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Summary 
 
The purpose of this report is to allow the Committee to consider the findings from the 
latest Overview Report from Audit Scotland, and agree to the development of a 
longer term financial strategy. 
 
 

1. Background 
 

1.1  This report (attached) is the first in a new format of report based on the 
findings arising from the audit of the 2015/16 accounts of all Councils and 
associated boards and partnerships. 
 

1.2 Previously, Audit Scotland issued an annual report in March, nearly 12 months 
after the end of the financial year in question. 
 

1.3 This report focusses on audit findings, and a subsequent report will be 
produced in March covering performance of Council services and the 
challenges facing Councils. 
 

2. Discussion 
 

2.1 The key messages are set out on page 7 of the report.  These relate to:- 
 

(a) financial health 
(b) significant future challenges 
(c) need for Councils to change in the way in which they face these 

challenges 
 

2.2 Throughout the document, Audit Scotland identify questions that Councillors 
may wish to consider to help them better understand their Council’s financial 
position, and to scrutinise financial performance.  A self-assessment tool for 
Councillors is available on the Audit Scotland website. 
 

2.3 Whilst the report is an overview of local government as a whole, every aspect 
is relevant to Highland Council. 
 

3. The Highland Council Position 
 

3.1 The Committee will recall a training session that was held on 16 June 2016, 

http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_161129_local_government_finance.pdf


run jointly by Audit Scotland and Finance Officers, to consider the annual 
accounts process, and key issues for scrutiny. 
 

3.2 Some of the issues raised by Audit Scotland have been identified in budget 
reports by the Director of Finance to Highland Council.  Principally these relate 
to:- 
 

• financial forecasts 
• capital investment and affordability 
• balance of funding 
• reserves 

 
3.3 The report stresses the need for good financial planning and highlights that 

Highland Council is one of three Councils that does not have a financial 
strategy covering the medium or long term. 
 

3.4 The report, whilst acknowledging the difficulty of forecasting in the context of 
changes in Scottish Government funding, does correctly state that this should 
not preclude Councils projecting future income and expenditure, and planning 
accordingly. 
 

3.5 Whilst the position of Highland Council in relation to other Councils is 
debatable, the need for a longer term financial strategy is essential.  The 
Committee is asked to support a recommendation to this effect and seek a 
report on progress to a future meeting later in 2017.  A key element to this is 
the work of the Redesign Board. 
 

4. Implications 
 

4.1 There are no specific implications to highlight. 
 

 
Recommendations 
 
(1) The Committee is asked to consider the Audit Scotland Report; and 
(2) Support the development of a longer term financial strategy and receive a 
 progress report later in 2017. 
 
 
Designation:   Director of Finance 
 
Date:    16 February 2017 
 
Author:   Derek Yule 
 
Background Papers: Local Government in Scotland: Financial Overview  
    2015/16 (link to report contained in para 1.1) 
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Audit Scotland is a statutory body set up in April 2000 under the Public 
Finance and Accountability (Scotland) Act 2000. We help the Auditor General 
for Scotland and the Accounts Commission check that organisations 
spending public money use it properly, efficiently and effectively.

The Accounts Commission
The Accounts Commission is the public spending watchdog for local 
government. We hold councils in Scotland to account and help them improve. 
We operate impartially and independently of councils and of the Scottish 
Government, and we meet and report in public.

We expect councils to achieve the highest standards of governance and 
financial stewardship, and value for money in how they use their resources 
and provide their services.

Our work includes:

• securing and acting upon the external audit of Scotland’s councils  
and various joint boards and committees

• assessing the performance of councils in relation to Best Value and 
community planning

• carrying out national performance audits to help councils improve  
their services

• requiring councils to publish information to help the public assess  
their performance.

You can find out more about the work of the Accounts Commission on  
our website: www.audit-scotland.gov.uk/about/ac 

http://www.audit-scotland.gov.uk/about/ac/
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Key facts

Councils'  
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31 March 2016
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day-to-day 
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31 March 2016
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reduction in Scottish 
Government 
funding between 
2010/11 and 2016/17
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Local Government 
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Chair’s introduction

This financial report is the first of our new overview outputs. It tells the strategic 
financial story for local government in Scotland in 2015/16, another challenging year 
for councils. Overall, councils responded well by controlling their spending and have 
also increased reserves and reduced debt. Scottish Government funding has fallen in 
real terms in recent years and, although there was a small annual real-terms increase 
in 2015/16, it fell again in 2016/17. Councils also continue to face cost pressures, 
including increasing pension costs and wage inflation. We recognise councils have 
been making difficult decisions when setting their budgets and that this has required 
a disciplined approach to delivering savings. This disciplined approach must continue 
when we move into the 2017 election year, as significant challenges lie ahead and 
councils need to be well placed to meet them.

In anticipation of reductions in future Scottish Government funding, most councils 
have continued to increase their reserves. Councils must consider how and 
when reserves are used to support services, in line with their financial plans 
and reserves policies, as they can only be used once and relying on them is not 
sustainable. All councils have identified future funding gaps that will need to be 
addressed through making savings or using reserves. How well placed individual 
councils are to address these funding gaps is a combination of the relative size 
of the funding gap, the reserves they hold, and their ability to identify and make 
savings and to service debt. 

Financial scrutiny and transparency in financial reporting are themes that recur 
throughout this report. Under the new Code of Audit Practice 2016 , auditors 
will comment on the financial sustainability of councils. It is important that all 
councils have long-term financial strategies in place that support their strategic 
priorities, underpinned by more detailed financial plans and indicative budgets that 
cover the next three to five years. These will help councillors and officers assess 
the impact of approved spending on their current and future financial position.

Our new approach to overview reporting

This year, we have developed our approach to overview reporting for local 
government into a series of outputs throughout the year. We will examine 
the performance of council services and the challenges facing councils in our 
upcoming overview report in March 2017, but hope that the links between good 
financial and service performance remain clear. 

We are publishing this analysis of the 2015/16 accounts and audit findings a 
few months earlier than usual, so that they can be considered by councils and 
councillors when setting their 2017/18 budgets. In addition to this report and 
the accompanying supplements, an interactive exhibit and additional financial 

http://www.audit-scotland.gov.uk/report/code-of-audit-practice-2016
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information are available on our website . These will allow council officers 
and councillors to look at areas that may be of particular interest to them and to 
compare their council with others. 

I hope this report and the supplementary information prove to be informative 
and help shed light on the complex nature of local government finances. We 
welcome feedback and will use this to inform our approach to overview reporting 
in future years.

Douglas Sinclair 
Chair of Accounts Commission

http://www.audit-scotland.gov.uk/spending-across-service-areas-by-councils
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challenges lie 
ahead

Summary

Key messages

1 The overall financial health of local government was generally good 
in 2015/16 and there was a slight increase in overall reserves and a 
reduction in overall debt. Auditors did not raise concerns about the 
immediate financial position of Scotland’s councils and, for the fifth 
year in a row, issued unqualified opinions on councils’ accounts.

2 Significant challenges for local government finance lie ahead. 
Councils’ budgets are under increasing pressure from a long-term 
decline in funding, rising demand for services and increasing costs, 
such as pensions. There is variation in how these pressures are 
affecting individual councils, with some overspending their total 
budgets or budgets for individual services such as social care. It is 
important that councils have effective budgetary control arrangements 
in place to minimise unplanned budget variances that can affect their 
financial position.

3 Councils need to change the way they work to deal with the financial 
challenges they face. All councils face future funding gaps that require 
further savings or a greater use of their reserves. There is variation in 
how well placed councils are to address these gaps.

4 Long-term financial strategies must be in place to ensure council 
spending is aligned with priorities, and supported by medium-
term financial plans and budget forecasts. Even where the Scottish 
Government only provides councils with one-year financial settlements, 
this does not diminish the importance of medium and longer-term 
financial planning. This is necessary to allow councillors and officers 
to assess and scrutinise the impact of approved spending on future 
budgets and the sustainability of their council’s financial position.
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About this report

1. This report provides a high-level, independent view of councils’ financial 
performance and position in 2015/16. It is aimed primarily at councillors and 
senior council officers as a source of information and to support them in their 
complex and demanding roles. It is in two parts:

• Part 1 (page 9) focuses on the councils’ income and expenditure in 
2015/16 and trends over time.

• Part 2 (page 19) comments on the financial outlook of councils at 
the end of 2015/16 and outlines important factors to be considered in 
assessing future spending plans.

2. Throughout this report we present a detailed analysis of councils’ finances in 
2015/16 and, where appropriate, comparisons over a five-year period (2011/12 
to 2015/16). Our primary sources of information are councils’ audited accounts 
and their 2015/16 annual audit reports. We have supplemented this with other 
information supplied by auditors and councils. This includes budget information 
collected by auditors shortly after councils approved their 2016/17 budgets and 
which informed our analysis of councils’ projected funding gaps up to 2018/19.

3. Where we refer to councils’ funding in 2016/17, we use information from the 
Scottish Government’s 2016/17 Local Government financial settlement. Although 
we do not audit this information, we feel it is important to make appropriate 
references to funding in the current financial year. Where we have done this, we 
have analysed trends since 2010/11 when Scottish Government funding peaked. 

4. We refer to real-terms changes in this report where we are showing financial 
information from past and future years in 2015/16 prices, adjusted for inflation, 
so that they are comparable to information from councils’ 2015/16 accounts. In 
general we compare income and expenditure items in Part 1 in real-terms but do 
not adjust items in Part 2 as they are adjusted in their preparation. 

5. Throughout the report, we identify questions that councillors may wish 
to consider to help them better understand their council’s financial position 
and to scrutinise financial performance. The questions are also available in 
Supplement 1: Self-assessment tool for councillors  on our website. 

6. We recognise that complex financial information is often presented differently 
for different purposes. For example, local finance returns (LFRs), which councils 
submit to the Scottish Government, present spending information for councils on 
a different basis from the spending information that councils record in their annual 
accounts. There are also differences in how funding is recorded in different 
sources. Alongside this report, we have published a short supplement to explain 
the main differences in the way financial information is reported. This is included 
in the self-assessment tool for councillors.

7. Accompanying this report, and to facilitate insight and comparisons across the 
sector, we have provided additional financial information on our website. The 
information is based on councils’ audited accounts. We hope this will be useful 
for senior council finance officers, their staff and other interested stakeholders.

http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_161129_local_government_finance_supp1.pdf
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there has 
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Part 1
Income and spending

Key messages 

1 The overall financial health of local government was generally good
in 2015/16 and there was a slight increase in overall reserves and a 
reduction in overall debt. Auditors did not raise concerns about the 
immediate financial position of Scotland’s councils and, for the fifth 
year in a row, issued unqualified opinions on councils’ accounts.

2 More than half of councils’ income comes from the Scottish
Government. Councils have experienced a long-term decline in their 
grant funding from the Scottish Government. This is expected to 
continue to fall in future, putting greater pressure on budgets.

3 Councils have managed their finances well so far in responding to
the pressures they face. In 2015/16, 15 councils planned to use some 
of their reserves to support spending and, across local government, 
revenue reserves were forecast to decrease. However, only seven 
councils drew on their reserves and, overall, revenue reserves 
increased in 2015/16. 

4 Councils spent £19.5 billion in 2015/16. Spending on providing services
remains lower than in 2011/12, but is increasing in key services, most 
noticeably in social care because of rising demand from an ageing 
population. Many councils overspent their social care budgets and 
this poses a risk to their longer-term financial position. Councils need 
to ensure budgets reflect true spending patterns so that the impact of 
current spending on their financial position is clearly understood. 

5 Over and above growing demands on services, councils need to
manage other financial pressures such as increasing pension costs 
and wage inflation. It is essential that councils have long-term financial 
strategies and plans in place that align with their priorities and are 
supported by medium-term financial plans and budget forecasts. 

