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Purpose & Summary  
This report provides an update on the range of issues that currently affect the financial 
strategy or that may affect it in future.  Although many of the assumptions cannot be made 
with any degree of certainty due to all of the many external influences that affect them, it is 
still important that the Council have a sense of how each of the assumptions might move in 
future, and how collectively they will form a picture of what a longer-term outlook may look 
like.  The main purpose of the report is to outline the significant financial challenge the 
Council faces in both the short and medium term. 

Recommendations  
Council is asked to: 

1. note the contents of this update report;

2. use the information contained in the report as the basis for the development of initial
budget strategy for 2022-23 and beyond; and

3. note that the figures are subject to change following the publication of Scottish Draft
Budget on 9 December and Local Government Finance Settlement announcements
on 20 December.

Resource Implications  
The report identifies significant resource implications that must be considered in the 
determination of the budget for 2022/23 and future years.  Assumptions have been made in 
determining the forecast budget gap for 2022/23, which is estimated to be £4.5M, based on 
the central scenario set out in this report.  However, given that the report contains and 
outlines a range of uncertainties that could impact this planning assumption, this will require 
to be re-evaluated as more accurate information becomes available.  The Council currently 
holds a level of reserves that is in excess of normal levels.  After matching all COVID-19 
funding to deal with the cost pressures, lost income associated with the pandemic, as well as 
recognising the need to carry out urgent Covid-19 recovery measures, uncommitted 
reserves are expected to fall back to normal levels over a period of time.  However, this is 
set in the context of significant one-off and temporary pressures over the next three years. 
The report highlights the estimated level of additional risk that Council faces. 



Legal & Risk Implications  
The report highlights a number of updates to the assumptions that underlie the existing 
financial strategy where updates are available.  Future pay negotiations and the issues 
around future local government finance settlements both present the most significant 
financial risks to the Council.  In relation to the pay negotiations the recent agreement by the 
trade unions to the revised employer offer has removed some of the risk of the 2021/20 full 
year effect in 2022/23, although some additional budgetary provision will be required.  In 
relation to government grant, economic conditions and performance in future years 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.  This 
report comments on the outcome of the UK Budget announcement on 27 October in terms of 
the implications for public spending in Scotland, but this will be subject to the December 
announcements in Scotland. 

It is a statutory requirement for the Council to set a balanced budget for each financial year, 
and an appropriate level of Council Tax to finance that budget, after taking account of 
government grant, other income sources and know cost pressures. 

 

1. Background  
1.1. The Council faces a significant financial challenge whilst operating within tight 

fiscal constraints for the foreseeable future due to the continuing difficult local 
economic outlook and the increased demand for services.  This report has 
been prepared at a time when the Council is continuing to respond to the 
impact of the COVID-19 pandemic which has created financial pressures and 
required a fiscal response which are both without precedent in recent 
decades.  It is anticipated that the impact of dealing with COVID-19 will 
continue to be felt for years to come.  For the purposes of this report, the term 
‘core’ budget has been used.  This reference is in relation to the Council’s 
ordinary cost of continuing and is to differentiate between normal recurring 
income and expenditure and the additional short term or one-off pressures 
currently faced by the Council.  The Council’s budget setting process will 
need to provide a practical financial foundation to ensure that the Council can 
continue to deliver services. 

1.2. Various financial strategy update reports have presented to the Council, 
setting out the anticipated financial outlook using the best assumptions at that 
time.  The most recent set of assumptions have been used for the Council to 
set a budget at its meeting of 11 March, but changes in events since then 
mean that these assumptions now need to be revisited for the purposes of the 
outlook for 2022/23.  In particular, the forthcoming Scottish Draft Budget 
announcement on 9 December and Local Government Finance Settlement 
announcement on 20 December, will have a significant bearing on those 
assumptions.  There may be further changes resulting from the Budget Bill 
debates in the Scottish Parliament, but that cannot be anticipated at this 
stage. 

 

  



2. Considerations 
Economic Outlook 

2.1. The UK Chancellor of the Exchequer has published a three-year UK 
Spending Review, covering 2022/23 to 2024/25, along with his second 
Budget of the year.  The forecasts by the Office for Budget Responsibility 
highlighted the better than expected recovery in the economy compared to 
when the March Budget was undertaken.  Despite the current high levels of 
borrowing and debt, public spending is still set to grow in real terms (i.e. after 
adjusting for inflation) in the coming years, with the Chancellor announcing 
that each UK department is projected to receive a real-terms increase over 
the spending review period as a whole (although the increases are not spread 
evenly over the period).  Key points emerging from the new publications and 
forecasts include: 

2.1.1. The Economy - recent growth has been faster than expected and 
permanent economic “scarring” is now predicted to be lower.  
However, post recovery the GDP growth forecast remains relatively 
poor, reflecting little improvement in productivity growth. 

