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General Fund Financial Strategy 2021/22 Update  
 

Purpose & Summary  
The purpose of this report is to provide an update to the Council on the significant financial 
challenge faced in 2021/22 and in the following years, and what approaches might be taken 
to respond to that challenge. 

 

Recommendations  
The Council is asked to: 

1. note the key considerations and assumptions associated with the setting of a General 
Fund Revenue Budget for 2021/22; 

2. consider and agree the draft strategy contained in this report, as the basis for the 
development of a balanced budget for 2021/22; and 

3. note that the figures are subject to change following the UK Comprehensive Spending 
Review, the Scottish Draft Budget 2021/22 and the Local Government Finance 
Settlement.  The budget gap will be communicated to Members by the Chief Finance 
Officer once the information is available. 

 

Resource Implications  
The report provides an update to Council on the challenging spending and resource 
implications that will need to be taken into account in the setting of budgets for the coming 
financial years.  Given the financial challenges and uncertainty faced by the Council, which 
have been exacerbated by the current COVID-19 pandemic and many financial 
uncertainties, the budget process will have to be considered as one year budget instead of 
the normal three year period, however, medium term financial planning continues in 
preparation for future years.  Furthermore, options for closing the budget gap may be more 
limited than they usually might be, given that services are not operating as usual and the 
level of ongoing change and uncertainty around how services will need to operate going 
forward, makes service redesign more challenging. 

In order to set a balanced the budget, significant budget reduction measures will have to be 
considered.  There will a review and assessment on the use of fiscal flexibilities to offset 
ongoing financial pressures associated with COVID-19 and the Chief Finance Officer will 
review all possible corporate budget solutions as a means of balancing the budget in the 
short term.  

 



Legal & Risk Implications  
Under the terms of the Local Government (Scotland) Act 1973, there is a legal obligation for 
councils to set a balanced budget and an appropriate level of Council Tax to finance that 
budget. 

 

1. Background  
1.1. This report outlines the financial context and challenges in which the Council 

will set its General Fund Revenue budget for 2021/22 and is based on 
currently available information, economic forecasts, with variation of the 
underlying assumptions being provided to illustrate a range of possible 
scenarios. 

1.2. Prior to the outbreak of the COVID-19 pandemic, the Council was already 
operating in a challenging financial environment in a context of increasing 
costs, constrained funding in recent years, uncertainty over future funding 
levels, and increasing demand for services and public expectations. 

1.3. The outbreak of the COVID-19 pandemic has brought even greater 
uncertainties to the financial outlook, and the 2021/22 budget process will 
require to be carried out differently from the normal process in a number of 
respects.  Due to the uncertainty of demand and funding it will need to be a 
one-year budget setting process but with regard still being had to the 
principles of a Medium Term Financial Strategy (MTFS).  

 

2. Considerations 
Financial Outlook 

2.1. In considering the Council’s immediate financial position, it is essential to 
consider the wider UK and Scottish economic outlook and what this might 
mean for public sector and local government funding. 

2.2. Given the uncertainties that continue in relation to COVID-19 and Brexit, any 
projections relating to the impact on local government should be interpreted 
with a degree of caution, and they are likely to be subject to change.  At 
present, most analysts (including the OBR and the Bank of England) are 
issuing multiple scenario forecasts due to the very high degree of uncertainty 
over economic, social and health matters. 

2.3. The UK Government has already confirmed that it will not publish an Autumn 
2020 Budget, but will announce a one-year Comprehensive Spending Review 
(CSR), and this was announced on 25 November 2020.  The CSR sets out 
departmental spending plans, whilst the Budget is where the Government 
sets out its tax and departmental policy, informed by OBR forecasts.  This 
delay inevitably impacts on the timing of the Scottish Budget.  The Cabinet 
Secretary for Finance has indicated that the Scottish Government will publish 
the Scottish Budget on the 28th January and therefore the parliamentary 
process is likely to conclude in late February at the earliest.  This timeframe is 
similar to the 2020 budget process, which was significantly delayed due to the 
UK General Election of December 2019.  The 28 January 2021 is therefore 
the earliest date for the publication of the Local Government Finance 
Settlement, which will inform individual councils of their grant levels for 
2021/22, a crucial component in setting the Council’s budget. 



