for spending
on children’s services in 2017-18, and highlighted the
proportion of local authorities with Ofsted ratings
below ‘Good’ (58%). The proportion of authorities
with Ofsted ratings below ‘Good’ had fallen to 50%
by March 2020.

Understanding the drivers of demand and cost for
children’s social care is crucial to being able to fund
it properly. We have found that local authorities have
responded to financial pressures by prioritising child
protection work and reducing spending on non-statutory
children’s services. We and the Committee have been
critical of the Department for Education’s limited
understanding of what is causing increases in demand
and activity within children’s social care. The Department
for Education has since reported a range of work it
has under way to improve information and knowledge
on demand, costs and effectiveness.
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Figure 10
Projected cost of publicly funded care for adults in England, 2018 to 2038
Government projections indicated large increases in publicly funded costs of care between 2018 and 2038
Projected expenditure (£bn/2018 prices)
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1
These projections predate the September 2021 policy announcements about extending eligibility for publicly funded support. ‘Care at home’ is the
provision of social care in a person’s own home; a ‘care home’ is a dedicated facility for the provision of care to a resident population.
Source: National Audit Office analysis of Care Policy and Evaluation Centre, Projections of Demand and Expenditure on Adult Social Care 2018 to 2038
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Local authorities have made substantial spending reductions in some services
Some services have seen greater spending reductions
than others (Figure 11 overleaf). The overall real-terms
decrease of 25% in non-social care spending includes
falls of 37% in cultural and related services, and 36% in
planning and development services. Other services have
seen smaller reductions, such as an 11% fall in spending
on environment and regulatory services.

Where there are data, some indicate substantial changes
in activity supported by local authority general revenue
funding. For example, the number of food standards and
hygiene samples taken by local authorities fell by 49%
from 2010-11 to 2019-20. Local authority-supported bus
service mileage in England outside London reduced by
57% over the same period.

The implications of these spending reductions for the
services people are receiving may not be apparent from
national data. We have previously said that there are a
variety of service areas where there have been substantial
reductions in spending, but national data shed little light
on the implications of this for service users, for example,
reduced outcomes or, alternatively, increased efficiency.

It is often difficult to assess how changes in activity relate
to desired outcomes, as there can be improvements in
efficiency or productivity. However, a range of concerns
have been expressed about some of these service areas:

•

In June 2021 we reported that staffing and capacity
challenges in Trading Standards services present
risks to the sustainability of the regulatory system.
The Department for Business, Energy & Industrial
Strategy had previously told us in 2018 that it was
concerned about local reductions going too far.

•

The Food Standards Agency has previously said that
local authorities are “… under increasing financial
pressure, such that some are struggling to fully
discharge their functions”.

•

Shifting more journeys to public transport is essential
to achieving the government’s aims for decarbonising
transport. The Department for Transport believes
that diminished capability and capacity in local
authorities’ transport planning teams is an inhibiting
factor in improving bus services, and the March 2021
National Bus Strategy for England announces some
steps to support local authority capacity.
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Figure 11
Change in service spend by English local authorities, gross of sales, fees, and charges, 2010-11 to 2019-20
Cultural and planning services have both seen spending reductions of more than 35% since 2010-11
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Local authorities have sought to maximise revenue funding from other sources
Local authorities have increasingly sought to offset funding
reductions by generating new income. At the sector level,
local authorities have chosen to increase local income from
sales, fees and charges, trading and investments.
Strategies have included providing trading services,
establishing trading companies, providing loans to third
parties at commercial rates and undertaking joint ventures
with private developers. Local authorities have also
increased the money raised from service users.
Without this income, local authorities would have needed
to take other actions to balance budgets, but we cannot
say what these would have been or what impact they
would have had on services.
Local authorities increased the money raised from sales,
fees and charges, through trading accounts, or from
investment income by £1.6 billion between 2010-11 and
2019-20 (Figure 12 overleaf). Some of this increase
has come from capital spending intended to generate
financial returns.

Some local authorities have exercised specific discretions
related to capital spending to increase the revenue
resources available to them. Local authorities set
aside £0.7 billion less revenue income for the eventual
repayment of loans in 2019-20 than they did in 2012-13
(Figure 13, data table).
Normally, money received from the sale of capital assets
(capital receipts) can only be used to pay off debt or make
further capital investments. Since 2016-17, local authorities
have been free to use capital receipts to support the
revenue costs of transformation projects. Of capital
receipts, £600 million have been spent on revenue
under this special flexibility since it started.
Service users are now paying directly for more of what
local authorities spend on those services, by paying fees or
charges or making purchases. Service users now directly
fund almost half the cost of planning and development
services, and highways and transport services, up from
25% and 31% respectively. If spend supported by sales,
fees and charges is excluded, overall spend on non-social
care services has fallen by 33% rather than by 25%.

