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Foreword

Although the vote to leave the EU took place in 2016, the political implications have 
continued into 2019 since an earlier than anticipated general election ushered in a period 
of uncertainty. For local government, the calling of the election had the important initial 
consequence that a number of important initiatives, including notably the 100% business 
rate retention scheme, were deferred. 

Against this backdrop of uncertainty, a continuing theme has been local government’s 
need to address financial austerity arising from reduced Revenue Support Grant (RSG) and 
limitations of council tax increases combined with a rising demand on services. Individual 
local authorities have sought to balance budgets in innovative ways and the increase in 
commercial activity and business transformation continues. But for the sector as a whole 
there remains an uncertainty about whether funding for all authorities is sustainable into the 
future. The financial failure of Northamptonshire County Council highlighted the scale of the 
challenge. 

Social care is one aspect of the local government finance agenda that regularly commands 
media attention. School finance is another aspect of local government finance that 
periodically broke through into national media coverage but again it remains impossible to 
anticipate the direction of national policy. The implications of the Grenfell Tower tragedy of 
2017 for local government housing finance remain to be seen.

Whatever the circumstances and by whichever means local authorities finance their 
activities, one enduring feature of local government finance is its complexity. This is 
increasing because services are being delivered in new and innovative ways, often motivated 
by the benefits of working with partners from within or outside the sector. Added to this is 
increased devolution which, while generally welcomed by local government, adds to the 
complexity by introducing a patchwork of local variation. 

This guide, covering England only, seeks to provide the reader with a comprehensive overview 
of the local government finance system as a whole, explaining some of the challenges and 
introducing the reader to its essentials. While the reader is encouraged to read the whole 
guide to appreciate the relationship between the different aspects of local government 
finance, each module of this guide is designed to be relatively freestanding and so can be 
read in isolation. 



Page v

Contents

MODULE 1: AN INTRODUCTION TO LOCAL GOVERNMENT, REVENUE INCOME AND EXPENDITURE ............... 1
LOCAL GOVERNMENT STRUCTURE .......................................................................................................................2
LOCAL COUNCIL SERVICES ...................................................................................................................................2
CENTRAL GOVERNMENT FUNDING OF LOCAL GOVERNMENT .........................................................................5
REVENUE EXPENDITURE .......................................................................................................................................8
COUNCIL TAX .........................................................................................................................................................11
BUSINESS RATES ..................................................................................................................................................17
THE LOCAL GOVERNMENT FINANCE SETTLEMENT – ENGLAND....................................................................24
LOCAL GOVERNMENT FUNDING IN THE FUTURE  ...........................................................................................26
FURTHER GUIDANCE ............................................................................................................................................27

MODULE 2: CAPITAL FINANCE ................................................................................................................................29
INTRODUCTION .....................................................................................................................................................30
CHALLENGES FOR CAPITAL .................................................................................................................................30
WHAT IS CAPITAL EXPENDITURE?  ...................................................................................................................30
SPENDING LEVELS ................................................................................................................................................32
FUTURE SPENDING PLANS ..................................................................................................................................34
THE PRUDENTIAL FRAMEWORK .........................................................................................................................34
RICS ASSET MANAGEMENT PRACTICE GUIDELINES ......................................................................................37
ONE PUBLIC ESTATE .............................................................................................................................................37
HIGHWAYS NETWORK ASSET (FORMERLY HIGHWAYS INFRASTRUCTURE ASSETS) ..................................38
FINANCING CAPITAL EXPENDITURE  ................................................................................................................38
FURTHER GUIDANCE  ...........................................................................................................................................43

MODULE 3: BUDGETING AND FINANCIAL REPORTING .......................................................................................45
INTRODUCTION .....................................................................................................................................................46
SETTING AND MANAGING BUDGETS .................................................................................................................46
LOCAL AUTHORITY ACCOUNTING AND REPORTING .......................................................................................68
FURTHER GUIDANCE ............................................................................................................................................80

MODULE 4: TREASURY MANAGEMENT ..................................................................................................................81
INTRODUCTION .....................................................................................................................................................82
TREASURY MANAGEMENT CHALLENGES ..........................................................................................................82
PROVISIONS OF THE LOCAL GOVERNMENT ACT 2003 ...................................................................................82
STANDARDS OF PROFESSIONAL PRACTICE .....................................................................................................83
CIPFA TREASURY MANAGEMENT CODE ............................................................................................................84
INVESTMENT STRATEGY ......................................................................................................................................85
TREASURY MANAGEMENT STRATEGY  ..............................................................................................................86
TREASURY MANAGEMENT INDICATORS ...........................................................................................................87
TREASURY MANAGEMENT INDICATORS WITHIN THE PRUDENTIAL CODE ................................................87
TREASURY MANAGEMENT PRACTICES .............................................................................................................88
DAY-TO-DAY TREASURY MANAGEMENT  ..........................................................................................................90
CASH FLOW FORECASTS ......................................................................................................................................90
ROLE OF THE AUDITOR  .......................................................................................................................................91



