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BUDGET 2012-13: FINANCIAL RISKS ANALYSIS 
  
1 SUMMARY 

 
1.1 This report summarises the outcome of a review of the financial risks related 

to the budget process. The report outlines the process and approach to 
carrying out the analysis and summarises the main risks. The financial risks 
will be monitored on an ongoing basis as part of budget monitoring. 
 

2  RECOMMENDATION 
 

2.1 The key financial risks are noted. 
 

3 DETAIL 
 

 Introduction 
 

3.1 The Council is facing of significant financial challenge. In developing its 
budget to address both restricted resources and cost and demand pressures 
there are a number of risks the Council needs to consider and manage. This 
report outlines the process and approach followed in carrying out a financial 
risks analysis around the budget. 
 

3.2 An exercise has been undertaken for each service looking at each of the 
main activities/teams/business units within a service and identifying risks 
related to cost levels, service demands and income. The probability, service 
impact and financial impact of each risk have been assessed. A range of 
council wide risks have also been identified and assessed. Risks related to 
service reviews and funding have also been identified and assessed. 
 

3.3 The probability and service impact is a combination of the likelihood of an 
event happening and the impact that it would have.  Each element is scored 
out of 5 with a combined score up to 25.  The probability and service impact 
scores have been categorised as low, medium and high, as follows: 
 
Low Score 1-5 
Medium Score 6-12 
High Score 13-25 

 
 

 Risks to Cost Levels 
 

3.3 Costs for services are not always fixed and in line with the current economic 
climate are subject to fluctuation.  An example of this is the uncertain inflation 
levels and how these affect costs.  The key risks identified are only 
concerned with risk in relation to costs that are required to maintain the 



current level of service delivery. 
  

3.4 The top three risks for service cost levels, in terms of the likely financial 
impact are: 
 

Service Description Probability 
& Service 

Impact 

Budget 
Impact 

Management/ 
Control 

Adult Care Learning 
Disability 
Increased 
Provider 
Charges 

Medium - 
12 

£825,921 Ensure services are 
targeted at priority 
need clients. 
Review of client 
assessments and 
selection of 
appropriate provider 
via commissioning 
of service. 

Adult Care Externalisatio
n of homecare 
services and 
the 
uncertainty 
around future 
provider rates 

Medium - 
12 

£568,678 New rates will apply 
to all homecare 
hours (those that 
are currently 
provided externally 
and the newly 
provided). 
Appropriate tender 
procedure and 
desktop review of 
current provision to 
reduce commitment 
to within budget. 

Roads and 
Amenity 
Services 

Waste 
Collection – 
unable to 
introduce co-
mingled 
collection 

Low - 3 £309,795 Devote the 
necessary 
resources to 
complete the 
change in service 
delivery. 

 

  
3.5 The top three risks for service cost levels, in terms of the probability and the 

impact on service are: 
 

Service Description Probability 
& Service 

Impact 

Budget 
Impact 

Management/ 
Control 

Adult Care Learning 
Disability  
Increased 
Provider 
Charges 

Medium - 
12 

£825,921 Ensure services are 
targeted at priority 
need clients. Review 
of client 
assessments and 
selection of 
appropriate provider 
via commissioning 
of service. 

Adult Care Externalisatio
n of homecare 

Medium - 
12 

£568,678 New rates will apply 
to all homecare 



services and 
the 
uncertainty 
around future 
provider rates 

hours (those that 
are currently 
provided externally 
and the newly 
provided). 
Appropriate tender 
procedure and 
desktop review of 
current provision to 
reduce commitment 
to within budget. 

Economic 
Development 

Ferries – 
Increased 
Maintenance 
Costs due to 
the age of 
fleet 

Medium – 
12 

£200,000 Monitor the cost of 
maintaining the fleet 
and if necessary 
prepare business 
cases for the 
procurement of 
replacement ferries. 

 

  
3.6 The following table summarises the number of service cost level risks with 

their probability/service impact and budgetary impact.  A more detailed 
analysis of the key service cost level risks is attached as Appendix 1. 
 

Probability 
& Service 

Impact 

No. of 
Risks 

No. of 
Risks < 
£100k 

No. of 
Risks 
£100k-
£250k 

No. of 
Risks 
£250-
£500 

No. of 
Risks > 
£500k 

Budget 
Impact 

Low 9 7 1 1  £777,892
Medium 25 19 3 1 2 £3,135,450
High 0  £0

 

  
 Risks to Service Demand 

 
3.7 A demand pressure is created where there is a need to expand or provide 

additional services to those already delivered as a result of circumstances 
that place more demand on a service.  The key risks identified are based on 
history of previous demand pressures, demographic issues that create more 
demand and any future demand anticipated. 
 

