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I write in response to your request of 5th March 2009 seeking views on issues to 
be addressed in the Scottish Government’s enquiry on the effects of recession and 
the pressures and strategic choices for public spending in the Scottish 
Government's 2010-11 budget.  Please see below the detail we have been able to 
gather.  
 
Current indications are that Aberdeen City’s Economy is less affected to date than 
other parts of the country, and this is mirrored in the impact on Council services, 
incomes and costs to date.1 However, if the Oil price remains low and the global 
economy does not start to recover, the experience of other Local Authorities 
suggests that there will be a significant impact on the Council’s finances. Our 
focus therefore is on ensuring this impact is minimised (through our economic 
resilience strategy) and our response is effective (through a robust medium term 
financial plan).   
 
1. What direct effects of the recession are already being seen through such 
aspects as increased demand for services, reduced income streams and 
higher costs? 

1.1 Planning & Building Standards Fees 
One of the main areas of budget pressure for the Council is planning and building 
standards fees which represent a significant income stream. The income trend 
from previous years has been an upward one, with income receipts exceeding 
budget estimates. The 2008/09 figures show a reduction in fees which can be 
linked to a downward trend in development activity as a result of the current 
financial climate. It also reflects the inclusion in the budget of an anticipated 
increase in fees to cover the cost of neighbour notification for planning applications 
which was not implemented. Income from planning applications to March 2009 
was 70% of that budgeted for. Income for building standards for the same period 
was 91% of the budget. Overall, we had a shortfall across both services of £500k 
(16%) against budget for 2008/09.  There is, however, additional building 
standards income of £100,000 which relates to an application within the 2008/09 
financial year which would mean that building standards income was 96% of the 
budget and that the overall shortfall for both services is 13%. 
 
1.2 Benefits Claimants 
In terms of Housing Benefit Caseload, we have seen an increase of 2.7% in 
2008/09, which we would expect to be maintained throughout 2009/10, possibly 
rising by 3% overall between the 2 years.  The position will be closely monitored 
and we will seek to use the additional funding from the Department of Work and 
Pensions of £136k to manage this increase. 
 
                                                      
1 See A. Tierney: ‘The Economic Downturn in Aberdeen City & Shire’, Economic Development Sub 
Committee, 23 February 2009. 

 



 

1.3 Fuel Costs 
Our fuel budget for 2009/10 was set when fuel costs were at their peak. However, 
the reduction in oil prices towards the end of 2008 led to a significant fall in fuel 
costs which are now lower than they were in April 2008.  In 2008/09 we budgeted 
for fuel costs to be £1.73 million and now forecast the out-turn to be £1.77 million.  
At present we have assumed £1.76 million in 2009/10, an approximate increase of 
2%. As long as fuel prices do not rise significantly in 2009, we do not anticipate 
that this will be an area of budget pressure for the Council. 
 
1.4 Parking income  
Our income from parking has not changed in real terms in the last 6 months. 
However, we raised the price of parking last year, and there are therefore fewer 
transactions (or lower value transactions) to equate to the same income. It is 
difficult to disentangle the impact of the price rises from the impact of the 
economic downturn, as the two factors coincided.  
 
1.5 Recyclates 
As a result of our contract with SITA, we are still receiving the same price for our 
recyclates.  As it is known that the price got for recyclates has fallen we anticipate 
we may have to renegotiate our contract with SITA in the future which may then 
have budget implications.  We are not under the same pressure as other Council’s 
due to our contract, as not only are we still receiving the same price, and paying 
the same fees, but also we do not have to pay to store our recyclates. 
 
1.6 Catering  
We have seen cost increases on catering across schools, residential care homes, 
day care centres and staff and civic catering. Packaging costs to our 
manufacturers and suppliers have seen increases in the region of 45%, driven by 
price of crude oil. In regard to fresh meat products we have approved a 10% 
increase on beef and pork prices with an implementation date w/c 20 April 2009. 
This is the first increase in 15 months and entirely justified. Our bakery supplier 
has intimated that he will be submitting increased pricing for review by the end of 
the month, driven by increases in raw materials. We have seen increases in dairy 
averaging 10% across the product range. Fruit and vegetable prices show an 
increase of 15% on average from last year, partly driven by increased fuel and 
labour costs. Frozen food prices have see an average increase of 12% although 
haddock and whiting fillets have risen by 70% and potato products by 22%. 
 
1.7 Cleaning Costs 
There has also been an increase in cleaning product costs of nearly 10% of the 
overall budget (> £10,000).   
 
1.8 Leisure Fee Income 
On 1st April 2008, we increased leisure fees by 10%. We have also reduced our 
opening hours on many facilities. There has been very little change in the money 
we are taking, despite of the rise in prices and reduction in opening hours. Some 
people are reporting that their facilities are busier, but this looks like it is due to 
shorter opening hours with the same number of customers in the shorter period. 
 

