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Stirling Council 
Date of 
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Not Exempt 

Financial Strategy Update 
 

Purpose & Summary 

At its meeting of 22 February 2018, the Council approved a budget for 2018/19 and 
noted the assumptions contained within the financial planning for 2019/20 and beyond.  
This report provides an update on the range of issues that currently affect the financial 
strategy or that may affect it in future. 

 

Recommendations 

Council is asked to: 

1. note the contents of this update report; 

2. note that further updates will be brought to the Council in the autumn of 2018; 
and 

3. note that a revised budget scenario, including 10 year forecasts, will be brought 
to the Finance & Economy Committee in September. 

 

Resource Implications 

The report sets out a wide range of issues that will affect the Council’s overall financial 
position, so from that respect the resource implications will be wide-ranging.  Given the 
complexity of the issues, there are likely to be changes to the assumptions previously 
made in developing a financial strategy and in advising the Council of what the scale of 
the budget challenge will be in the coming years. 

 

 

 

 

 

 



Legal & Risk Implications and Mitigation 

The report highlights some updates to the assumptions that underlie the existing 
financial strategy where updates are available.  The current status of the pay 
negotiation processes and the issues contained within the Scottish Government’s 
recently published Medium Term Financial Strategy document both present additional 
financial risk to the Council.  In relation to the pay negotiations that risk applies to the 
current financial year if finalised pay settlements are higher than existing budgetary 
provision.  In relation to government grant, the information in the Medium Term 
Financial Strategy document contains information that may mean that future year 
government grant settlements to local government may be lower than currently 
assumed, and may mean that existing assumptions may have to be revised downwards.

 

1. Background 

1.1. At its meeting on 22 February 2018, the Council set a firm budget for the current 
financial year 2018/19, with provisional budget figures for 2019/20 to 2022/23 
also contained within the budget report considered by Members.  That 
provisional budget contained a number of assumptions about the key 
components that make up the Council’s budget plans and the various funding 
sources that underpin the budget. 

1.2. As time passes, changes in political, economic and service demand 
circumstances will affect a number of these assumptions, and this report is 
intended to update Members on the current position with these assumptions.  It 
is the intention to bring further updates to the Council during the financial year. 

 

2. Considerations 

Budget Spending Pressures 

2.1. The process for determining the budgets for the period 2018/19 to 2022/23 
involved identifying existing and potential future cost pressures and building 
these into a financial planning model.  The current position with the main 
unavoidable cost pressures are:- 

2.2. Employer pension contributions – The most recent triennial actuarial valuation 
of the Fund has been carried out by the Actuary for Falkirk Pension Fund.  The 
Actuary has confirmed the continuation of the “stabilisation strategy” of 
increasing the employer contribution by 0.5% per annum for the foreseeable 
future, in order to recover the current deficit position over a longer time period.  
Accordingly, full provision has been made for a 0.5% increase for 2018/19, with 
the same percentage increase budgeted for the current five year period.  Wider 
economic uncertainty means that high returns cannot be relied upon for future 
years.  Nevertheless, the Actuary remains optimistic that over the longer-term the 
fund deficit can be addressed within the parameters of the current strategy. 

 



2.3. Living Wage – the Council currently pays the Living Wage at £8.80 per hour, 
compared to the national Living Wage rate of £8.75.  The next uplift is due to be 
announced in November 2018, and the impact on the Council’s budget will be 
assessed at that point.  The continued uprating of the Living Wage is likely to 
have an impact on the pay differentials at the lower end of the pay scales as the 
existing differentials are eroded through time.  The section below on pay awards 
does also reference an issue that forms part of the SJC pay claim that pertains to 
Living Wage. 

2.4. Pay awards –the Scottish Government has previously made statements on 
public sector pay policy, which reflects a move away from the pay cap that has 
been in force across the public sector in recent years.  The key features of their 
2018/19 Pay Policy are: 

 lifting the pay cap by providing a guaranteed minimum increase of 3 per 
cent for public sector workers who earn £36,500 or less; 

 continuing the requirement for employers to pay staff the real Living 
Wage; 

 setting a limit of up to 2 per cent on the increase in baseline pay bill for 
those earning above £36,500 and below £80,000; 

 limiting the maximum pay increase for those earning £80,000 or more to 
£1,600. 