3.8 The top three risks to service demands, in terms of the likely financial impact 
are: 
 

Service Description Probability 
& Service 

Impact 

Budget 
Impact 

Management/ 
Control 

Roads and 
Amenity 
Services 

Winter 
Maintenance 
–  
Adverse 
weather 
conditions 
which require 
greater than 

High - 16 £1,196,526 Monitor weather 
conditions and 
apply gritting policy 
to minimise costs. 



budgeted 
number of 
gritting runs 

Adult Care Older People 
Population 
Growth 

Medium - 
12 

£703,982 Restrict service 
provision within 
available budget. 
Ensure services 
targeted at priority 
need clients. 
Continue to shift 
balance of care 
where average 
community care 
packages cost less 
than institutional. 

Adult Care Older People - 
Level of 
service 
demand 
remains at 
current 
commitment 
or increases 
due to needs 
becoming 
more complex 

Medium - 
12 

£563,185 Restrict service 
provision within 
available budget. 
Ensure services 
targeted at priority 
need clients. 
Continue to shift 
balance of care 
where average 
community care 
packages cost less 
than institutional. 
Target funding at 
preventative 
services to reduce 
risk of higher 
dependency. 

 

  
3.9 The top three risks to service demands, in terms of the probability and the 

impact on service are: 
 

Service Description Probability 
& Service 

Impact 

Budget 
Impact 

Management/ 
Control 

Roads and 
Amenity 
Services 

Adverse 
weather 
conditions 
which require 
greater than 
budgeted 
number of 
gritting runs 

High - 16 £1,196,526 Monitor weather 
conditions and 
apply gritting policy 
to minimise costs. 

Roads and 
Amenity 
Services 

Street Lighting 
- Age of 
lighting stock 
requires 
greater 
maintenance 

High - 16 £82,477 Manage 
maintenance 
budgets to ensure 
that spend is 
prioritised to deal 
with safety defects. 

Adult Care Population Medium – £703,982 Restrict service 



Growth 12 provision within 
available budget. 
Ensure services 
targeted at priority 
need clients. 
Continue to shift 
balance of care 
where average 
community care 
packages cost less 
than institutional. 

 

  
3.10 The following table summarises the number of service demand risks with 

their probability/service impact and budgetary impact.  A more detailed 
analysis of the key service demand risks is attached as Appendix 2. 
 

Probability 
& Service 

Impact 

No. of 
Risks 

No. of 
Risks < 
£100k 

No. of 
Risks 
£100k-
£250k 

No. of 
Risks 
£250-
£500 

No. of 
Risks > 
£500k 

Budget 
Impact 

Low 6 6  £103,837
Medium 24 14 8 2 £3,438,233
High 2 1 1 £1,279,003

 

  
 Risks to Service Income 

 
3.11 The income risks are in relation to income received for services provided.  

Funding risks are included within a separate section to this report. 
 

3.12 The top three risks to service income, in terms of the likely financial impact 
are: 
 

Service Description Probability 
& Service 

Impact 

Budget 
Impact 

Management/ 
Control 

Customer and 
Support 
Services 

ICT 
Applications - 
Loss of 
external 
contracts - 
ACHA 

Low - 4 £205,000 Ongoing robust 
contract 
maintenance. 
Contract in place for 
3 years. Not an 
immediate risk. 

Roads and 
Amenity 
Services 

Car Parking – 
Reduced use 
of car parks 
result in loss 
of income 

Medium - 
12 

£158,562 Ensure that there is 
an enforcement 
regime in place to 
collect all income 
due. 

Customer and 
Support 
Services 

Housing 
Benefits – 
Private 
Benefit 
Afforded – 
Error Rates 
lead to 

Low – 4 £130,662 Ensure Benefit take-
up is maximised, 
and benefits are 
paid promptly whilst 
minimising fraud. 



penalties/with
held subsidy 

 

  
3.13 The top three risks to service income, in terms of the probability and the 

impact on service are: 
 

Service Description Probability 
& Service 

Impact 

Budget 
Impact 

Management/ 
Control 

Facility 
Services 

CCJ - Loss of 
external 
contracts  - 
Recent 
announcemen
t unsuccessful 
joint bid with 
Consortia re 
Police 
Cleaning 
Contract. 

High - 16 £39,965 Ongoing robust 
contract 
maintenance. Joint 
strategy with 
Procurement 
colleagues to 
maintain and 
increase. 

Economic 
Development 

Piers and 
Harbours – 
Reduced 
Fishing Fleet 
resulting in 
lower number 
of fish 
landings. 

Medium - 
12 

£35,575 Monitor fish 
landings and 
ensure that all 
income is 
collected. 