All councils received an unqualified audit opinion on their 
2015/16 accounts but they can better use their accounts to 
explain financial performance

8. The overall financial health of local government was generally good in 2015/16.
All accounts were received on time and, for the fifth consecutive year, auditors
issued all of Scotland’s 32 councils with a true and fair unqualified audit opinion
on their 2015/16 accounts.
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9. Over two-thirds of councils operated within their budgets and there was a
slight increase in overall reserves and a reduction in overall debt. Auditors did not
raise concerns about the short-term financial position of Scotland’s councils, but
raised a number of concerns about individual councils facing significant funding
gaps over the next two to three years.

10. For the last two years, councils have produced a management commentary
to accompany their annual accounts. These commentaries play an important role
in helping readers to better understand the accounts and a council’s financial
performance. As such, they should include explanations of amounts included in
the accounts as well as:

• a description of the council’s strategy and business model

• a review of the council’s business

• a review of principal risks and uncertainties facing the council

• an outline of the main trends and factors likely to affect the future
development, financial performance and financial position of the council.

11. The management commentary should concisely present the financial ‘story’
of a council in an understandable format for a wide audience. Auditors express an
opinion on whether the management commentary is consistent with the audited
financial statements.

12. Analysis of the management commentaries shows variation in how clearly
councils explain their financial and general performance. However, there is a
general improvement from last year. It is the Commission’s view that councillors
have an important role in ensuring that the management commentary effectively
tells the story of the council’s financial performance and can be understood and
scrutinised by a wide audience.

Scottish Government funding increased in 2015/16 but has 
reduced significantly over the longer term 

13. In 2015/16, councils’ total revenue and capital income was £18.9 billion, a
real-terms increase of 2.9 per cent since 2014/15. £10.9 billion (57 per cent) of
this came from the Scottish Government (Exhibit 1, page 11). The share of
council income coming from the Scottish Government has reduced slightly from
2014/15 (58 per cent), mainly because of a large increase in income from service
fees and charges.1

14. Scottish Government grants are councils’ major source of income. Between
2010/11 and 2015/16, Scottish Government funding (combined revenue and
capital) for councils reduced in real terms by around £186 million (1.7 per
cent) to £10.9 billion.2 Taking into account 2016/17 funding, councils have
experienced a real-terms reduction in funding of 8.4 per cent since 2010/11. This
is approximately the same as the reduction in the Scottish Government’s total
budget over the same period.

Does the 
management 
commentary 
section of the 
annual accounts 
provide a clear 
and easily 
understandable 
account of the 
council's finances?
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In 2015/16, councils received a slight increase in revenue funding from the 
Scottish Government to support the implementation of national policies
15. The Scottish Government allocates councils a set amount of revenue funding
from both grants and non-domestic rates (NDR). In 2015/16, this amounted to
£10.0 billion. This represents a real-terms annual increase of 1.1 per cent but a
2.1 per cent reduction since 2010/11.

16. Revenue grants totalled £7.25 billion in 2015/16 and included: £560 million for
continuing to freeze council tax at 2007/08 levels; around £350 million to replace
council tax benefit previously provided by the UK Government; and additional
funding for implementing other Scottish Government policies, such as maintaining
teacher numbers and pupil to teacher ratios. In their accounts, councils record
income from Scottish Government funding differently from how it is allocated
(Supplement 1: Self-assessment tool for councillors ). As a result, councils’
accounts show income from Scottish Government general revenue grants of
£7.2 billion in 2015/16. This represents a real-terms reduction in councils’ income
of £38.0 million since 2014/15.

17. An increasing proportion of revenue funding is coming from NDR (29 per cent
in 2015/16 compared to 22 per cent in 2010/11). The increase in NDR income in
recent years has not fully offset reductions in revenue grant funding.

Exhibit 1
Sources of councils' income in 2015/16
Councils' total income in 2015/16 was £18.9 billion and almost 60 per cent (£10.9 billion) of this came from the 
Scottish Government.

General
Government 
grants
£7.2bn

Non-domestic
rates
£2.8bn

Capital grants 
and contributions
£0.9bn

The Scottish 
Government 
provides 
almost 60 
per cent  of 
council 
income

Housing
£1.2bn

Council tax
£2.1bn

Service income, 
fees and
charges
£4.8bn

£18.9
 billion

Total income

Notes: 1. Figures have been rounded to one decimal place so the sum of the categories does not exactly match total income. 2. Service 
income, fees and charges may include specific service-related grants and income such as payments from the Scottish Government, NHS 
or other councils. It also includes funds returned to councils from Integration Joint Boards. 3. Capital grants and contributions include 
income from the Scottish Government and others such as central government bodies, National Lottery and the European Union. As the 
majority is in the form of Scottish Government capital grants, we have included this within income provided by the Scottish Government.

Source: Councils' audited annual accounts, 2015/16

http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_161129_local_government_finance_supp1.pdf
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		Exhibit 1

		Sources of councils' income 2015/16



		£ billion		2015/16

		General Government grants		7.15		38%

		Non-domestic rates		2.79		15%

		Capital grants and contributions		0.93		5%

		Service income, fees and charges		2.05		11%

		Council tax		4.83		26%

		Housing		1.15		6%

		Total		18.90		100%



		Notes:

		Service income, fees and charges may include specific service-related grants and income such as payment from the Scottish Government, NHS or other councils. It also includes funds returned to councils from Integration Joint Boards.

		Capital grants and contributions include income from the Scottish Government and others such as central government bodies, National Lottery and the European Union. As the majority is in the form of Scottish Government capital grants, we have included this within income provided by the Scottish Government.



		Source: Councils' audited annual accounts, 2015/16
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Scottish Government revenue funding fell by almost seven per cent 
between 2010/11 and 2016/17, and further reductions are expected
18. In 2016/17, Scottish Government grant funding has fallen by £489 million to
£9.6 billion. This is a greater reduction than in previous years and represents a real-
terms annual reduction in revenue grant of 5.9 per cent and NDR of 2.2 per cent.
Since 2010/11, combined revenue funding has fallen by 6.8 per cent (Exhibit 2).

19. Councils expect revenue funding to decrease in future years, although the
extent of this is not clear as, the Scottish Government has provided councils with
one-year funding settlements in 2015/16 and 2016/17. Councils contend that this
constrains their ability to develop meaningful long-term financial strategies and
medium-term financial plans. However, the challenging financial environment
further strengthens the case for councils taking a long-term view of their finances
Part 2 (page 19). There should be clear links between financial strategies and
plans and councils’ strategic priorities to provide a basis for decision-making.

Income from NDR and council tax increased in some councils in 2015/16
20. In 2015/16, councils received £2.79 billion in NDR income, a real-terms annual
increase of £134.3 million (5.1 per cent). Twenty-six councils saw an increase in
their NDR income in 2015/16. This ranged from a £12.1 million (16.0 per cent)
reduction in Falkirk Council to an increase of £26.5 million (7.3 per cent) in City of
Edinburgh Council.

Exhibit 2
Scottish Government funding to councils from 2010/11 to 2016/17, at 2015/16 prices
Councils are experiencing a long-term reduction in revenue funding. 

Total funding Revenue grant funding NDR Capital funding
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Notes:
1.  Funding allocations up to 2012/13 have been adjusted to remove funding for police and fire. Responsibility for these services

transferred from local to central government in April 2013. From 2013/14, revenue funding includes payments for council tax reduction,
replacing council tax benefit previously coming from the UK Government. We have also adjusted these figures for specific elements of
the local government settlement relating to adjustments for police and fire pensions.

2.  Since 2013/14, Scottish Government revenue funding has included payments of around £350 million per year to fund council tax
reductions, replacing council tax benefit which previously came from the UK Government.

3.  The 2016/17 figures do not include £250 million the Scottish Government allocated to health and social care integration authorities
specifically for social care. This is an allocation from the Scottish Government health budget to NHS boards, rather than councils. The
NHS boards will allocate this funding to the integration authorities.

Source: Local Government Finance Circulars 2011-16, Scottish Government

How do you 
consider potential 
changes to income 
streams and their 
impact on spending 
and services as part 
of medium and 
long-term planning?
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		Exhibit 2

		Scottish Government funding to councils from 2010/11 to 2016/17, at 2015/16 prices



		£million, cash values		2010/11		2011/12		2012/13		2013/14		2014/15		2015/16		2016/17

		Total revenue		9,583.97		9,340.24		9,386.79		9,766.39		9,920.61		10,039.38		9,693.43

		NDR		2,068.20		2,182.00		2,263.00		2,435.00		2,649.50		2,788.50		2,768.50

		Other revenue		7,515.77		7,158.24		7,123.79		7,331.39		7,271.11		7,250.88		6,924.93

		Capital funding		777.40		607.20		450.80		552.22		839.04		856.30		606.89

		Total funding		10,361.36		9,947.44		9,837.59		10,318.61		10,759.65		10,895.68		10,300.32



		£million, adjusted to 2015/16 prices		2010/11		2011/12		2012/13		2013/14		2014/15		2015/16		2016/17

		Total revenue		10,250.56		9,853.09		9,698.60		9,927.01		9,928.65		10,039.38		9,550.18

		NDR		2,212.05		2,301.81		2,338.17		2,475.05		2,651.65		2,788.50		2,727.59

		Revenue grant funding		8,038.51		7,551.28		7,360.43		7,451.96		7,277.00		7,250.88		6,822.59

		Capital funding		831.47		640.54		465.77		561.30		839.72		856.30		597.92

		Total funding		11,082.03		10,493.63		10,164.37		10,488.31		10,768.37		10,895.68		10,148.10

		Notes:

		Funding allocations up to 2012/13 have been adjusted to remove funding for police and fire. Responsibility for these services transferred from local government to central government in April 2013. 

		From 2013/14, revenue funding includes payments for council tax reduction, replacing council tax benefit previously coming from the UK Government.

		We have also adjusted these figures for specific elements of the local government funding settlement relating to adjustments for police and fire pensions.

		Since 2013/14, Scottish Government funding has included payments of around £350 million per year to fund council tax reductions, replcing council tax beneft which previously came from the UK Government.

		The 2016/17 figures do not include £250 million the Scottish Government allocated to health and social care integration authorities specifically for social care. This is an allocation from the Scottish Government health budget to NHS boards, rather than councils. The NHS boards will allocate this funding to the integration authorities.



		Source: Local Government Finance Circulars 2011-16, Scottish Government
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21. Council tax income was £2.1 billion in 2015/16, a real-terms annual increase
of £32.3 million (1.6 per cent). With council tax levels being frozen nationally
(paragraph 16), real terms increases and decreases will come about through
changes in council tax relief and collection rates, as well as changes in the
number of households paying council tax through new housebuilding, empty
homes and/or depopulation. Council tax income increased in 29 councils but
decreased in real terms in three (Aberdeenshire 1.4 per cent, Argyll and Bute
0.1  per cent and East Lothian 1.7 per cent.)

22. Councils collected 95.7 per cent of council tax in 2015/16. This was up from
95.3 per cent in 2014/15. Collection rates ranged from 93.6 per cent in Dundee
City Council to 98.5 per cent in Perth and Kinross Council. We will look in more
detail at councils’ performance in collecting council tax and the associated costs
in our March 2017 report.

23. The funding available to councils from Scottish Government general revenue
grants, NDR and council tax varies widely. For Scotland, this equated to £2,232
per person in 2015/16. This is around £14 (0.6 per cent) higher in real terms than
in 2014/15 and around £214 (8.8 per cent) lower than in 2011/12. The highest
revenue funding per person was in Shetland Islands Council, around £4,118;
and the lowest was around £1,928 in City of Edinburgh Council (Exhibit 3).
The variation in funding per head between councils can impact upon both their
financial performance and financial position.