2.1.2. Spending - due to an increase in the overall spending envelope, the 
UK Government has stated that all Departments have seen an 
increase in real terms (i.e. even after inflation has been accounted 
for) spending levels between 2021/22 and 2024/25. However, by 
2024/25, many Departments are experiencing real terms cuts in their 
budgets (including the Department for Education and the Home 
Office) and even the Department for Health and Social Care is only 
getting a budget increase worth half a percent in real terms. 

2.1.3. The Fiscal Balance - has improved as a result of faster growth 
improving revenues and bigger than anticipated Departmental 
underspends. 

2.1.4. Fiscal Rules - two new rules have been introduced. The first is for 
national debt to be on a downward profile and the second that day-
to-day spending be matched by tax receipts, both to be the case by 
the third year of the forecast. 

2.1.5. Interest rates - reflecting inflation worries, interest rates are now 
forecast to rise higher and faster than before, levelling off at 0.75% in 
the 4th quarter of 2023. 

2.1.6. Unemployment - now expected to be lower than before, peaking at 
5.2% (as opposed to 6.5%) in the 4th quarter of 2021. 

Scottish Budget Impact  

2.2. Scotland has received substantial Barnett Consequentials as a result of the 
Spending Review.  However, the underlying funding position is unclear due to 
the one-off Covid-19 funding received for this financial year and last.  As a 
result, it is difficult to say how generous the settlement for Scotland is, 
although the funding profile, as with England, shows a distinct tightening over 
time with a real terms cut in overall day-to-day expenditure in both 2023/24 
and 2024/25.  The Scottish Block Grant implications are as follows: 

  



 

Table 1: Scotland Block Grant from Treasury 2021‐2025 

Year  Cash, £Bn 
Cash change 

£Bn 
Cash 

change % 

Real (21‐
22 prices) 

£Bn 

Real % 
change 

2021‐22  36.7  ‐  ‐  36.7   

2022‐23  40.6  3.9  10.6%  39.5  +7.7% 

2023‐24  41.2  0.6  1.5%  39.3  ‐0.7% 

2024‐25  41.8  0.6  1.5%  39.1  ‐0.4% 

 

2.3. The NHS in Scotland is expected to benefit from above-inflation settlements 
throughout the Spending Review period which may, in turn, result in 
significant real terms cuts elsewhere.  The Scottish Budget will take place on 
Thursday the 9th December 2021 and that should clarify some of the 
spending assumptions set out in this report. 

2.4. However, based on the significant increase in the Scottish Block Grant set out 
above, the assumed 1.5% cash reduction in government grant has been 
revised to a flat-cash position for the central planning scenario. 

Budget Spending Pressures 

2.5. The process for determining the budgets for future years involves identifying 
existing and potential future cost pressures and building these into a financial 
planning model.  A wide range of adjustments have been made to the 
2021/22 base budget in rolling forward to the 2022/23 base position, but the 
main unavoidable cost pressures are:- 

2.6. Employer Pension Contributions – for 2022/23 the Fund Actuary has 
confirmed that the employer contribution rates will remain at the same level 
as in 2021/22, with the rate remaining at 22.5%, and increasing to 23% in 
2023/24.  The overall funding rate for the scheme has gradually been 
increasing, and the latest valuation shows Stirling’s share of the fund being at 
a 90% funding level, and the Actuary remains confident that this will rise to 
the 100% funding level target over a 20 year period, within the parameters of 
the current strategy. 

2.7. Living Wage - In November 2022 the Living Wage rate was officially set at 
£9.90 per hour with effect from 1 April 2022, and budget provision has been 
made for that rate.  Council should note that as a Living Wage Employer, the 
Council should commit to pay this from 1 April following the determination of 
the revised rate, rather than wait until the national pay bargaining has 
concluded. 

