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North Ayrshire Council                   

Title:  Audit Scotland Report: Local Government in 
Scotland Financial Overview 2016/17

Purpose: To inform Council of the findings of the recent Audit 
Scotland report.

Recommendation: That Council (i) notes the findings of the recent Audit 
Scotland report, (ii) notes the current position in North 
Ayrshire and (iii) considers these as part of the budget 
deliberations

1. Executive Summary

1.1 Audit Scotland recently published its 2016/17 financial overview of 
local government in Scotland. The timing of the report gives councils 
the opportunity to use its findings to inform their budget setting. A link 
to the report is attached below;

http://www.audit-scotland.gov.uk/uploads/docs/report/2017/nr_171128
_local_government_finance.pdf

1.2 The report examines the financial performance of local government in 
Scotland for 2016/17 based on an analysis of councils’ annual 
accounts and their annual audit reports. The report has a summary of 
key findings with more detail provided in three parts covering;

Councils’ income and budgets;
2016/17 financial performance; and 
the financial outlook. 

1.4 The report sets out a number of questions to assist councillors to 
understand their council's financial position and scrutinise its financial 
performance. These questions are published in a separate self 
assessment supplement. A link to the document is attached here; .

http://www.audit-scotland.gov.uk/uploads/docs/report/2017/nr_171128
_local_government_finance_supp1.pdf



1.5 Appendix 1 to this report highlights the key messages identified within 
the Audit Scotland report and notes the current position of North 
Ayrshire Council in relation to these.

1.6 A copy of the Actions emerging from the 2016/17 Audit is attached at 
Appendix 2.

2. Background

Financial Overview 2016/17

2.1 This is the second Audit Scotland report in this format. The report 
examines the strategic financial position of local government in 
Scotland in 2016/17.

2.2 A summary is provided within the report with further information 
provided in 3 main sections:

Part 1 - Councils’ income and budgets
Part 2 - 2016/17 financial performance
Part 3 - The Financial Outlook.

2.3 Key Messages

Audit Scotland Report

2.3.1 Common themes emerge across the Summary and the 3 Parts of the 
report. These are summarised below;

councils face significant financial challenges with funding 
reductions, and until 2017/18 the council tax freeze, sitting 
alongside increasing costs, demands and new policy 
commitments;
signs of increasing financial stress are emerging as councils find 
it more difficult to identify and deliver savings with more evidence 
of reserves being drawn down, alongside this the report notes the 
need for the risks associated with savings being clearer, including 
the impact on service levels;
some councils are increasing their debts as they borrow more at 
the current low rates to fund larger capital programmes, however 
the report does recognise that this is not problematic currently;
a number of issues were raised about budget setting; the late 
notification of funding from the Scottish Government (SG) with 
some SG funds being channelled through other SG portfolios;
all councils secured an unqualified audit with some councils 
requiring to improve financial management and reporting;
the need for robust budget setting including developing  medium 
term financial strategies and effective leadership taking a 
proactive approach to making difficult decisions;



the need for assurance that the current GAE funding formula 
remains fit for purpose;
the need for a collaborative approach with partners, stakeholders 
and local communities.

North Ayrshire Council

2.3.2 An update on the North Ayrshire position is noted below;

the Long Term Financial Outlook approved at Council on 4 
October 2017 outlines the scale of the anticipated financial 
challenge facing North Ayrshire Council over the next 10 years;
the council reviews its 3 year rolling medium term financial plan as 
part of the annual budget setting;
Having delivered savings of £80m over the period 2010/11 to 
2017/18 identification of new options is becoming increasingly 
challenging;
incremental change will not be sufficient or sustainable in bridging 
the anticipated funding gap with the need to develop further 
transformation;
Council's unearmarked reserves are sitting at the minimum 
acceptable level of 2% with an annual review of earmarked 
reserves undertaken;
the council borrows for capital investment in line with its approved 
capital plan with affordability confirmed in its Treasury 
Management and Investment Strategy;
North Ayrshire secured an unqualified Audit and as part of its 
commitment to continuous improvement keeps the format of its 
financial reporting under review;
need to ensure robust financial discipline across services 
continues to be applied;
support the Health and Social Care Partnership deliver outcomes 
within the agreed financial envelope reducing its deficit position for 
2016/17 and its current in year projected overspend;
the North Ayrshire Locality Partnerships are an effective vehicle 
for engagement with Partners, communities and other 
stakeholders.