 



 

1.9 Asset Management & Property 
Market activity in Aberdeen City is very low at the moment, with few properties or 
sites being brought to the market for sale or redevelopment. The Council’s 
external property contractor, Ryden, has indicated that in the current market it 
would be difficult to prove that best value would be achieved for any significant 
property being marketed. This means it is difficult to quantify any perceived loss to 
the City Council, as properties are not being marketed. We are therefore not 
budgeting for any capital receipts in 2009/10, (although we had previously 
assumed £5 million), in comparison to a budgeted £5m in 2008/09 (with an 
expected out-turn of £9.076 million).  This also has a “knock on” affect of fewer 
large developments in the pipe-line for contractors to bid for, with the possible 
difficult consequences for the construction trades. 
 
The City Council is the largest commercial landlord in the City. Our non-
operational portfolio is substantially fully occupied and occupational demand 
remains strong. There has been no affect on income to date, although we are 
anticipating that market rents will increase more slowly than originally projected (or 
as market trends would originally have suggested). The majority of our larger 
commercial leases have five year review patterns and accordingly it is difficult for 
the tenant to argue that there has been no rental growth over say the last five 
years. 
 
The projected income for last financial year from property (excluding Common 
Good) is £5,878,000 against an original projection of £6412,000. 
 
The Council’s assets are valued on a five year rolling programme, with the 
investment portfolio valued annually. These Asset Valuations are currently being 
undertaken by Ryden. Whilst this year’s Valuations are not due to be completed 
until the end of May, there has already been a warning that the Asset Value of the 
Council’s portfolios may be significantly reduced from last year. This is due, not to 
“falling” rents (as discussed above) but to the increase in property yields and the 
affect that this has on capital values. 
 
In summary, the main consequences to the Council’s property portfolio from the 
current economic downturn are due to the collapse of the development market and 
significantly higher property yields (which will also dampen the development 
sector). 
  
1.10 Demand for Social Care 
There has been no discernable increase as yet in the demand for social care due 
to family breakup or elderly citizens no longer being able to afford private nursing 
care. However, the view of the service is that if the economic climate continues to 
deteriorate, there will be an increase in the near future. 
 
1.11 Housing  
The number of applications on our housing waiting list shows an overall reduction 
of approx. 700 applications between Aril 2008 and March 2009. However, the 
figure dipped sharply between April 2008 and August 2008 (from 6754 to 5618) 
mainly due to a review of the list at that time. Since Sept 2008 this figure has 
increased month on month and now stands at 6059 as at 31st March 2009. 

 



 

Homeless presentations (unaudited figures) indicate an increase of about 12 % 
(i.e 2500 in 2007/8 increasing to 2800 in 2008/9).  We estimate a 10% increase for 
2010 (based on past trends) which would bring the number of presentations up to 
approximately 3000. 
 
The growth in the applications for social housing and homeless presentations is 
also influenced by the slow down in the development of social housing by 37% 
over the past year and the availability of family housing in the City. There were 
1,470 completions on new housing units in the Aberdeen housing market area in 
2007, down from almost 2,000 in 2004.  
 
1.12 Council Tax 
Our in-year Council Tax performance increased from 93.8% in 2007/08 to 94.5% 
in 2008/09. Our target for 2009/10 is 95% but we accept that this is a challenging 
target in the current climate. Eventually we aim to collect 97.6% but this will take 
significant time and effort. Although we have seen an increase in the number of 
personal sequestrations it is too early to know if this will affect our bad debt 
provision of 2.4%.  
 
The slowdown in the housing market will also have an impact on the level of 
Council Tax that is collectable. In normal or certainly more stable economic 
conditions it would be prudent to expect an increase in the Council Tax base of 
approximately 600 new properties annually. Whilst making every effort to mitigate 
this situation, we are also aware that there may be an increase in the non-
collection rate from a stable 2.4%. We have therefore not budgeted for an increase 
in the collection rate or Council Tax base in the 2009/10 budget.  
 
1.13 Energy Costs 
The Council secured a new electric contract in 2008 which showed a significant 
increase in costs resulting in an increase in budget for 2009/10 of £500,000 to give 
a total budget of £5.1 million.  Gas costs are expected to increase by a further 
£100,000 in 2009/10 giving a total budget of £2.7 million. There is also a corporate 
provision for potentially increased energy costs of approximately £600,000. 
 
1.14 Schools Programme 
The consortium contracted to build, own and operate the schools under the NPDO 
Project (the 3R’s Project) obtained its loan finance from Landsbanki, one of the 
banks adversely affected by the global financial crisis.  The Icelandic authorities 
have advised that they would not be able to meet its long term financing 
commitments to the Project.  The Council has agreed two short term loans to the 
Project amounting to £9.5 million in order to allow the consortium time to finalise a 
refinancing package.  In addition, the Council has incurred substantial short term 
costs amounting to £500,000 approximately, in external financial and legal fees.  It 
is hoped to recoup these costs over a period of time as part of the long term 
refinancing. 
 