Although income from trading accounts has increased
overall, this does not capture the full impact of the use of
companies by local authorities. The Department intends
to collect additional data on local authority investment
properties (including income, costs and location) and
also on other investments (including performance and
changes in the value of subsidiaries and joint ventures),
from 2022‑23. In addition, not every company delivers
the returns planned. If a local authority budgets for a
great deal of trading income and it is not delivered, then
this could have a significant effect on that authority’s
financial resilience.
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Figure 12
Commercial and service user income for English local authorities, 2010-11 to 2019-20
Income from these sources has increased since 2010-11, with investment income doubling in this time
Revenue income (real terms in 2019-20 prices) (£m)
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Some local authorities have sought to maximise revenue available for services in ways
that may reduce financial resilience
Local authorities are required to set aside money over time to repay
a loan, rather than simply paying the interest and leaving the whole
of the principal to be repaid at the end; this is known as minimum
revenue provision (MRP).

Figure 13
Gross borrowing and minimum revenue provision across English local authorities,
2010-11 to 2019-20

Although gross borrowing has risen over this period, the level of
MRP being made peaked in 2012-13, and by 2019-20 had fallen
by around 30% in real terms (Figure 13). In 2016 we reported
that some local authorities were recalculating their approach to
MRP, including by spreading future charges over a longer period
or taking a temporary break from payments. In 2020 we reported
that some local authorities were not making MRP in relation to
borrowing associated with acquisition of commercial property,
despite statutory guidance having changed to state explicitly that
this approach is not prudent. The government is now proposing
to change secondary legislation relating to MRP.

While borrowing has increased since 2010-11, levels of minimum revenue provision are lower

Local authorities are currently free to use capital receipts for the
revenue costs of transformation projects, such as funding the cost
of service reconfiguration, restructuring or rationalisation in line
with departmental guidance. Accountability arrangements for this
special flexibility operate at the local level and include local audit.
The Department requires local authorities to return data annually
on the level of receipts they have used flexibly, to inform its sector
monitoring. In 2016 we highlighted some possible risks, including
that local authorities may invest in transformation schemes in
which planned revenue savings are not delivered.
Reductions in MRP or use of capital receipts for revenue purposes
primarily impact on long-term financial standing. However, if
large‑scale use of these discretions are subsequently determined
to be inappropriate and need to be reversed, the short-term impact
could potentially affect the local authority’s financial resilience.

Gross borrowing (cash terms) (£bn)
90.0
50.0
50.0
50.0
50.0
40.0
30.0
20.0
10.0
0

2010-11

2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20
Year

Gross borrowing
at 31 March (£bn)

50.2

58.1

58.8

57.9

58.7

59.8

62.9

69.0

74.5

82.4

Minimum revenue
provision (£bn)

2.0

2.1

2.2

2.1

2.0

1.7

1.4

1.2

1.4

1.5

Source: National Audit Office analysis of Department for Levelling Up, Housing & Communities data

Impact on local government finance 31

The local government finance system in England: overview and challenges

Commercial property investment strategies have increased some local authorities’ exposure to risk
A rapid expansion in local authority investment in commercial property has
been a key part of this growth in income generation. The period 2016-17 to
2018-19 saw a step-change in scale, with local authorities spending over
14 times more on commercial property than in the preceding three-year
period (Figure 14). This activity is concentrated in a relatively small number
of local authorities. Nonetheless, there were 107 local authorities making
commercial property acquisitions in 2018-19.