On-Going Economic and Budget Implications of the Pandemic  

2.4. In order to address and fund the significant immediate spending pressures 
brought about by the COVID-19 pandemic, since March 2020 the UK 
Government has authorised almost £50 billion in extra public spending, 
including £15 billion on PPE and £10 billion on the test and trace programme.  
The overall total support provided by the UK Government since March 
equates to around £180 billion, a 20% increase on what had been expected in 
March.   The Institute of Fiscal Studies has recently forecast that as a result of 
this funding, together with expected falls in tax revenues, the UK deficit is 
estimated to be around £360 billion in this financial year.  This equates to 
around 18% of Gross Domestic Product (GDP), significantly higher than the 
deficit recorded at the peak of the global financial crisis of a decade ago.  This 
forecast aligns with those produced by other analysts, e.g. the Ernst & Young 
Item Club and KPMG.  These forecasts are based on government borrowing 
carried out since the start of the pandemic, as well as forecasts to the end of 
the financial year. 

2.5. As a result of this increased spending, the Scottish Budget for 2020/21 has 
also increased significantly, by approximately £7.2bn, through the application 
of Barnett consequentials. 

2.6. It is likely that the governments’ efforts to address COVID-19 will have severe 
negative economic effects for some time to come.  The pattern of economic 
recovery will differ across countries and even within countries and there will 
be varying impacts across different industries and business sectors.  The 
prospects for areas like tourism and hospitality remain highly uncertain, as do 
the prospects for manufacturers who depend heavily on exports or global 
supply chains. 

The Scottish Budget  

2.7. It is clear that the continuing high uncertainty for the economic outlook for 
Scotland presents a high risk of a significant negative impact on the Scottish 
economy in the short term.  Given the tax and spending powers of the 
devolution settlement, it is unclear what the position of Scotland is for 
financing a longer lockdown or providing ongoing business and household 
support.  Prior to the pandemic, Scotland was experiencing lower than 
expected Income Tax revenues and associated payback to the UK Treasury 
of overpaid estimated Scottish budgets. 

2.8. It is too early to determine the severity of the short-term and longer-term 
impacts on the Scottish economy and consequent ability to fund public 
spending, but the Scottish Government will present this information in the 
next Scottish Draft Budget at the end of January 2021.  This will be informed 
by a range of economic data sources, particularly that produced by the 
Scottish Fiscal Commission (SFC).  The SFC has recently stated that it 
believes that it is unavoidable that the economic uncertainty in recent months 
will have a significant adverse impact on the short-term. 

Local Government  

2.9. At national level work is continuing to assess the recurring financial impact on 
local government of the pandemic and any financial burden which may 
continue and impact on the 2021/22 budget process and beyond.  This will be 
on top of work that will be taking place by COSLA to continue to press the 
case for full and proper funding for core local government services, and to 
build on the work of previous years. 



2.10. On the basis that the next Scottish Draft Budget, to be announced in late 
January will most likely be a one-year budget, and will shortly followed by the 
release of the Local Government Settlement, it would be prudent to assume 
that local government will be announced as one-year also.  All needs-based 
indicators, both revenue and capital and all other relevant issues that impact 
on the local government financial settlement, will be updated and revised with 
the most relevant information.  This will impact on the overall share of the 
grant that Stirling will receive and it is not possible at this stage to determine 
the overall effect of these distributional changes and updates on the funding 
for Stirling.  

2.11. During the final stages of the Budget Bill for 2020/21, the Cabinet Secretary 
for Finance confirmed in her letter to councils on 27 February 2020 that 
additional grant funding of £95 million would be allocated to support core local 
government spending.  A total of £1.667 million was allocated to Stirling.  For 
the purposes of planning, it has been assumed that this funding will be 
baselined within the core settlement, but that remains to be confirmed. 