THE GUIDE TO LOCAL GOVERNMENT FINANCE \ 2019 EDITION

Page vi

RISK MANAGEMENT .............................................................................................................................................91
FURTHER GUIDANCE ............................................................................................................................................94

MODULE 5: AUDITING ..............................................................................................................................................95
INTRODUCTION .....................................................................................................................................................96
THE ROLE OF AUDIT .............................................................................................................................................96
INTERNAL AUDIT ..................................................................................................................................................96
STEWARDSHIP AND EXTERNAL REPORTING  ............................................................................................... 103
EXTERNAL SCRUTINY ........................................................................................................................................ 107
DATA PROTECTION ............................................................................................................................................ 113
FURTHER GUIDANCE  ........................................................................................................................................ 117

MODULE 6: GOVERNANCE ......................................................................................................................................119
INTRODUCTION .................................................................................................................................................. 120
DEFINING CORPORATE GOVERNANCE  .......................................................................................................... 120
GOVERNANCE STRUCTURES OF LOCAL AUTHORITIES  ............................................................................... 123
GOOD GOVERNANCE IN LOCAL GOVERNMENT  ............................................................................................ 133
ROLE OF THE CHIEF FINANCIAL OFFICER  .................................................................................................... 134
FURTHER GUIDANCE ......................................................................................................................................... 144

MODULE 7: EDUCATION .........................................................................................................................................145
INTRODUCTION .................................................................................................................................................. 146
EDUCATION IN ENGLAND ................................................................................................................................. 146
EDUCATION SPENDING ..................................................................................................................................... 148
LEGAL FRAMEWORK – KEY MILESTONES  ..................................................................................................... 148
EDUCATION REVENUE EXPENDITURE AND REVENUE FUNDING ............................................................... 152
CAPITAL EXPENDITURE AND CAPITAL FUNDING  ....................................................................................... 159
ACADEMIES AND FREE SCHOOLS.................................................................................................................... 162
OTHER EDUCATION ISSUES.............................................................................................................................. 162
FURTHER GUIDANCE ......................................................................................................................................... 165

MODULE 8: HOUSING .............................................................................................................................................167
INTRODUCTION .................................................................................................................................................. 168
CHALLENGES FOR SOCIAL HOUSING .............................................................................................................. 169
LOCAL AUTHORITY HOUSING FINANCE  ........................................................................................................ 172
THE HOUSING FINANCE SYSTEM BEFORE 2012 ........................................................................................... 175
THE HOUSING FINANCE SYSTEM SINCE 2012: SELF-FINANCING  ............................................................ 175
HOUSING ASSOCIATION FINANCE .................................................................................................................. 184
FURTHER GUIDANCE ......................................................................................................................................... 186

MODULE 9: POLICE .................................................................................................................................................187
INTRODUCTION .................................................................................................................................................. 188
EXPENDITURE AND BUDGETS ......................................................................................................................... 188
LEGISLATIVE FRAMEWORK AND THE POLICING PROTOCOL ...................................................................... 189
FINANCIAL MANAGEMENT .............................................................................................................................. 192
ACCOUNTING, FINANCIAL REPORTING AND AUDIT .................................................................................... 200
STAGE 2 TRANSFERS ......................................................................................................................................... 201
FURTHER GUIDANCE ......................................................................................................................................... 202



CONTENTS

Page vii

MODULE 10: SOCIAL CARE ....................................................................................................................................203
INTRODUCTION .................................................................................................................................................. 204
OVERALL FUNDING AND LEVELS OF SPEND FOR SOCIAL CARE ................................................................ 204
INTEGRATION AND DEVOLUTION ................................................................................................................... 206
ADULT SOCIAL CARE TRENDS AND PRESSURES .......................................................................................... 208
BUDGET SETTLEMENTS FROM 2017/18 ONWARDS  .................................................................................... 210
BETTER CARE FUND .......................................................................................................................................... 211
ADULT SOCIAL CARE EFFICIENCY AND SAVINGS PROGRAMMES ............................................................. 212
ADULT SOCIAL CARE STATUTORY AND POLICY FRAMEWORKS  ................................................................ 215
CHILDREN’S SOCIAL CARE TRENDS AND PRESSURES ................................................................................ 220
CHILDREN’S SOCIAL CARE EFFICIENCY AND SAVINGS PROGRAMMES ................................................... 221
CHILDREN’S SOCIAL CARE STATUTORY AND POLICY FRAMEWORKS  ...................................................... 221
FURTHER READING ........................................................................................................................................... 228