3. Proposals

3.1 That Council notes the findings of the recent Audit Scotland report and 
the current position in North Ayrshire.



4. Implications

Financial: The report highlights the anticipated reduction in 
grant funding and the need for the development of 
medium and longer term financial plans to identify 
financial pressures and develop sustainable 
solutions to bridge the anticipated funding gap. 
North Ayrshire Council develops medium term 
financial plans on a three year rolling basis and 
Council approved the (10 year) Long Term 
Financial Outlook on 4 October 2017.  Financial 
sustainability, including the need to ensure an 
appropriate level of reserves, is a focus of the 
annual external audit.

Human Resources: As part of a sustainable financial strategy the 
Council will continue to actively manage the size of 
its workforce.  Regular communication and 
consultation will take place with the workforce and 
Trade Unions.

Legal: There are no direct legal implications associated 
with this report.

Equality: An equality impact assessment will be carried out 
for all options identified as part of the medium and 
long term financial plans

Environmental & 
Sustainability: 

There are no direct environmental and 
sustainability benefits associated with this report.

Key Priorities: In addressing the financial challenges which it 
faces, the Council will seek to minimise the impact 
on delivering its key priorities.

Community Benefits: There are no direct community benefits associated 
with this report.



5. Consultation

5.1 There was no requirement to consult on the preparation of this report.

LAURA FRIEL
Executive Director (Finance and Corporate Support)

Reference :                                    
For further information please contact Laura Friel , Executive Director 
(Finance and Corporate Support) on 01294 324554

Background Papers
None
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Summary 

Ref Key Message NAC Feedback 

S1 Councils’ financial challenges continue to grow. Funding 
reductions are compounded by increasing costs and 
demands on services. In response, councils have needed 
to achieve ambitious savings plans, including around £524 
million of savings for 2016/17.  

North Ayrshire Council has delivered savings of £80m 
between 2010/11 and 2017/18 meaning that future reductions 
will be more challenging and will require a significant 
transformation of what we do alongside a different relationship 
with our communities.  

Action: one of the actions emerging from the Council Audit 
was development of our next stage transformation. 

Council approved the Long Term Financial Outlook at its 
meeting on 4 October 2017, this estimated the 10 year 
funding gap in the period to 2026/27 at £156m, 47% of the 
current net revenue budget. 

S2 Councils are showing signs of increasing financial stress. 
They are finding it increasingly difficult to identify and 
deliver savings and more have drawn on reserves than in 
previous years to fund change programmes and routine 
service delivery. Some councils risk running out of General 
Fund reserves within two to three years if they continue to 
use them at levels planned for 2017/18.  

North Ayrshire used made no use of reserves when it set its 
budget for 2016/17. 

North Ayrshire Council applied 3 sources of non recurring 
funding when it set its budget for 2017/18; 

 A review of earmarked reserves identified £3.441m of
funds which were no longer required for the purpose
identified

 The 2016/17 in year underspend of £2.771m supported
non recurring investment in the Community Investment
Fund

 Unearmarked reserves were reduced by £2.570m (to 2%)
to contribute to the Health and Social Care Partnership
Challenge Fund, a fund established to support
transformation and demand mitigation.

Appendix 1
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Ref Key Message NAC Feedback 

The use of reserves as outlined above is not explained 
correctly within the Overview Report. 

S3 Debt increased by £836 million in 2016/17 as councils took 
advantage of low interest rates to borrow more to invest in 
larger capital programmes. Councils’ debt levels are not 
currently problematic, but some are becoming concerned 
about affordability of costs associated with debt within 
future budgets.  

In 2016/17 North Ayrshire borrowed in line with its long term 
capital investment programme and treasury management 
strategy. The level of borrowing was £37.5m more than 
2015/16 but £43.1m less than its underlying capital financing 
requirement due to use of internal funds. The Council’s annual 
loan charges are 5% of the net General Fund expenditure, 
placing North Ayrshire at 27 out of the 30 local authorities 
included in the report. 

S4 Councils’ budget-setting processes for 2016/17 were 
complicated by late confirmation of funding from the 
Scottish Government and the funding arrangements for 
integrating health and social care. Councils’ expenditure 
and use of reserves often differed noticeably from that 
originally planned, indicating the need for budget-setting to 
become more robust and reliable.  

The late notification of funding from the Scottish Government 
allowed North Ayrshire Council to establish a programme of 
non recurring investment, thereby avoiding adding further 
pressures in later years, it also allowed a number of savings 
proposals to be deferred. 

For 2016/17 an underspend of £5.3m was delivered, 
including a net contribution of £1.2m from earmarked 
reserves. Following the earmarking of funds to support 
future commitments, including £2.8m to support the non-
recurring 
Investment identified as part of the 2017/18 revenue 
budget, a breakeven position was reported for the year. 
This was in line with the approved budget.  

