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Report for Information

1 Recommendations 

a) Note that the Business Transformation Steering Group (BTSG) will 
continue to consider measures necessary to support delivery of a 
balanced Medium Term Financial Strategy (MTFS) before any policy 
measures are presented to Council.

b) Note the recommendation from the best value audit report on 
transformation that the Council recognises that it is operating in a 
fiscally challenging environment and now needs to find a way to 
accelerate progress on the remaining projects within the 
Transformation Blueprint with the resources it has available and also 
further Accounts Commission commentary on delivering 
transformational change (sections 5.2 and 5.3).

c) Note the MTFS planning assumptions set out in the report (sections 4.1
to 4.3).

d) Note that the budget gap for 2027/28, incorporating the planned use of 
service concession retrospection and an indicative 8% annual Council 
Tax increase is projected to be £6.176 million, rising to a projected 
£14.895 million by 2028/29 (section 4.1).

e) Note the urgent need to address the gap between recurring 
expenditure and recurring income (section 5). 

f) Note the position relating to Midlothian Integration Joint Board (section 
6) and

g) Otherwise note the remainder of the report. 

Date:  4th June 2026
Report Contact:
David Gladwin Chief Financial Officer and Section 95 Officer
David.gladwin@midlothian.gov.uk
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2 Purpose of Report / Executive Summary

2.1 The report sets out the outcome of a review of the Council’s financial 
planning assumptions which now point to a projected budget gap of 
£6.176 million in 2027/28 rising to £14.895 million by 2028/29.

2.2 Pressure on budgets across the public sector is severe and as the 
fastest growing Local Authority in Scotland the impact is intensified in 
Midlothian. Population projections show a continued high level of 
growth in Midlothian through to 2043.

2.3 There is a significant underlying funding gap before Council tax 
increases and planned utilisation of reserves of £15.261 million (4.2% 
of net expenditure) in 2027/28 rising to £25.859 million by 2028/29 
(4.1% of net expenditure) that will impact on what services the Council 
can continue to deliver and how they are delivered. Reprioritisation and
redesign are crucial to balancing the MTFS and swift action is needed.

3 Medium Term Financial Strategy 2027/28 to 2028/29 - Background

3.1 The aim of the MTFS is to provide a multiyear financial strategy 
aligned to the Council’s Strategic Plans. It seeks to support the 
Council in fulfilling its statutory duty to set a balanced budget and 
determine Council Tax levels annually with a key aspect being 
ongoing financial sustainability for the Council where recurring 
costs are matched by recurring income.

3.2 Council last considered the MTFS on 24th February 2026 when the
2026/27 budget was approved. To reach a balanced budget, 
approval was granted for a 9% increase in Council Tax levels for 
2026/27 and a £4.093 million use of Reserves specifically relating 
to service concession retrospection.

3.3 Council and officers are reminded of a recommendation made by the 
external auditor that “as a matter of urgency, officers and elected 
members need to work together to develop and agree the medium-term
financial strategy and progress the council’s transformation plans”. The 
auditor also observes that “The council continues to demonstrate good 
financial management arrangements and control of the in-year budget, 
including understanding of the ongoing impact of covid and other 
financial pressures”.
Economic Commentary

3.4 Economic growth, as measured by Gross Domestic Product (GDP), 
shows a modest increase of around 0.6% in the first quarter of 2026 
with prospects through to 2027 remaining slightly above that level 
ranging from 0.8% to 1.1%.

3.5 The last published inflation figures, at the time of writing this report, 
were for April 2026. Consumer Price Index (CPI) dropped by 0.5% from
March figures to 2.8%. The reduction was largely due to reduction in 
the domestic energy cap. Forecasts show an increase in CPI to around
3.6% by the end of 2026 before starting to ease towards the Bank of 
England target of 2% in 2027. However, there remains a significant risk



that ongoing global events could contribute to higher inflation rates for 
a longer period. Whilst areas of council contractual inflation are aligned 
to CPI there are other areas, most notably energy costs and food costs,
that are trending higher than CPI and could contribute to further cost 
pressures than currently modelled in the MTFS.

3.6 Interest rates (Bank of England Base rate) were held at 3.75% in April. 
Projections for the near future have moved away from gradual 
reductions to either a hold on rates or small increases. This change in 
expectation has impacted on Public Works Loans Board (PWLB) rates 
which are generally around 1% higher than they were before recent 
hostilities with Iran. As the vast majority of external borrowing is 
accessed from the PWLB, increases in borrowing costs are inevitable.