Figure 14
Commercial property purchases by English local authorities, 2010-11 to 2018-19
There was a step-change in the scale of commercial property investment from 2016-17
Expenditure on commercial property purchases (nominal) (£bn)
3.0

Borrowing has played an important role in supporting the acquisition of
commercial property, and has likely accounted for a proportion of growth in
the stock of local authority external borrowing in recent years. A small group
of local authorities have seen significant increases in their external borrowing
and debt servicing costs, with some having borrowing that is many times
bigger than their annual core spending power. The risk exposure of individual
local authorities can only be assessed by taking into account their contingency
arrangements and how much their budgets rely on commercial income.
The government has taken action to discourage borrowing to fund purchases
of commercial property. The Department has expressed concern about
disproportionate levels of borrowing and the risks from services becoming
reliant on commercial income. It has taken steps to require greater local
transparency and local accountability about these points. Departmental work
to strengthen the capital system is ongoing and a policy paper on planned
improvements to the capital finance framework was published in July 2021
(available at: www.gov.uk/government/publications/local-authority-capitalfinance-framework-planned-improvements/local-authority-capital-financeframework-planned-improvements). HM Treasury has recently stopped local
authorities from accessing the Public Works Loan Board, the main source
of local authority borrowing, if they make commercial property purchases.
These measures are likely to have a significant impact on the level of new
borrowing and purchasing activity, but local authorities will continue to
need to manage the risks associated with the existing stock of property
and associated borrowing. CIPFA is also strengthening the Prudential
Code, which it expects to publish by the end of 2021.
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A lack of short-term funding certainty hampers local authorities’ ability to plan
Departmental monitoring supported a range of government funding changes
during the four-year funding settlement period (2016-17 to 2019-20), which had
not been anticipated at the start. Existing measures were increased or extended,
and new measures were introduced. Most initiatives had specified end points.
Local authorities highlighted the short-term nature of, for example, the Improved
Better Care Fund, viewing it as temporary funding rather than built into
budget baselines. While they were in response to pressures, these changes to
funding streams outside the core four-year settlement contributed to a funding
landscape characterised by one-off and short-term funding initiatives.
The four-year settlement has been followed by two single-year settlements.
These have been provisionally announced later in the financial year.
While these decisions were driven by the overall government response to
particular circumstances, this does not change the impact on local government
funding certainty. Also in these two years, public health grant allocations were
announced after the settlement rather than before it, giving local authorities
less time to plan.

Figure 15
Estimated dedicated grant funding per person for net zero activities consolidated
to upper tier local authority areas (including funding for combined authorities and
district councils) 2020-21
There was a wide variation in 2020-21 in funding received by different local authority areas
Net zero funding for local authority areas 2020-21
More than £50 per person
£37.50 to £49.99 per person
£25 to £37.49 per person
£12.50 to £24.99 per person
Up to £12.49 per person
Wales – Out of scope

Fragmented funding and use of competitive bidding creates uncertainty in both
established and newer policy areas. In relation to transport funding, the National
Infrastructure Commission has recently commented that: “One of the biggest
problems caused by the current system is that with grants allocated through
multiple decision making processes, and with much capital funding for transport
projects dependent on competitive bidding, local authorities have no certainty
over the amount of funding available to them.” This makes it difficult to develop
effective local infrastructure strategies, plan recruitment and retain skilled staff.
Local authorities will have a critical role to play in meeting government’s net
zero targets but funding for this long-term challenge remains fragmented and
short‑term (Figure 15). National Audit Office analysis shows that while grant
funding for work in this area increased significantly in 2020-21 it remains
fragmented. Twenty-two grant funds were available for net zero work, many
of which were competitive funds with limited delivery timescales, which can
make it difficult for local authorities to plan for the long term.

Note
1
This map was first published in our 2021 report Local government and net zero in England. For full information on the data
and caveats to our analysis please see the original figure on pages 40 and 41 of that report.
Source: National Audit Office analysis of funding information from the Department for Business, Energy & Industrial Strategy,
Department for Transport and Department for Environment, Food & Rural Affairs. Office for National Statistics licensed under
the Open Government Licence v.3.0. Contains OS data © Crown copyright and database 2021
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Local authorities are also planning and delivering services amid medium-term financial uncertainty
Repeated delays to the updates and reforms of local government
finance have led to uncertainty about when these will take place.
Delays also mean the changes may be larger when they do take
place. Over time, the distribution of needs and resources moves
away from the distribution used to set funding formulas. Without
implementation of the fair funding review, the underlying distribution
of business rates and revenue support grant is based on data sets
chosen in 2012-13. Most commonly, elements of the funding formula
use three-year averages from 2009-10 to 2011-12, but in some
instances older data are used, including the 2001 census.

