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Item 1

Financial Issues 

Purpose of report

For discussion. 

Summary 

This report discusses two important issues that are of concern to authorities at the moment.  

The first, the financial settlement, has been the subject of previous reports to the Executive 
but requires further clarification in the light of various figures that are quoted.  

The second, financial sustainability of local authorities, is of increasing concern given the 
trend of cuts in Government funding over and above those experienced by other parts of the 
public sector and the expectation that austerity may continue until the end of the decade or 
beyond. 

Recommendation

That the Executive note the report for information. 

Action

Take forward as directed to Members.   
 

Contact officers:  Alan Finch  

Position: Interim head of Local Government Finance

Phone no: 0207 664 3085

E-mail: alan.finch@local.gov.uk 

mailto:alan.finch@local.gov.uk
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Financial settlement 2014/15

1. The Government has announced that the date of the Autumn Statement will be 4 
December.  The settlement announcement, which Department for Communities and 
Local Government (DCLG) intends to be a two year settlement for 2014/15 and 
provisional figures for 2015/16, will follow some days later.  

2. Provisional settlement figures for 2015/16 were announced in a Government consultation 
paper on 25 July. 

3. Government figures did not change between the Spending Round announcement on 26 
June and the settlement consultation at the end of the following month, and at the time of 
writing, Government planning figures remain consistent with what was published in June. 

4. However, the Settlement Consultation and subsequent clarifications with officials have 
changed the sector’s understanding of what the Spending Round figures mean.  This 
was discussed in detail in the Executive report of 12 September. 

5. There are three representations of the 2015/16 settlement commonly quoted; 

5.1. Published at the time of the Spending Round and normally quoted by Ministers and 
officials, a 2.3% reduction in ‘Local Government Funding’.

5.2. The Local Government Departmental Expenditure Limit figure from the Spending 
Round, indicating a 10% real terms reduction in DCLG support to local authorities. 

5.3. The figure for ‘Settlement Funding Assessment’ (broadly analogous to the Formula 
Grant which was abolished after 2012/13) published in the consultation, which is a 
13.1% cash reduction or broadly 15% in real terms. 

6. The way in which these figures relate to each other continues to cause concern and a 
certain amount of confusion.   

2014/15
£bn

2015/16
£bn

Cut 
£bn

Cash 
reduction 

Real terms 
reduction %

Consultation figures (Settlement 
Funding Assessment)

23.6 20.5 3.1 13.1% 14.9%

Social care new burdens (*) - 0.3 0.3
Collaboration, efficiency and 
transformation funds

- 0.1 0.1

Independent Living Fund (*) - 0.2 0.2
Troubled families etc (*) - 0.2 0.2
Additional holdbacks- New Homes 
Bonus, capitalisation and safety net  

0.9 1.1 0.2

Other amounts included in LG DEL 1.1 1.1 -  
Local Government DEL - figures 
as per the Spending Round 

25.6 23.5 2.1 8.2% 10.0%

(*) Funding allocated to Social Care authorities only. 
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7. The Government correctly makes the point that the whole of the £1 billion that explains 
the difference between 10% and 15% cut will come back to local authorities. However, 
little or none is likely to go to local authorities in general.  

8. It is evident that much of the difference will go to social care authorities. Transformation 
funding will go to those authorities that bid successfully.  New Homes Bonus (NHB) 
funding will go to authorities which experience growth in new and renovated homes and 
safety net money will go to authorities whose business rates falls below the 92.5% of 
baseline threshold.  

Local Government Spending 

9. However, Ministers and officials continue to use the figure of 2.3% based on an overall 
real terms reduction in ‘Local Government Spending’, which is not a term that has been 
used in previous announcements and for which there is no established definition.  

10. Detail of how this figure breaks down has not been available, but a recent letter from the 
Permanent Secretary confirms that ‘the overall reduction in local government spending, 
including the Local Government DEL settlement, the pooled social care fund, indicative 
grants from other departments and council tax receipts, is 2.3 percent’.  

2014/15
£bn

2015/16
£bn

£bn £bn

Local Government Resource DEL
(from Spending Round document)

25.6 23.5 -2.1

Local Government Spending
(from Spending Round document)

54.8 54.5 -0.3

Implied increase in non DEL items 1.8
Increase  in NHS Social Care Pooling 2.0
Increase in Council Tax yield (assuming 
1.5% growth in taxbase)

0.4

2.4
Implied reduction in other items 
(including grants from other 
departments)

-0.6

1.8

11. As the table shows, this implies that most of the difference between the 10% real terms 
reduction in Local Government DEL and the reported ‘Local Government Funding’ figure 
is accounted for by the increase in the NHS pooled fund.  It should be noted that this 
funding forms part of the Government’s commitment to protect NHS spending and is 
therefore scored against Department of Health DEL for Spending Round purposes. 