3.7 Wage increases have outstripped inflation in recent times. The Scottish
Government published their Public Sector Pay Policy for 2025/26 which
runs through to 2027/28 with an annual pay metric of 3% per annum.

3.8 UK Government and Scottish Government budgets for future years will 
both be characterised by significant fiscal pressures and this is likely to 
include a squeeze on public sector spend and areas of public sector 
reform.

4 Budget Projections 
4.1 MTFS Budget projections were last presented to Council in February 

2026. Projections have been re-worked based on updated data and 
assumptions. Revised figures are shown in table 1 below.
Table 1: MTFS Projected Gap to 2028/29
 2027/28

£m
2028/29

£m
Opening Budget Gap 0.000 6.176
Retrospective Service concessions 4.093 2.581
Revised Opening Budget Gap 4.093 8.757
Pay Inflation 6.927 7.135
Utilities and other Contractual inflation 2.044 1.888
Provision for School Roll Increases 1.000 1.000
Emissions Trading Scheme 0.000 0.500
Loan Charges 4.582 5.310
Council Tax Reduction Scheme 0.562 0.379
Council Tax Band D number increase (0.895) (1.408)
Scottish Government Grant – increased share (0.949) (1.734)
Scottish Government Grant – LEIP Funding (1.106) (1.815)
Other (0.091) (0.307)
Gross Gap 16.167 19.705
Full year impact of approved savings measures (0.463) 0.000
Transformation Blueprint Savings (0.093) 0.000
Fees and Charges increase (0.350) (0.350)
Gap after savings 15.261 19.355
Council Tax Rate increase (8%, 5%) (6.504) (4.460)
Gap after Council Tax increase 8.757 14.895
Utilisation of Reserves
Retrospective Service Concessions (2.581)
Budget Gap to be addressed 6.176 14.895

4.2 Projections are based on some key planning assumptions which will 
undoubtedly change due to economic factors, Scottish Government 



funding decisions, pay awards and local cost pressures. The main 
assumptions included in the figures above are:

 Council Tax increases of 8% in 2027/28 and 5% in 2028/29 with 
corresponding increases in Council Tax Reduction Scheme 
payments.

 Household growth in Midlothian generating additional Council Tax 
income.

 A flat cash overall Scottish Government Grant settlement to support
existing services and an assumption that any new or enhanced 
Scottish Government policy requirement will be fully funded. 

 An increasing share of Scottish Government Grant funding for 
Midlothian as population-based indicators continue to grow relative 
to other Councils.

 Pay Inflation of 3% in all years which is in line with Scottish 
Government public sector pay policy. This is based on the working 
assumption that any pay award more than 3% will be fully funded by
the Scottish Government. Every 1% increase equates to a cost 
change of approximately £2.3 million.

 A continuation of existing employers superannuation contribution 
rates at 17.6% for Lothian Pension Fund (LPF) and 26% for the 
Scottish Public Pension Agency (SPPA). The next triennial 
revaluation for LPF is due to be completed later in 2026 and may 
provide opportunity to reduce contribution rates.

 Inflation provision of 3% for contracts where inflation uplifts are an 
integral part.

 A general provision for demographic growth in learning settings.

 Borrowing costs in-line with the most up to date approved version of
the General Services Capital Plan with Learning Estate 
Infrastructure Program (LEIP) revenue funding aligned to expected 
delivery timescales of supported projects. Any further approvals of 
capital projects, unless fully funded by grant or other external 
funding, will result in an increase in borrowing costs and possibly 
also infrastructure running costs, to those figures shown in table 1 
above.

 Full delivery of savings measures previously approved by Council.

 An increase in funding provided to Midlothian Integration Joint 
Board (MIJB) to cover pay increases and inflationary costs.



4.3 The main areas of sensitivity are outlined in table 2 below.
Table 2: Impact on MTFS of changing assumptions

Budget Area Change
Impact on 

budget gap
(£m)

Scottish Government Grant 
General Funding Quantum

1% +/- 2.4

Scottish Government Grant 
– movement in funding floor

0.25% +/- 0.7

Council Tax 1% +/- 0.7

Pay 1% +/- 2.3

Contractual Inflation 1% +/- 0.7

Lothian Pension Fund 
Employers Contributions 1% +/- 1.1

Teachers Employers 
Pension Contributions

1% +/- 0.7

4.4 Assumptions will all be reviewed and updated on a regular basis 
and Members will continue to be updated in the run up to setting 
the 2027/28 budget in February 2027.
Scottish Government Funding

4.5 The recently elected Scottish Government have outlined key areas of 
priority for this term of government. The first Scottish budget is 
expected to take place later in 2026 and this will commence the 
process leading to Councils being advised of available funding as 
provided through the Local Government Finance Settlement. Initial 
figures are normally provided in December with near final figures late-
January the following year.