Figure 16
Over/underspend as a share of revenue budget across all services by English local authorities,
2011-12 to 2019-20
Since 2014-15 there have been overspends against service budgets overall
Outturn over/underspend against budget (%)
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Significant financial pressures create their own budget uncertainty.
Local authorities cannot guarantee that their responses to financial
pressures (such as generating new income, holding down budgets in
the face of demographic pressure, or making major service changes
to save money) will be successful. In 2018 we found that initially
at a sector level local authorities were able to deliver underspends
on their service budgets, but since 2014-15 there had been
overspends against service budgets overall (Figure 16).
Reserves represent the most fundamental buffer against uncertainty
for local authorities and it is not surprising when local authority
reserves increase as uncertainty rises. However, adding money
to reserves competes with service spending and could potentially
add to the impact of funding reductions. At the sector level,
despite a dip in the level of reserves at the start of the four‑year
settlement, reserves were £5.6 billion higher in 2019-20 than in
2010-11. This figure adjusts for COVID-19-related funds in reserves
at March 2020. Local authorities hold reserves for a number of
reasons but often increase reserves as a response to uncertainty
and risk, given that they must balance their budgets each year.
The Department is considering its approach to data collection
on reserves following a Committee of Public Accounts hearing
in March 2021.
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Financial uncertainty does not support value-for-money decision-making
The importance of certainty for financial planning is clear. We have previously
said that to deliver value for money, central government needs a planning and
spending framework which includes long-term clarity on funding. Long‑term
commitments provide stability and a longer horizon within which departments
and local government can set goals for improvement. Otherwise there
is less time available to review options and make well‑evidenced and
considered decisions. The Department recognises these points, which is
why it previously sought to provide earlier financial settlements for local
government and a multi‑year settlement.
During our study Local government finance in the pandemic, local authorities
we spoke to told us that uncertainty does not support value-for-money
decision‑making. Examples of the impact of uncertainty provided by chief
finance officers included:

•

elected members holding off making difficult decisions in the hope that
the settlement would be more positive than expected;

•

a lack of time to review savings options to make good rather than
quick decisions;

•

a tendency to be overly cautious and cut services rather than to plan
for efficiencies over the medium term; and

•

the tendency to build up reserves in-year in the expectation that they
will be needed to balance the next budget.

These examples were collected during the pandemic, which was an
unprecedented economic emergency when uncertainty was particularly high,
but we believe they are applicable to uncertainty more widely.
The National Infrastructure Commission’s report on Infrastructure, Towns
and Regeneration said that the current approach to funding “leads to funding
uncertainty, short term outcomes over long term priorities, and ultimately
burns rather than builds local capacity”.
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Local authorities now rely more on sources of income that are dependent on local economic conditions
Locally retained business rates have been a prominent and
growing part of local authorities’ income since 2013‑14.
However, funding local services through the local retention
of business rates required fundamental design issues
to be addressed, which resulted in a complex system.
This provided a starting point but over time an area’s
capacity to generate business rates growth does not
necessarily match change in demand for services.
Locally retained business rates are a source of volatility
in local authorities’ income. Local authorities benefit
from rises but are exposed to falls also. Business rates
income can fall due to valuation appeals. By 2015-16,
local authorities had set aside £2.8 billion against the
possibility of successful appeals. The system contains
safety net arrangements set in 2013-14 that have risen
with inflation since then. Without a reset, above-inflation
growth in business rates income takes local authorities
further above their safety net. Therefore, high growth
local authorities are exposed to greater falls in their
business rates income before being protected.

As anticipated within local government finance
settlements, local authorities have generally made use
of higher council tax referendum limits. Accordingly,
council tax has become more prominent as a share of
local government funding. However, local authorities
vary in their ability to raise money through council tax
increases. And the ability of local people to pay council tax
fluctuates with local economic circumstances. Council tax
support localisation means that government funding no
longer changes in response to mitigate the impact of this
fluctuation. (The adult social care precept after 2016-17
has also contributed to the rise in council tax, although the
government has provided additional grant to equalise the
overall funding raised from these sources.)
At the sector level, local authorities have decided to
increase income from sales, fees and charges, trading
and investments. This income is also influenced by
local economic conditions.