12. The use of the 2.3% figure therefore requires the clarification that:

12.1. only social care authorities are likely to avoid the full impact of the 10% real terms 
grant cut; and  
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12.2. the additional funding to social care authorities that allows them to avoid this cut is 
only applicable to social care services commissioned jointly with the NHS and 
doesn’t protect other local services. 

13. This analysis is behind the LGA’s assertion that most authorities and most services 
within all authorities will need to experience spending cuts much higher than those 
implied by the Government’s 2.3% figure in order to balance the books.   A rough 
estimate is that, allowing for increases in Council Tax, the average cut in local 
government spending across most of local government will be between 6-8% in cash 
terms (8-10% real). This will vary depending upon the extent to which authorities are 
dependent upon grant (reducing by between 10%-15% in real terms) or raise income 
from Council Tax (frozen or rising by less than inflation).

14. This underlines the importance to local government of Council Tax. Despite many years 
of Government control, Council Tax remains the main way in which authorities could 
mitigate cuts in government grant funding. This is particularly true for authorities where 
local business rates growth is not likely to arise.  Local flexibility over Council Tax, and 
the ability to have a sensible, balanced conversation with local residents about local 
priorities and the trade-offs between local taxation and spending is essential. 

15. As the chart below shows, the more relatively deprived authorities are more dependent 
on grant and have less capacity to raise Council Tax to meet a reduction in grant.  
However, less deprived authorities start from a lower per capita spending level. 
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16. In summary, after taking account of social care funding, including that allocated from the 
NHS settlement, and an assumption for Council Tax, current figures from the 
Government continue to imply a 2.3% cut in local government spending overall in 
2015/16, but this masks a great deal of variation between authorities and individual 
services. 
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Financial sustainability 

17. Financial sustainability is arguably the greatest challenge facing local authorities in the 
period ahead.  The 43% real terms reductions in funding across the sector by the end of 
2015/16 is the largest cut targeted to any major area of government and the savings that 
have been delivered so far only take us about half way to that target. There are forecasts 
of more cuts to come after 2015/16.

18. All local authorities are dependent upon Government grants to a greater or lesser degree 
but a combination of circumstances, some based on current circumstances and some on 
past decisions, influence the extent of each authority’s vulnerability to cuts. Whilst 
pointing out the dangers to services caused by funding cuts, the LGA is committed to 
working with authorities individually and collectively to ensure where possible that they 
can continue to deliver services to an acceptable standard. 

19. There are many factors bearing upon the financial sustainability of local authorities, 
some of which are measurable (such as budget pressures, funding gap and balance 
sheet strength) and some of which are not (strategic and financial planning, risk 
management, financial monitoring and reporting and leadership). 

20. The Future Funding Outlook model which we have developed over the last two years to 
calculate the funding gap each authority and for the sector as a whole is only part of the 
story. 

21. Over the Summer we have been working to identify other metrics which can be used to 
add to our knowledge of the financial position of authorities collectively and individually.

22. This has identified eight metric measures which we believe have something to say about 
the present and future financial position of authorities.  These are listed at the Appendix 
A.

23. The measures have been used to create a series of charts which will be shared with 
authorities individually to assist them in assessing their financial position and considering 
next steps. 

24. The key chart will be a ‘spider’s web diagram’ which charts all eight indicators against 
their ranking with all other authorities.  What could be described as the ‘best’ and ‘worst’ 
position – the authorities ranked highest and lowest - are set out below.  
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25. It needs to be stressed that the charts do not identify which authorities are more likely to 
arrive at a position of financial sustainability more quickly than others, but they are 
intended to inform local authorities’ response to financial austerity by identifying some of 
the opportunities and treats facing individual authorities. 

26. Each authority’s own chart (will be/has been) circulated to the Chief Executive and Chief 
Finance Officer to inform planning. 
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APPENDIX A:  EXPLANATION OF THE METRICS 

The charts identify eight numerical indicators which appear to say something about an 
authority’s financial position.  Four of these are intended to indicate information on an 
authority’s present financial position and four reflect on its potential future.  
There are clearly many indicators that could have been used. The ones chosen for the 
model are designed to be relatively easily available and to be broadly complimentary to each 
other. 

The ‘present’ indicators identify the relative state of the authority’s finances as they stand 
at the moment.  This is based on published data from the 2011/12 accounts and use of 
reserves in the last published budget.  Authorities with strong indicators relating to their 
present position will have more capacity to respond to the costs of delivering cuts than those 
who do not. 

The ‘future’ indicators are based on the LGA’s Future Funding Outlook model and also 
capture information on recent trends in taxbase growth and levels of grant dependency.  
Authorities with a weak future score are those that will face a tough passage in the medium 
term. 