4.6 It is clear from commentary that the Scottish Government face a very 
challenging public finance outlook driven by rising demand and cost 
pressures and also that all areas of the public sector are seeing difficult
financial challenges. It is likely that areas of public sector reform will be 
progressed and this may have a direct impact on Local Government.

4.7 Whilst useful to understand the impact of changes in Scottish 
Government funding, the situation persists where detail is not known to 
Councils until approximately two months before future year budgets are
set thus making financial planning extremely difficult. Discussions on a 
multi-year Scottish Government funding settlement and the use of a 
Fiscal Framework to deliver this are ongoing. A positive outcome to 
these discussions will bring much more certainty to Councils financial 
planning.



Scottish Government / COSLA Partnership Agreement

4.8 On 30th June 2023 COSLA and the Scottish Government signed a 
new Partnership Agreement (the Verity House Agreement) setting out 
a vision for a more collaborative approach to delivering a number of 
shared priorities. The agreement includes a commitment to improved 
budgetary engagement and specifically agreement, by September 
2023, of a principle-based fiscal framework between the Scottish 
Government and Local Government. 

4.9 Discussions on facets of the Verity House Agreement continue with 
limited tangible impact to date on the levels of flexibility that Councils 
require to help tackle severe financial challenges in a way that fits with
local priorities. Work on this will continue during the new term of 
parliament.

5 Measures to Balance the Medium Term Financial Strategy
5.1 Officers continue to progress work embedded in the Transformation 

Blueprint approved by Council on 27th June 2023. Updates on work are
routinely reported to the BTSG. Delivery of transformation in this way is
the key action in delivering a balanced MTFS and in turn a financially 
sustainable Council. 

5.2 In June 2025, Audit Scotland completed their Best Value Review of 
Midlothian’s Transformation Programme and highlighted that the 
Council recognises that it is operating in a fiscally challenging 
environment and now needs to find a way to accelerate progress on 
the remaining projects within the Transformation Blueprint within the 
resources it has available.

5.3 More recently in May 2026, Audit Scotland published a report titled 
“Delivering for the future. Transformation: How councils are redesigning
and delivering more efficient services. The report along with an initial 
self-assessment for Midlothian Council, was presented to BTSG on 9th 
June, to Audit Committee on 22nd June and is on todays agenda. Key 
messages from the report cover the need for councils to drive forwards 
sustainable transformational change, have clear objectives and 
outcomes from transformation programmes, develop cross-sector 
working, promote community consultation and have a consistent 
approach to Equality Impact Assessments. In the report, Midlothian’s 
good practice case studies are referred to in the areas of programme 
management, Multi-agency transformation and partnership working.

5.4 In response to the significant funding gap, Council on 8th October 
2024 approved a consultation exercise on our budget challenge. 
Consultation ran until 20th November 2024 with the results presented 
to Council on 17th December 2024.

5.5 Alongside public consultation, and in recognition of the stark financial 
position, Council officers have examined a wide range of areas where 
spend could be reduced or additional income could be generated. 
Many options cut into areas that can be viewed as key or essential 
service delivery which serves to indicate how difficult the challenge of 



balancing the budget annually has become.

5.6 Delivery of savings through the Transformation Blueprint is the 
preferred route to reach financial sustainability. To contribute to cost 
reduction during 2026/27 and also to longer term financial 
sustainability the following areas will be prioritised over the remaining 
term of Council:
 Theme 1 – Follow the Money

o Options to build on introduction in 2025/26 of the community
bus service to complement established commercial routes –
report to BTSG planned for 5th October 2026.

o A continuing review of policy and practice relating to Client 
Transport. Efficiencies in delivery have been made and 
will continue to be explored. The Cross Party Working 
Group continues to be appraised of progress and 
provides political direction.