S5 All councils received an unqualified audit opinion on their 
2016/17 accounts but auditors found that in several 
councils financial management could be improved. 
Councils can use their accounts to more clearly explain 

North Ayrshire Council continued to receive an unqualified 
audit opinion.  

Action: One of the actions emerging from the Audit was the 
requirement to establish more robust financial management 
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Ref Key Message NAC Feedback 

their financial performance over the whole year to support 
better scrutiny.  

on the resources delegated to the Council from the Integrated 
Joint Board for social care services. The report noted that 
North Ayrshire HSCP was the only Partnershio to overspend 
in 2016/17, we understand that other Partnerhsips did 
overspend but that additional funding was thern  provided by 
Partners. Within the North Ayrshire Partewnrhsip no addiitonla 
funding was provided and a defcit was carried forward into 
2017/18. A dedicated interim Head of Finance with a focus on 
the social care element of the Partnership’s budget has been 
established to support this and development and delivery of 
the Partnership’s transformation programme. 

Action: the statement re financial performance ever the whole 
year is not clear. Discussion will take place with Deloitte to 
identify areas for improvement for the Council. The current 
position within North Ayrshire is bi monthly reporting of 
financial performance with a detailed year end outturn report 
summarised in the narrative in the Management Commentary. 

S6 The financial outlook for councils continues to be 
challenging, with the need to deliver savings being 
increasingly critical to their financial sustainability. As such, 
robust medium-term financial strategies and effective 
leadership to deliver them are of increasing importance. 

There are 3 strands to the Council’s financial planning; annual 
budget setting; sitting alongside the rolling three year medium 
term plan and the long term financial outlook. 

Action: the Executive Leadership Team and Elected 
Members will require to identify and implement increasingly 
difficult decision. 
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Part 1 Councils income and budget for 2016/17 

Ref Key Message NAC Feedback 

P1 (1) 2016/17 was a challenging year for councils with a 
real-terms reduction in revenue funding, a continuation 
of the council tax freeze, inflationary pressures and the 
cost of new UK and Scottish Government policy 
commitments.  

In 2016/17 NAC had a £10m reduction to its Scottish 
Government funding. Net pressures of £8.2m were identified 
resulting in savings of £18.2m.  

P1 (2) Councils depend on Scottish Government funding for 
the majority of their income. The largest element of 
Scottish Government funding, relating to Grant Aided 
Expenditure, has remained largely unchanged since 
2008/09, with additional funding linked to supporting 
national policies. The Scottish Government and 
COSLA should assure themselves that the funding 
formula remains fit for purpose in a changing 
landscape for local government. It is important that it is 
suited to improving outcomes for local communities 
and sensitive to priorities such as reducing inequality 
within and across council areas.  

North Ayrshire would support a review of the current funding 
formula to ensure total resources align with policy priorities. 

P1 (3) In response to funding reductions, councils approved 
about £524 million of savings and the use of £79 
million of their reserves when setting budgets for 
2016/17. Councils’ savings plans have focused on 
reducing staff numbers, rationalising surplus property 
and improving procurement of goods and services. 
Councils were not always clear in their budget-setting 
reports about the risks associated with savings and 
their potential impact on levels of service. 

Refer to S1 

North Ayrshire aligns its budget decisions with the priorities 
set out in its Council Plan. As part of the budget setting 
process all options are shared with all Members with a RAG 
status identified to highlight risks and issues. In addition 
detailed information is provided to all Members on the impact 
of options. 
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Ref Key Message NAC Feedback 

P1 (4) Councils’ budget-setting processes for 2016/17 were 
complicated by later confirmation of funding from the 
Scottish Government and the funding arrangements for 
integrating health and social care.  

Refer to S4. 

Councils and CoSLA has a clear position which states that 
funding should be allocated directly to the body with 
responsibility for service delivery. As indicated in the auditor’s 
report an element of funding for heath and social care is 
channelled via the Health and Sport Budget. A similar 
scenario is anticipated for the expansion of Early Learning and 
Child Care with funds coming via the Education and Skills 
portfolio. 

P1 (5) Councils set larger capital budgets in 2016/17 than in 
2015/16. The Scottish Government capital grant fell 
and councils planned to fund expenditure through 
increased borrowing. 

Refer to S3. 

North Ayrshire’s General Services’ final capital budget for 
2016/17 was £52.3m compared to £55.4m in 2015/16. This 
was achieved against a background of reduced levels of grant 
funding and reduced prudential borrowing through the 
increased use of internal funds and receipts from the sale of 
Council assets. 