The Community Infrastructure Levy is a charge on new
developments in a local authority’s area. The levy rate per
square metre in a local authority must take account of the
potential effect on the viability of developments, and so is
clearly related to the strength of local property markets,
as is the level of development taken forward in the area.
We have previously found that the regional distribution
of New Homes Bonus broadly reflects local economic
circumstances and the strength of local housing markets,
that in turn affect the level of housing development.
These changes have left authorities’ finances more reliant
on their local economies and residents. By 2019‑20
like-for-like revenue funding for local authorities was
£65,243 million, of which we estimate £54,764 million
was dependent to some extent on local economic
conditions (see Figure 17 overleaf). This component has
grown by 68% in real terms compared with 2010-11.
(If locally retained business rates are excluded, then locally
dependent funding had grown by 25% by 2019-20.)
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Figure 17
Change in selected sources of revenue funding for English local authorities, 2010-11 to 2019-20
Income linked to local economies, such as council tax and business rates, has become more prominent as a share of funding since 2010-11
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The governance mechanisms that support decision-making about financial
sustainability are under strain
The challenges local authorities are facing have tested
their governance arrangements, while resources to support
this work have fallen. Governance arrangements need to
be robust in the context of reducing funding and growing
demand, as this increases the risk that local authorities will
not be able to deliver their objectives. However, resources
to support governance fell by 37% in real terms between
2010-11 and 2019-20. New delivery arrangements adopted
to secure savings or generate commercial income have
added greater complexity to governance arrangements,
and have contributed to risk profiles in many local
authorities increasing between 2016-17 and 2017-18
(Figure 18 overleaf).
Our 2018 survey of external auditors raised concerns
about the effectiveness of a range of internal checks and
balances including risk management, internal audit and
whistleblowing procedures. Local authorities with higher
levels of governance issues also tended to have higher
risk profiles. There is therefore a substantial body of local
authorities where governance arrangements are showing
signs of stress in the context of the financial pressures
acting on the sector.

3

There are long-standing problems with local government
audit. Local authorities need accurate and reliable financial
information to plan and manage their services and finances
effectively. The audit process provides a key element of
assurance for financial planning and budgeting. In addition,
the Department continues to rely on information from
external auditors’ work on local authorities’ accounts and
on local authority arrangements to secure value for money.
Our work has identified several long-standing problems
with local audit, including insufficient staff with relevant
qualifications and experience, and increased regulatory
expectations on audit work following high-profile corporate
failures. Fifty-seven per cent of local government body3
audits met the required deadline for reporting in 2018‑19,
down from 97% in 2014-15.
The COVID-19 pandemic exacerbated many of these
problems. Despite the Department easing the deadline
for the completion of 2019-20 local government body
audits due to the effect of the pandemic, 55% of audit
opinions were not issued by the extended deadline of
30 November 2020. In 2021, we concluded that the system
of local audit in England had worsened. The increase in late
audit opinions, concerns about audit quality and doubts over
audit firms’ willingness to continue to audit local authorities
all highlight a situation that needs urgent attention. And as
reported by Public Sector Audit Appointments at the target
date of 30 September 2021 only 9% of local government
bodies’ 2020-21 audits had been completed.

The figures compiled by Public Sector Audit Appointments Ltd (PSAA) for timeliness of local auditor reporting cover all types of local authorities,
local police, and local fire bodies in England. These are the bodies subject to audit under the Code of Audit Practice.

Since 2010 the government has made a range of changes
to the arrangements for local external audit, reducing
the cost to local authorities. These reductions have been
greater than anticipated. In 2014 the Department estimated
that local audit fees for 2018-19 would be £54 million.
In reality, scale fees for 2018-19 were £28 million alongside
variations (additional fees) amounting to at least 8.5% of
the total scale fees.
The government commissioned an independent review
of external audit arrangements in local government,
and is now implementing its response to the review’s
recommendations. The review set out a concern that the
current fee structure did not enable auditors to fulfil the
role in an entirely satisfactory way. The government’s
response includes providing £15 million to support local
bodies with the costs of audit in 2021-22. The government
recently consulted on proposals to establish a new body,
the Audit Reporting and Governance Authority, as the
statutory leader for local audit.
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Figure 18
Factors contributing to high and medium risk profiles in local authorities in 2017-18
External auditors have identified a range of factors contributing to higher risk profiles, with financial pressures identified as
the most significant risk factor currently facing local authorities
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The financial resilience of the local government sector was being tested,
even before the COVID-19 pandemic
High levels of inflexible spend increasingly limit the
financial resilience of local authorities. Spending areas
where savings can be made relatively quickly or easily
provide another way to respond to financial shocks.
Social care spending has increased further as a share
of spending power in local authorities with social
care responsibilities (single tier and county councils),
meaning their flexibility to spend on areas that are more
discretionary has fallen significantly. In contrast, district
councils generally have much lower levels of inflexible
spend. However, there has been a concentrated change
in a proportion of district councils where debt costs
(generally linked to commercial property purchases)
have risen sharply (Figure 20 on page 41).
At any one time there is a small number of local authorities
with relatively low reserves. Local authority reserves can
give them the headroom needed to respond to financial
shocks. While reserve levels are a local choice and need
to suit individual circumstances, low reserves can make
local authorities vulnerable to shocks or mismanagement.
Between 2012-13 and 2019-20, there has been £1.5 billion
growth in reserves (unallocated and COVID-19 adjusted
earmarked) among local authorities with social care
responsibilities. However, the proportion of these
authorities with reserves of less than 15% of spending
power has stayed relatively stable (Figure 19 overleaf).