 Theme 2 – 21st Century Workforce
o Build on developing plans for one-stop shop service 

provision in Gorebridge and Dalkeith – report to BTSG 
planned for 5th October 2026.

o Continuation of a range of digital led projects that will serve 
to aid customer experience and drive efficiencies.

o Expansion of resources and capacity in Childrens Services 
– paper on 23rd June Council agenda.

 Theme 3 – Workplaces of the Future
o Reviews of the use of Council owned assets including 

garages, pavilions and commercial premises – reports on 
each to BTSG by 5th October 2026.

o Exploring of opportunities to make spend to save 
investments in a move towards reducing carbon emissions

 Theme 4 – Income Generation
o Identification of commercial opportunities at Vogrie Country 

Park – work ongoing and detailed proposal will be 
presented to BTSG by 5th October 2026.

o Identification of options to expand Council offering for young
people during school summer holidays – initial work 
underway with timescales for completion / reporting to 
be established.

o Further investment in Sport and Leisure Assets including 
Destination Hillend – feasibility work underway and will 
be presented to BTSG later in 2026.

o A review of Trade Waste collection – working group 
established. Outcomes reported to BTSG post-summer 
recess.

o An ongoing review of opening hours and the offering at 
Council run cafes

o Identification of options for expansion of Out of School 
Childcare Provision holidays – initial work underway with 
timescales for completion / reporting to be established.

o Review of options for extending Early Learning to a 52-
week provision – initial work underway with timescales 
for completion / reporting to be established.

o Review of parking in Midlothian – Options for charging 
can be considered once policy has been agreed.



5.7 At this stage identification of savings or income generation for these 
projects is not finalised. Individual business plans will be developed, 
and timing of delivery will become clear. 

5.8 In response to the in-year financial challenges during 2024/25 the 
Chief Executive introduced enhanced financial discipline through a 
directive of “Business Critical Spend only” until costs are brought back
in line with budget. Continuation of this into 2026/27 is expected to 
help contain costs or generate savings.

5.9 Based on the projected budget gap and the range of savings measures
that are currently in play, it is clear that, in the absence of significant 
additional government funding, savings emanating from the 
Transformation Blueprint may not be sufficient, at least in the short-
term, to plug budget gaps. 

  
  6 Next Steps

6.1 Public engagement will take place at the appropriate point on any new 
savings options with the outcome reported back to Council.  
Engagement will continue throughout with recognised Trade Unions. 

6.2 The scheduled meetings of the Business Transformation Steering 
Group and Council will support approval of the MTFS and decisions 
required to finalise the 2027/28 budget at Council on 23rd February 
2027.

6.3 As Council Tax funds the gap between expected income and 
expenditure, it is necessary to first identify the proposed expenditure to 
determine the resulting gap that Council Tax needs to fund. If no other 
action is taken to redress any shortfall, then the Council Tax has to be 
set at a rate that will do so, otherwise the budget will not balance. 
Accordingly, Council Tax decisions should not be taken in advance of 
other budget decisions.

Midlothian Integration Joint Board 

6.4 The Chief Officer and Chief Financial Officer of the MIJB will continue 
to be kept updated on the Council’s budget position and are engaged in
the development of the Council’s MTFS whilst developing MIJB’s own 
aligned MTFS. 

6.5 The planning assumptions for the indicative budget to be delegated to 
MIJB for 2027/28 together with future years indicative allocations have 
been prepared based on a funding increase for both pay and 
contractual inflation. However, it will only be possible to formulate a 
formal offer for the IJB once detail on the annual grant settlement is 
available and the quantum of any additional monies for delegated 
activities and any conditions attached to the settlement are known.

6.6 MIJB overspent in the previous three financial years and have 
benefitted from a £2.7 million, £4.1 million and £0.8 million increase in 



non-ring-fenced funding from Midlothian Council in financial years 
2024/25 to 2026/27 respectively. However, containment of costs 
withing budget remains very challenging and MIJB continues to work 
through a financial recovery plan to keep costs within budget. Failure to
do so brings further risk to partner budgets.

6.7 The acute financial pressure faced by IJBs across Scotland has 
featured frequently in recent national commentary most notably by 
Audit Scotland, who in March 2025, reported the sector position to the 
Accounts Commission.   

6.8 BTSG will be asked to consider the formal offer to MIJB arising from 
the settlement when it meets in January 2027 and this will inform part 
of the final budget recommendations to Council. 

7 Report Implications (Resource, Digital and Risk)

7.1 Resource

Whilst this report deals with financial issues there are no financial 
implications arising directly from it.
 