2.12. The above factors combined make it difficult to forecast the level of funding 
that the Council will receive in grant given the level of uncertainty that exists.  
However, this does not negate the need to plan and assumptions must be 
made to allow the Council to manage its finances and set a balanced budget. 

UK Spending Review 2020 

2.13. The UK Chancellor of the Exchequer has published a one year UK Spending 
Review, covering 2020/21.  As had already been trailed, the long expected, 
multi-year, Comprehensive Spending Review has been abandoned for now. 

2.14. The forecasts by the Office for Budget Responsibility look at 3 different 
scenarios, largely based on different coronavirus outcomes and assuming an 
“orderly transition” Brexit deal.  However, given the current fast changing 
conditions, even these scenarios may not fully capture the uncertainty that 
prevails.  The scenarios are influenced by the availability of a COVID-19 
vaccine, and recent announcements on the anticipated early availability of a 
vaccine, have pushed economic commentators to favour the Office for Budget 
Responsibilities (OBR’s) central/upside scenario.  However, even under that 
scenario significant government borrowing is still forecast, with £55 billion of 
borrowing being attributed to COVID-19 impacts. 

2.15. Other key points emerging from the Spending Review include: 

2.15.1. The Economy - post recovery (i.e. post 2024) the GDP growth 
forecast remains relatively poor, suggesting little in the way of a 
productivity related boost. 

2.15.2. The Fiscal Balance - as a result of reduced tax receipts and 
increased spending, the UK’s fiscal balance is expected to 
deteriorate considerably before being pulled back in. 

2.15.3. Resource (day-to-day) spending - as expected, public sector 
spending has risen very significantly in 2020/21 to cover COVID 
costs.  At present the OBR expect a much reduced additional COVID 
funding cost in 2021/22 and none thereafter.  Furthermore, due to 
commitments to the NHS and elsewhere, the existing overall 
spending envelope suggests standstill for other (including Local 
Government) budgets in 2022/23 and beyond.  However, neither of 
these assumptions seem likely to be maintained over time as they 
would imply a return to austerity. 



2.15.4. Capital spending - while there had been an expectation in advance 
of the Spending Review announcement that there might be an 
increase in large capital projects being funded/announced, in the end 
there was relatively little in the way of extra funding.  A new Levelling 
Up Fund, worth £4 billion (UK wide) was outlined, from which 
councils will be able to bid for grants. 

2.15.5. Welfare payments - the £20 Universal Credit uplift is still set to 
expire in April, although this may be revisited at the time of the 
Spring Budget. 

Financial Planning 

2.16. In determining the future budget gap for 2021/24, an assessment of 
significant pressures and income levels anticipated has been undertaken 
based on the best available information.  These underlying assumptions will 
be kept under review to ensure the Council continues to plan on a sound 
basis.  However, it is very important to note that a number of these 
assumptions are some way away from being resolved, and may change as 
additional information becomes available.  The key assumptions that most 
affect the amount of budget that the Council will have to provide in future 
financial periods are: 

2.16.1. Government grant changes; 

2.16.2. Pay award growth; 

2.16.3. Inflationary growth; and 

2.16.4. Demographic growth. 

2.17. Other factors influence the need to make changes to budgets from one year 
to the next, but the above drivers account for the vast majority of the growth 
and contraction of required budgetary provision. 

2.18. The relationship between government grant and pay growth is particularly 
important.  Although central government does not directly tie local 
government grant and pay awards, the reality is that unless there is a 
correlation between the movements in the two principal budgetary factors, 
then significant pressure will grow on overall council budgets.  The Chancellor 
of the Exchequer has recently signalled the intention to implement public 
sector pay restraint in England in 2021/22, and that will have been factored 
into the calculations for the recently announced UK Spending Review.  In 
England, NHS workers are to receive pay rises in line with the Review Body 
recommendations while most non-NHS public service workers will experience 
a ‘pay-pause’ in 2021/22, although low paid public sector workers (earning 
below £24,000) are to receive a minimum £250 increase. 