The Council asked the Scottish Government as to whether it would provide short 
term funding support during the period of refinancing.  The Scottish Government 
declined this request and suggested that the Council meet these short term costs 
from its reserves.  This has put extra pressure on these funds and reserves. 

 



 

 
2. How will these effects develop, and what impacts are they expected to 
have on different public bodies and on the services they provide? 

Much depends on the length and severity of the economic downturn. Below are 
some of the areas where we expect to see impacts on services: 
 

- Rising unemployment will increase the demand for benefits, and 
financial and other advice 

- Home repossessions will increase the need for social housing 
- There are likely to be more family breakdowns leading to more children 

being looked after 
- More older people are also likely to need council-funded care 
- There could be an increased demand for state school places, due to 

children transferring from the private sector 
- Renegotiating agreements with developers 
- Contract negotiation and renewal 

 
3. To what extent are public bodies able to take action to mitigate the effects, 
manage the risks and threats and prepare contingency plans for different 
scenarios? 

Much of our income is fixed through grant settlements and the level of council tax 
raised locally is also fixed through the budget setting processes. We have made 
budget savings of £60m in the last two budgets. This means we have already 
implemented a number of the measures that other Local Authorities are now 
considering in response to the financial climate. For example, we are aware that 
other Local Authorities are considering making up shortfalls by using reserves. 
This is not an option for Aberdeen City Council, given we have already used up a 
significant amount of our reserves in the past few years, and our focus must now 
be on restoring them. Given our historical financial situation it is even more difficult 
for us to make up any shortfall in income or increase in expenditure through 
efficiencies, and further budget pressures would potentially lead to more targeted 
services and increases in income and taxes. 
 
Having highlighted the difficulties we face, we are pro-actively managing our 
finances to deal with the pressures that may arise. All the above information will be 
assessed as part of our Medium Term Financial Plan which will be considered by 
Council in May. This includes an analysis of a number of different scenarios. 
 
We are trying to mitigate the impact of the Economic Downturn by developing 
rapid solutions. This includes looking at better ways to stream line business 
processes and minimise waste from service delivery (e.g. Diagnostic Pathway and 
‘Work Styles), as well as maximising income generation opportunities. We will 
continue to reduce fuel and energy use to create efficiencies. We already have a 
tight control on recruitment where Service Directors have to approve every post, 
which then go forward to a vacancy panel for consideration. We have also recently 
undertaken a voluntary severance and early retirement exercise, which will be 
reducing our workforce by 478 FTE.  
 

 



 

Aberdeen City is a critical engine for economic growth in Scotland and the UK, and 
is making a powerful contribution in terms of competitiveness and sustainability. 
We are therefore considering not only how to balance our own books, but also 
identifying how the people and businesses in Aberdeen will be affected and 
whether we can take action to help during the economic downturn. Examples of 
specific initiatives include: 
 

- Supporting debt counselling services 
- Creation and support of credit unions 
- Efforts to address fuel poverty 
- Helping local businesses to bid for council services 
- Paying small businesses quickly to help with cash flow 
- Working with partners to develop training and employment opportunities 

 
4. How can the Scottish Government’s budget best be used to combat the 
effects of recession? 
 
The Scottish Government’s budget can help to combat the effects of the recession 
by being fairer and more transparent. We have worked hard in the past two years 
to deliver efficiencies and to continue to develop more effective services. This 
work will continue but there is a real danger that at the point when the public 
become more reliant than ever on our services the economic situation will require 
further services to be reduced. We therefore support the review of the funding 
formula currently underway, and ask for the outcome to be a more transparent 
formula with a higher flaw so that Aberdeen City Council, which provides services 
to one of the key engines for economic growth in the UK and Scottish Economy, 
receives a fair and realistic share.2

 
As part of the funding formula review, the Scottish Government have accepted a 
recommendation arising from the first annual report of the Council of Economic 
Advisers to incentivise local authorities to promote economic development. We are 
supportive of the possible incentivisation of business rate income (through tax 
increment financing or something similar), and would argue it is more urgent than 
ever given that traditional options, such as developer contributions, are now 
unlikely to be viable due to the collapse in private development financing.   
 
It would greatly assist the Treasury Management function of local authorities if the 
long awaited Investment Regulations could be introduced to help mitigate against 
the current very low return that authorities are able to secure in the money 
markets.   
 
The planning fee income estimate for 2008/9 was reached by building in an 
assumption that there was to be an increase in the fees set by the Government in 
accordance with draft notification which had been received and that there would 
be an increase in fees to offset the additional costs to planning authorities of 
carrying out neighbour notification. It would be helpful to know if and when the 

                                                      
2 For further information please see: 
http://www.aberdeencity.gov.uk/web/files/financedistribution/ACC_Fairer_Funding_Briefing_Note.p
df 

 



 

increase in fees will be introduced so that we can allow for the outcome within our 
financial planning.  
 
 
Dr Abigail Tierney, Corporate Director for Strategic Leadership 
Aberdeen City Council  

 