7.2 Digital 

The adoption of digital solutions is a central strand of the Medium Term
Financial Strategy. 

7.3 Risk

Within any financial projections there are inherent risks in making 
assumptions to arrive at figures and also a risk of costs changing 
significantly or new pressures emerging.  

The following key risks and issues are highlighted in the context of this 
report:

 Uncertainly over the Scottish Government’s and Council’s financial 
position.

 The economic outlook and decisions by Scottish Government on 
future years grant settlements and grant distribution.

 Impact of UK Government budget announcements and any 
associated policy revision.

 The risk to service provision and service users associated with a 
continued decline in available resources to fund services.

 Future years Public Sector pay policy and current and future year 
pay award settlements.

 Actual school rolls varying from those provided for in the budget.
 The impact of the wider economic climate on range of factors 

including inflation, interest rates, employment, tax and income 
levels and service demands.

 Cost pressures, particularly demographic demand, exceeding 
budget estimates.

 The reform of public services.



 The impact of any changes to benefits.
 The cost of implementing national policies varying from resources 

provided by Government.
 Potential liabilities arising from historic child abuse.
 The financial sustainability of MIJB.
 The affordability of borrowing to support capital investment; and
 Ability to continue to meet the expectations of communities within a 

period of fiscal constraint.

Developing and updating a MTFS is key to support the mitigation of a 
number of these risks by setting out the key assumptions on which 
forward plans are based. 

The risk of not having a balanced MTFS is the potential elimination of 
available reserves, which in turn would severely limit the Council’s 
ability to deal with unforeseen or unplanned events and also the 
imposition of significant cuts at short notice with limited opportunity for 
consultation. Early agreement of the measures required to balance the 
2027/28 budget is crucial.  

7.4 Ensuring Equalities 

The MTFS together with the resource allocation measures which will 
support financial sustainability will, as far as the constraint on 
resources allow, be developed within the context of the Council’s 
priorities, ensuring as far as possible that resources are directed 
towards the key priorities of reducing inequalities in learning, health 
and economic circumstance outcomes. 

The MTFS will continue, as far as is possible, to reflect Midlothian 
Council’s commitment to the ethos of the Equality Act 2010 with careful
consideration of the interests of the most vulnerable in our communities
through the preparation of equality impact assessments. 

Individual Integrated Impact Assessments (IIA) will be published in 
respect of future policy savings measures and an overarching IIA will 
be published alongside the MTFS report presented to the Council 
meeting in February 2026.

7.5 Additional Report Implications
See Appendix A

Appendices
APPENDIX A – Report Implications

 



Appendix A

A.1 Key Priorities within the Single Midlothian Plan
The MTFS facilitates decisions on how Council allocates and uses its 
available resources and as such has fundamental implications for 
delivery of the key priorities in the Single Midlothian Plan. It helps 
ensure that resources are available to continue to delivery key 
priorities. 

A.2 Key Drivers for Change
Key drivers addressed in this report:

 Holistic Working
 Hub and Spoke
 Modern 
 Sustainable 
 Transformational
 Preventative
 Asset-based
 Continuous Improvement
 One size fits one
 None of the above

A.3 Key Delivery Streams
Key delivery streams addressed in this report:

 One Council Working with you, for you
 Preventative and Sustainable
 Efficient and Modern 
 Innovative and Ambitious 
 None of the above

A.4 Delivering Best Value
The report does not directly impact on delivering Best Value.

A.5 Involving Communities and Other Stakeholders
The development of the MTFS provides for public engagement. 

In addition, there has been and will continue to be, engagement with 
the recognised Trade Unions on the Council’s financial position and the
development of the MTFS.

A.6 Impact on Performance and Outcomes
The MTFS facilitates decisions on how the Council allocates and uses
its available resources and as such has fundamental implications for 
service performance and outcomes. The financial consequences of 
the pandemic have impacted on the availability and allocation of 
resources in pursuit of key outcomes as set out in the Single 
Midlothian Plan for both the immediate and longer term and therefore 
the ability of the Council to continue to deliver services in a financial 
sustainable manner.



A.7 Adopting a Preventative Approach
An effective Strategic plan supported by a MTFS will support the 
prioritisation of resources to support prevention activities.

A.8 Supporting Sustainable Development
There are no direct sustainability issues arising from this report and 
work will take place to mitigate any sustainability issues which arise as 
a consequence of the MTFS.
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