2.19. Although the Scottish Government determines its own public sector pay 
policy, or at least for those services under its direct control, it will have to work 
within a Block Grant that has been arrived at under the influence of the pay 
policy for the rest of the UK.  Members will be aware that the pay policy for 
local government in Scotland is determined through a collective bargaining 
between local government as employers and trade unions, and that the 
Scottish Government are not normally directly involved in that process. 

  



2.20. A total budget requirement is arrived at based on the cost of continuing to 
deliver existing levels of service, savings already approved and accounted 
for, pay awards, inflation, debt servicing costs and other pressures.  This work 
outlines that the budget required to enable the Council to continue delivering 
services at the current levels is £231.6 million in 2021/22, rising thereafter. 

Assessment of Budget Gaps 

2.21. It is clear from information presented in this report that there is a high level of 
uncertainty at both a macro and micro economic level that will impact on 
future financial resources for the Council.  Given that the settlement is likely to 
be announced in late January, the Council will have a limited period of time in 
which to respond to definitive levels of funding. 

2.22. In order to continue planning, an anticipated budget gap has been developed 
and sensitivity analysis used to illustrate the impact of the grant level after 
new burdens, pay inflation and council tax income varying from the 
assumptions used. 

2.23. The assumptions have been developed following work carried out by 
Directors of Finance across Scotland along with judgements made by officers 
of Stirling Council.  The assumptions have also been shaped on the advice of 
an independent economic advisor who is contracted to provide advice to all 
local authority Directors of Finance.  Table 1 below outlines the core 
assumptions being used to calculate a baseline budget gap for Stirling 
Council. 

2.24. The core set of assumptions that currently underlie the forecast budget 
requirements for next financial year and the two subsequent years are as 
shown in Table 1: 

 

Table 1  2021/22  2022/23  2023/24 

  ( % / £M )  ( % / £M )  ( % / £M ) 

Key Assumptions     

General Revenue Grant & NDRI 
1.5% cash 
reduction 

1.5% cash 
reduction 

1.0% cash 
reduction 

Council Tax  3%  3%  3% 

Pay Awards  1.75%  1.75%  1.75% 

Inflation ‐ General  2%  2%  2% 

Inflation ‐ care contracts  2.50%  2.50%  2.50% 

Inflation ‐ PFI/PPP  2%  2%  2% 

Social Care Demographic 
Growth 

£0.882M  £0.947M  £1.172M 

 

  



2.25. There are many other assumptions made in constructing the financial 
projections, but the assumptions in Table 1 have by far the greatest impact on 
the overall budget gap.  The core assumptions in Table 1 represent a median 
set of assumptions, and it is acknowledged that there will ultimately be 
variation in them as more up to date information becomes available.  
However, based on these core assumptions, the budget gap for the coming 
years would be: 

 2021/22 £7.980M 

 2022/23 £8.231M 

 2023/24 £7.860M 

2.26. Council will also be aware from previous reports that the direct financial 
impact of COVID-19 is unlikely to be limited to the current financial year.  
Additional costs and lost income will have an ongoing impact at least into 
2021/22, should national guidance still require restrictions on social mobility in 
some parts of the country.  There is uncertainty at this stage about whether 
central government will continue to provide funding to councils to partly 
mitigate against the financial impacts, and although it might be reasonable to 
expect that this would be the case, there are no commitments to that effect at 
present.  The Council may therefore have to make financial provision into 
2021/22, and to consider more closely the affordability of any expenditure 
commitments that may be considered necessary to respond to the pandemic.  
Although the ongoing financial impact will not be known at this stage, it may 
be reasonable to anticipate an impact of £4M-£5M for next financial year.  An 
additional cost of this magnitude is significant, and will place a huge additional 
strain on the Council.  It may be necessary to consider funding this additional 
burden from further review of reserves and the application of financial 
flexibilities, rather than to make additional reductions to the core budgets for 
day to day service provision. 