  



2.8. Pay Awards – the Scottish Draft Budget announced in January 2021 
included a statement by the Scottish Government on public sector pay policy.  
The statement outlined that public sector workers earning up to £25,000 
would receive at least a 3% pay increase via a £750 cash underpin, whilst 
there would be a 1% rise for those earning above that amount, capped at 
£800 above £80,000.  That policy has been used as the basis for the local 
government pay offer for 2021/22 with the cash underpin set at £800, and has 
been used as the basis for that element of the Council’s core budget for 
2021/22.  The initial offer was revised to an £850 minimum cash underpin, 
and for it to be backdated to 1 January 2021.  The modelled impact of the 
public sector pay policy equates to approximately a 2% rise across the 
establishment, and that has been used as the basis of the 2021/22 budget for 
all pay groups. 

2.9. Agreement on the pay award has now been reached, and the final level of 
financial provision required to fund it will require to be built into the revenue 
budget for 2022/23.  The backdate element from 1 January to 1 April 2021 will 
require to be funded from existing budgets and is estimated to cost c.£0.35M 
in 2021/22.  The cost of the increased cash underpin will require an additional 
budgetary provision of £0.4M to be made in 2022/23. 

2.10. It is too early to determine what level of pay claims will be lodged for 2022/23, 
as there has been a focus on negotiating the current year increase.  The 
existing assumption of 1.75% has been maintained in the core planning 
assumption. 

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.  Given that the Council continues to experience employee 
turnover of around 15% per annum, some level of incremental growth will 
need to be provided for as new employees progress through the pay scales. 
The estimated impact of pay increments on the Council’s budget is £0.5M per 
annum. 

2.12. Non-Pay Inflation – in line with previous years, 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, and no allowance 
is made where budgets can reasonably be contained at the existing price 
base. 

2.13. In a recent report, the Office for Budget Responsibility (OBR) has forecast 
that Inflation (CPI) is forecast to peak at 4.4% in the 2nd quarter of 2022. 
However, the OBR has also viewed this increase in inflation to be temporary 
and for it fall back closer to the Bank of England’s target of 2% later in the 
financial year. 

2.14. Essential non-pay inflation has therefore been provided for at a rate of 2%, 
the main exception to that has been provision for anticipated increases for 
care home and care at home contracts, which are expected to be above 
inflation and have been provided for at a rate of 3%. 

  



2.15. Energy Inflation – the UK has seen very significant recent increases in the 
cost of energy, both gas and electricity, but the sharpest increases have been 
in the gas market.  The Council’s energy contracts contain prices that are 
fixed for the contract duration, and not all of them fall due for renewal at the 
same time.  However, officers have estimated that an increase in gas contract 
prices of 22.9% for gas, and 8.4% for electricity will require additional 
budgetary provision of £0.325M to be made in 2022/23. 

2.16. Employers National Insurance - on 7 September the UK Government 
(UKG) announced the intention to increase National Insurance contributions 
(NIC) by 1.25%, in order to create a Health and Social Care Levy.  This 
increase will apply to both employer and employee and therefore has a 
significant impact on Local Government. 

2.17. This Levy is expected to raise around £12Bn per year on average. As this will 
be ringfenced for spending on health and social care it will generate 
consequentials which are estimated to be around £1.1bn for Scotland. 

2.18. The direct impact of the 1.25% increase for the Council would be increased 
Employers NI contributions of c.£0.9M for the General Fund and c.£50k for 
the HRA.  However, of critical interest is the commitment of UKG to 
compensate ‘departments and other public sector employers in England’ for 
the increased cost of the Levy to maintain the spending power of public 
services.  The UKG publication “Build Back Better” indicates that this will 
generate further consequentials for devolved administrations (given that the 
levy will raise a total of £16b).  As far as officers can ascertain this point, this 
compensation and subsequent consequentials will apply only to the NHS and 
Local Government.  Should the compensatory funding pass from the Scottish 
Government, then the additional employer contributions of £0.9M for the 
General Fund would be avoided, but if there is no compensatory funding, then 
that may be an additional cost burden to be funded. 

Other Unavoidable Cost Pressures 

2.19. Officers will continue to identify any other cost pressures that may become 
more pressing, partly due to the additional pressures and changed 
circumstances brought about by the pandemic, but also by rising demand 
pressures.  Those additional cost pressures may have be built into the 
2022/23 revenue budget. 

Council Tax Assumptions 

2.20. For 2021/22 the Scottish Government changed their strategy for the 
parameters of annual change on Council Tax.  The Local Government 
Finance Settlement announcement of 28 January contained a sum of £90M 
that would be made available to councils if they maintained council tax and 
2020/21 levels, as was the case for the financial years 2008/09 to 2017/18.  
Stirling Council’s share of the £90M was £1.69M.  The Scottish Government 
did not actually stipulate what maximum Council Tax increase would be 
allowed for the 2021/22 financial year, instead they used the offer of funding, 
equivalent to a 3% tax increase, for councils to freeze tax.  Councils could 
have set a higher tax increase should they chose, but they would have lost 
the grant to maintain a freeze. 

