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What I have been asked to cover today 

• The delivery landscape

• Commercial activity in local government 

• Emerging themes from a new government 

• Good governance in managing risk
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A challenging delivery landscape 
• Recent funding increases for local 

government have not kept pace with 

rising costs and service demand

• Funding gaps – LGA estimate £6.2bn 

over next two years

• Public spending constraints

• Limited local revenue raising options 

and not without risk

• Significant variation in terms of need 

and spend, plus outdated funding 

allocation methods

• Govt aiming to move from single year 

to multi-year settlements to provide 

stability and incentivise longer-term 

investment

• Backlogs in local audit regime 

hampering scrutiny and accountability 

to support good decision making

Spending power has not kept pace with inflation and demand 

pressures ~ increasing reliance on local revenue raising powers
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What is commercialisation?

Being commercial is not just about 

commercial investment or chasing the 

shiny and new 

It is an organisational mindset and 

philosophy

Acting 
commercially

Selling 
services

Rethinking 
fees and 
charges

Strategic 
asset 

management

Property 
investment

Digital 
investment

Miscellaneous 
(e.g. 

sponsorship, 
events)
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Funding reductions led to increasing commercial activity

Commercial property purchases by English local authorities, 2010/11 to 2018/19

➢ LAs spent £6.6bn in three years 

2016/17 to 2018/19 - 14.4 times 

more than the previous three 

years

➢ The bulk of activity by a relatively 

small group of LAs

➢ District councils spent more 

than other types of authority

➢ Regionally, authorities in the 

south east accounted for over 

half of all acquisitions

NAO past reports on capital, property and financial sustainability highlighted 

emerging risks of some authorities’ commercial approaches
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Commercial activity came at a high cost for a few

Debt costs in English district councils as a percentage of spending power, 2010/11 to 2019/20

• We see a dramatic 

change among a 

small group, who 

are now very highly 

leveraged in 

relation to the size 

of their core 

activities

• These levels of 

activity increase 

risks for the 

authorities in 

question, and raise 

questions for the 

whole sector

2010-11 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20

All districts debt cost as % of spending power 4.4% 4.4% 4.7% 5.0% 5.6% 5.7% 6.3% 7.8% 10.9% 13.4%

Top 20 districts in each year as % of spending power 17.3% 15.8% 17.9% 19.2% 21.0% 22.8% 27.1% 36.9% 57.0% 68.7%

Single tier and county council social care spend as % of
spending power

52.3% 54.9% 57.1% 59.5% 62.7% 68.3% 72.8% 74.9% 77.3% 79.7%
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Some recent high profile and cautionary tales…

• Between 2016 and 2022 Thurrock borrowed large amounts (c.£1.5bn - £0.9bn from other 

LAs) to fund investments but failed to understand and control the risks of this strategy - 

£452m deficit in 2022/23 and £184m in 2023/24

• Woking Borough Council’s investment and borrowing decisions were disproportionate to 

its ability to manage complex commercial activity. Its current debt is around £2bn vs core 

resources of £15m

When commercialisation goes wrong

“authorities need to ensure that they have robust risk 

management arrangements in place when making 

commercial investments to generate new income, 

and that oversight and accountability are clear when 

entering into shared service or outsourced 

arrangements in order to deliver savings”

NAO report on Local authority governance (2019)

“the accumulated debt associated with these 

investments remains a risk as commercial 

property prices typically experience large falls 

during economic downturns, and recent 

interest rate rises have added further 

pressure to debt-servicing cost”

OBR, fiscal risks and sustainability report, 

July 2023
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Ensuring sufficiency of transparency and oversight 

when managing public funds

• Teesworks redevelopment - supported by combination of 

central government grants, borrowing, and a joint venture 

company (90:10 private: public partnership)

• An independent review was commissioned in 2023 amidst 

public reporting of allegations of corruption, wrongdoing and 

illegality 

• The review found no evidence to support the allegations, but 

significant issues of governance and transparency were 

highlighted, including decisions which do not meet the 

standards expected when managing public funds 

• 28 recommendations were made with the aim of increasing 

the combined authority’s and development corporation’s 

oversight



Learning from commercial activity in local government | 9

A new government – relevant messages

➢ Mission-led government

➢ Emphasis on growing the economy

➢ Leveraging more private investment

➢ Planning system reforms to deliver 

infrastructure

➢ Commitment to national and local reform

➢ Greater devolution

“..economic growth is the only way to sustainably improve our public services and sustainably improve our public 
finances. So, we will use the Spending Review to prioritise specific areas of capital investment that leverage in 
billions more in private investment” New Chancellor of the Exchequer, July 2024
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Numerous local 

growth funding 

pots over the 

years

The NAO mapped 

52 in 40 years 

1978 to 2018!
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Applying the lessons from previous growth initiatives 