Sensitivity Analysis of Assumption Variations 

2.27. Analysis has been carried out to illustrate the effect of potential variation in 
the key budget assumptions and the risks presented to the quantification of 
the budget gap, and to aid understanding of the budgetary impact if some of 
the assumptions change. The combination of assumption changes could have 
a wide range of permutations, but to aid understanding of the impacts, three 
scenarios have been presented: 

2.27.1. A favourable scenario; 

2.27.2. A median scenario; and 

2.27.3. An unfavourable scenario. 

2.28. Appendix 1 sets out the range of assumptions contained within each of the 
three scenario ranges and the projected impact on the forecast budget gaps.  
This analysis indicates that the budget gap for 2021/22 could range between 
£3.2M and £12M, depending on movements in factors where the sensitivity 
analysis has been used to assess risk.  Small changes in some of the 
assumptions in each of the scenarios can result in significant movement in 
the gap, particularly government grant and pay awards. 

  



2.29. The indicative funding gap is based on the median scenario, and this is what 
officers would recommend be used by Groups when considering options to 
close the budget gap.  These scenarios demonstrate the degree of variation 
which could occur within the estimated budget gap.  The budget gap is based 
on best assumptions available at the time, however it is important that this is 
kept under review as part of the Council’s medium-term financial planning. 

2.30. In light of the uncertainty around recovery from the pandemic and all of the 
factors detailed in this report, the budget process must be adapted to 
recognise the current circumstances.  The immediate focus will be on the 
budget process for the short term and to provide the basis for the Council to 
set a balanced budget for 2021/22 while scenario planning for future years 
will continue.  The main assumptions will continue to be centred around the 
Medium-Term Financial Strategy with some actions differing due to the 
change in financial circumstances mainly associated with COVID-19.  The 
main strategy assumptions proposed for addressing the forecast budget gap 
are as follows: - 

2.30.1. The Chief Finance Officer recommends that Council Tax should be 
increased by at least 3% in line with the current planning 
assumption, but this will ultimately be a decision for Council; 

2.30.2. The responsibility for contributing to the forecast budget gap, which 
will be revised on receipt of the Local Government Finance 
Settlement, will require to be met by contributions from all service 
areas, including the Health and Social Care Partnership; 

2.30.3. Previous assumptions around the financial year 2021/22 will be re-
examined to establish the impact that COVID-19 will have on their 
delivery; 

2.30.4. Proposals will take account of previously approved savings and any 
change in circumstance as a result of COVID-19; 

2.30.5. Consideration may have to be given to not fully funding demographic 
growth in 2021/22 given the uncertainty surrounding the scale of the 
financial challenge.  This will present some budgetary risk if demand 
pressures cannot be contained and managed in-year, and an active 
strategy would need to be pursued in considering this measure, and 
ultimately making decisions on this matter; 

2.30.6. All services will be expected to continue to strive to identify budget 
efficiencies and to redesign services and work in partnership with 
other bodies to meet the cost of additional pressures within available 
resources during 2021/22; 

2.30.7. Services should fund revenue consequences of additional capital 
proposals not already included within draft capital resource plans, 
with provision identified and incorporated into relevant business 
cases; 

2.30.8. A package of measures known as fiscal flexibilities has been 
announced by the Scottish Government as a result of the financial 
impact of COVID-19.  These measures allow for revised accounting 
treatment relating to PPP projects, treatment of capital receipts and 
Loans Fund principal repayments holiday.  Work continues at a 
national level to formulate the required changes to accounting 
regulations.  It is likely that these flexibilities will be a necessary 
feature in balancing the budget and an evaluation of these will be 



brought forward as soon as more details become available and once 
the Chief Finance Officer has reviewed them and determined if they 
are appropriate for Stirling Council; and 

2.30.9. There will be further review and assessment of potential corporate 
and technical solutions in areas such as contingencies, loans 
charges, and costs associated with workforce change. 