2.5. It should be noted that local government in Scotland is not bound by the Scottish 
Government’s pay policy, although there is no doubt that the policy has set a 
particular direction of travel above the previous pay cap.  The Council’s budget 
contains full provision for a pay award at the 3%/2% levels in line with the 
Scottish Government’s public sector pay policy statement, and covering all 
employee pay budgets.   

2.6. Negotiations with trade unions have still not been concluded, so the final financial 
impact on budgets cannot be finalised at this stage.  However, COSLA Leaders, 
at their meeting on 23 March 2018, mandated their negotiators to make a best 
and final offer in line with the Scottish Government’s public sector pay policy 
statement to all bargaining groups.  If that best and final offer were ultimately to 
be accepted, then there would be no further financial impact.   

2.7. SJC Trade Unions submitted a pay claim for a flat rate uplift of £1,500 or 6.5%, 
whichever is the greater.  The £1,500 p.a. flat rate would apply in practice to 
those earning up to £23,000 and equates to £0.78 per hour. The claim is 
underpinned by a 12% increase in the Living Wage from the previous rate of 
£8.51 per hour, taking it up to £9.53 per hour, as opposed to the current national 
rate of £8.75 per hour. 

2.8. For teaching unions a 10% uplift in the salaries of all teachers and associated 
professionals governed by SNCT terms and conditions for 2018/19 has been 
submitted.  The teaching unions have also demanded action to address 
recruitment and retention issues. 

2.9. The pay claims made by employee representatives would present a significant 
challenge to the Council’s financial resources, and must therefore be regarded 
as unaffordable without any additional government funding.  It should also be 
noted that the Scottish Government did not fully fund councils for a pay award in 
line with their own public sector pay policy, and that budgeting at that level has 
involved councils having to make adjustments to other spending plans/pressures.



2.10. The cost of the existing union pay claims, over and above the Council’s 2018/19 
budgetary provision, and without any additional government funding, would be 
approximately: 

 SJC Unions - £3.1M 

 Teacher unions - £3.5M 

2.11. Pay increments – increments have been provided for those employees who will 
be due an increase as part of their progression through the pay scales, in line 
with the changes to terms and conditions agreed with trade unions in December 
2013. 

2.12. Non-pay inflation – provision has been made for inflationary uplift in non-pay 
budgets where there is a contractual obligation to pay an uplift or where an uplift 
can be reasonably expected.  Projections of inflation have been applied using 
nationally published inflation data and with regard to economic forecasts of future 
inflation.  The estimated impact of non-pay inflation on the Council’s budget is 
£1.6M per annum.  The Bank of England has forecast that inflation will fall back 
during 2018, to a level close to their 2% target. 

2.13. In recent months the inflation figures published by the Office for National 
Statistics have shown a downward trend, with the Consumer Prices Index (CPI), 
sitting at 2.4% as at April 2018, down from 2.5% the previous month, and down 
from a recent high point of 3.1% in November 2017. 

Government Grant Position 

2.14. The Council has received the Finance Circular for 2018/19 (Local Government 
Finance Circular No. 5/2017), setting out the grant from the Scottish Government 
for 2018/19.  The circular confirmed the grant figures contained within the Local 
Government Finance Settlement announced in December 2017, and also the 
additional £159.5M of additional revenue funding for local government 
announced at Stage 1 of the Budget Bill debate on 31 January 2018.  The grant 
for 2018/19 represented a 0.3% cash increase from the previous year, after 
having taken account of additional spending commitments.  Caution should be 
exercised in making any conclusions about future year grant settlements at this 
stage based on the 2018/19 grant position, as there are a number of key 
uncertainties that remain to be resolved. 

 The Scottish Government still does not have confirmation of what budget 
resources will be made available from the UK government for 2019/20 and 
beyond, and it is unlikely to have this confirmed before the Budget 
announcement in the autumn, exact date as yet unconfirmed. 

 The Spending Review at Scottish level has yet to take place, which will 
culminate in the publication of the Scottish Draft Budget in December 2018 at 
the earliest. 

 There has been no confirmation of whether the additional £159.5M of 
revenue grant announced by the Scottish Government on 31 January 2018 
will be baselined into the Local Government Finance Settlement for 2019/20.  
The Council’s financial planning assumption is that it will be or one year only. 