• NAO and PAC emphasise the importance of evaluating the funds and applying the lessons learnt to improve

• £12bn Local Growth Fund to LEPs between 2015-16 and 2020-21 but no specific objectives were set or plans made 

to formally evaluate its success

• We reported in 2023 how MHCLG had since improved its approach to evaluation, but not secured funds for long term 

evaluation

• Government is reviewing outstanding funds and future of UKSPF and Towns Fund – due to be confirmed at Budget

• LGA has asked for the growth funding landscape to be stabilised and UKSPF (due to end in March 2025) to be 

extended for a year to avoid a “funding cliff edge” for many projects

From NAO report, Levelling up 

funding to local government, 2023

https://www.nao.org.uk/wp-content/uploads/2023/11/levelling-up-funding-to-local-government.pdf
https://www.nao.org.uk/wp-content/uploads/2023/11/levelling-up-funding-to-local-government.pdf
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Managing private investment

• Nationally there are around 700 PFI contracts with a 

combined value of c£60bn and significant annual 

charges continuing into the 2040s (totaling c£200bn)

• PFI has many potential benefits: facilitates 

investment when capital budgets insufficient; 

provides cost certainty; improved operational 

efficiency

• But there are risks to be managed, including higher 

costs, ensuring flexibility in operation, asset 

condition, and contract end

• Leveraging in private investment via JVs can also 

work – but it is important to: balance returns for 

investors and the public sector; consider risks and 

benefits in setting up corporate governance; 

coordinate corporate governance and stewardship 

with service/project delivery requirements

• NAO has produced an insight ‘Guide to corporate 

finance in the public sector’ – see panel.  A further  

lessons learned report on private finance for 

infrastructure investment is due 2025

Guide to corporate finance in the public sector - NAO insight
Private finance

https://www.nao.org.uk/insights/guide-to-corporate-finance-in-the-public-sector/
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Government’s response to increasing commercial risks

• HMT introduced restrictions to accessing PWLB (three-year capital plans, S151 assurances thatt 

borrowing was not for yield, MHCLG review of compliance with lending terms)

• MHCLG introduced statutory guidance on local government investments and minimum revenue 

provision (note further consultation on MRP launched in December 2023)

• CIPFA launched new Treasury Management and Prudential Codes in 2021-22, with full compliance 

required for 2023-24

• New powers through the Levelling Up and Regeneration Act for MHCLG to intervene if it identifies 

significant investment and borrowing risks (including eg debt to CSP, under-provision of MRP, proportion 

of commercial investments, and novel loans – MHCLG consulted on metrics, awaiting outcome)

• Developing MHCLG analysis to spot risks and support earlier engagement with local authorities

“The Department must be more active in its oversight of the prudential framework and strike a better 

balance between supporting localism and ensuring that local authorities act within the frameworks that 

underpin local freedoms…[it] needs to develop, and rapidly deploy, interventions that target extreme risk 

taking.”

Committee of Public Accounts, 2020
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Getting commercialisation right  

• Local authorities must abide by the prudential framework that 

underpins local freedoms, and commercial decisions should be:

• Underpinned by a commercial policy, financial plans and risk 

strategies 

• Subject to appropriate internal and external scrutiny and challenge

• Subject to periodic review

• Coupled with increasing external oversight and scrutiny…

• Enhanced statutory guidance on Best Value Standards and 

Intervention – includes the expectation that councils’ stewardship 

function reviews commercial operations

• Introduction of Oflog and its role in the local government 

accountability framework, including relevant metrics (eg total debt, 

amount of MRP)

• CIPFA expanding its Resilience Index to include balance sheet 

metrics

• Moving back to a functioning external audit regime for local 

government

See also Local Partnerships’ commercial guidance and toolkit designed to support councils undertaking 

commercial activity Commercial guidance and toolkit - Local Partnerships

Good practice guidance: Managing the commercial lifecycle 
(nao.org.uk)

https://localpartnerships.gov.uk/resources/commercial-guidance-and-toolkit/
https://www.nao.org.uk/wp-content/uploads/2021/03/Good-practice-guidance-managing-the-commercial-lifecycle.pdf
https://www.nao.org.uk/wp-content/uploads/2021/03/Good-practice-guidance-managing-the-commercial-lifecycle.pdf


Learning from commercial activity in local government | 15

Thank you 

For more information about the work of the NAO

Visit our website

 www.nao.org.uk

or follow us on twitter

@NAOorguk

http://www.nao.org.uk/
https://twitter.com/naoorguk
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