Exhibit 3
Revenue funding from general grants and taxation, 2015/16
Revenue funding per head varies significantly by council. 

General revenue grants NDR Council tax
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Note: General revenue grant funding allocations for individual councils are decided by a needs-based formula that takes into account a 
variety of factors including rurality (including an allowance for island authorities) and levels of deprivation.

Source: Councils’ audited accounts for 2015/16; and General Registrar of Scotland mid-year population estimate for 2015
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		Exhibit 3

		Revenue funding from general grants and taxation, 2015/16



		£ per head 		Total		General revenue grants		NDR		Council Tax

		Shetland		4,118		3,024		728		366

		Eilean Siar		4,092		3,453		293		346

		Orkney		3,637		2,835		438		364

		Argyll & Bute		2,851		2,031		320		499

		Inverclyde		2,498		1,842		307		349

		West Dunbartonshire		2,465		1,184		938		343

		East Renfrewshire		2,412		1,782		178		452

		Highland		2,406		1,415		545		446

		Glasgow		2,403		1,464		631		308

		North Ayrshire		2,392		1,726		315		351

		Dumfries & Galloway		2,356		1,641		340		376

		Dundee		2,317		1,588		408		321

		Scottish Borders		2,273		1,569		296		409

		Stirling		2,267		1,330		489		448

		Clackmannanshire		2,265		1,593		309		363

		South Ayrshire		2,250		1,456		380		414

		East Ayrshire		2,249		1,641		269		340

		East Dunbartonshire		2,234		1,527		235		471

		Midlothian		2,193		1,412		376		405

		Renfrewshire		2,182		1,213		590		379

		South Lanarkshire		2,177		822		999		355

		North Lanarkshire		2,165		1,503		362		300

		Perth and Kinross		2,153		1,295		395		464

		Falkirk		2,150		1,408		399		343

		Angus		2,139		1,512		263		364

		Fife		2,125		1,300		455		369

		East Lothian		2,101		1,433		253		415

		West Lothian		2,090		1,221		528		341

		Moray		2,062		1,304		387		371

		Aberdeenshire		2,054		1,253		351		450

		Aberdeen		1,942		567		914		461

		Edinburgh		1,928		711		784		434

		Scotland		2,232		1,330		520		382

		Note:

		General revenue grant allocations for individual councils are decided by a needs-based formula that takes into account a variety of factors including rurality (including an allowance for island authorities) and levels of deprivation



		Source: Councils' audited accounts for 2015/16; and General Registrar of Scotland mid-year population estimates for 2015
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Councils are raising an increasing proportion of their income through fees, 
charges and specific grants
24. Councils’ 2015/16 accounts show income from fees and charges and other
specific grants income totalled £4.8 billion. In real terms, this was £324.0 million
(7.2 per cent) more than in 2014/15 and represents the largest growth area
in council income. Service income increased in a number of areas, including
education, roads and transport. The most significant increase was within social
work and social care services, reflecting how councils have accounted for funds
provided by Integration Authorities for delivering services.3 Service income from
other areas, including environmental and planning and development services, fell
in real terms.

25. Councils’ accounts do not show how much of their income is specifically
from service charges. In 2013, the Accounts Commission highlighted that
councils need to be clear about how their charging policies affect local citizens.4

Charges should not be set in isolation. Any decision to vary or introduce charges
to generate income should take account of the council's priorities. We will be
looking at this again in our future work programme.

Capital income increased in 2015/16, reflecting earlier Scottish Government 
decisions about capital funding 
26. In 2015/16, councils’ total capital income was £0.9 billion. This represented a
real-terms annual increase of £50.4 million (5.8 per cent). £856.3 million of this
capital income came from Scottish Government grant funding. Between 2010/11
and 2015/16, capital funding from the Scottish Government increased by
three per cent in real terms.

27. As part of its 2011/12 Spending Review, the Scottish Government
rescheduled some of councils’ planned capital grant funding for 2012/13 and
2013/14 by two years. As a result, capital allocations in 2014/15 and 2015/16
were around 50 per cent more than originally planned. Scottish Government
capital funding in 2016/17 has fallen to £597.9 million owing to the Scottish
Government again rescheduling capital funding (£150 million) to later years.

28. When councils borrow, it is mainly to finance assets such as buildings,
schools and houses. Councils’ current and planned capital expenditure therefore
impacts upon what they borrow, their total levels of debt and the level of reserves
they hold. In Part 2 (page 19), we examine the financial position of councils
and how debt and reserves directly affect this.

Councils' spending on services increased in 2015/16 but is lower 
than five years ago

29. In 2015/16, councils spent £19.5 billion (revenue and capital). This real-terms
increase of £708.9 million on 2014/15 was driven by increased spending in
22 councils. Although councils spent £0.6 billion more than their income, this
can be attributed in part to accounting adjustments that councils must make in
their annual accounts.

30. Councils’ spending included pensions and interest on borrowing, but the
vast majority (94.2 per cent) was spent on providing services to their
communities. At £18.3 billion, this was a real-terms increase of £756.6 million
(4.3 per cent) on 2014/15.

Is income from fees 
and charges clearly 
reported?

What increases in 
fees and charges 
are planned 
and how will 
these affect your 
citizens? Do you 
consider local 
economic impacts?

How do your 
fees and charges 
compare to other 
councils?

Is your capital 
investment 
programme 
appropriately 
funded?
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31. Twenty-six councils own council houses. In 2015/16, these 26 councils spent
£1.3 billion on council housing, around 6.5 per cent of total local government
spending. This ranged from three per cent of total spending in Shetland Islands
Council to 19.2 per cent of spending in Aberdeen City Council.

32. Overall, council expenditure remains 1.4 per cent lower than in 2011/12.
Councils have managed financial pressures by controlling net spending (spending
minus service income) over time. However, net service spending in 2015/16 was
higher than in 2014/15, at £12.4 billion. The increase in 2015/16 included a real-
terms increase of £217.3 million in net spending on education, driven by additional
funding from the Scottish Government to support national educational priorities.

33. Real-terms spending on other services, such as roads and housing, has
been maintained or reduced over time. The exception to this is social work and
social care, where net spending has increased by £268 million (8.6 per cent) since
2011/12 (Exhibit 4). This reflects the increasing demand from a growing elderly
population, which presents a huge challenge for both health and social care.5

Exhibit 4
Council spending on main services, 2011/12 to 2015/16 (at 2015/16 prices)
Councils have reduced or maintained real-terms net spending in a number of service areas, but there have been 
annual increases within social work. 
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Source: Councils' audited annual accounts, 2011/12-2015/16
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		Exhibit 4

		Council spending on main services, 2011/12 to 2015/16 (at 2015/16 prices)



		£ billion		2011/12		2012/13		2013/14		2014/15		2015/16

		Education		5.4		5.4		5.3		5.2		5.4

		Social Work		3.1		3.2		3.3		3.3		3.4

		Environmental		0.7		0.7		0.8		0.8		0.8

		Roads and Transport		0.7		0.7		0.7		0.7		0.7

		Housing 		0.5		0.1		0.5		0.4		0.4

		Other		2.6		2.5		1.7		1.7		1.7

		Notes:

		The figures show net spending, which is the total amount spent less any income from fees, charges or other service income.

		Housing figures include spending from the General Fund (GF) and Housing Revenue Account (HRA)



		Source: Councils' audited accounts, 2011/12-2015/16
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Councils spent around £2.4 billion on capital projects in 2015/16, with 
around a quarter of this spent on council housing projects
34. Of the £19.5 billion that councils spent in 2015/16, £2.4 billion (12 per cent)
was on investing in capital projects such as buildings, roads and equipment. Just
over a quarter of this capital spending (£632 million, 27 per cent) was on council
housing projects. Capital spending ranged from £13.8 million in Shetland Islands
Council to £191.9 million in City of Edinburgh Council.

35. There is a wide range in the scale of councils’ capital investment programmes
relative to their other expenditure. For example, less than seven per cent of total
spending in East Ayrshire Council was on capital projects, while it was over
20 per cent of total spending in Highland Council. Capital investment will be driven
largely by the condition of councils’ current estate and their local priorities. Capital
investment can reduce ongoing revenue expenditure and generate income, but it
also incurs long-term costs that impact on councils’ revenue budgets.

36. The majority of councils (28) underspent significantly against their combined
General Fund and Housing Revenue Accounts (HRA) capital budgets in 2015/16.
Common reasons for this were project delays and project slippage where
spending did not progress as expected. Where possible, councils attempted to
offset this by bringing projects scheduled for later years forward into 2015/16.
For example, Angus Council spent £48.3 million on its General Fund capital
programme in 2015/16, £4.0 million (eight per cent) less than budgeted. This was
after the council offset some of the forecast shortfall by bringing forward two
education projects and beginning them in 2015/16 rather than in 2016/17.

Over two-thirds of councils remained within their overall budgets 
in 2015/16 but there were variations within individual services

37. Councils are required to submit their annual budget and expected expenditure
(provisional outturn) to the Scottish Government. Like the budgets presented to
councillors, these are prepared on a funding basis and this differs from the figures
in the annual accounts (Supplement 1  outlines the differences).

38. Throughout the year councils will revise their initial budget estimates to take
into account factors such as extra funding. Our analysis of annual accounts and the
information councils provide to the Scottish Government indicates that provisional
outturns were relatively accurate when compared to actual spending, with actual
expenditure being within two per cent in most cases. (Exhibit 5, page 17).

39. While over two-thirds of councils have remained in line with their overall
budgets in 2015/16, there are significant variations in how different services have
performed within councils. Where some services are significantly overspending,
this may be offset by underspends elsewhere and result in a council remaining
within their overall budget.

40. Our review of councils’ annual audit reports has highlighted a number
of service areas where councils commonly over-or underspent against their
budgets. Around a third of the reports highlighted overspending in social work or
elements of social work services. Aberdeenshire Council, for example, overspent
against its adult social work budget by £2.0 million, with a £2.7 million overspend
on care packages being the main contributor to this. A number of councils,
including Clackmannanshire, Dundee and Falkirk, reported overspending relating
to fostering services and residential school placements.

Do you know what 
slippage there has 
been in capital 
projects and why?  
Are you assured 
that appropriate 
action is being 
taken?

Do service 
budgets reflect 
your priorities?  

Are potential 
overspends 
highlighted to you 
as they occur and 
before year-end?

http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_161129_local_government_finance_supp1.pdf
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41. Conversely, around a third of councils reported underspending against their
education budgets or elements of these, and several councils underspent
against their social work budgets. Last year, we reported that City of Edinburgh
Council overspent its health and social care service budget by £5.9 million owing
to demand pressures. In 2015/16, the service received additional funding of
£9.8 million to provide additional short-term support and underspent its total
budget by £3.4 million.

42. The need for budgets and forecasts to reflect actual spending becomes
increasingly important for councils with decreasing or low levels of usable
reserves to draw on. Councils cannot continue to rely on underspends in certain
services offsetting overspending elsewhere. Where services have been found to
consistently overspend, budgets should be revised to reflect true spending levels
and patterns. This requires good financial management to ensure spending is
accurately forecast and monitored within the year. The impact of current spending
approved by councillors on the financial position can only be accurately assessed
if budgets are robust.

Exhibit 5
Councils' provisional and actual net service expenditure, 2015/16
Only a few councils spent significantly more or less than they estimated near the end of the year.
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Note: Budget figures that councils submit to the Scottish Government are prepared on a funding basis (Supplement 2 ). While there is 
no corresponding figure in the annual accounts, we are able to adjust the figures from the accounts to allow final service spending from 
the accounts to be compared to councils' provisional outturns. 