All the indicators are mapped onto a ‘spider’ diagram which produces a high-impact visual 
representation of the indicators, with the Future indicators on the left of the diagram and 
Present indicators on the right.  

In addition there are slide-rule charts for each indicator showing how the authority compares 
across quartiles and a table which summarises the authority’s data. 

The factors used are as follows; 

Future Indicators
F1 Future Funding 
Outlook

Proportion of forecast spend 
which is covered by forecast 
income in 2019/20 according 
to the LGA Future Funding 
Outlook model released in 
July 2013. 

The purpose of this indicator is to 
measure the medium-term 
prospects for authorities relative to 
each other based on a forecast of 
spending against a forecast of 
funding.  

A full description of the Future 
Funding Outlook and the 
assumptions included within it is 
available on the LGA website. It is 
believed to be the most 
sophisticated and detailed 
modelling available of the likely 
impact of government cuts at both 
national and local authority level.  
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F2 Welfare reform Proportion of working age 
households claiming benefit 

Welfare reform is not fully reflected 
in the FFO. This indicator assumes 
that authorities where benefit 
claimants live will see more 
pressure than those where they 
currently do not. It is arguable that 
the impact of welfare reform will be 
to encourage claimants to move 
from current high density areas to 
low density areas. There is no easy 
way of modelling this. 

The indicator used here is from 
CESI analysis of the impact of 
welfare benefits reform conducted 
for the LGA and represents the 
proportion of working households 
in an area which are in receipt of 
benefit. 

F3  Tax buoyancy – 
Business Rates 

Percentage increase in 
business rates taxbase from 
2002 to 2012

This measure how much the area’s 
business rates taxbase has grown 
in the last ten years. This is a 
measure of relative economic 
growth in the recent past and the 
assumption is that this is a 
momentum indicator – recent 
growth is more likely to continue 
where it is already taking place.    
In contrast, an area where there 
has been little economic growth is 
less likely to see a sudden growth 
spurt.  Since this is a relative 
measure it does not matter if 
growth in general has slowed down 
as long as it is taking place in more 
or less the same places.  
Authorities with high business 
growth will receive a financial boost 
from locally retained business rates 
income. 

There is a risk that this indicator 
may be affected by large single 
developments such as new 
shopping centres or power 
stations, especially in smaller 
authorities. 
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F4 Tax buoyancy- 
Council Tax 

Percentage increase in 
Council Tax base from 2009 
to 2012 

The principle behind this measure 
is similar to the business rates 
buoyancy measure and the logic is 
the same. Authorities with Council 
Tax growth will receive a boost 
from increase in the Council tax 
base and also from New Homes 
Bonus. Unfortunately full data does 
not seem to be available over a 
longer period. 

Present 
P1 Working capital Working capital (current 

assets less current liabilities) 
as a % of Net Revenue 
Expenditure (NRE)  

This measures the extent to which 
an authority could cover existing 
expenditure from working capital if 
necessary. Authorities with strongly 
positive indicators would have little 
difficulty liquidating sufficient 
assets to continue to operate in the 
event of a cash flow crisis; 
authorities with negative indicators 
may have to borrow to carry on, 
incurring additional costs.   

P2  Net worth or ‘Equity’ Net assets (total assets less 
total liabilities) as a % of NRE 

This is a measure of the 
relationship between net assets 
(equivalent to total reserves) and 
expenditure. 

An organisation with a negative net 
worth is technically insolvent, as it 
could not sell its assets in order to 
pay off its liabilities. This is less 
meaningful for public bodies, which 
would normally have the luxury of 
planning to pay for liabilities over a 
long period of time free of 
challenge from creditors. On the 
other hand, public bodies are also 
usually not in a position to sell their 
operational assets.  

However the Net Worth indicator 
does differentiate those authorities 
which over time have a high level 
of liabilities to fund and limited 
assets from which to do so and 
these authorities are likely to incur 
additional financing costs in the 
years ahead.  
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P3 Level of unringfenced 
reserves

Unringfenced reserves as a 
% of Net Revenue 
Expenditure (NRE)

This measures the period over 
which an authority could continue 
to operate without grant or tax 
income by utilising reserves. 
Reserves, of course, are set aside 
against risks and there is no way of 
measuring relative risk.  There is a 
danger that unringfenced reserves 
includes reserves set aside against 
risks that have a high likelihood of 
crystalising.   

P4 Use of reserves Net use of reserves 2010/11 
to  2013/14 

This is an indicator of whether 
unringfenced reserves have been 
used or supplemented over the last 
four years – roughly an electoral 
cycle.  This is after taking account 
of capital expenditure charged to 
revenue, which is a one-off 
expenditure which should be 
matched to one-off use of funding.   