Roads and 
Amenity 
Services 

Car Parking – 
Reduced use 
of car parks 
result in loss 
of income 

Medium – 
12 

£158,562 Ensure that there is 
an enforcement 
regime in place to 
collect all income 
due. 

 

  
3.14 The following table summarises the number of service income risks with their 

probability/service impact and budgetary impact.  A more detailed analysis of 
the key service income risks is attached as Appendix 3. 
 

Probability 
& Service 

Impact 

No. of 
Risks 

No. of 
Risks < 
£100k 

No. of 
Risks 
£100k-
£250k 

No. of 
Risks 
£250-
£500 

No. of 
Risks > 
£500k 

Budget 
Impact 

Low 6 4 2  £479,008
Medium 14 13 1  £827,711
High 1 1  £39,965

 

  
 Council Wide Risks 

 
3.15 There are a number of risks that affect the income or expenditure across the 

whole council.  The main council wide risks relate to cost levels and are 
noted below: 
 
 



Description Probability 
& Service 

Impact 

Budget 
Impact 

Employee Pay increase by 1% Low – 4 £1,050,383 
Employers NI rate increase by 
2% 

Low - 4 £2,100,765 

Employers Superannuation rate 
increase by 1% (assume 80% in 
scheme) 

Low - 4 £840,306 

Energy costs increase by 10% Medium - 6 £668,097 
Repairs and Maintenance costs 
increase by 5% 

Low - 4 £114,185 

General Inflation – increase 
costs by 1% 

Medium - 9 £1,462,913 
 

  
3.16 Whilst increases in pay, NI and Superannuation would have a major impact 

the probability for 2012-13 is remote.  There is a possible risk of energy costs 
increasing by a further 10% but the impact in overall terms on the Council’s 
budget and operations would be minor.  An increase in repair and 
maintenance costs is unlikely but more than remote, however, the impact 
would be minor.  Given current levels of inflation there is a possible risk this 
will create additional pressure on the Council’s budget during the year and 
given the overall financial impact this would have a moderate impact. 
 

 Funding Risks 
 

3.17 The main funding risks relate to council tax and Scottish Government grant. 
 

3.18 In relation to council tax income then no increase in council tax at band D 
has been assumed. No change to the council tax base or level of non 
payment has been made at this stage. In summary council tax income is 
assume at £44.8m which is the same as 2011-12. The council tax base and 
level of non payment are being reviewed at the end of November. In overall 
terms a variation of 1% in council tax income amounts to £450,000. Over the 
last few years council tax income has exceeded budget so the current 
estimate can be considered as prudent. 
 

3.19 Scottish Government funding has been reviewed. The current estimate is 
based on the Scottish Government draft budget announcement on 21 
September with an adjustment made to reflect forecast changes in 
distribution due to population changes and correction to the roads GAE 
calculation. The final allocations will be known in early December. At this 
stage it is felt that the adjustments made for population changes probably 
take into account most of the downside risks for Scottish Government 
funding. Once agreed the 3 year funding allocation will not change unless 
there has been a statistical error in the grant calculations.  A reduction of 1% 
in Scottish Government funding would amount to £2.2m. 
 
 
 



 Service Review Risks 
 

3.20 Savings options developed as part of the service review go through a two 
stage options appraisal process.  There are four elements within the options 
appraisal, one of them being specifically on risk.  The risk element takes 
account of the risks around successful implementation and also the risks 
around the impact and savings – impact not achieved or savings not 
achieved.   
 

3.21 The service reviews have all been completed and reports prepared on 
savings proposals. Detailed implementation plans have been prepared for 
each service review and a risk register completed. Progress with 
implementation will be monitored through the relevant project boards and 
Transformation Programme Board. 
 

 Monitoring  
 

3.22 The risks identified through this process will be reviewed and monitored as 
part of the budget monitoring process so that the Council is clear about 
potential changes to the probability or impact of these risks. 
 

4 CONCLUSION 
 

4.1 Budgets are the plans of an organisation expressed in financial terms.  
These are based on a range of assumptions in relation to costs, levels of 
activities, income, funding and implementation of service reviews.  This 
report summaries the results of a review of the risks associated with the 
various assumptions underpinning the budget.  There are a range of risks 
associated with these assumptions in terms of probability, service impact and 
financial impact.  Some of these are important risks/assumptions that the 
Council will need to monitor over the 2012-13 financial year and this 
monitoring will be build into the budget monitoring process. 
 

 
MPLICATIONS 
Policy – None 
Legal – None 
Human Resources - None 
Financial – Summarises the financial impact of various risks associated with the 
Council budget. 
Equal Opportunities - None 
 
For further information please contact Bruce West, Head of Strategic Finance 01546-
604220 
 
Bruce West, Head of Strategic Finance 
30 November 2011 
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