Source: Councils' audited accounts 2015/16; and Provisional Outturn and Budget Estimate Statistics 2015/16, Scottish Government

Are there services 
where you are 
consistently 
over or under 
spending against 
your budget? Are 
such variances 
adequately 
explained?

http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_161129_local_government_finance_supp2.pdf
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		Exhibit 5

		Councils' provisional and actual net expenditure, 2015/16



				Provisional to Actual Outturn 

		Aberdeen		-0.5%

		Aberdeenshire		0.7%

		Angus		1.3%

		Argyll & Bute		-4.2%

		Clackmannanshire		-2.3%

		Dumfries & Galloway		-0.8%

		Dundee		-1.3%

		East Ayrshire		-0.8%

		East Dunbartonshire		-1.2%

		East Lothian		-0.3%

		East Renfrewshire		-3.3%

		Edinburgh		0.6%

		Eilean Siar		-3.0%

		Falkirk		1.3%

		Fife		2.2%

		Glasgow		-1.7%

		Highland		-1.4%

		Inverclyde		1.8%

		Midlothian		-3.6%

		Moray		0.8%

		North Ayrshire		1.0%

		North Lanarkshire		-1.8%

		Orkney		0.8%

		Perth and Kinross		-0.5%

		Renfrewshire		-2.6%

		Scottish Borders		-1.9%

		Shetland		-3.6%

		South Ayrshire		-2.1%

		South Lanarkshire		-0.8%

		Stirling		-0.7%

		West Dunbartonshire		0.4%

		West Lothian		-2.2%



		Note

		Budget figures that councils submit to the Scottish Government are prepared on a funding basis. While there is no corresponding figure in the annual accounts, we are ble to adjust the figures from the accounts to allow final service spending from the accounts to be compared to councils' provisional outturns.

		Source: Councils' audited accounts 2015/16; and Provisional Outturn and Budget Estmiate Statistics 2015/16, Scottish Government.
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Councils continue to generate savings through reducing their workforce 
43. Councils have continued to reduce their workforces to make recurring
savings. In doing so, they incur significant initial costs, typically lump sum
payments for redundancy or early retirement, and additional payments to pension
schemes if employees are offered enhanced benefits or early access to their
pension. Councils’ decisions on reducing their workforce numbers through exit
packages are supported by business cases which set out the associated costs
and potential savings. Councils will typically expect to recoup the costs and start
making savings within a few years.6

44. In 2015/16, 2,246 staff left councils through exit packages at a total cost of
£79.7 million. This represents an average cost of around £35,500 per package. In
the last five years, just over 13,000 staff have left councils through exit packages
at a cost of £518.5 million (at 2015/16 prices) (Exhibit 6). We will consider how
councils are managing their workforces in more detail in our March 2017 report.

Equal pay claims impact on councils’ financial position
45. Equal pay remains a substantial issue for local government and continues
to be of public interest. Settling claims may require councils to use a significant
amount of their usable reserves, influencing their financial position. The Accounts
Commission is currently carrying out a performance audit on equal pay and will
publish our findings in 2017.

Exhibit 6
Number and cost of staff exit packages, 2011/12 to 2015/16
Over 13,000 staff have left via exit packages since 2011/12 at a cost of £518.5 million at 2015/16 prices. The 
average cost per package has been reducing since 2012/13 and is less than £40,000 over the period.

2015/16 prices 2011/12 2012/13 2013/14 2014/15 2015/16 Total

Number of packages 4,070 2,407 2,373 1,933 2,246 13,029

Cost of packages (£m) 156.9 112.7 94.2 75.0 79.7 518.5

Cost per package (£) £38,555 £46,818 £39,681 £38,798 £35,504 £39,797

Source: Councils' audited accounts 2011/12-2015/16

Are exit packages 
supported by 
business cases 
setting out the 
total estimated 
costs and savings?
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		Exhibit 6

		Number and cost of staff exit packages, 2011/12 to 2015/16



		2015/16 prices		2011/12		2012/13		2013/14		2014/15		2015/16		Total

		Number of packages		4,070		2,407		2,373		1,933		2,246		13,029

		Cost of packages (£m)		156.9		112.7		94.2		75		79.7		518.5

		Cost per package (£)		38,555		46,818		39,681		38,798		35,504		39,797

		Source: Councils' audited accounts, 2011/12-2015/16
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all councils 
should have 
long-term 
financial 
strategies 
supported by 
more detailed 
financial plans 

Part 2
Financial outlook

Key messages 

1 By the end of 2015/16, usable reserves had risen by five per cent across
local government and net debt decreased slightly for the second 
year in a row. Some councils are building up reserves and reducing 
borrowing in anticipation of further funding reductions.

2 Councils’ net debt currently stands at £13.72 billion. Councils currently
spend around £1.5 billion a year on the associated interest and 
repayments. The proportion of their income that councils spend on 
servicing debt varies and this has direct implications for the amount 
available to spend on services. 

3 Local Government Pension Scheme (LGPS) deficits decreased from
£10.0 billion to £7.6 billion in 2015/16. Despite this, councils and pension 
funds continue to face challenges from below-target or negative 
returns on investments and increasing administration costs.

4 All councils face future funding gaps and there is significant variation
in how well placed individual councils are to address them. Councils 
will need to make further savings and/or generate additional income 
as relying on reserves is not sustainable. Opportunities to make 
savings are partly affected by national policy commitments and the 
costs of servicing debt. Councils’ ability to make savings will also be 
influenced by the level of savings they have already made and the 
extent of their plans for transforming how services are delivered. It is 
therefore important that councils’ savings plans are achievable within 
the timescales required. 

5 Councils face tough decisions around their finances that require strong
leadership and sound financial management. Long-term financial 
strategies must be in place to ensure council spending is aligned with 
priorities. Decisions need to be informed by well-developed medium-
term financial plans and budget forecasts that allow councillors and 
officers to assess the impact of approved spending on their longer-
term financial position. 
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Councils continued to increase their usable reserves and reduced 
their net external debt in 2015/16 

Usable reserves reached £2.5 billion in 2015/16
46. Councils’ reserves at 31 March 2016 were £18.9 billion. Of these, £2.5 billion
(13 per cent) were usable reserves that can be used to support services (these
are often referred to as cash-backed reserves). The remainder were unusable
reserves (£16.4 billion), which represent accounting adjustments to reflect things
such as an increase in the value of council-owned buildings. Continuing the
trend in recent years, councils increased both their usable and unusable reserves
during 2015/16.

47. Usable reserves comprised £1.9 billion of revenue and £0.6 billion of capital
reserves. The General Fund, which can be used to support a wide variety of
services, is the largest usable reserve. Together with the Housing Revenue
Account (HRA) reserve, these represent over half of usable reserves (Exhibit 7).

Exhibit 7
Councils' usable reserves, 2011/12 to 2015/16
Usable reserves have increased since 2011/12. 

General Fund Other usable reserves Housing Revenue Account
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The level of General Fund reserves as a proportion of income from general revenue grants, NDR and council tax 
income has increased slightly since 2011/12.

2011/12 2012/13 2013/14 2014/15 2015/16

7.6% 8.8% 9.2% 9.4% 9.8%

Note: Other usable reserves are primarily attributable to Orkney and Shetland Islands holding large reserves relating to oil, gas and 
harbour related activities. 

Source: Councils' audited accounts 2011/12-2015/16

48. Twenty-three councils increased their General Fund reserves in 2015/16,
resulting in an overall increase of £58.0 million (5.2 per cent) to £1.2 billion. This
is equivalent to about nine per cent of councils’ available revenue income from
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		Exhibit 7

		Councils usable reserves, 2011/12 to 2015/16



		£billion		2011/12		2012/13		2013/14		2014/15		2015/16

		General Fund		0.9		1.1		1.1		1.1		1.2

		Housing Revenue Account		0.1		0.1		0.1		0.1		0.1

		Other usable reserves		1.1		1.1		1.1		1.1		1.1



		General fund as a percentage of general revneue grants, NDR and council tax

				2011/12		2012/13		2013/14		2014/15		2015/16

				7.6		8.8		9.2		9.4		9.8



		Note:

		Other usable reserves are primarily attributable to Orkney and Shetland Islands holding large reserves relating to oil, gas and harbour related activities.



		Source: Councils' audited accounts, 2011/12-2015/16
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Scottish Government grants, NDR, council tax and council house rents. Half of 
the 26 councils with council houses increased their HRA reserves. This resulted 
in HRA reserves increasing by £11.9 million (9.2 per cent) overall to £141.8 million.

49. While usable reserves can be used to support services, councillors must consider
how and when these are used as they can only be used once. Use of reserves
must comply with the council's annually reviewed reserves policy. This should be
clearly linked to financial plans and consideration must be given to the impact on
future financial position. Using reserves to support services in the short term is not
sustainable unless they are used to support service transformation and generate future
savings. A significant proportion of usable reserves held by councils have already been
allocated for specific purposes and so will not be available for other uses.

Net debt decreased again in 2015/16, but is set to rise as councils use their 
reserves to fund services
50. In 2015/16, Scotland’s councils owned physical assets worth £38.3 billion.
Councils can borrow from both external and internal sources to fund capital investment
in new assets, such as building a school. Councils' assess the affordability of
borrowing decisions under CIPFA's Prudential Code and it is up to individual councils
as to what they borrow to invest in assets. External borrowing involves a council
borrowing from another public sector body, from the financial markets or entering into
a public-private partnership. Internal borrowing is when a council temporarily borrows
from funds it has available, such as its reserves. This can delay it having to borrow
externally. By doing this, a council will avoid paying costs to a lender but will also
forego interest it could receive by investing its reserves.

51. For the second year in a row, councils’ net debt (total external debt minus
investments) decreased in 2015/16. The fall in net debt is largely a result of
councils having higher levels of usable cash reserves that they can either invest
or use to finance the capital expenditure for which they would otherwise have
to borrow. Councils now have debt of around £15.2 billion and investments
of around £1.5 billion. This means net debt is £13.72 billion, a reduction of
£69 million (0.5 per cent) since 2014/15 (Exhibit 8).

Exhibit 8
Councils' net external debt, 2011/12 to 2015/16
Councils' net external debt has been falling but remains higher than in 2011/12.
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gas and harbour activity so are excluded from this analysis of net debt. 

Source: Councils' audited accounts 2011/12-2015/16
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		Exhibit 8

		Councils' net external debt, 2011/12 to 2015/16



		£ billion		2011/12		2012/13		2013/14		2014/15		2015/16

				13.02		13.44		13.83		13.79		13.72



		Notes:

		Orkney and Shetland Islands councils hold large reserves and investments related to oil, gas and harbour activity so are excluded from this analysis of net debt.



		Source: Councils' audited accounts, 2011/12-2015/16
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52. We estimate value of internal borrowing across councils is about £0.9 billion.
Interest payable on external debt is higher than the interest a council can receive on
investments and so councils are utilising more internal borrowing to save money.

53. A key treasury management decision for councils will be when to borrow
rather than use their cash reserves to fund projects. This will be influenced by
councils’ capital investment plans, the extent to which reserves are needed to
support service spending as cost pressures increase (which means councils will
need to borrow externally to replace the reserves used for internal borrowing) and
whether any forecast change in interest rates makes external borrowing more
attractive. The link between capital plans and debt is important and councillors
must have a clear understanding of how changes in capital programmes
will affect their council’s debt position. Our report Borrowing and treasury
management in councils  outlines this in more detail.7

Councils spend around £1.5 billion on servicing debt each year
54. Councils’ external debt comprises borrowing from a variety of sources:

• the Public Works Loan Board (PWLB), which is a UK Government agency

• long-term liabilities from assets acquired under public/private partnerships,
including the Public Finance Initiative (PFI), Public/Private Partnerships (PPP)
or the Scottish Government’s newer Non-Profit Distributing (NPD) model
(paragraphs 58 and 59)

• lender option/borrower option loans (LOBOs) (paragraph 60)

• other market loans.