Part 2 2016/17 financial performance 

Ref Key Messages NAC position 

P2 (1) All councils received an unqualified audit opinion on their 2016/17 accounts but the accounts could more 
clearly explain their financial performance. 

Refer S5 

P2 (2) Councils are showing signs of increasing financial stress with 20 councils drawing on their usable reserves 
in 2016/17 

Refer S2 

P2 (3) Councils’ actual use of reserves was often quite different from that originally planned. The reasons why are 
not always clear 

Refer S4 

P2 (4) Auditors found that budget-setting needed to be more robust and that financial management could be 
improved in several councils 

Refer S6 
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Ref Key Messages NAC position 

P2 (5) Levels of net debt increased by £836 million in 2016/17. On average councils spent almost ten per cent of 
their revenue budgets servicing this debt. Some councils are concerned about the ongoing affordability of 
servicing their debt as resources decrease 

Refer S3 

P2 (6) Councils that have been proactive in making difficult decisions will be better placed to deal with future 
financial pressures 

Refer S6 

Part 3 Financial Outlook 

Ref Key Messages NAC position 

P3 (1) The financial outlook for councils remains challenging with further real-terms 
reductions in funding and a range of cost and demand pressures on 
budgets.  

Refer S6 

P3 (2) In total councils approved £317 million of savings and the use of £105 million 
of reserves when setting budgets for 2017/18. 

Refer S2 

P3 (3) Some councils relying heavily on the use of reserves to fund services will 
need to take remedial action or they will run out of General Fund reserves 
within two to three years. 

Refer S2 

P3 (4) Robust medium-term financial strategies and savings plans are increasingly 
critical to the financial sustainability of councils. 

Refer S6 

P3 (5) Strong leadership is increasingly important and it is essential that councillors 
work effectively with officers, their partners and other stakeholders to identify 
and deliver necessary savings. It is important that councils engage with local 
communities when planning and delivering services and identifying savings.  

Refer S6 

North Ayrshire has undertaken a range of budget 
community engagement over the last few years. 
Locality Partnerships have been in place since 
2016/17.  For 18/19 an on line engagement tool 
has been developed. To ensure we engage with 
hard to reach groups facilitated sessions have 
been held with a wide range of community 
groups. 



NORTH AYRSHIRE COUNCIL EXTERNAL AUDIT 2016/17 ACTION PLAN 

Area Recommendation 
Management Response 

Responsible 

person Target Date Priority 

Property 

Valuations 

From our property specialists review 

of the valuations performed in the 

year, a number of recommendations 

have been made in relation to the 

valuation process.  These should be 

taken forward as part of the 2017/18 

revaluation exercise. 

The Council is making a number of 

changes to how it manages its estate. 

The issues identified by Deloitte will be 

addressed as part of this. 

Executive 

Director Place 
31 March 2018 High 

Charitable 

Trusts 

We note that there has been very 

little movement in these trusts over 

the last 12 months, with the 

movements largely relating to interest 

from investments held.  We would 

encourage the Council to ensure that 

appropriate plans are in place to 

ensure these funds are used in 

accordance with the donors’ wishes. 

The Council is taking a proactive 

approach with its communities to 

identity opportunities to apply trust 

funds in accordance with the donor’s 

wishes. 

Executive 

Director Economy 

and Communities 

Ongoing Moderate 

Appendix 2



NORTH AYRSHIRE COUNCIL EXTERNAL AUDIT 2016/17 ACTION PLAN 

Area Recommendation 
Management Response 

Responsible 

person Target Date Priority 

Financial 

Sustainability/ 

Transformation 

Due to increasing demand for 

services and the continuing 

restraint in relation to Council 

funding settlements, the Council 

will have to consider how it can 

transform service delivery through 

its T2 Programme in order to 

minimise the impact on citizen 

with reducing budgets. 

The Council recognises the challenges 

it faces. An updated Long Term 

Financial Strategy will be considered by 

Council in October 2017. This will 

identify the need for further significant 

transformation to ensure financial 

sustainability of services. 

Chief Executive 31 March 2018 High 

Health and Social 

Care 

The IJB, working closely with both 

North Ayrshire Council and NHS 

Ayrshire and Arran, need to agree 

mitigating actions to ensure that 

budgets (amend this to say 

services – we don’t deliver 

budgets in line with resources) are 

delivered in line with the 

resources available. 

Regular financial reports are submitted 

to the IJB, these include options to 

reduce expenditure in line with 

delegated resources. The reports note 

the responsibility of the IJB to ensure 

that services are contained within 

available resources. 

Chief Officer, 

North Ayrshire 

HSCP 

31 March 2018 High 
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