  



2.21. A core planning assumption is that the £1.69M provided as grant in 2021/22 
for Council Tax will be baselined and is assumed to be recurring in 2022/23.  
Although ultimately a Member decision, for the purposes of planning, it is 
assumed that Council Tax will be increased by 3% in 2022/23.  Each 1% 
increase in Council Tax would equate to an increase in revenues of around 
£0.55M. 

Core Budget Gap 

2.22. It is clear from this report that there is a high level of uncertainty at both a 
macro and micro economic level in relation to the economic outlook and as a 
result the future financial resources for the Council are also uncertain. 

2.23. In response to this, an estimated core budget gap has been modelled and 
sensitivity analysis used to illustrate the impact of differing levels of assumed 
grant after new burdens, pay costs, Council Tax income, care provision price 
uplift and social care demographic growth provision. 

2.24. The 2022/23 Budget Gap reported in March during consideration of the 
2021/22 budget process was £8.7M.  This has been reduced to £4.5m in the 
central planning scenario, due to a change in the assumed level of grant from 
a 1.5% reduction to a flat cash settlement, as well as other changes in the 
base planning assumptions.  Given the increase in the Scottish Block Grant, 
with a headline increase in 2022/23 of £4.6Bn, it is possible that there may 
even be a percentage increase in grant next financial year, but there is 
insufficient information to substantiate that prior to the publication of the 
Scottish Draft Budget in December. 

 

Table 2: Core Budget Gap (using central 
scenario assumptions in Table 3 below) 

   

 2022/23 

£M 

2023/24 

£M 

2024/25 

£M 

Core budget gap reported at March 2021 8.7 7.2 7.1 

Revised core budget gap 4.5 6.0 6.0 

 

Sensitivity Analysis 

2.25. Sensitivity Analysis has been used to illustrate the risks associated with the 
estimated core budget gap and to understand the implications if assumptions 
change. This effectively tests ‘what if’ scenarios and enables the Council to 
determine the potential fluctuation which could exist within the estimated core 
budget gap.  To understand the implications of changes in assumptions, a 
number of scenarios have been developed which include a combination of 
different changes to our core assumptions.  The scenarios which have been 
considered for modelling purposes are:- 



 

 

2.26. As shown in the above table, and based on this range of sensitivity analysis 
the budget gap for 2022-23 could range from a surplus of £1.8M to a budget 
gap of £9.3M depending the factors used in each of the sensitivity scenarios.  
Scenario 2, the central scenario is considered as the base planning scenario, 
and upon which any budget reductions should be based. 

COVID-19 Funding, Spending and Income Pressures 

2.27. As reported to Council previously, the COVID-19 pandemic has brought 
unprecedented financial pressure on Stirling Council, as we have faced 
significant additional costs and lost income as a result of the curtailment of 
social and economic activity due to Scotland’s efforts to contain the spread of 
the virus. 

2.28. The Council received a report at its meeting of 8 October 2020, and approved 
a strategy for addressing the financial pressure for 2020/21, but it was noted 
that the financial impact of COVID-19 will extend beyond the current financial 
year, and is likely to affect years to come.  In order to help Scottish councils 
cope with the financial pressures brought about by COVID-19, the UK and 
Scottish governments have made available significant additional grant 
support to provide general financial assistance, as well as a large number of 
funding streams to target particular policy areas. 

2.29. The total funding carried forward into 2021/22 was £16M for general Covid-19 
financial pressures plus £3.9M ringfenced for specific policy areas. 

  



2.30. The continuing Covid-19 pressures have been reported through the Finance 
& Economy Committee, including the deployment of the funding to additional 
cost and income loss areas.  It has been reported that £6.2M of the 
unrestricted funding will be utilised in 2021/22 to meet the Covid financial 
impact.  Furthermore, £4.6M will be required for Covid recovery expenditure, 
as reported to the Covid Member/Officer Group.   The ongoing financial 
impact of Covid will continue into 2022/23, and it is imperative that this 
funding be protected for that purpose, although it is impossible at this stage to 
quantify the impact next year.  Funding these pressures in this way, as 
intended, will mean there is no impact on the core budget gap in the 
immediate term. 