55. Within councils’ accounts, debt is categorised by when it has to be repaid and
not by source. It is also discounted to take into account factors such as when it
has to be paid and interest payments. The source and value of councils’ external
debt in 2015/16 is shown in Exhibit 9 (page 23).

56. The presentation of local government accounts mean that it is not always
possible to identify whether a council’s debt is related to its HRA or its General
Fund. This is an important distinction, as the cost of servicing HRA debt will
affect council house rents, whereas the cost of servicing General Fund debt
will need to be met from general revenue grants, NDR and council tax that are
typically used to fund services.

57. The capital finance requirement included in councils’ accounts, a measure of
what council debt still needs to be financed, can be split between the HRA and
General Fund. Using this split, we have apportioned debt to both the HRA and
General Fund Exhibit 10 (page 23). This shows considerable variation.

58. Most council debt takes the form of traditional fixed interest rate loans, providing
certainty over future interest payments. The exception to this is PFI/PPP/NPD debt
and LOBOs. The cost of PFI/PPP/NPD debt is generally acknowledged to be more
expensive than traditional borrowing, as repayments are usually inflation-linked.
Councils should have considered this in their value for money assessments. Councils
with a high proportion of PFI/PPP/NPD debt will have to make more complex
affordability assessments for future borrowing. Exhibit 11 (page 24) shows levels
of General Fund debt relative to the size of council, with the debt split between
borrowing and other long-term liabilities (PFI/PPP/NPD and finance leases).

Are there clear 
links between the 
capital programme 
and treasury 
management 
strategy?

Do you know 
the split in 
debt between 
General Fund 
and HRA (where 
applicable)? Is this 
reported within 
your management 
commentary?

Do you know the 
implications that 
different types of 
borrowing options 
have on future 
revenue budgets?

http://www.audit-scotland.gov.uk/report/borrowing-and-treasury-management-in-councils
http://www.audit-scotland.gov.uk/report/borrowing-and-treasury-management-in-councils
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Exhibit 9
Sources of councils' debt, 2015/16
Over half of council debt is borrowing from the PWLB.

LOBOs
£1.8bn
(12%)

Other borrowing
£2.7bn
(17%)

PWLB
borrowing
£8.9bn
(58%)

Other long-
term liabilities
£2.0bn
(13%)

£15.3
 billion

Total debt

Note: Total figure subjects to rounding.
Source: Councils' audited accounts 2015/16 and auditor returns 

Exhibit 10
Councils' total debt as a proportion of their annual income, 2015/16
Councils' debt varies from less than half to more than one and a half times their annual income.
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		Exhibit 9

		Sources of councils' debt, 2015/16



		£million		Approx. Gross Debt 		PWLB Borrowing		LOBOs		Other Long-term liabilities		Other borrowing

		Aberdeen		681.8		393.7		93.9		103.6		90.7

		Aberdeenshire		600.4		431.0		3.2		66.4		99.7

		Angus		248.2		129.5		30.0		82.4		6.3

		Argyll & Bute		236.6		100.1		50.3		74.8		11.4

		Clackmannanshire		147.7		78.6		24.0		42.4		2.7

		Dumfries & Galloway		307.3		128.7		9.5		109.6		59.5

		Dundee		547.3		374.1		42.0		74.7		56.4

		East Ayrshire		395.6		263.2		25.0		61.4		46.0

		East Dunbartonshire		234.7		111.2		14.4		86.7		22.4

		East Lothian		395.4		292.8		39.0		55.7		8.0

		East Renfrewshire		140.3		46.1		14.4		76.0		3.9

		Edinburgh		1,612.3		1,072.8		211.9		216.1		111.5

		Eilean Siar		149.1		144.8		0.0		2.5		1.8

		Falkirk		361.3		186.6		26.0		114.2		34.5

		Fife		903.6		284.9		5.3		68.0		545.4

		Glasgow		1,814.9		853.4		449.0		202.5		310.0

		Highland		947.8		612.6		116.3		118.2		100.7

		Inverclyde		283.9		110.7		103.1		65.8		4.4

		Midlothian		295.0		180.0		20.6		55.0		39.4

		Moray		217.7		129.7		33.9		34.8		19.2

		North Ayrshire		294.8		166.9		53.1		68.6		6.2

		North Lanarkshire		747.9		396.3		93.0		124.1		134.4

		Orkney		40.5		40.0		0.0		0.0		0.5

		Perth and Kinross		369.6		194.9		43.2		117.9		13.6

		Renfrewshire		309.7		168.7		54.8		79.9		6.3

		Scottish Borders		228.9		127.6		0.0		53.6		47.6

		Shetland		37.0		31.0		0.0		6.0		0.0

		South Ayrshire		229.0		122.1		48.2		57.8		0.9

		South Lanarkshire		1,242.9		993.4		10.0		222.9		16.6

		Stirling		215.4		118.0		0.0		62.2		35.2

		West Dunbartonshire		417.2		113.8		92.6		84.6		126.1

		West Lothian		599.2		465.0		63.7		65.5		5.0



		Scotland		15,253.0		8,862.2		1,770.4		2,653.9		1,966.3



		Notes:

		Figures have been rounded 

		Since the end of 2015/16 Edinburgh city council has converted £65 million worth of LOBOs to other forms of debt at no net cost to the council. 



		Source: Councils' audited accounts 2015/16 and auditor returns
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		Exhibit 10

		Councils' total debt as a proportion of their annual income, 2015/16



				Total		General Fund 		HRA

		East Lothian		164%		97%		67%

		South Lanarkshire		162%		132%		30%

		West Dunbartonshire		161%		90%		71%

		Highland		155%		116%		39%

		Edinburgh		153%		119%		34%

		West Lothian		144%		100%		44%

		Inverclyde		143%		143%		0%

		Dundee		140%		95%		45%

		Midlothian		137%		66%		72%

		Eilean Siar		135%		135%		0%

		Aberdeen		129%		85%		44%

		East Ayrshire		125%		95%		30%

		Glasgow		125%		125%		0%

		Clackmannanshire		110%		89%		21%

		Perth and Kinross		106%		87%		20%

		Aberdeenshire		103%		73%		30%

		Fife		103%		75%		28%

		Moray		102%		69%		33%

		Argyll & Bute		96%		96%		0%

		Stirling		94%		73%		22%

		East Dunbartonshire		93%		81%		13%

		Falkirk		93%		61%		31%

		Angus		90%		77%		14%

		North Lanarkshire		89%		63%		26%

		Scottish Borders		88%		88%		0%

		Dumfries & Galloway		87%		87%		0%

		South Ayrshire		81%		61%		20%

		North Ayrshire		80%		47%		32%

		Renfrewshire		73%		25%		48%

		East Renfrewshire		60%		48%		12%

		Orkney		49%		30%		19%

		Shetland		36%		23%		14%

		Source: Audit Scotland's analysis of councils' audited accounts 2015/16
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59. As well as the debt and debt repayments associated with public/private
partnerships, there are also significant revenue costs associated with these projects.
Under the terms of the contracts, councils make annual repayments (unitary
charges). Around 90 per cent of annual unitary charges relate to schools projects.
The charges are made up of three elements: debt repayment, interest costs (both
of which are included in debt servicing costs) and an annual service charge (included
within the relevant service revenue spending). Councils’ annual unitary charge
payments are around £500 million per year. As councils’ revenue budgets decrease,
and the repayments increase in line with inflation, the proportion of revenue budgets
being used to service the revenue elements of these contracts will increase.

60. LOBOs offered councils borrowing at lower interest rates than were available
for fixed or variable interest loans but, at fixed intervals, a lender can decide to
change the interest rate. As such, the long-term cost of servicing LOBOs is
uncertain. While councils benefited from lower interest rates offered by LOBOs,
their use has attracted public interest owing to the financial risk to which councils
are exposed from the potential change in the interest rate.

61. The cost of servicing debt (repaying debt and interest costs) will depend on the
mix of borrowing a council has, the interest rates secured at the time loans were
taken out and the amounts it requires to set aside to repay debt. In 2015/16, this cost
councils around £1.5 billion, equivalent to 12 per cent of their available funding from
general government revenue grants, NDR, council tax and council housing rents. The
percentage of this funding that councils use to service debt varies significantly, from
19.2 per cent in Comhairle nan Eilean Siar to 4.3 per cent in Orkney Islands Council.
Aberdeenshire Council, with 7.1 per cent, is the council with the next smallest
percentage of income used to service debt (Exhibit 12, page 25).

Exhibit 11
Councils' General Fund debt, 2015/16
Councils with more debt relating to PFI/PPP/NPD projects and finance leases may face higher costs.

Traditional debt PFI/PPP/NPD/Finance leases
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Source: Audit Scotland's analysis of councils' audited accounts 2015/16
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		Exhibit 11

		Councils' General Fund debt, 2015/16



				Total General Fund		PFI/PPP/NPD/Finance leases		Other

		Inverclyde		143%		33%		110%

		Eilean Siar		135%		2%		132%

		South Lanarkshire		132%		29%		103%

		Glasgow		125%		14%		111%

		Edinburgh		119%		20%		98%

		Highland		116%		19%		97%

		West Lothian		100%		16%		84%

		East Lothian		97%		23%		74%

		Argyll & Bute		96%		30%		65%

		East Ayrshire		95%		19%		76%

		Dundee		95%		19%		76%

		West Dunbartonshire		90%		33%		57%

		Clackmannanshire		89%		32%		57%

		Scottish Borders		88%		21%		68%

		Dumfries & Galloway		87%		31%		56%

		Perth and Kinross		87%		34%		53%

		Aberdeen		85%		20%		65%

		East Dunbartonshire		81%		34%		46%

		Angus		77%		30%		47%

		Fife		75%		8%		67%

		Aberdeenshire		73%		11%		62%

		Stirling		73%		27%		46%

		Moray		69%		16%		53%

		Midlothian		66%		26%		40%

		North Lanarkshire		63%		15%		48%

		Falkirk		61%		29%		32%

		South Ayrshire		61%		20%		40%

		East Renfrewshire		48%		32%		15%

		North Ayrshire		47%		19%		29%

		Orkney		30%		0%		30%

		Renfrewshire		25%		19%		6%

		Shetland		23%		6%		17%

		Source: Audit Scotland's analysis of councils' audited accounts 2015/16





Audit Scotland
Exhibit 11
Exhibit 11 background data



Part 2. Financial outlook  | 25

62. The cost of servicing debt directly impacts upon council spending on
services. However, councils can elect to reduce their debt by making extra
repayments or by repaying loans early. Councillors must satisfy themselves
that any accelerated debt repayment represents an appropriate use of funds,
balancing the future savings against the current impact on council services.

Local government pension deficits decreased in 2015/16, mainly 
owing to estimated changes in long-term liabilities

63. Councils have long-term commitments regarding pensions. They are required to
include a pension liability on their balance sheets for the Local Government Pension
Scheme (LGPS) but not for the Scottish Teachers Superannuation Scheme (STSS).

64. The size of council pension liabilities varies significantly and depends on
factors including:

• performance of the pension funds of which they are members

• assumptions made by actuaries of the various funds

• the maturity of the council’s membership (average age of pension scheme
members)

• decisions made by councils to award discretionary benefits to staff retiring early.

65. Councils with larger pension liabilities will tend to have higher annual costs.
The scale of the challenge for each council in meeting these costs can be
illustrated by considering their pension liability in relation to their annual income
(Exhibit 13, page 26).

