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24th November 2020 
   

Finance and Constitution Committee 
Scottish Parliament 
EH99 1SP 
 
by email: Finance.Constitution@parliament.scot  
 
 
Dear Committee Members, 
 
I wanted firstly to thank you for the opportunity to provide oral evidence to the Committee 
on the 4th November as part of your pre-budget scrutiny.  I hope that Committee 
Members share my view that this was a useful and constructive session on what is an 
extremely important issue. 
 
During the session there were points raised which I wanted to take the opportunity to 
follow up with you in writing – I have worked on this response in conjunction with Eileen 
Rowand, Chair of the CIPFA Directors of Finance Section, with whom I gave evidence.   
 
Fiscal Flexibilities 
 
The first point I would like to follow-up on is that of fiscal flexibilities, and the level of 
funding these may involve. 
 
From the outset of the pandemic, Local Authorities have been managing the significant 
financial pressures associated with the COVID-19 response. COSLA officers have been 
working constructively with Scottish Government officials to secure a range of fiscal 
flexibilities that could assist councils to begin to address these financial pressures. It is 
important to emphasise, as I did during the oral evidence session, that these fiscal 
flexibilities form a package of measures, and not all options will suit all councils’ 
circumstances. It is now for each Local Authority to decide on the most appropriate 
measure/s for their situation. Critically, these fiscal flexibilities are not a substitute for fair 
funding, and we would always call for additional cash resource, that didn’t push the 
problem down the line. 
 
The fiscal flexibilities that have been agreed between COSLA and Scottish Government 
are: 
 

• enabling the use capital receipts to meet one-off revenue funding pressures, 
including COVID‑19 related costs in 2020-21 and 2021-22; 

• credit arrangements - extending the debt repayment period over the life of the 
asset rather than the contract period. Councils will have the flexibility to apply this 
change in either 2020-21 or 2021-22.; 
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• Loans Fund Principal Repayment Holiday - the flexibility being offered is a loans 
fund repayment holiday which will permit a council to defer loans fund 
repayments due to repaid in either 2020-21 or 2021-22 (but not both). 

 
As discussed in our evidence session, the fourth flexibility – the use of a proportion of 
general capital grant for COVID-19 spending (around a third, representing the period 
when construction was stopped during lockdown) – would have required approval by UK 
Treasury. However, despite representation from both COSLA and the Cabinet Secretary 
for Finance, the UK Treasury’s view remains that financial support for Local Authorities 
should come from consequentials and not to allow for “additionality” nor borrowing. 

Committee Members may be familiar with the Scottish Government announcement 
regarding the flexibilities as set out above, which presented a figure of approximately 
£750m worth of measures for Local Authorities. When presenting our case to the 
Scottish Government for the development and use of fiscal flexibilities, the potential 
“value” of each of the options was taken from the latest available data held by the 
Scottish Government (LFR returns for 2018/19) and was intended as an initial working 
assumption to assess the potential scale of the options if all councils used all options. 
Now that the technical work is being done, the financial benefit at an individual Council 
varies significantly and will almost certainly mean that the total benefit to Local 
Government will fall short of the £600m quoted by Scottish Government. The financial 
impact of COVID has varied from area to area, as does the financial starting point pre-
COVID. I would also take this opportunity to emphasise again that these fiscal flexibilities 
are not a substitute for fair funding. 

To this initial estimate of the value of the flexibilities, Scottish Government has added the 
£90m of consequential funding for loss of income + £49m consequentials which has 
already been distributed to councils for flexible use. 
 
 
Financial Strategies to Deal with Impacts of COVID-19 
 
I also committed to providing the Committee with financial strategies undertaken to deal 
with the in-year pressure of dealing with COVID-19, including the use of reserves. Local 
Authorities have been considering and evaluating the options that are available to ease 
some of the pressures across financial year 2020/21, and 2021/22. Some of these 
strategies include, but are not limited to: 
 

• the drawdown of reserves; 
• use of in-year revenue contingency; 
• delays in programmed maintenance; 
• carry-forward of underspend; 
• use of flexibilities that have been afforded with Early Learning and Childcare 

funding; 
• FTE vacancy management controls and recruitment delays; 
• General budget and service reprioritisation/delay; 
• Reduced operational expenditure; 
• Review of corporate budgets 

 
The management of the financial gap for 2020/21 for many Local Authorities assumes 
the use of at least one of the fiscal flexibilities I set out earlier in this letter, as well as full 
costs to IJBs being met by Scottish Government, including unrealised savings (as a 
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result of the pandemic). Local Authorities overwhelmingly report that future financial 
years, in particular from 2021/22 onward, will be especially challenging depending on 
councils’ reserves policy and position, as well as recovery across a range of income 
sources, vital for balancing budgets every year. 

The level of residual funding gap varies significantly across Local Authorities depending 
on various factors such as level of reserves available and used, their ability to utilise the 
fiscal flexibilities, and growing uncertainty around levels of local lockdown restrictions. 
Based on current assumptions and despite drawdown of reserves across most Local 
Authorities, there will continue to be a significant funding gap at a national level, which 
will likely challenge the financial stability of Local Authorities for years to come. 

Loss of Income 

Finally, I would like to provide further information regarding the Loss of Income Scheme 
cost collection exercise that Local Authorities have undertaken in partnership with 
COSLA and Directors of Finance. 

Principles for the Scheme were agreed by COSLA Leaders and developed in close 
consultation with Scottish Government. This is to ensure quality and consistency in the 
information that the exercise has sought from Local Authorities. The exercise sought 
information regarding lost income in areas such as sales, fees, and charges; commercial 
income; and income lost from Arms-Length External Organisations (ALEOs).  

The exercise netted off any reduced outgoings that Councils have due to the closure of 
services/buildings, as well as decreased costs where some ALEOs have accessed e.g. 
furlough or other sector specific grants. Officers continue to undergo an iterative quality 
assurance process with a sub-group of Directors of Finance to ensure the agreed 
principles are consistently applied and adhered to across all 32 Local Authorities, whilst 
collating revised returns to include to quarter 2 actuals, which were not available when 
the exercise was first undertaken. I would be very happy to follow-up with Committee 
Members once again, when revised returns have completed the quality assurance 
process. 

Through our initial cost collection work, and an initial review of Quarter 1 and 2 actual 
lost income, we foresee that the estimated £90m made available by Scottish 
Government will be insufficient to compensate councils fully for the impact of COVID on 
income sources.  

I hope you find this supplementary information helpful. Thank you again for the 
opportunity to provide evidence to Committee Members on these very important issues. 

If you have any questions about this letter, please contact Sarah Watters in the first 
instance (sarah@cosla.gov.uk). 

Kind regards, 

Cllr Gail Macgregor 
COSLA Resources Spokesperson 