 

 

 



Scottish Government’s Medium Term Financial Strategy 

2.15. The Scottish Government has introduced a new budget strategy process, with 
part of this process being the annual publication of a Medium Term Financial 
Strategy (MTFS).  The first iteration of the MTFS was published on 31 May 2018 
and the full document can be accessed on the Scottish Government web site.   

2.16. The Budget Process Review Group (BPRG) that led the review considered that 
the MTFS should consist of: 

 forecast revenue and demand-led spending estimates from SFC and their 
effect on Scottish public finances; 

 broad financial plans for next five years; 

 clear policies and principles for the new financial powers; 

 scenario plans based on economic forecasts and financial information in 
order to assess potential impact of various scenarios on the budget. 

2.17. The first MTFS was accompanied by the latest economic and fiscal forecasts of 
the Scottish Fiscal Commission.  The Scottish Government has been keen to 
stress that the MTFS is not a replacement for the spending review process, but 
that it will be an important element of the new budget planning and approval 
cycle, which will now be as follows: 

2.18. The next step in the new budget process will be the publication, in September, of 
the first annual Fiscal Framework Outturn Report. 



2.19. While the MTFS emerged without much government publicity, it is probably the 
clearest statement of intent by the Scottish Government of its future funding 
plans made for many years. 

2.20. With regards to the Resource (Revenue) Budget, the Scottish Government 
confirmed its spending priorities areas, to be: 

 Health - with a budget of around £13 billion in 2018/19, but rising to over £14 
billion by 2021/22 (and with scope for further increases, not included yet, in 
2022/23); 

 Police - with a budget of around £1 billion which is protected in real terms, 
i.e. growing at the same rate as inflation; 

 Early Learning and Childcare (ELC) - with a budget rising to over £500 
million by 2021 and with implications for Local Government resource funding; 

 Attainment – (i.e. raising attainment levels and closing the attainment gap) 
via the £750 million Attainment Scotland Fund covering the term of the 
Parliament; 

 Higher Education - with a budget of over £1 billion; and 

 Social Security - with a budget that grows to over £3 billion by 2021/22, 
largely due to the phased transfer of responsibilities from the UK 
Government. 

2.21. The overall Resource Budget that is utilised by the six commitments highlighted 
above grows from 56% in 2019/20 to 64% in 2022/23. Of the remaining £12 
billion of funding, the majority relates to Local Government. 

2.22. Due to the six commitments taking up a greater share of the overall Resource 
Budget over time, the ‘central’ scenario of the Scottish Government suggests that 
there will be no cash terms increase in resource funding over the period from 
2018/19 to 2022/23, although this is equivalent to real terms cuts of around 2% a 
year.  Furthermore, in the case of the ‘lower’ scenario there will be cash terms 
reductions, estimated to be over 2% a year, and equivalent to about a £1 billion 
cut overall.  The Council’s current financial strategy assumes a 2% cash 
reduction in government grant funding each year from 2019/20 onwards. 

2.23. The MTFS outlines three different Resource expenditure funding scenarios, as 
shown in Table 1. 

Table 1: 
Summary outlook for the Scottish Resource Budget, to 2022/23, £ billion 

Resource Budget 2018/19 2019/20 2020/21 2021/22 2022/23 
% 

Change 

Upper range 28.2 28.7 30.4 33.2 34.2 21.3% 

Central scenario 27.9 28.1 29.5 32.1 32.8 17.6% 

Lower range 27.5 27.5 28.7 30.9 31.5 14.5% 

 
Source: Table 6.4, Scottish Government ‘Scotland’s Fiscal Outlook’, 2018 
 
 
 



2.24. It should be noted that much of the increase seen in the Resource Budget is due 
to the ongoing transfer of Social Security responsibilities, and funding, to 
Scotland. When Social Security transfers are excluded then the central scenario 
for the Resource Budget shows a 1% real terms decline from 2018/19 to 
2022/23. 

2.25. When looking at future budgets by expenditure subject, the Scottish Government 
assumes that spending on priorities would be unchanged when moving from 
lower range to upper range outcomes.  This implies that, by 2022/22, spending 
on non-priority areas could range between £11 to £13 billion. 

2.26. The MTFS report also notes that: 

“It is, however, clear that even under the most optimistic scenario, if no 
reprioritisation or reform were agreed and no additional revenues generated, 
then efficiency savings of 5 per cent per year could be required.  While future 
efficiency targets will be challenging, the decisions we take will ensure they are 
manageable.” 