Exhibit 12
The percentage of income used to service debt, 2015/16
Twenty-two councils spend ten per cent or more of their revenue income on servicing their debt.
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Source: Councils' audited accounts 2015/16
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		Exhibit 12

		The percentage of income used to service debt, 2015/16



		Eilean Siar		19.2%

		Edinburgh		18.3%

		Shetland		16.1%

		Highland		14.1%

		South Lanarkshire		13.9%

		Glasgow		13.6%

		Dundee		13.4%

		Clackmannanshire		13.0%

		Inverclyde		12.6%

		East Lothian		12.4%

		West Dunbartonshire		12.1%

		Argyll & Bute		12.0%

		Stirling		11.8%

		Falkirk		11.8%

		East Dunbartonshire		11.8%

		East Ayrshire		11.8%

		Moray		10.6%

		Dumfries & Galloway		10.3%

		Renfrewshire		10.1%

		Midlothian		10.1%

		Perth and Kinross		10.0%

		West Lothian		9.9%

		East Renfrewshire		9.8%

		Aberdeen		9.4%

		Angus		9.1%

		South Ayrshire		9.0%

		Fife		8.9%

		Scottish Borders		8.7%

		North Lanarkshire		8.5%

		North Ayrshire		8.1%

		Aberdeenshire		7.1%

		Orkney		4.3%

		Source: Councils' audited accounts 2015/16
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Exhibit 13
Council pension liabilities (LGPS and discretionary benefits awarded), 2015/16 
Councils' pension liabilities range from around 1.4 to 0.2 times their annual revenue incomes.
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Source: Councils' audited accounts 2015/16

66. The LGPS is a funded pension scheme, where employers’ and employees’
contributions are invested to meet the cost of future benefits. For most councils, the
estimated value of employees’ benefits exceeds the current value of investments,
leading to a net pension deficit. Councils’ pension deficits reduced from £10.0 billion
to around £7.6 billion during 2015/16 (Exhibit 14, page 27). This reduction is
primarily due to actuarial calculations discounting the current value of what the
funds will need to pay in the future. The factors contributing to this decrease include
assumptions around inflation and salary increases decreasing and the discount rate
increasing significantly.

67. With increasing life expectancy, pension contributions have risen to help
meet the increased cost of providing pension benefits. Employer contributions in
respect of teachers increased by two per cent to 17.2 per cent in October 2016.
Councils’ contributions to the LGPS are reviewed every three years and will next
be reviewed in 2017.

68. In 2015/16, the new 2015 LGPS was introduced. This sees pensions based
on average career earnings and the pension retirement age linked to the state
retirement age. The scheme includes a cost-sharing mechanism that limits
employer costs to ensure it remains affordable. This cap is set by considering
the cost associated with active members and will come into force when these
reach a maximum of 17.5 per cent for the whole of the scheme (rather than for
individual employers).
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		Exhibit 13

		Councils' pension liabilities (LGPS and discretionary benefit awarded), 2015/16

		As a proportrion of annual revenue incomes

		Shetland		140.2%

		Stirling		94.7%

		Dumfries & Galloway		86.5%

		Glasgow		81.3%

		Clackmannanshire		80.8%

		Fife		79.6%

		Falkirk		77.6%

		Dundee		64.1%

		Eilean Siar		61.1%

		South Lanarkshire		60.1%

		West Dunbartonshire		59.5%

		Inverclyde		58.8%

		East Dunbartonshire		58.0%

		Scottish Borders		54.6%

		East Ayrshire		52.2%

		Highland		51.3%

		Renfrewshire		49.8%

		East Lothian		47.7%

		Aberdeen		47.5%

		North Lanarkshire		47.3%

		Perth and Kinross		46.6%

		East Renfrewshire		46.4%

		Moray		45.9%

		Angus		45.5%

		Aberdeenshire		43.6%

		South Ayrshire		42.4%

		West Lothian		42.3%

		Edinburgh		41.6%

		North Ayrshire		40.9%

		Argyll & Bute		38.1%

		Midlothian		31.7%

		Orkney		21.8%



		Source: Councils' audited accounts 2015/16





Audit Scotland
Exhibit 13
Exhibit 13 background data



Part 2. Financial outlook  | 27

69. Alongside changes to the LGPS, pension auto-enrolment for existing and
new employees is now in place. Traditionally there is high pension scheme
membership among council staff but there will be additional costs associated
with existing and new staff joining the pension scheme.

70. The councils that administer the 11 LGPS funds in Scotland have coped well with
these changes. However, the scheme changes, combined with workloads associated
with councils reducing their staffing costs through voluntary severance and having to
administer added year payments, means there are ongoing administrative pressures.

71. We comment on the 11 LGPS funds, their accounts, governance and
performance in a supplement to this report (Supplement 2: Local Government
Pension Funds 2015/16 ).

Good financial planning and management are required to ensure 
the impact of spending decisions is fully understood 

72. Councils are developing their financial strategies and plans in an increasingly
complex environment. It is imperative that long-term financial strategies (covering
five to ten years) link spending to councils’ strategic priorities and that spending
plans are considered in this context.

73. The Commission recognises that the Scottish Government providing funding
settlement figures for a single year (as in 2016/17 and 2017/18) presents
challenges to councils updating medium-term financial plans and ensuring they
have long-term financial strategies in place. Although we recognise changes
in Scottish Government funding may alter assumptions in both the long and
medium terms, the absence of indicative funding should not prevent councils
projecting future income and spending, and planning accordingly.

74. Fourteen councils currently have long-term financial strategies in place while
15 others have at least a medium-term financial strategy (three to five years)
linking their spending plans to their wider strategic priorities. Three councils
(East Renfrewshire, Glasgow City and Highland) do not have a financial strategy
covering the medium or long term.

Exhibit 14
Pension deficits on councils’ balance sheets, 2011/12 to 2015/16
Councils' pension deficits decreased in 2015/16, mainly owing to actuarial 
calculations discounting the value of future commitments.
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Do you have a 
long-term financial 
strategy covering 
five to ten years? 

Are there clear 
links between the 
financial strategy 
and the vision for 
the future?

Is the long-term 
financial strategy 
supported by 
detailed plans 
covering a minimum 
of three years?

http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_161129_local_government_finance_supp2.pdf
http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_161129_local_government_finance_supp2.pdf
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		Exhibit 14

		Pension deficits on councils' balance sheets, 2011/12 to 2015/16



		£billion		2011/12		2012/13		2013/14		2014/15		2015/16

				-7.5		-8.8		-8.5		-10.0		-7.6



		Source: Councils' audited accounts, 2011/12-2015/16
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75. Twenty-nine councils have either medium-or long-term financial plans that set
out planned spending, the savings required and how they intend to use reserves
to support spending. Two councils have financial plans covering less than three
years (Falkirk and Glasgow City). Orkney Islands Council does not have a financial
plan but has a medium term financial strategy and a change programme is in
place to deliver the medium-term savings identified.

76. There should be very clear links between a council’s medium-term financial
plan and the annual budgets that councillors approve. Although councillors
approve only the budget for a single year, this should be supported by indicative
future spending plans that forecast the impact of relevant pressures for councils.
Presenting a budget for a single year in isolation does not allow councillors to fully
scrutinise the implications of spending decisions.

77. There is variation across councils in how they presented indicative future
budgets to councillors alongside their 2016/17 budget. Twenty-three councils
presented budgets up to 2018/19; four (Glasgow City, North Ayrshire, South
Ayrshire and West Lothian) presented budgets up to 2017/18; and five (Aberdeen
City, Angus, Dundee City, Orkney Islands and Renfrewshire) presented budget
figures for 2016/17 only.

Councils face significant funding gaps over the next three years 
78. We asked auditors to provide information about budgets for 2016/17 and
indicative plans for 2017/18 and 2018/19 that were presented to councillors when
the 2016/17 budget was being approved (Appendix (page 34). We focused
on the largest elements of councils’ budgets: the General Fund revenue budget;
the level of approved savings within this budget; and the potential impact of this
upon councils’ General Fund reserves.

79. Within our analysis we have made several simplifying assumptions. We have only
adjusted for savings approved in 2016/17 and further savings will have been identified.
When approved these savings will offset future funding gaps. We have also assumed
that any identified funding gaps will be met from General Fund reserves when
councils' can also use other usable reserves to support spending. Finally, we have
assumed that all General Fund reserves are available to close identified funding gaps
when a significant proportion of these reserves may have already been allocated.

80. Where councils did not provide information to their auditors about their
forecast General Fund budgets in 2017/18 and 2018/19, we made some
assumptions from available information. Most councils that provided information
up to 2018/19 are forecasting a continued reduction in revenue funding from the
Scottish Government but with increases in council tax receipts. They are also
forecasting that spending will increase. In particular, they anticipate rising demand
on key services through demographic changes and generally assume wage
inflation of between 1.0 and 1.5 per cent in both 2017/18 and 2018/19.

81. At the time of setting the 2016/17 budgets, councils anticipated an £87 million
in-year shortfall between General Fund revenue income (excluding any use of
reserves) and expenditure (after approving savings of £524 million). They planned
to bridge the gap by using seven per cent of existing General Fund reserves,
reducing them from £1.2 billion to around £1.1 billion by the end of 2016/17.

82. All councils have adequate reserve cover in 2016/17, meaning at the end of
the year they will still have General Fund reserves they can use in future. The

Do financial 
plans set out the 
implications of 
different levels of 
income, spending 
and activity?

Is there a clear 
link between the 
council's revenue 
plans and the 
budget information 
you are asked to 
approve?

Do financial 
plans identify the 
differences between 
income and 
expenditure for the 
next three years?

Do you know the 
actions being 
taken to close the 
funding gap?

Is the long-term 
financial strategy 
supported by 
detailed plans 
covering a minimum 
of three years?
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exception is Shetland Islands Council, but only because of the way it classifies 
its sizeable reserves as opposed to any financial difficulties or it approving an 
unbalanced budget. General Fund reserves at the end of 2015/16 were equivalent 
to nine per cent of councils’ overall income from the Scottish Government, NDR, 
council tax and council housing rents (paragraph 48). Adjusting for reserves 
that councils planned to use in 2016/17 reduces this to just over eight per cent 
(Exhibit 15). Councils will also have already allocated a proportion of their 
available reserves for specific purposes, and therefore what remains available as a 
contingency to support services will be significantly less. 

83. Seventeen councils planned to use reserves to balance their budget in 
2016/17. This ranged from Moray Council planning to use 28 per cent of reserves 
to Dumfries and Galloway Council intending to use less than one per cent. 

84. Excluding Shetland Islands Council, two councils (Falkirk and South 
Lanarkshire) forecasted a funding gap in excess of their General Fund reserves 
in 2017/18. A further 11 councils currently forecast a funding gap in excess of 
their General Fund reserves in 2018/19. Our analysis therefore indicates that by 
2018/19, over a third of councils will face a funding gap that exceeds their General 
Fund reserves. We recognise that since setting their 2016/17 budgets this 
position will have changed as councils have continued to identify other savings to 
address funding gaps.

Exhibit 15
2015/16 General Fund reserves as a percentage of councils' income, adjusted for planned reserve use 
in 2016/17
The level of reserves held as a percentage of income varies widely among councils.
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Note: Shetland Islands Council classifies its reserves differently. This is not an indication of financial difficulties or an unbalanced budget. 