There have been financial failures in a number of local
authorities. Three local authorities with social care
responsibilities have issued Section 114 notices (a public
declaration that a local authority’s budget cannot be
balanced, which also results in a suspension of additional
spending) since 2018, indicating risks of spending more
in a financial year than the resources a local authority
has available. Prior to this, the last Section 114 notice
had been issued in 2000. In each case it is clear from the
Section 114 notice or a subsequent independent review
that the issues at the local authority wholly or primarily
predated the COVID-19 pandemic.
The COVID-19 pandemic created acute and unmanageable
financial pressures for some local authorities and
the longer-term impacts are not yet clear. Nine local
authorities have either received exceptional financial
support for 2020-21 or had support agreed in principle
for 2021-22 in relation to issues caused or exposed by
the COVID-19 pandemic. There is evidence the pandemic
will have a medium- to long-term scarring impact on the
sector’s finances. Many local authorities do not know
when their finances will recover, while more than half of
local authorities indicated to us in late 2020 that their
finances would not recover until at least 2023-24.
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Figure 19
Change in earmarked (COVID adjusted) and unallocated reserves as a proportion of spending power across English single tier and county councils,
2010-11 to 2019-20
While reserve levels have tended to rise since 2010-11, at any one time there remain a small number of single tier and county councils with relatively low reserves
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Figure 20
Debt costs in English district councils as a percentage of net revenue expenditure, 2010-11 to 2019-20
Overall district debt costs as a proportion of spending power rose by nine percentage points between 2010-11 and 2019-20. However, the increase for the
most indebted 20 districts was much steeper (51.4 percentage points)
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Appendix One
Sources and methods
Analysis in this briefing primarily draws on the data
underlying our Financial sustainability of local authorities
visualisation: update, available at: www.nao.org.uk/other/
financial-sustainability-of-local-authorities-visualisationupdate/. Links to the raw data for the data visualisation are
available on the data visualisation page.
Extensive methodology notes can be also found on the
data visualisation page, setting out how it treats the
underlying Departmental data. These notes explain the
approach to dealing with changes in prices over time,
exclusions or adjustments to increase comparability over
time, and the treatment of local government reorganisation,
for example. (Exceptionally, our Figure 19 takes a different
approach to local government reorganisation and presents
authorities in existence in each year. There is one instance
of missing data in this Figure: Isles of Scilly in 2016-17.)

While we generally follow the data visualisation’s
approaches, at times we categorise the raw data in different
ways to the data visualisation. For example we classify
council tax benefit funding (for the years where it existed)
as income from government rather than as part of council
tax income. This is to increase comparability over time,
given the change to local council tax support. Similarly the
categorisation of income sources dependent to some extent
on local economic conditions, explained on pages 35 and
36, does not exist within the data visualisation.
The data visualisation draws primarily from the
Department’s revenue and capital data collections.
Guidance on these collections, indicating what is included in
the Department’s categories, is available here: www.gov.uk/
government/publications/general-fund-revenue-accountoutturn (revenue) and here: www.gov.uk/government/
publications/capital-outturn-return/cor-capital-outturnreturn-guidance-notes-version-1 (capital).

Information on COVID-19 pressures on pages 20 and 21
use data from round 12 of the Department’s collection of
COVID-19 financial impact monitoring information (available
at: www.gov.uk/government/publications/local-authoritycovid-19-financial-impact-monitoring-information), using
an approach set out in Local government finance in the
pandemic. Pages 20 and 21 also draw on unpublished
Departmental data on funding provided to local authorities.
Some Figures (10, 14, 15 and 18) have been published in
previous National Audit Office (NAO) reports and more
detailed descriptions of the methodology and sources are
available in those. The same is true for individual numbers
from past reports.
Details for these reports are on the further reading page,
which also lists previous NAO reports we have drawn on for
qualitative information and conclusions.
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