2.30.10. The Council will carry out a campaign of public engagement prior to 
making decisions on the budget for 2021/22, and given that the 
restrictions currently in place mean that direct contact with the public 
is not possible, then that engagement will focus on digital and other 
remote engagement methods. 

2.31. The degree of flexibility in considering proposals will be influenced by a 
number of factors including the level of grant after new burdens that will be 
received, the availability of reserves in the short term to balance the budget, 
the ability to fund unavoidable growth and the consideration of proposals that 
will come forward to address the budget gap. 

2.32. It is intended to share proposals and the potential value associated with 
flexibilities and potential corporate and technical solutions with Members as 
soon as is practical as part of the budget process. 

2.33. The actual budget gap will be shared with all Elected Members once this is 
calculated following receipt of the Local Government Finance Settlement in 
late January / early February, and a full budget report will then be considered 
by the Council at the dedicated meeting to set the budget. 

Reserves Strategy 

2.34. The Council does not hold reserves to cover financial risks in full. This reflects 
that not all risks will come to fruition and that action will be taken to mitigate 
risk and adjust the budget strategy in light of actual events. The Chief Finance 
Officer will consider the level of reserves and the need for restoration as part 
of budget process. 

2.35. A recent report to the Finance & Economy Committee indicated that the 
projected outturn for 2020/21 is a net overspend of £0.4M, although there are 
some larger service areas of concern within this net position that are being 
offset by corporate budget underspends.  Unless these service overspends 
are addressed by officer as far as possible, they could impact on the core 
budget position for next financial year. 

2.36. Officers continue to actively consider corrective action that can be taken to 
eradicate overspends in their areas of responsibility, however the ability to 
achieve this is being constrained by the continued challenges surrounding 
COVID-19. 

2.37. The projected level of reserves at the end of March 2021 currently represents 
3.9% of the estimated budget.  However, it is anticipated that the level of 
projected reserves may increase once funding commitments are known and 
quantified, such as the Loss of Income Scheme.  The percentage is likely to 
increase to above 4%.  The Council policy is to maintain a minimum level of 
reserves of 2%-2.5% of budget at the end of any financial year.  The Council 
does not hold reserves to cover financial risks in full.  This reflects that not all 
risks will come to fruition and that action will be taken to mitigate risk and 
adjust the budget strategy in light of actual events.  The Chief Finance Officer 
will consider the level of reserves and any future need to set additional 
budgetary provision to increase reserves. 



2.38. The Chief Finance Officer will keep the reserves position under review and 
based on current estimates the intention is not to have to budget to increase 
reserves above the currently forecast level.  However, this position may need 
to change if the financial challenge increases. 

 

3. Implications  

Equalities Impact 

3.1 The contents of this report were assessed under the Council’s Equality 
Impact Assessment process.  It was determined that an Equality Impact 
Assessment was not required. 

Fairer Scotland Duty 

3.2 The contents of this report were considered in terms of the Fairer Scotland 
Duty and were determined not to be of strategic importance. 

Climate Change, Sustainability and Environmental Impact 

3.3 There is no direct climate change, sustainability or environmental impact as a 
result of this report. 

Other Policy Implications 

3.4 Following consideration of the policy implications of this report no relevant 
issues have been identified. 

Consultations 

3.5 No consultations at this stage 

 

4. Background Papers 
4.1 EqIA Relevance Check. 

4.2 Revenue Budget 2020/21, Stirling Council, 12 March 2020. 

4.3 Financial Impact on Stirling Council from COVID-19, Stirling Council, 4 June 
2020 

4.4 Financial Impact on Stirling Council from COVID-19 - Update, Stirling Council, 
30 June 2020 

4.5 Budget Strategy 2020/21 – Addressing the COVID-19 Financial Impact, 
Stirling Council, 8 October 2020 

 

5. Appendices 
5.1 Appendix 1 – Sensitivity Analysis – Impact of Key Budget Assumption 

Variation. 
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