Source: Councils' audited accounts 2015/16 and auditor returns
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		Exhibit 15

		2015/16 General Fund reserves as a percentage of councils' income, adjusted for planned reserve use in 2016/17



		Orkney		25.8%

		Inverclyde		24.7%

		Argyll & Bute		21.2%

		Eilean Siar		17.6%

		Dumfries & Galloway		15.6%

		Renfrewshire		14.4%

		Perth and Kinross		13.0%

		Edinburgh		12.0%

		East Ayrshire		11.3%

		South Ayrshire		11.3%

		Aberdeen		11.1%

		Midlothian		10.2%

		Stirling		9.8%

		Clackmannanshire		9.3%

		Moray		8.4%

		East Renfrewshire		8.1%

		Scottish Borders		7.9%

		Aberdeenshire		7.7%

		Angus		10.6%

		North Ayrshire		7.5%

		North Lanarkshire		7.3%

		East Lothian		7.0%

		East Dunbartonshire		6.8%

		Fife		6.3%

		Highland		5.0%

		West Lothian		4.6%

		South Lanarkshire		4.3%

		Falkirk		4.2%

		Dundee		4.1%

		West Dunbartonshire		3.7%

		Glasgow		3.3%

		Shetland		-3.8%

		Note

		Sheltand Islands Council classifies its reserves differently. This is not an indication of financial difficulties or an unbalanced budget.



		Source: Councils' audited accounts 2015/16 and auditor returns
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Exhibit 16
Council budget information for 2016/17, 2017/18 and 2018/19
Councils planned to use £79 million of reserves in 2016/17 and forecast significant funding gaps in the following 
two years. There were significant forecasted funding gaps across the 23 councils that approved their 2016/17 
budgets accompanied by indicative plans for the next two years.

2016/17 
(32 councils)

2017/18 
(27 councils)

2018/19 
(23 councils)

Budget
Forecast funding 

position
Forecast funding 

position

Income £11.94 billion £10.32 billion £7.85 billion

Expenditure £12.01 billion £10.65 billion £8.25 billion

Budgeted use of reserves/ 
Forecast funding gap

£79 million £323 million £402 million

After applying assumptions derived from completed returns to estimate the position for councils that did not 
provide information for all three years, we estimated the following position:

2016/17 2017/18 2018/19 

Budget
Forecast funding 

position
Forecast funding 

position

Income £11.94 billion £11.82 billion £11.72 billion

Expenditure £12.01 billion £12.18 billion £12.27 billion

Budgeted use of reserves/ 
Forecast funding gap

£79 million £358 million £544 million

The potential impact on General Fund reserve balances is illustrated below, assuming that further savings are not 
approved and funding gaps are met from General Fund reserves. A proportion of these reserves, however, will 
have already been allocated for other purposes.
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		Exhibit 16

		Council budget information for 2016/17, 2017/18 and 2018/19

		All figures are in £000s



		Council		GF Reserves at 31/03/16		2016/17										2017/18								2018/19

						Income		Expenditure		Approved Savings		Reserves budgeted for use		Remaining Reserves		Income		Expenditure		Forecast funding gap		Potential Revised Reserve Position		Income		Expenditure		Forecast funding gap		Potential Revised Reserve Position

		Aberdeen		58,856		457,431		457,431		2,403		0		58,856		0		0		0		58,856		0		0		0		58,856

		Aberdeenshire		44,933		533,395		533,395		28,312		0		44,933		534,645		550,595		15,950		28,983		535,895		563,328		27,433		1,550

		Angus		30,195		247,913		249,098		8,322		1,185		29,010		0		0		0		29,010		0		0		0		29,010

		Argyll & Bute		52,417		237,176		237,173		10,055		-3		52,420		230,450		239,053		8,603		43,817		223,605		234,297		10,692		33,125

		Clackmannanshire		14,035		112,732		114,255		7,501		1,523		12,512		111,005		116,879		5,874		6,638		109,314		120,636		11,322		-4,684

		Dumfries & Galloway		55,461		336,433		336,895		20,731		462		54,999		329,649		345,979		16,330		38,669		322,911		355,270		32,359		6,310

		Dundee		15,824		344,644		344,644		23,089		0		15,824		0		0		0		15,824		0		0		0		15,824

		East Ayrshire		40,839		324,000		329,000		10,000		5,000		35,839		324,000		333,000		9,000		26,839		324,000		340,000		16,000		10,839

		East Dunbartonshire		19,694		291,205		293,720		8,359		2,515		17,179		287,896		297,690		9,794		7,385		284,466		303,915		19,449		-12,064

		East Lothian		21,451		200,543		205,038		5,592		4,495		16,956		202,177		203,857		1,680		15,276		204,529		204,529		0		15,276

		East Renfrewshire		18,921		222,009		222,009		10,008		0		18,921		219,003		226,010		7,007		11,914		216,099		225,661		9,562		2,352

		Edinburgh 		128,396		949,872		951,800		72,794		1,928		126,468		949,247		951,186		1,939		124,529		955,101		955,040		-61		124,590

		Eilean Siar		21,720		106,551		108,742		6,234		2,191		19,529		102,929		107,794		4,865		14,664		101,572		109,512		7,940		6,724

		Falkirk		18,599		327,432		329,632		20,600		2,200		16,399		313,330		332,870		19,540		-3,141		306,780		323,520		16,740		-19,881

		Fife		55,123		752,285		752,285		30,928		0		55,123		746914		778767		31,853		23,270		725055		795546		70,491		-47,221

		Glasgow		61,536		1,470,573		1,483,381		57,792		12,808		48,728		1,460,417		1,496,639		36,222		12,506		0		0		0		12,506

		Highland		30,410		555,731		555,731		39,856		0		30,410		546,675		567,945		21,270		9,140		538,656		573,199		34,543		-25,403

		Inverclyde		49,055		190,247		190,247		6,494		0		49,055		187,447		190,852		3,405		45,650		182,747		196,252		13,505		32,145

		Midlothian 		24,625		192,116		194,784		4,963		2,668		21,957		191,016		198,756		7,740		14,217		189,916		205,180		15,264		-1,047

		Moray		24,713		195,926		202,741		3,284		6,815		17,898		194,530		209,093		14,563		3,335		194,240		200,735		6,495		-3,160

		North Ayrshire		27,886		315,362		315,362		2,204		0		27,886		311,784		315,644		3,860		24,026		0		0		0		24,026

		North Lanarkshire		63,663		731,531		733,443		18,932		1,912		61,751		720,279		753,418		33,139		28,612		717,957		775,409		57,452		-28,840

		Orkney		21,185		79,163		79,163		1,360		0		21,185		0		0		0		21,185		0		0		0		21,185

		Perth & Kinross		54,908		316128		325983		23,085		9,855		45,053		309761		311243		1,482		43,571		308692		308717		25		43,546

		Renfrewshire		61,378		381,982		381,982		9,326		0		61,378		0		0		0		61,378		0		0		0		61,378

		Scottish Borders		23,162		260,453		263,203		11,285		2,750		20,412		258,397		259,912		1,515		18,897		260,523		258,195		-2,328		21,225

		Shetland		15,250		91,944		111,078		3,672		19,134		-3,884		92,522		115,926		23,404		-27,288		92,522		115,926		23,404		-50,692

		South Ayrshire		31,877		253,003		253,003		9,399		0		31,877		250,434		255,862		5,428		26,449		0		0		0		26,449

		South Lanarkshire		32,967		658,000		658,000		43,000		0		32,967		650,000		685,000		35,000		-2,033		646,000		668,000		22,000		-24,033

		Stirling		22,302		204,721		204,714		11,520		-7		22,309		200,297		201,288		991		21,318		198,897		201,723		2,826		18,492

		West Dunbartonshire		11,203		213,203		214,913		2,246		1,710		9,493		212,939		215,607		2,668		6,825		210,475		217,796		7,321		-496

		West Lothian		19,047		381,716		381,716		11,150		0		19,047		385,354		385,354		0		19,047		0		0		0		19,047



		Total 		1,171,631		11,935,420		12,014,561		524,496		79,141		1,092,490		10,323,097		10,646,219		323,122		769,368		7,849,952		8,252,386		402,434		366,934



		Applying Average uplifts to councils without three years of data:

		Council		GF Reserves at 31/03/16		2016/17										2017/18								2018/19

						Income		Expenditure		Approved Savings		Reserves budgeted for use		Remaining Reserves		Income		Expenditure		Forecast funding gap		Potential Revised Reserve Position		Income		Expenditure		Forecast funding gap		Potential Revised Reserve Position

		Aberdeen		58,856		457,431		457,431		2,403		0		58,856		452,383		462,716		10,333		48,523		448,372		465,758		17,386		31,137

		Aberdeenshire		44,933		533,395		533,395		28,312		0		44,933		534,645		550,595		15,950		28,983		535,895		563,328		27,433		1,550

		Angus		30,195		247,913		249,098		8,322		1,185		29,010		245,177		251,976		6,799		22,211		243,003		253,632		10,629		11,582

		Argyll & Bute		52,417		237,176		237,173		10,055		-3		52,420		230,450		239,053		8,603		43,817		223,605		234,297		10,692		33,125

		Clackmannanshire		14,035		112,732		114,255		7,501		1,523		12,512		111,005		116,879		5,874		6,638		109,314		120,636		11,322		-4,684

		Dumfries & Galloway		55,461		336,433		336,895		20,731		462		54,999		329,649		345,979		16,330		38,669		322,911		355,270		32,359		6,310

		Dundee		15,824		344,644		344,644		23,089		0		15,824		340,840		348,626		7,785		8,039		337,818		350,918		13,099		-5,061

		East Ayrshire		40,839		324,000		329,000		10,000		5,000		35,839		324,000		333,000		9,000		26,839		324,000		340,000		16,000		10,839

		East Dunbartonshire		19,694		291,205		293,720		8,359		2,515		17,179		287,896		297,690		9,794		7,385		284,466		303,915		19,449		-12,064

		East Lothian		21,451		200,543		205,038		5,592		4,495		16,956		202,177		203,857		1,680		15,276		204,529		204,529		0		15,276

		East Renfrewshire		18,921		222,009		222,009		10,008		0		18,921		219,003		226,010		7,007		11,914		216,099		225,661		9,562		2,352

		Edinburgh 		128,396		949,872		951,800		72,794		1,928		126,468		949,247		951,186		1,939		124,529		955,101		955,040		-61		124,590

		Eilean Siar		21,720		106,551		108,742		6,234		2,191		19,529		102,929		107,794		4,865		14,664		101,572		109,512		7,940		6,724

		Falkirk		18,599		327,432		329,632		20,600		2,200		16,399		313,330		332,870		19,540		-3,141		306,780		323,520		16,740		-19,881

		Fife		55,123		752,285		752,285		30,928		0		55,123		746914		778767		31,853		23,270		725055		795546		70,491		-47,221

		Glasgow		61,536		1,470,573		1,483,381		57,792		12,808		48,728		1,460,417		1,496,639		36,222		12,506		1,447,469		1,506,479		59,010		-46,504

		Highland		30,410		555,731		555,731		39,856		0		30,410		546,675		567,945		21,270		9,140		538,656		573,199		34,543		-25,403

		Inverclyde		49,055		190,247		190,247		6,494		0		49,055		187,447		190,852		3,405		45,650		182,747		196,252		13,505		32,145

		Midlothian 		24,625		192,116		194,784		4,963		2,668		21,957		191,016		198,756		7,740		14,217		189,916		205,180		15,264		-1,047

		Moray		24,713		195,926		202,741		3,284		6,815		17,898		194,530		209,093		14,563		3,335		194,240		200,735		6,495		-3,160

		North Ayrshire		27,886		315,362		315,362		2,204		0		27,886		311,784		315,644		3,860		24,026		309,020		317,719		8,700		15,326

		North Lanarkshire		63,663		731,531		733,443		18,932		1,912		61,751		720,279		753,418		33,139		28,612		717,957		775,409		57,452		-28,840

		Orkney		21,185		79,163		79,163		1,360		0		21,185		78,289		80,078		1,788		19,397		77,595		80,604		3,009		16,388

		Perth & Kinross		54,908		316128		325983		23,085		9,855		45,053		309761		311243		1,482		43,571		308692		308717		25		43,546

		Renfrewshire		61,378		381,982		381,982		9,326		0		61,378		377,766		386,395		8,629		52,749		374,417		388,935		14,519		38,231

		Scottish Borders		23,162		260,453		263,203		11,285		2,750		20,412		258,397		259,912		1,515		18,897		260,523		258,195		-2,328		21,225

		Shetland		15,250		91,944		111,078		3,672		19,134		-3,884		92,522		115,926		23,404		-27,288		92,522		115,926		23,404		-50,692

		South Ayrshire		31,877		253,003		253,003		9,399		0		31,877		250,434		255,862		5,428		26,449		248,214		257,544		9,331		17,118

		South Lanarkshire		32,967		658,000		658,000		43,000		0		32,967		650,000		685,000		35,000		-2,033		646,000		668,000		22,000		-24,033

		Stirling		22,302		204,721		204,714		11,520		-7		22,309		200,297		201,288		991		21,318		198,897		201,723		2,826		18,492

		West Dunbartonshire		11,203		213,203		214,913		2,246		1,710		9,493		212,939		215,607		2,668		6,825		210,475		217,796		7,321		-496

		West Lothian		19,047		381,716		381,716		11,150		0		19,047		385,354		385,354		0		19,047		381,937		387,888		5,950		13,097



		Total 		1,171,631		11,935,420		12,014,561		524,496		79,141		1,092,490		11,817,552		12,176,009		358,457		734,033		11,717,797		12,261,863		544,067		189,967



		Note:

		This information was collected when 2016/17 budgets were being approved. As we note within the report it is likely that the position will have changed.