2.27. It is unclear whether this means that all spending areas will need to find such 
savings or whether they will be just be concentrated in a few. 

2.28. The Council’s current assumption on Scottish Government revenue grant is a 2% 
cash reduction each year, but this may have to be revised based on the 
information emerging from the MTFS. 

Council Tax Assumptions 

2.29. 2016/17 represented the ninth consecutive year of the Council Tax freeze. Prior 
to the announcement of the Local Government Finance Settlement in December 
2016, the Scottish Government had already signalled in March 2016 that the 
freeze would be lifted from 2017/18, with Councils now having the option to 
increase Council Tax by up to a maximum of 3% annually from 1 April 2017.  For 
2017/18, the Council opted not to apply any general percentage increase to 
Council Tax and for 2018/19 the Council approved a 3% increase in Council Tax. 

2.30. The current level of Council Tax Band D is £1,233 per annum.  For the purposes 
of the financial estimates and the five-year Business Plan, it is assumed that:- 

 Council Tax will rise by the maximum 3% each year from 2019/20 to 2022/23;

 An additional 250 Band D properties will be added to the tax base annually. 

Reserves Strategy 

2.31. In line with the current strategy officers continue to monitor and examine the level 
of revenue reserves.  The most recent report to the Finance & Economy 
Committee on 14 June 2018 showed that reserves were  £9.8M, 4.7% of budget 
at the end of the financial year 2017/18, and therefore above the target range.  
This estimate has been increased recently due to the redetermination of 2017/18 
government grant.  During the financial year 2017/18, demand pressures in adult 
social care budgets have made calls on reserve levels. 

 

 

 

 



2.32. Over the next five years, the financial uncertainty around local government 
funding will make it even more important for Councils to hold a sufficient level of 
reserves, to help deal with the implementation of the change that will be needed 
to achieve balanced budgets.  In recent years, the Council has pursued a 
strategy of managing reserves to a level that has allowed the costs of change to 
be met, and a continuation of this strategy was approved by the full Council in 
February 2017. 

2.33. Although the level of reserves is currently at a higher level than in previous 
years, it is essential that this position is maintained in order to fund the significant 
costs of change in the coming financial years.  Higher than normal reserves are 
mainly due to the unprecedented, and continuing low interest rate regime within 
financial markets.  The recent report by the Council’s external auditors 
highlighted that the level of reserves held by Stirling is within the median range of 
Scottish Councils’ reserves, and is by no means in an outlier position. 

2.34. Spending plans should be kept within existing approved budgets, without use of 
sums held in reserve.  Any other potential proposals that may come forward to 
utilise reserves should be subject to full consultation with and consideration by 
the Convener and Vice Convener of the Finance & Economy Committee and the 
Chief Finance Officer to assess the impact on overall reserve levels, prior to any 
decision being taken by the Council. 

2.35. It is recommended that the target level of reserves be maintained at between 2% 
and 2.5% of budget for the financial years 2018/19 to 2022/23, while accepting 
that for a period of time they will be at a level higher than target. 

2.36. The Finance & Economy Committee will be asked to consider a revised reserves 
strategy at its meeting in September, as part of a revision to the overall financial 
strategy, including 10 year forecasts. 

 

3. Implications 

Equalities Impact 

3.1. The contents of this report were assessed under the Council’s Equality Impact 
Assessment process and it was determined that no EqIA was required.   

Sustainability and Environmental 

3.2. The contents of this report are neutral in terms of the sustainability and 
environmental impacts. 

Other Policy Implications 

3.3. None. 

Consultations 

3.4. None. 

 

 

 



4. Background Papers 

4.1. Stirling Council, 22 February 2018, Revenue Budget and Determination of 
Council Tax 2018/19. 

4.2. EqIA Relevance Check. 

 

5. Appendices 

5.1. None. 
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Wards affected: All wards 

Key Priorities: D - We will deliver inclusive economic growth and 
promote prosperity.  We will deliver a City Region Deal 
and pursue policies and solutions that encourage high 
quality, high paying jobs into all of Stirling's 
communities. 

Key Priority Considerations:  

Stirling Plan Priority Outcomes: 
(Local Outcomes Improvement Plan) 

Prosperous - People are part of a prosperous economy 
that promotes inclusive growth opportunities across our 
communities 

  



 