Reserves Strategy 

2.31. In setting the budget for 2021/22, the Council recognised that sufficient 
working reserve balances would require to be set aside to meet any future 
unforeseen expenses over the coming financial years.  This continues to be 
of high importance given:- 

2.31.1. The revised outlook for the UK and Scottish public sector spending 
as a result of the emergency measures central government at UK 
and Scottish level have had to take to address the COVID-19 
situation.  Although, as detailed in this report that there will be a 
significant increase in the Scottish Block Grant for 2022/23 it is not 
entirely clear at this stage if this will pass through to Scottish local 
government, and the Block Grant moves back to a very low real 
terms increase for 2023/24 and then a real terms decrease for 
2024/25.  A continuation of the constraint on local government 
funding remains a distinct possibility; 

2.31.2. The ongoing impact of COVID-19 on the Council’s finances, even if 
there is not a return to public sector spending restrictions; 

2.31.3. The uncertainty over the outlook for local government pay 
movements in future years, given the recent increases in the rates of 
inflation; 

2.31.4. Other cost and demand pressures that may arise in future years; and 

2.31.5. The need to fund transformation investment in response to public 
expectations of how council services should be delivered in future 
and the mounting short, medium and long-term financial pressures 
on local government budgets. 

2.32. As agreed at the budget meeting on 11 March 2021, the Council has set a 
target of 2% to 2.5% of net revenue budget as uncommitted reserves on the 
General Fund, with the intention of ensuring that the Council can deal with 
unexpected and unplanned expenditure should the need arise. 

2.33. Reserves have risen in recent years, due to the ongoing savings from loans 
charges that have been experienced in recent years in the low UK interest 
rates regime. 

2.34. 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 25 November 2021 showed that reserves are currently forecast 
to be £7.3M (excluding COVID impact), or 3.2% of budget, and therefore 
above the target range, but on a reducing trajectory, partly due to previous 
Council decisions to utilise reserves. 



2.35. The continued retention of unutilised Covid-19 funding, albeit at a reduced 
level, will again result in an extraordinarily high level of reserves, albeit 
targeted towards a continued 2022/23 COVID impact being likely at the end 
of this financial year.  When this is reported in the annual accounts, 
appropriate context will again be disclosed in the notes to the accounts. 

2.36. Covid aside, 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 March 2021. 

2.37. Although the level of reserves is currently at a higher level than target, 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 continuing low interest rate regime within financial markets, 
but that position will not continue for future years. 

2.38. It is recommended that the target level of reserves continue to be maintained 
at between 2% and 2.5% of budget for the financial years 2022/23 to 
2024/25, while continuing to accept that for a period of time they will be at a 
level higher than target. 

2.39. The Council has previously made a decision to create a Transformation Fund 
from the previous Risk Fund.  The purpose of that Fund is to support 
investment that will help to drive forward service change to make our services 
more aligned to the expectations of our citizens and to help meet the financial 
challenges that face the Council in the coming years.  The Transformation 
Fund is currently at the value of £1.2M, and it would be advisable to make 
further contributions to that Fund at the end of this current financial year, 
subject to further resource availability, in anticipation of the substantial 
additional investments that will be required. 

2.40. Earmarked reserves were reviewed in 2020 as a means of addressing the 
severe Covid impact during 2020/21, and a report was brought to the Council 
in October 2020 for a decision on redirection of an element of these reserves.  
Officers are again currently reviewing these reserves to determine how much 
can be released into general reserves to fund ongoing financial pressures.  It 
should be further highlighted that the use of reserves to meet core budget 
gaps is not advised, as they are not a recurring source of funding.  There may 
be a case for using reserves as part of a financial strategy for 2022/23, but 
care needs to be taken not to underpin a financial strategy with the use of 
one-off or short-term funding resources. 

 

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 as the report is a technical report to monitor 
expenditure on the overall General Fund revenue account and does not have 
any implications on current policies or service delivery. 

  



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 impact on the Council’s duty relating to climate change, nor is 
there any direct 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. None.  

 

4. Background Papers 
4.1. Stirling Council, 8 October 2020, Budget Strategy 2020/21- Addressing the 

Covid-19 Financial Impact 

4.2. Stirling Council, 10 December 2020, General Fund Financial Strategy 
2021/22 Update 

4.3. Stirling Council, 11 March 2021, General Fund Revenue Budget & 
Determination of Council Tax 2021/22. 

4.4. EqIA Relevance Check. 

 

5. Appendices 
5.1. None. 
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