		Source: Councils' audited accounts 2015/16 and auditor returns
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85. The level of General Fund reserves as a percentage of General Fund revenue 
expenditure would fall from 9.1 per cent at the end of 2016/17 to 1.5 per cent at 
the end of 2018/19 if all funding gaps had to be met from General Fund reserves. 
This reflects the need for councils to draw on a significant proportion of reserves if 
further savings are not identified and approved (Exhibit 16, page 30).

Councils need to appraise all possible options to address forecasted 
funding gaps
86. Councils need to make significant savings to address forecasted funding 
gaps without significantly reducing reserves in the next three years to support 
recurring spending. Councils’ ability to make savings will be influenced by a range 
of factors, including:

• the level of savings they have already made and the extent of their plans 
for transforming how services are delivered

• national policy commitments for example, around education

• demographic changes increasing demand for services such as social care 

• the costs of servicing debt, such as PPP/PFI/NPD revenue payments 
relating to school buildings.

87. In total, net spending on education, social work and interest payments on 
external debt equates on average to almost 75 per cent of local government 
income from general revenue grants, NDR, council tax and council housing 
rents. The variation across councils is shown in (Exhibit 17, page 32). 
Councils with a higher proportion of spending on education, social work and debt 
repayment may face greater challenges in generating their required savings, and 
potentially face making more significant savings in other areas. This highlights 
the importance of councils appraising all possible options for delivering their 
broad range of services. Recent Best Value audits have shown councils relying 
on incremental savings rather than considering service redesign options. The 
Commission is of the view that this is neither sufficient nor sustainable given the 
scale of the challenge facing councils.

Councillors should understand how the plans and budgets they are 
approving will affect the financial position of their council
88. Throughout this report, we ask councillors and officers to be clear about how 
their financial strategies, plans and agreed budgets affect their council’s financial 
position. We would expect the following to form part of an assessment of the 
short and medium-term financial sustainability:

• confirmed and indicative changes in Scottish Government funding to councils

• how to avoid any short-term budget pressures, such as significant overspending 
in services that could result in the financial position of councils deteriorating

• whether future financial plans provide sufficient spending information to be 
considered when approving budgets.

89. In the medium to long term, we would also expect the presence of long-
term financial plans, and the assumptions these make, to be taken into account 
alongside the following factors:

Do you know what 
plans there are to 
redesign services 
and deliver 
savings?

Are savings plans 
realistic within 
agreed timescales? 

Are all savings 
clearly identified 
and categorised as 
recurring or non-
recurring (i.e. one 
off) savings?

Is the council 
reliant on non-
recurring savings?

Do you know what 
will happen to the 
reserves if savings 
are not made?

Do you feel you 
have the knowledge 
and expertise to 
scrutinise your 
finances effectively?
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Exhibit 17
Percentage of councils' income spent on education, social work and interest payments, 2015/16
Savings may be more difficult to identify where councils devote more spending to education, social work and 
paying interest on their external debt.
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Notes: 1. Figures are from councils' accounts and include interest payments totalling £814 million, including annual interest costs 
associated with PFI/PPP/NPD projects. 2. The £1.5 billion debt servicing costs quoted elsewhere are on a funding basis and are not 
directly comparable for the purposes of this analysis and includes the annual repayments of debt related to PFI/PPP/NPD projects.
3. For the purposes of this analysis net spending on social work services includes money directed to and from Integration Authorities.

Source: Councils' audited accounts 2015/16

• current reserve levels and how these will be used to support service
transformation and delivery while continuing to provide a suitable level of
contingency

• expected demand and ongoing cost pressures, including councils’ pension
obligations, and how these are likely to impact on the services councils
need to deliver

• the impact options for investing in assets (such as buildings) will have
on both councils’ debt and available income, taking into account ongoing
servicing costs.
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		Exhibit 17

		Percentage of councils' income spent on education, social work and interest payments, 2015/16



				Education		Social Work		Interest payments		Other Services

		Renfrewshire		37.5%		23.8%		5.0%		33.7%

		Aberdeen		35.9%		26.1%		5.8%		32.2%

		Midlothian		38.4%		23.9%		6.2%		31.6%

		Orkney		42.0%		25.0%		2.6%		30.5%

		North Ayrshire		39.1%		25.6%		4.8%		30.4%

		Angus		37.8%		26.3%		5.7%		30.2%

		Glasgow		35.1%		28.2%		6.7%		30.0%

		North Lanarkshire		43.4%		22.5%		4.5%		29.6%

		Eilean Siar		37.7%		24.2%		8.6%		29.5%

		Clackmannanshire		38.9%		24.9%		6.8%		29.4%

		Perth and Kinross		42.4%		23.6%		5.1%		28.8%

		South Lanarkshire		43.4%		20.6%		8.1%		27.9%

		East Renfrewshire		47.6%		20.4%		4.4%		27.7%

		East Ayrshire		41.1%		24.8%		6.5%		27.5%

		Falkirk		40.0%		25.8%		7.0%		27.3%

		Edinburgh		33.7%		30.5%		9.0%		26.8%

		Stirling		45.8%		21.1%		6.5%		26.6%

		West Dunbartonshire		39.1%		27.0%		7.3%		26.6%

		Highland		41.9%		23.9%		7.7%		26.6%

		Dundee		38.9%		28.6%		6.5%		26.0%

		Fife		41.2%		28.6%		4.5%		25.7%

		Shetland		43.4%		27.9%		3.6%		25.1%

		Moray		42.6%		27.6%		5.5%		24.3%

		East Dunbartonshire		46.9%		23.4%		6.1%		23.5%

		Scottish Borders		44.5%		27.8%		4.8%		22.9%

		Dumfries & Galloway		45.4%		26.9%		5.4%		22.2%

		West Lothian		48.0%		23.3%		6.6%		22.2%

		East Lothian		42.5%		29.5%		6.8%		21.2%

		Inverclyde		44.4%		28.3%		7.0%		20.3%

		Aberdeenshire		51.7%		26.1%		4.8%		17.3%

		Argyll & Bute		49.7%		26.7%		6.9%		16.7%

		South Ayrshire		54.7%		26.9%		4.8%		13.6%



		Scotland		41.3%		25.9%		6.2%		26.6%

		Notes:

		Figures are from councils' accounts and include interest payments totalling £814 million, including annual interest costs associated with PFI/PPP/NPD projects.

		For the purposes of this analysis net spending on social work services includes money directed to and from Integration Authorities.

		Source: Councils' audited accounts 2015/16
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Endnotes

 1 Most of the increase in service income is due to a £371 million increase in social work and social care income because of
how councils have accounted for money being returned to councils from the new Integration Joint Boards (IJBs) which 
are now responsible for local health and social care.

 2 Funding allocations up to 2012/13 have been adjusted to remove funding for police and fire. Responsibility for these
services transferred from local to central government in April 2013. From 2013/14, revenue funding includes payments for 
council tax reduction, replacing council tax benefit previously coming from the UK Government.

 3 Councils contribute to Integration Authorities (IAs), and receive money back to provide services on behalf of the IA. Social
Work income in the accounts may be inflated depending on how councils have recorded this income received from the IA.

 4 How councils work: an improvement series for councillors and officers – Charging for services: are you getting it
right? , Audit Scotland, October 2013.

 5 Health and social care integration , Audit Scotland, December 2015; and Social work in Scotland , Audit Scotland,
September 2016.

 6 Managing early departures from the Scottish public sector , Audit Scotland, May 2013.

 7 Borrowing and treasury management in councils , Audit Scotland, March 2015.

http://www.audit-scotland.gov.uk/report/how-councils-work-an-improvement-series-for-councillors-and-officers-charging-for-services
http://www.audit-scotland.gov.uk/report/how-councils-work-an-improvement-series-for-councillors-and-officers-charging-for-services
http://www.audit-scotland.gov.uk/report/health-and-social-care-integration
http://www.audit-scotland.gov.uk/report/social-work-in-scotland
http://www.audit-scotland.gov.uk/report/managing-early-departures-from-the-scottish-public-sector
http://www.audit-scotland.gov.uk/report/borrowing-and-treasury-management-in-councils
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Appendix
Methodology of funding gaps analysis

There are challenges in analysing budget information for individual councils to provide 
a comparative picture across local government. This is mainly due to variations in the 
way councils prepare and present budget information and the terminology used to 
define funding gaps. In discussions with local auditors and wider stakeholders we 
have designed our approach to try and address these challenges. 

To allow a more consistent comparison among councils, we have revised how 
we define a funding gap. Previously the Commission identified a budget shortfall 
as the difference between income and expenditure, and a funding gap to be any 
remaining difference once savings approved by councillors have been taken into 
account (for example, service redesign, approved savings or use of reserves). 
Feedback from auditors and wider stakeholders suggested these definitions did 
not accurately reflect how councils refer to a funding gap.

As part of our 2015/16 audit work, we issued an information request to auditors. 
This focused on councils’ General Fund revenue budgets for 2016/17, their 
budgeted use of reserves and forecasted differences between income and 
expenditure. We also requested information about approved savings and the main 
assumptions in respect of the forecasted figures.

In this analysis, we have focused on councils’ General Fund budgets and the 
difference between income (excluding income drawn from reserves) and 
expenditure (reduced only for approved savings). This allows us to report on the 
budgeted use of reserves in 2016/17. Forecasted differences between income and 
expenditure in 2017/18 and 2018/19 then represent the forecasted funding gap, 
better reflecting the feedback we received about how this term is generally used.

The revised approach provides greater clarity about each council’s plans and 
of the current position of the sector. We asked auditors to provide the level of 
savings formally approved by councils as part of the 2016/17 budget-setting 
process. This will include specific savings as well as general efficiencies. While it 
is expected that councils will continue to identify and approve further savings, the 
forecast funding gaps for 2017/18 and 2018/19 represent what councils currently 
forecast they will need to reduce expenditure by or finance from their reserves, 
ahead of formally approving further savings for these years.

We have applied common assumptions to allow the position of all 32 councils to 
be reported for years where individual councils did not supply information. Using 
information supplied by the other councils, we derived and applied:

• a reduction in income of 1.10 per cent and an expenditure increase of 
1.16 per cent in 2017/18

• a reduction in income of 0.89 per cent and an expenditure increase of 
0.66 per cent in 2018/19.
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